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Overview of the Scandal  

The Nirav Modi Punjab National Bank (PNB) affair stands as one of India's most significant 

instances of banking fraud, marked by the issuing of deceitful Letters of Undertaking (LoUs) 

and Letters of Comfort (LoCs) valued at over Rs. 14,000 crore (roughly $2 billion) by Punjab 

National Bank. The controversy revolved upon the activities of Nirav Modi, a renowned 

jeweler, and his accomplices, who took advantage of vulnerabilities in PNB's internal systems 

to get substantial sums of international credit.  

The crisis originated when Nirav Modi and his companies acquired deceitful Letters of 

Undertaking (LoUs) and Letters of Credit (LoCs) from PNB. These documents enabled them 

to secure foreign credit from the international offices of Indian banks. LoUs are commonly 

employed by banks to provide a guarantee for their customers' overseas transactions, whereas 

LoCs function as a means of assurance or support for a customer's financial responsibilities. 

In this instance, these instruments were distributed without following established protocols or 

obtaining collateral. PNB personnel were discovered to have circumvented internal controls 

and neglected to adhere to established procedures when issuing the Letters of Undertaking 

(LoUs) and Letters of Credit (LoCs). The absence of supervision and careful investigation 

enabled Modi and his accomplices to carry out transactions without the bank's top executives 

being informed. In addition, these deceptive transactions were hidden from regulators and 

auditors, as they were not documented in PNB's primary banking system.  

Modi's utilization of the deceitful Letters of Undertaking (LoUs) and Letters of Credit (LoCs) 

enabled extensive money laundering and manipulation of global credit. It is said that the cash 

acquired through these financial tools were utilized to buy high-priced jewelry and other 

extravagant items, as well as to support Modi's business endeavors overseas. Additionally, the 
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scandal implicated other Indian banks that accepted the fake Letters of Undertaking (LoUs) 

and Letters of Credit (LoCs) issued by PNB, so subjecting themselves to substantial financial 

jeopardy. The fraudulent scheme came to light in January 2018 after PNB detected improper 

SWIFT transfers during an internal examination. As a result of this disclosure, a First 

Information Report (FIR) was lodged with the Central Bureau of Investigation (CBI), which 

initiated inquiries into the actions of Nirav Modi, Mehul Choksi (another notable jeweler and 

Modi's business associate), and the participation of PNB staff. During the course of 

investigations, the Enforcement Directorate (ED) and CBI discovered substantial evidence of 

fraudulent activity and money laundering. Modi, Choksi, and PNB workers implicated in the 

scandal have been formally charged. In addition, law enforcement confiscated assets 

associated with the fraudulent scheme, including as real estate, financial accounts, and high-

end merchandise. The PNB case involving Nirav Modi revealed substantial deficiencies in 

banking supervision, internal regulations, and risk mitigation. The incident emphasized the 

necessity for more stringent regulatory measures and improved compliance standards in the 

Indian banking industry. In response to the incident, several regulatory agencies, including as 

the Reserve Bank of India (RBI), implemented measures to enhance supervision and enhance 

the internal control procedures of banks.  

Essentially, the Nirav Modi PNB affair exemplifies an intricate instance of financial deceit 

that entailed cooperation between corporate organizations and bank personnel to take 

advantage of deficiencies in banking procedures and laws. The revelation of the scam 

resulted in legal proceedings against the individuals implicated and inspired significant 

reforms in banking supervision and corporate governance in India. The enduring significance 

of this affair highlights the necessity of strong regulatory frameworks and rigorous internal 

controls to avert such events in the future. 

Timeline of Events  

The chronology of events in the Nirav Modi Punjab National Bank (PNB) affair offers a 

comprehensive account of the deceitful actions conducted by Nirav Modi and his 

accomplices, along with the subsequent legal and regulatory reactions. The scandal lasted for 

around seven years, starting in 2011 and ending in early 2018. It implicated several persons 

and companies.  

The scam originated in March 2011 when Nirav Modi's firms were issued their initial bogus 
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Letter of Undertaking (LoU) by PNB. This Letter of Undertaking (LoU) enabled Modi and 

his partners to get international loans from the overseas branches of Indian banks in order to 

fund their commercial operations. During the subsequent years, Modi and his companies 

consistently obtained many deceitful LoUs and Letters of Comfort (LoCs) from PNB, 

enabling extensive money laundering and international activities without enough supervision 

or compliance with banking regulations.  

From 2011 until 2018, Modi engaged in fraudulent operations without interruption, taking 

advantage of vulnerabilities in PNB's internal controls and risk management systems with his 

collaborators. The absence of adequate regulatory oversight enabled the fraud to endure for 

many years without being detected. Modi's companies utilized the cash acquired through 

deceitful Letters of Undertaking (LoUs) and Letters of Credit (LoCs) to get high-end jewelry 

and other luxurious commodities, as well as to support overseas commercial endeavors.  

During an internal examination in January 2018, PNB uncovered illicit transactions that were 

carried out using SWIFT messaging. This revelation resulted in the exposure of the 

fraudulent scheme and prompted PNB to file a First Information Report (FIR) with the 

Central Bureau of Investigation (CBI). The First Information Report (FIR) alleges that Nirav 

Modi and his accomplices conspired with employees of Punjab National Bank (PNB) to 

perpetrate a large-scale financial fraud. As the inquiry advanced, it became apparent that the 

fraudulent transactions were hidden from PNB's central banking system, rendering them 

challenging to identify. Modi and his enterprises were able to function without interruption 

for an extended period of time. Following the revelation of the fraud, Modi and his family 

departed from India in February 2018, in search of sanctuary in foreign nations.  

In March 2018, the Enforcement Directorate (ED) commenced investigations into the matter 

and commenced the confiscation of assets associated with the scheme. The items 

encompassed real estate, financial holdings, and high-end possessions. The steps undertaken 

by the ED were focused on recovering the ill-gotten gains from the fraudulent activity and 

ensuring that those involved are held liable.  

In May 2018, the Central Bureau of Investigation (CBI) and the Enforcement Directorate 

(ED) submitted formal accusations, known as charge sheets, against Nirav Modi, Mehul 

Choksi (a well-known jeweler and business associate of Modi), and Punjab National Bank 

(PNB) employees who were implicated in the fraudulent activities. The charge papers 

mailto:editorial@ijalr.in
https://www.ijalr.in/


VOLUME 4 | ISSUE 4 MAY 2024 ISSN: 2582-7340 

For general queries or to submit your research for publication, kindly email us at editorial@ijalr.in 

https://www.ijalr.in/ 

©2024 International Journal of Advanced Legal Research 

detailed the criminal allegations against the defendant, encompassing infractions of banking 

laws, money laundering, and violations of securities legislation.  

The chronology of events in the Nirav Modi PNB case highlights the intricacies of the fraud 

and the difficulties in identifying and resolving such extensive financial offenses. The 

incident elicited substantial legal and regulatory reactions, including enhanced supervision by 

the Reserve Bank of India (RBI) and other regulatory entities. Furthermore, it emphasized the 

necessity for more robust internal controls, compliance standards, and risk management 

techniques within the Indian banking industry. Ultimately, the Nirav Modi PNB case 

exemplifies the consequences of corporate wrongdoing and highlights the possibility of 

widespread breakdowns in the banking sector. This highlights the significance of strong 

regulatory frameworks and careful supervision to avoid such catastrophes in the future. 

Parties Involved  

The Nirav Modi Punjab National Bank (PNB) scam implicated many individuals who had 

specific roles in planning and enabling the fraudulent activities. The controversy centered on 

the improper utilization of Letters of Undertaking (LoUs) and Letters of Comfort (LoCs), 

enabling Nirav Modi and his accomplices to get international credit from foreign branches of 

Indian banks without enough collateral or compliance with banking procedures. This section 

analyzes the main entities implicated in the scandal and their specific responsibilities.  

Nirav Modi, a famous tycoon in the jewelry industry, was the main defendant in the scandal. 

Modi masterminded the deceitful actions by utilizing his enterprises, such as Firestar 

Diamonds, to get Letters of Undertaking (LoUs) and Letters of Credit (LoCs) from PNB. He 

identified vulnerabilities in the bank's internal systems in order to get false LoUs, which 

enabled him to obtain overseas loans from other banks to fund his business endeavors. Modi's 

vast network in the luxury goods market, together with his strong connections to powerful 

persons, allowed him to sustain the fraud for several years.  

Mehul Choksi, who is both Modi's maternal uncle and business associate, was also implicated 

in the fraudulent activities. Gitanjali Gems, the firm owned by Choksi, played a pivotal part 

in the scam by being one of the organizations that profited from the deceitful Letters of 

Undertaking (LoUs) given by PNB. Choksi's participation in the scam encompassed the 

reception of illicit Letters of Undertaking (LoUs) and the execution of cross-border 
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transactions, which played a role in facilitating the extensive money laundering operations 

associated with the fraud.  

The Punjab National Bank (PNB) was the principal financial institution impacted by the 

scam. The bogus Letters of Undertaking (LoUs) and Letters of Credit (LoCs) were issued at 

the Brady House branch of the bank in Mumbai. The absence of adequate supervision and 

internal regulations inside the bank facilitated the issue of unlawful Letters of Undertaking 

(LoUs) without appropriate collateral or paperwork. The failure of PNB to promptly discover 

the scam has raised concerns regarding its adherence to compliance and risk management 

protocols.  

Numerous workers from PNB's Brady House branch were implicated in the issuance of 

deceptive Letters of Undertaking (LoUs) and Letters of Credit (LoCs). These personnel, 

including high-ranking authorities, are accused of conspiring with Nirav Modi and his 

collaborators to enable the issuing of fraudulent credit instruments. The staff facilitated the 

continuation of the fraud for several years by circumventing PNB's core banking system and 

disguising the transactions from higher authorities. Their participation emphasized the 

necessity for more rigorous responsibility and supervision within the banking industry. 

Additional entities implicated in the scandal encompass overseas banks that validated the 

deceitful Letters of Undertaking (LoUs) issued by PNB, alongside regulatory authorities like 

the Reserve Bank of India (RBI) and the Securities and Exchange Board of India (SEBI), 

who were assigned the responsibility of probing the fraud and instituting preventive measures 

against future occurrences.  

The respective roles assumed by each person involved in the Nirav Modi PNB affair 

highlight the intricate nature of the fraud and the difficulties encountered in identifying and 

resolving extensive financial offenses. The incident emphasized the significance of strong 

regulatory frameworks, efficient internal controls, and ethical business practices to protect 

against corporate wrongdoing and financial misbehavior. 

Modus Operandi 

Nirav Modi and his accomplices strategically executed the Punjab National Bank (PNB) 

fraud by taking advantage of weaknesses in the banking system through a well-planned set of 

operations. The main modus operandi was around the issue of deceitful Letters of 
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Undertaking (LoUs) and Letters of Comfort (LoCs) in support of Nirav Modi's enterprises, 

allowing them to obtain significant cash from international branches of Indian banks. This 

section delineates the precise techniques and tactics utilized in executing the fraudulent 

activity.  

Nirav Modi and his accomplices formed a network of secret cooperation with important 

workers at PNB's Brady House branch in Mumbai. These individuals, including high-ranking 

bank executives, enabled the issuing of unlawful Letters of Undertaking (LoUs) and Letters 

of Credit (LoCs). Through bypassing established banking protocols and internal controls, 

these personnel facilitated the continuation of the fraud without being noticed for many years. 

Their participation in the fraudulent activity underscores the crucial significance of unethical 

behavior and a dearth of responsibility within the financial industry.  

The culprits utilized unlawful SWIFT (Society for Worldwide Interbank Financial 

Telecommunication) transactions to generate Letters of Undertaking (LoUs) and Letters of 

Credit (LoCs) without recording them in PNB's primary banking system. This deliberate 

effort of hiding prevented senior officials inside the bank from recognizing the deceitful 

actions. The utilization of illicit SWIFT transactions enabled the perpetrators to circumvent 

internal audits and monitoring procedures, hence sustaining the scam.  

The deceptive Letters of Undertaking (LoUs) and Letters of Credit (LoCs) acted as 

assurances for foreign credit, enabling Modi's businesses to get significant money from the 

international branches of Indian banks. The monies acquired through these loan instruments 

were later misappropriated for several commercial operations, including funding the growth 

of Modi's high-end jewelry company and other unrelated undertakings. The improper 

utilization of international credit not only enabled the process of disguising the origins of 

illicit funds but also exposed the lending institutions to unwarranted levels of risk.  

Nirav Modi's activities encompassed several enterprises, such as Firestar Diamonds, as well 

as other covert organizations. These firms were utilized as conduits for the monies acquired 

through the deceptive LoUs and LoCs, rendering it arduous for investigators to track the 

movement of money. The use of shell corporations and intricate financial transactions 

obfuscated the genuine essence of the operations and impeded investigation. The criminal 

operandi further involved the fabrication of fraudulent import and export transactions. This 

method enabled the fraudsters to validate the transfer of dollars and goods, creating the 

mailto:editorial@ijalr.in
https://www.ijalr.in/


VOLUME 4 | ISSUE 4 MAY 2024 ISSN: 2582-7340 

For general queries or to submit your research for publication, kindly email us at editorial@ijalr.in 

https://www.ijalr.in/ 

©2024 International Journal of Advanced Legal Research 

illusion of genuine corporate operations. The fraudulent individuals utilized these deceptive 

transactions to conceal their actual motives and enable the transfer of monies across national 

boundaries. The scam was carried out by repeatedly issuing and renewing Letters of 

Undertaking (LoUs) and Letters of Credit (LoCs). The fraudsters were able to prolong their 

operations and preserve access to foreign finance by continuously offering fresh guarantees 

and extensions. The continuous issue and renewal of these instruments served to further hide 

the fraudulent actions from supervision.  

Ultimately, Nirav Modi and his colleagues utilized a complex and diverse approach, which 

included collaborating with PNB staff, conducting illicit SWIFT transactions, using 

international credit, and engaging in fraudulent import and export activities. The deliberate 

activities carried out to commit the fraud highlight the necessity for strong regulatory 

measures, strict internal controls, and ethical behavior within the financial sector to avoid 

such occurrences in the future. 

Detection and Investigation Process 

The identification and investigation of the Nirav Modi Punjab National Bank (PNB) fraud 

required a collaborative endeavor among several law enforcement agencies, regulatory 

entities, and the banking sector. The procedure may be divided into many crucial stages: 

identification of the fraudulent activity, commencement of inquiries, legal proceedings, and 

regulatory consequences.  

PNB uncovered the theft during an internal audit in January 2018. The audit uncovered the 

issuing of deceitful Letters of Undertaking (LoUs) and Letters of Comfort (LoCs) by staff 

members at PNB's Brady House branch in Mumbai. The bank initiated additional inquiry due 

to the issuance of these papers, which were used to seek overseas loans for Nirav Modi's 

firms, without adhering to established protocols or acquiring the required permissions.  

After uncovering the fraudulent activity, PNB filed a First Information Report (FIR) with the 

Central Bureau of Investigation (CBI) in January 2018. The First Information Report (FIR) 

identified Nirav Modi, Mehul Choksi, and implicated staff of Punjab National Bank (PNB) in 

the fraudulent operations. This allegation prompted a criminal inquiry into the affair and the 

persons implicated. Investigations by the Central Bureau of Investigation (CBI) and the 

Enforcement Directorate (ED)**: Subsequent to the filing of the First Information Report 

(FIR), both the Central Bureau of Investigation (CBI) and the Enforcement Directorate (ED) 
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initiated investigations into the issue. The primary objective of the CBI was to identify the 

culprits involved in the issuance of the deceptive Letters of Undertaking (LoUs) and Letters 

of Credit (LoCs). Additionally, the CBI aimed to investigate the flow of funds and ascertain 

the full scope of the scam. The ED focused on the financial side of the scandal, namely by 

tracing illegal funds, confiscating assets, and investigating any money laundering operations.  

Following the investigations, both the Central Bureau of Investigation (CBI) and the 

Enforcement Directorate (ED) submitted charge sheets against the individuals involved, 

including Nirav Modi, Mehul Choksi, and the implicated Punjab National Bank (PNB) 

employees. The charge papers provided a comprehensive account of the precise legal 

infractions committed and established the foundation for initiating legal action against the 

individuals charged. The legal measures encompassed the issuance of arrest warrants, the 

submission of extradition petitions, and the scheduling of court sessions in order to facilitate 

the prosecution of the accused.  

As a component of the legal proceedings, the ED confiscated assets associated with the 

scandal, such as properties, bank accounts, and other valuable possessions. The purpose of 

these seizures was to recoup damages and hinder the accused parties' capacity to sustain their 

activities. The PNB incident triggered a thorough examination of banking rules, internal 

controls, and compliance standards throughout the sector. Regulatory authorities, including 

the Reserve Bank of India (RBI), implemented measures to enhance supervision and deter 

future occurrences of such fraudulent activities. The measures involved strengthening the 

process of issuing Letters of Undertaking (LoUs) and Letters of Credit (LoCs), improving the 

monitoring of SWIFT transactions, and establishing more rigorous internal audit processes. 

Furthermore, the controversy prompted further examination of the responsibilities of auditors 

and compliance officers in identifying and thwarting fraudulent activities. The sector 

acknowledged the necessity for more resilient risk management systems, encompassing 

enhanced staff training on compliance and ethics, with the establishment of more effective 

communication channels for reporting suspicious actions.  

Ultimately, the identification and examination of the Nirav Modi PNB fraud required an 

intricate and diverse endeavor that engaged several organizations and individuals. The crisis 

not only revealed weaknesses in the banking system but also emphasized the significance of 

robust regulatory frameworks and diligent supervision to prevent and deal with corporate 

mailto:editorial@ijalr.in
https://www.ijalr.in/


VOLUME 4 | ISSUE 4 MAY 2024 ISSN: 2582-7340 

For general queries or to submit your research for publication, kindly email us at editorial@ijalr.in 

https://www.ijalr.in/ 

©2024 International Journal of Advanced Legal Research 

wrongdoing. The tragedy prompted both the sector and authorities to take aggressive steps in 

ensuring the integrity of financial institutions and defending the interests of investors. 

Violations of Banking Regulations and Fraudulent Practices  

Nirav Modi and his accomplices planned a substantial act of deception by capitalizing on 

vulnerabilities in Punjab National Bank's (PNB) internal regulations, leading to the issuing of 

deceitful Letters of Undertaking (LoUs) and Letters of Comfort (LoCs) without appropriate 

authorization or collateral. This section provides a comprehensive account of the breaches of 

banking rules and deceitful activities that took place in the affair. 

Violations of Banking Regulations: 

The Punjab National Bank (PNB) scam, which implicates Nirav Modi and his colleagues, 

stands as one of the most significant instances of financial fraud in the history of India. The 

incident revealed substantial breaches of banking rules and internal controls, namely those 

established by the Reserve Bank of India (RBI), which is responsible for safeguarding the 

stability and integrity of the nation's financial sector.  

The Reserve Bank of India (RBI) requires banks to conduct thorough investigations on their 

clients and the nature of their transactions using Know Your Customer (KYC) guidelines in 

order to avoid fraudulent activity. PNB personnel failed to do sufficient verification of 

transactions or the commercial activities of Nirav Modi's firms. This incident violated the 

KYC rules set by RBI and enabled fraudulent activities to persist without being monitored for 

many years. The fraud seriously undermined PNB's internal controls and risk management 

measures. The fraudulent issuing of Letters of Undertaking (LoUs) and Letters of Comfort 

(LoCs) to Nirav Modi's firms circumvented the internal verification processes of the bank. 

This enabled the provision of significant international finance without enough supervision or 

evaluation of potential risks. As a result, the bank experienced substantial financial risk and 

legal responsibility because of the promises made by the fake documents.  

The incident exposed noncompliance with RBI requirements pertaining to transaction 

reporting. PNB neglected to inform the RBI about the issuing of LoUs and LoCs, as 

mandated by regulatory rules. The absence of this information indicated a deficiency in 

openness and supervision inside the bank, enabling the fraud to remain unnoticed for a 

prolonged duration.  

mailto:editorial@ijalr.in
https://www.ijalr.in/


VOLUME 4 | ISSUE 4 MAY 2024 ISSN: 2582-7340 

For general queries or to submit your research for publication, kindly email us at editorial@ijalr.in 

https://www.ijalr.in/ 

©2024 International Journal of Advanced Legal Research 

 

The PNB incident underscores the necessity for more stringent compliance procedures and 

resilient internal controls inside India's banking industry. Financial institutions are obligated 

to maintain effective supervision of their workers' conduct and comply with existing 

legislation and risk management procedures. This entails rigorous adherence to Know Your 

client (KYC) regulations in order to authenticate client identities and company operations, as 

well as stringent compliance with the reporting obligations established by the Reserve Bank 

of India (RBI). As a reaction to the scam, regulatory agencies and banks in India have 

implemented efforts to enhance internal controls and compliance standards throughout the 

sector. The objective of these steps is to improve transparency, accountability, and risk 

management in order to avoid similar occurrences from occurring in the future.  

The PNB issue has legal ramifications that go beyond the bank itself, including the wider 

financial sector and anyone with a vested interest in it. Legal proceedings were initiated 

against the persons and businesses implicated in the fraudulent activities, encompassing 

litigation and sanctions for failure to adhere to banking standards. This crisis acts as a 

warning for other financial organizations and highlights the need of rigorous compliance with 

banking rules and effective risk management techniques. 

Fraudulent Practices: 

The Punjab National Bank (PNB) scandal, which implicated Nirav Modi and his 

accomplices, serves as a prominent illustration of deceitful activities inside the banking 

industry. The issue revolved upon PNB personnel issuing Letters of Undertaking (LoUs) and 

Letters of Comfort (LoCs) to Nirav Modi's firms. These letters allowed the companies to get 

international credit from branches of Indian banks located abroad. These approaches 

encompassed many essential components:  

PNB personnel illicitly issued false Letters of Undertaking (LoUs) and Letters of Credit 

(LoCs) to Nirav Modi's enterprises without requisite authority or collateral. These documents 

functioned as assurances for international credit and enabled Nirav Modi and his accomplices 

to get significant cash from banks abroad. The illicit issuing of these papers circumvented the 

established protocols and safeguards at PNB, facilitating the perpetuation of the deceitful 

operations. PNB personnel conducted unlawful SWIFT transactions to issue Letters of 

Undertaking (LoUs) without recording them in the bank's main banking system. The workers 
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obstructed the detection of the scam by hiding these transactions from higher authorities 

inside the bank. The manipulation of SWIFT transactions enabled the scam to continue 

unnoticed for a prolonged duration. Nirav Modi and his accomplices conspired with PNB 

personnel to execute the deceitful operations. This collaboration entailed the act of paying or 

coercing bank personnel to circumvent established processes and partake in deceitful 

operations. The staff were driven either by cash incentives or swayed by Modi's esteemed 

reputation and high standing. The illicitly acquired monies via the issuing of false Letters of 

Undertaking (LoUs) and Letters of Credit (LoCs) were unlawfully utilized to support Nirav 

Modi's business endeavors, including the financial backing of his enterprises, such as Firestar 

Diamond International. The misallocation of money from their intended uses exacerbated the 

magnitude of the scam and its repercussions on the financial sector.  

The activities of the workers implicated in the scam weakened PNB's internal controls and 

supervision processes. The absence of adequate checks and balances facilitated the issue of 

unlawful Letters of Undertaking (LoUs) and Letters of Credit (LoCs) without the required 

examination. The vulnerability in PNB's systems enabled the perpetration of the deceitful 

activities.The PNB scandal had a substantial effect on the bank's financial position and 

image. Furthermore, it elicited apprehensions regarding the reliability and robustness of the 

Indian financial sector. The crisis necessitated a comprehensive examination of internal 

controls, risk management methods, and compliance measures throughout the sector to avert 

the occurrence of comparable catastrophes in the future.  

Following the incident, regulatory authorities and law enforcement agencies commenced 

investigations and legal proceedings against the persons and businesses implicated. This 

encompassed initiating legal proceedings against Nirav Modi, Mehul Choksi, and the PNB 

staff who were involved in the fraudulent activities. The PNB incident acts as a warning for 

the banking sector, emphasizing the significance of strong internal controls, clear reporting, 

and stringent compliance with rules and procedures. By tackling these concerns, financial 

institutions can reduce the likelihood of deceptive activities and strengthen the stability and 

trustworthiness of the banking industry. 

Impact of Violations: 

The Nirav Modi Punjab National Bank (PNB) controversy had significant ramifications for 

both the bank and the wider financial system. These implications included financial losses, 
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harm to the bank's reputation, heightened regulatory scrutiny, and legal proceedings. The 

aforementioned effects underscore the necessity of strong internal controls and adherence to 

regulatory compliance in the banking sector.  PNB incurred substantial financial losses as a 

result of the issue of deceitful Letters of Undertaking (LoUs) and Letters of Comfort (LoCs). 

The bank was deemed responsible for the international credit facilities that were secured by 

these papers, leading to a financial loss of roughly Rs. 14,000 crore (equivalent to over $2 

billion). The financial load had an adverse effect on PNB's profitability and general financial 

well-being. The incident inflicted significant harm on PNB's image and integrity. The bank's 

inability to prevent or identify the deceitful actions eroded confidence among both consumers 

and investors. The gradual decline in confidence can result in a decline in business and can 

have enduring consequences for the bank's client base and market dominance.  

The issue triggered increased regulatory scrutiny of PNB and other banks in India. The 

Reserve Bank of India (RBI) and other regulatory agencies conducted a comprehensive 

assessment of internal controls, compliance standards, and risk management practices across 

the industry. Financial institutions were mandated to improve their internal systems in order 

to mitigate the risk of future fraudulent activities, perhaps resulting in higher operating 

expenses. PNB encountered legal proceedings initiated by regulatory bodies and 

stakeholders. The Central Bureau of Investigation (CBI) and the Enforcement Directorate 

(ED) initiated inquiries into the incident, resulting in the filing of criminal charges and the 

confiscation of assets belonging to Nirav Modi, Mehul Choksi, and PNB staff who were 

involved. PNB also encountered legal actions from impacted entities, potentially leading to 

significant fines for failure to adhere to banking requirements.  

The judicial proceedings and regulatory modifications that have ensued as a result of the 

crisis underscore the significance of complying with banking rules and implementing 

effective supervision inside financial institutions. This story serves as a warning for banks 

and financial institutions to have strong internal controls, do extensive due diligence, and 

adhere to regulatory requirements in order to prevent major frauds and the subsequent 

negative effects on the financial system. 

Insider Trading Allegations and Securities Law Violations  

The Nirav Modi affair involving Punjab National Bank (PNB) has sparked considerable 

apprehension regarding possible instances of insider trading and breaches of securities laws. 

mailto:editorial@ijalr.in
https://www.ijalr.in/


VOLUME 4 | ISSUE 4 MAY 2024 ISSN: 2582-7340 

For general queries or to submit your research for publication, kindly email us at editorial@ijalr.in 

https://www.ijalr.in/ 

©2024 International Journal of Advanced Legal Research 

The concerns revolved around the potential use of confidential information regarding PNB's 

financial status and weaknesses by Nirav Modi's associates to influence stock prices or 

engage in other illicit activities relating to securities. The Securities and Exchange Board of 

India (SEBI) conducted a crucial investigation into these accusations, specifically targeting 

any breaches of the SEBI (Prohibition of Insider Trading) Regulations.  

Nirav Modi's influential stature as a successful entrepreneur, along with his intimate 

connections with PNB staff, potentially granted him and his colleagues privileged access to 

confidential information regarding the bank's financial condition and weaknesses. This data 

may have been exploited to obtain an unjustifiable edge in the securities market. It is possible 

that Nirav Modi's colleagues manipulated the stock prices of PNB or other linked firms by 

using confidential knowledge about PNB's activities and potential hazards. This might have 

involved engaging in short selling, a trading technique that enables traders to generate profits 

from a decrease in the value of a company, or employing other techniques with the intention 

of influencing market patterns. In addition to manipulating stock prices, the improper use of 

confidential information may also involve other types of misconduct linked to securities. This 

might entail participating in insider trading in various securities or conducting transactions 

based on privileged information about prospective market-moving events.  

The Securities and Exchange Board of India (SEBI) is the regulatory body entrusted with the 

responsibility of supervising the securities markets in India. The mandate of SEBI includes 

the tasks of safeguarding market integrity, maintaining investor protection, and enforcing 

securities laws, which includes legislation pertaining to insider trading.  

SEBI conducted an inquiry into possible insider trading and breaches of securities laws in the 

PNB scam. This investigation focused on examining trading actions during significant events 

related to the incident, such as the detection of bogus LoUs and LoCs. The inquiry sought to 

discern dubious trading patterns that may suggest the occurrence of insider trading. The SEBI 

(Prohibition of Insider Trading) Regulations explicitly forbid trading based on significant 

undisclosed knowledge. These laws provide a definition for the term "insider" as an 

individual who has access to sensitive information as a result of their affiliation with a 

corporation. Furthermore, these regulations explicitly forbid the utilization of such 

knowledge for the purpose of trading. If it is discovered that Nirav Modi's colleagues 

engaged in trading based on undisclosed knowledge concerning PNB, they would be in 
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breach of the SEBI (Prohibition of Insider Trading) Regulations. These infractions can result 

in substantial sanctions, such as monetary penalties and possibly criminal prosecution.  

The PNB issue, with its allegations of insider trading and breaches of securities legislation, 

undermines trust and confidence in India's financial markets. Market participants depend on 

equitable and lucid trading processes, and any departure from this norm can undermine 

investor trust. SEBI's inquiry may result in legal proceedings against persons or businesses 

implicated in insider trading or breaches of securities laws. Possible consequences may 

encompass monetary sanctions, punitive measures, or prohibitions on engaging in securities 

trading.  

 

The accusations of insider trading and breaches of securities laws in the Nirav Modi PNB 

crisis highlight the significance of upholding ethical behavior and compliance with rules in 

the securities sector. If these acts are verified, they can result in significant legal 

repercussions and further undermine the integrity and credibility of India's financial markets. 

The investigation and enforcement of regulations by SEBI play a vital role in upholding 

market integrity and safeguarding the interests of investors. 

Impact on Financial Markets and Stakeholders  

The Nirav Modi Punjab National Bank (PNB) scam had a significant influence on financial 

markets and individuals with a vested interest, exposing vulnerabilities in the Indian banking 

sector and regulatory supervision. This section provides a comprehensive analysis of the 

impact of the controversy on PNB's stock price, market trust, and various stakeholders, 

including customers, shareholders, and workers.  

After the scam was exposed, the stock value of PNB plummeted, marking one of the most 

significant drops in its recent history. Investors responded to the incident by selling off PNB 

shares, resulting in a significant decline in the stock's value.  

The considerable decline in PNB's stock value led to huge financial losses for investors who 

owned shares in the bank. The market's reaction demonstrated apprehension over PNB's 

vulnerability to fraudulent activity and the possible monetary consequences for the bank.  

While it is possible for PNB's stock value to rebound in the future, the scandal has had a 

lasting impact on the bank's image and might potentially influence investor confidence in the 
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long term. The incident undermined trust in the Indian banking sector by revealing 

weaknesses in internal controls and risk management procedures. The prolonged concealment 

of a prominent fraudulent activity has prompted inquiries over the efficacy of regulatory 

supervision.  

Market players raised worries about the sufficiency of regulatory supervision, namely over 

the Reserve Bank of India's (RBI) responsibility in supervising and controlling banks. The 

affair emphasized the necessity for more robust governance and compliance protocols 

throughout the business. The scandal had a ripple effect that went beyond PNB, impacting the 

overall financial market and banking industry in India. Banks and financial institutions 

encountered intensified examination, resulting in heightened regulatory supervision and 

adherence to compliance procedures. The issue had a direct impact on PNB's consumers. The 

bank's reputation was severely tarnished, resulting in a loss of confidence among consumers. 

Customers may have encountered interruptions in services and expressed apprehensions 

regarding the bank's solvency.  

Shareholders experienced financial losses due to the significant decline in PNB's stock value. 

The controversy prompted inquiries into the bank's governance and management methods, 

impacting investor confidence and trust in the organization. Employees of PNB encountered 

uncertainty and possible consequences as a result of the affair. The bank's participation in 

such a prominent fraudulent activity may result in internal reorganization, layoffs, and 

alterations in leadership. The scandal compelled regulators and policymakers to reassess 

banking regulations, internal controls, and compliance requirements. The RBI encountered 

pressure to enhance its oversight and monitoring procedures in order to avert such 

occurrences in the future. The crisis had a significant influence on how the general public 

views the banking industry in India. It increased awareness of the possible dangers and 

weaknesses in the financial system, resulting in demands for more openness and 

responsibility.  

There will be a need for significant changes and reorganization. The crisis forced PNB and 

other banks to reassess and enhance their internal controls, compliance procedures, and risk 

management methods. This has the potential to result in enduring alterations and 

restructuring in the banking industry. Regulatory bodies, such as the RBI, were under 

pressure to strengthen regulations and monitoring in order to prevent repeat incidents. This 

may lead to stricter restrictions and more enforcement measures. The fraud had a far-reaching 

mailto:editorial@ijalr.in
https://www.ijalr.in/


VOLUME 4 | ISSUE 4 MAY 2024 ISSN: 2582-7340 

For general queries or to submit your research for publication, kindly email us at editorial@ijalr.in 

https://www.ijalr.in/ 

©2024 International Journal of Advanced Legal Research 

influence that went beyond PNB, impacting the entire banking sector. Additional banks and 

financial institutions saw heightened examination and demands to enhance their governance 

and risk management protocols. The Nirav Modi PNB fraud had a profound effect on 

financial markets and stakeholders, underscoring the necessity for more robust regulatory 

supervision and improved internal controls in the banking industry. The incident exemplifies 

the significance of openness, accountability, and ethical procedures in the financial business. 

5.4 Legal Ramifications and Enforcement Actions 

The Nirav Modi Punjab National Bank (PNB) affair resulted in substantial legal 

consequences, such as the filing of criminal charges and the implementation of enforcement 

measures against the individuals involved. The Central Bureau of Investigation (CBI) and 

Enforcement Directorate (ED) had significant involvement in the investigation and legal 

proceedings of the scandal. This also resulted in regulatory measures being taken to avoid 

such incidents from happening again in the future.  

The Central Bureau of Investigation (CBI) and Enforcement Directorate (ED) have submitted 

charge sheets against Nirav Modi, Mehul Choksi, and many Punjab National Bank (PNB) 

employees who have been implicated in the fraudulent activities. The charges encompassed:  

Modi, Choksi, and their accomplices were accused of committing fraud against PNB by 

deliberately arranging the issuing of deceptive Letters of Undertaking (LoUs) and Letters of 

Comfort (LoCs) without legitimate authority or collateral.  

The defendants were indicted for engaging in a criminal conspiracy to deliberately develop 

and carry out a fraudulent operation in order to deceive PNB and secure international 

financing for their enterprises. PNB personnel were accused of breaching the bank's trust by 

engaging in fraudulent operations and neglecting to adhere to correct protocols. The accused 

parties have been charged by the ED with money laundering in accordance with the 

Prevention of Money Laundering Act, 2002 (PMLA). This accusation originated from the 

illegal monies earned from the fraudulent activity, which were then laundered and invested in 

different assets.  

The defendant was charged with the offense of fraudulence, as defined under Sections 420 

and 120B of the Indian Penal Code (IPC), for deliberately misleading PNB and other 

institutions by issuing fake Letters of Undertaking (LoUs) and Letters of Credit (LoCs).  

Both Nirav Modi and Mehul Choksi absconded from India in order to evade legal action, 
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leading to extradition petitions being made by Indian authorities.  

Modi absconded to the United Kingdom, where he was ultimately apprehended in March 

2019. Indian authorities submitted an extradition request to the UK, and Modi underwent 

legal processes in UK courts over his extradition to India.  

Choksi absconded to Antigua & Barbuda, where he acquired citizenship. He encountered 

legal obstacles as Indian officials pursued his extradition to confront allegations in India. 

Choksi contested the extradition request, using his Antiguan citizenship as a basis for his 

argument.  

The Enforcement Directorate confiscated assets associated with the scandal, such as homes, 

bank accounts, and other assets belonging to the accused individuals. Under the provisions of 

the Prevention of Money Laundering Act (PMLA), the Enforcement Directorate (ED) has 

temporarily seized assets including high-end residences, valuable jewelry, and bank accounts 

linked to Modi and Choksi. Confiscated assets were then subjected to seizure and sale as part 

of the judicial procedures and enforcement measures. 

The controversy spurred regulatory agencies such as the Reserve Bank of India (RBI) and 

Securities and Exchange Board of India (SEBI) to implement steps aimed at enhancing 

internal controls, compliance standards, and market supervision. The Reserve Bank of India 

is the central banking institution in India. In response to the crisis, the RBI launched a 

comprehensive assessment of banking legislation and internal controls. This involved 

scrutinizing the utilization of SWIFT transactions, adherence to Know Your Customer (KYC) 

regulations, and the implementation of fraud risk management processes. The RBI 

implemented measures to enhance transparency and supervision throughout the banking 

industry. The Securities and Exchange Board of India (SEBI) is a regulatory authority 

responsible for overseeing and regulating the securities market in India. SEBI conducted an 

inquiry into possible breaches of securities regulations, which included claims of insider 

trading. SEBI prioritized the enforcement of securities market legislation and enhancing 

supervision of trading practices.  

The affair underscored the necessity for more robust legal and regulatory structures to avert 

such incidents in the future. As a result, there were demands for legislative and regulatory 

changes in the banking and financial industries. Regulatory authorities boosted their control 

of banks and financial institutions to guarantee adherence to established processes and 
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standards.  

There was a demand for more stringent sanctions for financial offenses, namely those related 

to extensive fraud and money laundering. The controversy underscored the significance of 

openness and accountability in the banking and financial industries. To summarize, the Nirav 

Modi PNB fraud resulted in many legal consequences and measures, like as criminal 

accusations, extradition demands, asset confiscations, and regulatory interventions. These 

steps were implemented with the objective of ensuring that the accused individuals are held 

responsible for their actions and to avoid the occurrence of such occurrences in the future. 

In conclusion, the PNB scam involving Nirav Modi exposed substantial deficiencies in the 

internal controls and regulatory supervision of the banking sector. The transgressions of 

banking rules and deceitful actions have extensive ramifications, necessitating a reassessment 

of banking operations and the imperative for more rigorous enforcement of regulations to 

preempt future fraudulent activities. 

Conclusion 

The scandal involving Nirav Modi and Punjab National Bank (PNB) revealed inherent 

weaknesses in India's banking and financial systems. It highlighted the urgent requirement for 

stringent internal controls, efficient regulatory supervision, and robust legal structures to 

prevent and tackle financial fraud and insider trading. This legal dissertation has thoroughly 

examined the many aspects of the scandal, such as the parties implicated, the methods used, 

the processes of identification and investigation, the legal consequences, and comparisons 

with other well-known incidents of fraud. The knowledge acquired from these assessments 

has resulted in policy suggestions targeted at fortifying the banking industry and improving 

its ability to withstand future financial offenses.  

 

The scandal exposed widespread breaches of banking laws and deceitful activities, such as 

the improper use of Letters of Undertaking (LoUs) and Letters of Comfort (LoCs) for 

financial transactions. As a result, PNB and the Indian banking system faced significant 

financial losses and harm to their image. Inadequate internal controls inside PNB allowed 

workers to bypass established processes and participate in fraudulent operations. The absence 

of supervision highlighted the significance of establishing strong risk management and 

compliance protocols in the banking industry. Nirav Modi, Mehul Choksi, and PNB staff 
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involved in the scandal faced legal proceedings, including criminal accusations and attempts 

to extradite them. Regulatory agencies confiscated assets and launched investigations to 

ensure that the accused individuals are held responsible for their acts. The PNB incident 

shares similarities with other well-known fraud instances, such Enron and Satyam. These 

similarities include taking advantage of vulnerabilities in internal controls, altering financial 

statements, and participating in fraudulent activities. Important policy suggestions include of 

bolstering regulatory frameworks, fostering cross-border collaboration, escalating 

punishments for fraudulent activities, enforcing more rigorous due diligence procedures, and 

advocating for corporate ethics to prevent the occurrence of such crises in the future.  

 

The PNB crisis serves as a clear and striking warning of the possible repercussions of 

financial malfeasance and insider trading. The substantial financial deficits, harm to 

reputation, and decline in investor trust emphasize the necessity of implementing proactive 

steps to protect the banking and financial industries. Stakeholders can use the following 

consequences and future directions as a roadmap to tackle these challenges. Regulatory 

authorities should strengthen their supervision of banks and financial institutions by 

conducting frequent audits and inspections to verify adherence to set norms. Financial 

institutions should give priority to implementing strong risk management policies and 

internal controls to prevent and identify fraudulent actions. Due to the worldwide scope of 

financial transactions, it is crucial for regulatory agencies to collaborate and share 

information in order to effectively address financial crimes that occur across borders. 

Organizations should cultivate an environment that upholds ethical principles and honesty by 

implementing extensive training initiatives, codes of ethics, and safeguards for those who 

report wrongdoing.  

The Nirav Modi Punjab National Bank scandal exemplifies the structural shortcomings, 

regulatory inadequacies, and deceptive techniques that may facilitate large-scale corporate 

fraud. This dissertation illuminates the weaknesses present in India's banking industry by 

conducting an inquiry into this crisis. It provides crucial perspectives on strategies to mitigate 

or avert such fraudulent activities in the future. The results emphasize the need of fortifying 

internal controls, expanding transparency, and improving regulatory monitoring within the 

banking sector. This research highlights the necessity for thorough change in corporate 
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governance and risk management processes by analyzing the legal proceedings taken against 

the individuals involved and the consequences for PNB and the wider banking industry.  

The dissertation proposes a clear approach to reducing the chances of future corporate fraud 

by applying preventive measures such as promoting corporate ethics, enforcing strict due 

diligence, and improving whistleblower protections. If extensively implemented, these 

reforms have the potential to enhance governance standards and strengthen trust in India's 

financial institutions. Ultimately, the Nirav Modi PNB incident serves as a warning that 

highlights the necessity of strong regulatory frameworks and diligent internal controls to 

protect the integrity of the financial system. By assimilating the lessons from this incident 

and putting into effect the suggested actions, stakeholders may strive towards a banking 

environment in the future that is characterized by transparency, accountability, and resilience. 

Implementing more stringent fines and enforcement measures can function as a deterrent and 

ensure that people and organizations are held responsible for their conduct in financial 

crimes.  

The PNB issue involving Nirav Modi underscores the significance of a strong legal and 

regulatory structure in preserving the credibility of the banking and financial institutions. 

This event serves as a warning example for the wider sector and highlights the necessity for 

ongoing enhancements in governance, compliance, and risk management procedures.  

The policy proposals drawn from this research provide a clear plan for enhancing the banking 

industry and averting future scandals. Stakeholders may restore trust in the financial system 

and foster sustainable growth by giving utmost importance to openness, accountability, and 

ethical behavior. Sustained watchfulness and flexible regulatory actions are essential to tackle 

rising risks and problems in the constantly changing field of finance.  

By collaborating and taking decisive actions, governments, regulatory agencies, and financial 

institutions may regain trust in the banking system and guarantee its operation with utmost 

integrity and professionalism. Consequently, this will enhance the enduring stability and 

prosperity of the global economy. 
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