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Case Objectives and Use

This case shows how a family involved in the metals trading business perpetrated a massive fraud against banks around the world by creating fictitious customers, fake shipping documents, involving various employees and creating a web of businesses.  How does this type of fraud go undetected by auditors, bank loan officers and investors?  Could SAS 99 and Sarbanes-Oxley prevent such an occurrence?  When there is extensive collusion within and corruption from the top is there any way of detecting it?       

Case Synopsis

This case describes the fraud perpetrated by a family running a worldwide metals trading business.  The family members were located in different areas around the world.  The company started in India as a metals shipping business.  It grew through acquisitions of various mining businesses and became a leader in the metals trading business.  The various companies owned by the family members borrowed billions of dollars from banks located throughout Europe, the United States, and China.  When a new loan officer from J. P. Morgan Chase was given charge of the Allied Deals account, he became suspicious of several items in the files, such as the perfect paper work and signatures that were always exactly the same.  When a request was received for an extension of a line of credit, it was refused because Allied had a delinquent loan in the amount of $1.4 M.  The loan officer decided to check out an address on a bill of lading a few blocks from his office and discovered there was no company there.  

It was soon discovered that documents had been forged, shipments of metals had been falsified, banks had been duped by the double financing of shipments to bogus customers and auditors had been lied to and given false information and false documents.  The total amount of the fraud was in the billions of dollars and the amounts that not accounted for and/or not found was, as a rough estimate, in excess of $600 M and possibly $700 M or even higher.  The Rastogi brothers had carried out an elaborate scheme of sham customers and documents for a number of years.  

The author developed the case for class discussion rather than to illustrate either effective or ineffective handling of the situation.  The case, instructor’s manual, and synopsis were anonymously peer reviewed and accepted by the North American Case Research Association (NACRA) for its annual meeting, October 27-29, 2005, North Falmouth, MA.  All rights are reserved to the author and NACRA.  © 2005 by Aundrea Kay Guess.  Contact person: Aundrea Kay Guess, St. Edward’s University, Austin, TX 78704, 512-448-8562, aundreag@admin.stedwards.edu 
