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DRAFT 22 JUNE 1891

XX June 1991

RA Bames Esq
Assistant Director and Head
of Banking Supervision Division
Bank of England
LONDON EC2R 8AH

Dear Sir,
REPORT ON SANDSTORM SA UND

SECTION 41 OF THE BANKING ACT 1887

In connection with our audit ¢
entities, inciuding Sandstorm
(‘Overseas’), together the San

) p ("Sandstorm’, ‘the Group’ or ‘the bank),
for the year ended 31 December~

Certain irreguiarities were- drawn to our

the Bank of England (‘the Bank’) by the Chief Executive |
Officer, Mr Zafar Igbal {n January 1991. '

In accordance with your letter of ihstruction of 4 March 1991 we have prepared a
report on these imegularities and related matters which have come to our attention
during the course of our work. This comprised work in connection with the audit of
the financial statements including the review of reports prepared by an investigation
team, which inciuded partners and staff of Price Waterhouse, review of

comrespondence and other files previously held by|iﬁe former Chief Executive Office |

and interviews with senior management.

Many of the findings summarised in this report arise from examination of
documentation and interviews with former management by members of the
investigation team. Whilst the findings are inevitably based on incomplete
information, and certain details have not been comroborated, we believe that the
enclosed report provides a fair reflection. of what has occurred, although detailed - -
analyses of specific transactions given in this report should be treated with care.
Work by the Investigation team is continuing and it is expected that many of the
matters reported will be refined further as this work progresses.

It should be emphasised that much of the information contained in this report is
based on records which have previously been concealed from us, as auditors, and
only came to light as a resuit of our insistence on the files ot| Mr Naqvi [being
sealed, such records having been in his personal possession.

The particular matter drawn to the Bank's attention by| Mr lqbal doncemed potential
deposits of approximately $600 million not recorded in the books of the Company
or any of its related entities. Our work to date, has confirmed that at least the
major element of these deposits appear to be valid fiabilities of the Company or its
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reiated entities. The Government of Abu Dhabi has issued to Holdings a comfort
letter of $600 million in the event that these liabilities become repayable, aspanof

a package of financial support arrangements conciuded in May 1991.

The accounting records and financial position of the Group have been falsified in
relation to the above transactions for a substantial number of years. In fact these
transactions represent only a part of a wholesale deception to misrepresent and -
fatsify the financial position of Sandstorm over the last decade through a series of
complicated manipulations. These included the use of a related bank (Fork
Overseas] which now appears jerfiavenbeen controlied by Sandstorm management;
3 S\ with a substantial number of prominent
se of funds placed under management
he formation of a significant number of

dlnglSE the nature of uansacﬁons and route funds: the c of a further 70 or
SO companies to assist in the financing o : |agreements and
unrecorded borrowings through third party banks [(NCEB) and investment institutions
(ADW); and a significant falsification of the accounting records (involving faise
loans, transactions and confirmations) on such a scale that the true financial history
of Sandstorm is unlikely to be able to be recreated.

In order to place the unrecorded deposits in context we have briefly summarised
the history of Sandstorm and the manner in which deception on such a scale was
achieved with reference to some of the major customers and shareholider
arrangements and relationships. Our report is divided into the following sections:

History and Current Status of the Problems
Shares and Capital Notes

Routing arangements

Treasury

| " Gulf Group |

Unrecorded deposits - Tumbleweed and others
Unrecorded deposits - Islamic banking

ONOOHE N =

In addition, we have prepared a separate report for the Board in respect of our
concems in relation to Fork and its relationship with Sandstorm which we enclose.

Please let us know if we can be of any further assistance.

Yours faithtully,
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SECTION 1:  HISTORY AND CURRENT STATUS OF THE PROBLEMS

Background

The Sandstorm Group was iounded in 1972 with capital from Arab investors
ﬁ management. The driving force benind the bank’s achievement Agha Hassan
Abed 7

0 had a grandiose vision of the bank, and the global role it shouid
ed people of influence, particularly in the Middle East, and created a cuiture of
unquestioning loyalty among his colleagues and staff.

Central to his vision was the need for the bank to grow rapidly and become a force in
international banking. Whiist the resuits of the bank were reasonably satisfactory in the

1970's, particularty with increases in oil weaith in the Middle East, the early 1980's were a
period of severe economic problems. The fall in oil prices, shipping industry recession, the
Sug Al Manakh crisis in Kuwait all had a severe effect on Sandstorm's business, and would
also have had a significant impact on reported profitability had|Abedi, land|rus deputy Swaleh |

Given the bank’s vuinerability as a resuit of the absence of a lender of last resort, and its =
relationship with rest of the banking community, Abedi|and[Naqwi believed that profitability
was essential and it could not show a weak balance sheet or poor operating resuits:
furthermore, such profitability was critical e mai

price which was itself essential to :

» maintaining the confidence of gst investors some of whom had been

provided with guaranteed rates
. the sale of shares at $40 per share giving rise to significant premiums.

Abedi Ianad to find a way of avoiding provisions on poor lending, particularty in
respect of loans to the Gulf Group and also inflating the reported results to create the
image of success. They apparently believed that the disclosure of the full extent of the
losses at this time would have jeopardised the very existence of the bank. Accordingly, in
the early 1980's, and possibly before, they commenced what became a very complicated
series of manii ulations of loan and deposit accounts, freasury activities and purchases of

own shares. | Naqvi|contends that these were temporary measures particularty to build up
the premium Within Sandstorm's shares such that through nominees, it could sell the shares
and thus generate sufﬁczent profits to cover deficits.

Non-performing loans

Al an early stage in the bank’s history it appe ars that problems developed in the loan .- .-

portfolio particularty in respect of lch Jending had been significant in "t

" relation to its capital base since 1976, as 'ustra:ed in Appendix |. When in 1978 it became
apparent that[e Gull Group was in financial difficulty| Naqvi fook direct responsibility for
these accounts, and it appears that significant account manipulation began at that time.
Over the last decade it appears that Gulf|have largely been unable to service their lending
and thaf Naqvi| has misappropriated funds under the management of Sandstorm officers |
through Fork Investments. These funds have been channelled, inter alia, into| the Gulf Group
in order to allow it to repay third party bank borrowings, and to conceal the extent of

Sandstorm’s exposure.
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Once these funds are taken into account the real liabiiity of|'he Guif Group ls significantly in
excess of the amount of 3831 miilion reccroec in the Looks of t 29 Ceczmeer

1990, but this is untikety to improve recovery prospec:s.

Apar from the Guif Group, fhe bank has a history of poor lending where it now appears ihat
a significant amount of account manipulation has gone on, This has inciuded the utlisation
of funds routed through Fork, including funds managed by Fork investments: the use of
fictitious loans drawn down in the names of third parties: and the use of unrecorded
deposits, in an attempt to avoid the need to make provisions. This routing of funds has
been carried out on a very significant scale, invoiving a number of reiated companies,
including the Fork Hoidings Group, BCP, NBO and KIFCO and third party banks such that it
is now difficult for anyone to ascertain the true nature of external exposures recorded in the
names of cenain major customers.

It now appears that over the period from 1977 to 1985 the Treasury operations of Sandstorm
made significant losses. These losses were concealed and at the same time significant
profits were manufactured. The precise amount of such losses/fictitious profits cannot now _

be established but may well have been of the order of $600 - $700 million before funding
costs; or approaching $1 billion if funding costs are added.

These losses were originally funded t thodox means at the behest of |Z Akbar

|who controlled Sandstorm’s Treasury @

jl 1986, when it was discovered that
iding. When m esigned he left a
m Aunder his own control the amounts which

significant losses had been_in
record of his activities with| S N

had been financed by unorthodo: TR set up a small central team unded Mr A__|
| Naqvi [o review the record left by Akbar, }enfy the representations made by Akbar and
m

aintain contact with the customers. We understand that whiist[Naqvi fttempted to
establish some control by reinstating customer deposits largely by using funds from Fork, he
could not bring himseif to make full disciosure, which would aimost certainly haveé brought

the bank down.

Instead as a result of continued pressure for profits and loan servicing he continued to use-
unrecorded deposits, cenain external funds (with Fork Holdings and companies controfled,
but not legally owned, by it) and funds drawndown on bogus loan accounts in the name of
prominent Middle East investors. These funds were applied to adjust other balances in
order to avoid making provision for bad loans and to conceal the past Treasury losses, in an
enormous and compiex web of fictitious transactions in what is probably one of the most

complex deceptions in banking history.

These losses now form a major part of the current deficit in the bank which has been ..
rectified by the financial support arrangements provided by the Government of Abu Dhabi.

In summary the losses from Treasury and non-performing loans were concealed and
significant profits ‘manufactured’ by various mechanisms including:

(1) failure to record depesits and other liabilities

(2 the creation of fictitious loan accounts
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) use of funas from Fork, wnich was controlieg by Sandsiorm managemen:.
(4) use of third party funas placed under management with Fork entities.

(5) routing funds between accounts using both Fork and other affiliates, inciuding BCP,
KIFCO and SDCC and aiso third party banks, in order to disguise the nature of
transactions. inciuding the bogus Tefreshing’ of definquent accounts. A sutstantial
number of companies were set up and controiled by the management of Sandstorm
and Fork and used to route funas.

(6) agreements with and borrowings through third party banks (NCB),|and
investment institutions| (ADIA).

(7)  purchase of own shares ﬂimugh nominees; and use of buy - back arrangements;_

(8) use of the underlying value of sharehoidings in WXYZ to increase loans in the names
of nominees. :

(9) hold harmiess agreements with, and non-recourse loans to, @ number of major
customers, inciuding many prominent people from the Middle East.

(10)  collusion of major customers in alse confirmations to the external auditors.

In recent years these activities have significant scale in an attempt to

conceal total losses of several bilions e total amount cannot be established
both because of the problems of untangiing s

_____ gmplex web of deception and because we-
have had no access to the losses of funds Urider management within Fork.

The history of the bank's resuits since its foundation is shown at Appendix Il [outstanding].
There is insufficient information available with wnich to recreate the bank's accounts with the
knowiedge that is now available but on the basis of the losses which have been concealed,
it would appear that the bank has generated significant losses over the last decade and may
never have been profitable in its entire history.

Cumrent status

In our report to the Directors of 28 March 1991 which was provided to the Bank as
background for a meeting with the College of Banking Supervisors, we discussed a portfolio

of problem Icans of some $4 billion which it was proposed would be dealt with under
Financial Support Arangements to be concluded with the Government of Abu Dhabi.
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Financial Succorn Arrangements

The Financial Support Arrangements were signed on 22 May 1991 sucn that the orotlem
loans were transferred at book value !0 new companies for reaiisation, either owned directly
by the Government of Abu Dhabi or, if not, largely guaranteed by it. In return for the loan
assets transierred Sancstorm receved promissory notes denominated in US dotlars and UAE
dirhams, equivalent in face value to $3,061 million, issued by the Government. The residual
risk to Sanastorm in respect of these loans transferrea is twofold:

(1) the legal agreements for the transfer of loan assets to companies A, A1, and B
provide that the loan assets can be reassigned to the appropriate Sandstorm entity in
the event of any breach of the warranty that the loan assets do not involve any
activity which is criminal or illegai and which, if revealed, might be expected to
damage the intemational reputation of the Abu Dhabi Government. The Abu Dhahi
Government has confirmed that it is not its intention to reassign the loan assets in
question on the basis of the circumstances known to it at present.

@ insofar as the loan assets transferred to Company B of $1,016 million exceed the
amount of the guarantee of $750 million of the Government of Abu Dhabi, the
Sandstorm Group would bear any additional losses on realisation. On the basis of
current information the amount of $266 million is considered to be recoverable.

L

Problem loans

Investigation work to date has confirm y/are iregulanties surrounding many of the
loan assets in guestion, and in particulaks 2 major advances which have given
concern over recent years. These are discuSSed in more detail in the appropriate sections
of the repon but are summarnsed below: :

. Exposure at » Estimated
i 29.12.1890 losses
$m $m
Companv A
WXYZ - loans in names of apparent 1,450 Unquantifiable
nominees, with no liability
for repayment. Loan accounts
include certain transactions
not in any way connected to
WXYZ or the named borrowers.
‘Recoverability depends on vaiue
of 58% of shares in WXYZ which,
given the curment likelihood of a
distress sale and legal difficulties,
is likely to be heavily discounted.
Total Company A 1,450 Unauantifiable
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with repurchase of shares

- extensive account

manipulation resulted

in misappropriation of
deposits. When these had
to be made good, fictitious
loans were created.

19&£ Ibrahim |deposited

$100 million to be invested
in Sandstorm shares on a
guaranteed return be
shares were transf

On ‘disposal’ and !
the bank created t
fictitious loans.

- owned by Fork through nominee

shareholdings. Whiist [Attock |
had certain operative accounts,
these accounts are non-operative
and contain fictitious

transactions and charges.

- most of lending is non recourse.

Significant nominee arrangements
and hold harmiess letters, inciuding
anangements of uncena:n legality

el O] 100 [

f ‘
Inde endence Bank Inc and |Nanonal
Im |

accounts for debt servicing;
routing of intemnal and external
funds; and share transactions.

Excosure at Sstimated
- 29.12.1820 losses
sm 3 m

213 213

135 135

154 154°

92 g2

554 594

44z 412

(highty

uncertain) -
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Adham - appears to have acted in a
nominee ¢apacity in respect
CC.[ATB (8 UK bank) and

FiL. as well as WXYZ

KIFCO - a non consolidated affiliate.
Exposure relates to parked
loans to avoid provisioning
and fictitious loans for
debt servicing.

Other - largely accounts of no

commercial substance set
up for debt servicing.

Total Company A1

Companv B

Pharaon

Guif - exposure significantly
understated due to use
of external funding.

Other - miscellaneous bad lending
and accounts that have
been manipulated. Some
recovery prospects.

Total Company B

Unrecorded deposit liabilities

Exposure at Estimated
29.12.1980 iosses
Im 3 m
249 168
(hignty
uncenain)
125 125
201 201
1.017 937
1,611 1,531
21 18
783
(200) Provisions
583 513
548
(136) Provisions
412 2
1,016 750

-

As alleged by| Z!gbal [there appear to be material deposit liabilities not recorded in the books
of any of the m entities. At 31 December 1990 these totalled approximately [$569
milion] and it is clear that there have been significant ‘out of book’ deposlts of fluctuating

material amounts for the last ten years.
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1.19 These unrecorded decostt liabilities fall into three categories:

120

121

122

123

124

(1) Unrecorded deposits wnich can be
linked back to treasury activites
in the early 1980's

(Tumbleweed and (D

(2 Unrecorded deposits arising from account
manipulation in Islamic Business Unit
(IBU) in UK Region during 1990

(3 Unrecorded miscellaneous deposits

3

|§l§a

The Government of Abu Dhabi has issued a comfort letter to the Bank indicating that it wﬂl
reimburse Sandstorm to the extent that these liabilities are proven to be liabilities of
Sanadstorm. .

\of our report, where with the exception of
eMms appear to be genuine liabilities of the

These matters are discussed in Sectig
the miscellaneous items, we concludé
bank.

Fork

We have reported to the directors of Sandstorm our concems about the relationship between
Sandstorm and Fork and about the involvement of Fork in transactions which have financial
implications for Sandstorm. A copy of our report of 16 June 1991 is enclosed as an
attachment to this report and includes examples of such transactions initiated by Sandstorm
management. The information in the report is derived from a review of comespondence and
other files previously held by the former Chief Executive Officer ot Sandstorm|and from
interviews with him and [Mr_FH-M-Kazmi-We-have aisohad-pretiminary discussions with
members of the Investigation team who have recently visited Grand Cayman as pa:tof the:
Sandstorm investigations.

thhmwgadmﬂegumues

Management

From the investigation work it is apparent that the senior management of Sandstorm Fgve
abused their responsibilities to depositors, shareholders, investors, reguiators and to the

bark itseif. The strategic decas:ons to marupulate accounts, and in particular how to make
use of the Fork re!anonshi the aced with Fork and the value within the shares of

WXYZ, are clearly those a and

The inflation of Treasury profits and use of unrecorded deposits is represented by |Mr Naqvi
to have been the sole responsibility of| Zauddin Akbar, however, it seems more ﬂkg

[ Akbar vas responding to the expectations of Abedi and Naqvi, particularty as in other areas,

eg|the Gulf Group, [there is evidence thall Naqvi |was instrumental in account manipulation as
far back as the late 1970's.
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o

surrounded himself with a core team 'wno ‘wvere !argely resconsidie for the creation ana
gisification of documentanon and fraudulent account entries and funds flows as ‘ollows:

* SM Akbar (General Manager of| Grand Cayman from 936)

* mran Imam ' (account officer for WXYZ and Dr Pharaon

* Arjmand Nagvi (account officer for Tumbieweed)

* N Habib - Ullah

M Azmatuilah ( (account officer for major customer accounts)

H Sheikh (account officer of (Gulf Group|until he left in 1988; paid
$1.7 miilion by |[Naqwij:

D Rizvi ‘ (responsible for the banks relationship with Ee Virani
Group 1 left the bank in 1990). .

J Khan (account officer for| Adham|and|Jawhary, [now left the
bank and received $0:3miilion)

Z Akbar and General Manager of |Grand

A Abbas Bahrain pntil 1990)

126

127

* Currently employed by Sandstorm as part of the "Advisors® office, the purpcse of which
is to assist the investigation team with its enquiries.
-

From the scale and complexity of the deception it is clear that most of the senior
management of the bank, who as noted were (and remain) extremely loyal to| Abedi
 Nagvi, were or should have been aware of certain elements of the fraud. Many Simply
instructions they shouid have guestioned. Failure to do so appears to have ansen
from a blind loyaity to| Abedi [and i about by the cuitural background where it
was unthinkable to question either |the President or!the Chief Executive. | It is also noteworthy
that most of the senior management have n pr with signi t loans from the bank
which on the basis of previous experience are not necessarily repayable on Ieavmg

employment.

We have particular questions concerning the existing senior management of Sandstorrn as
isted below. We have not yet, however, interviewed all of them to obtain their version of
events. Many of these senior executives have followed instructions from m apparently
without question and many others are likely to be similarly implicated:

Zafar Igbal - CEO (1) There is evidence of his approval of
certain qustmnable l!ansacnons booked
hrough-the-aceounts, of|the Crown |

and used to
‘s shares from|Sh
: his
knowledge of the fransactions
concerned is uncernain. | igbal jappears
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Bashir Tahir

General Manager
BCC Emirates

Qaiser Raza

A Hafeez Company
Secretary

A Chaudhry w ana

M M Haque UK Region

B Chowdry General Manager

UK Region

(@

)

-

to have zcceored in ucns n resoect
of this marer ircm|Nacvi fwithout

question.

Over the penod frem Aorii 1890 to
December 1990 we believe that[lqpal |
had substantiai, if not full, knowiedge of
all of the marters cealt with in this report,
yet cid not discicsa them, even in
response [0 direct questions, until mucn
later.

Over the last year he has given
additional responsibilities to various
individuals, incluaing some of those -
listed beiow, who appear to have been
invoived in frauduient transactions.

Involvement in questionable transactions

inciuding nominee shareholdings, Fork
loans and false confirmations.

Faise accounting for loans subsequently
found to be part of Iﬁe Gulf Group |

Appears to have controlled
nominee share transactions particulany
in the name of |w Pharaon booked in

Invoivemnent in side agreements under
which Sandstorm capital notes are

Was the General Manager of| BCP
for the period [1984] to 1990 wnen
routing of funds was most significant.

Property transactions with Virani booked
in the name of nominees. .
Misrepresentation with respect to ™

T

On instructons from S Naqvi
created fictitious customer loans to cover
up misapproprated funds in 1990.

Responsible fof the Virani Group |and
account officer for Altock Oil{and|Sh AA

- Fork.
(@
repayable on demand.
beneficial ownership.
(1)
@
lbrahim.
9
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S Doha (pow lert) ‘Manager| IBU Now with Al Rahii i]w Lencen.
| UK Regron | ~aisified aucit confirmations.
T Jamil General Manager Creation of fictitious loans to
Hong Kong ag_‘ finance nominee sharehoicings in
an affiliated company in Thaiiand
during July 1990.
A Siddiki Central Office Booking transactions in Fork.
[H Motta Legal Department Drafting of fraudulent agreements.]
UK Region
128 The management of Fork. notablyMave also been integrally invoived in the
improper transactions 2 m:nee arrangernents: but inform us that everything they did
was at the request ot ' )

Directors

129 In the light of the scale and complexity ¢
Board failed to discharge its responsi

ception it is difficuit not to conclude that the
C . Nevertheless there is no indication,
e present Board of Directors was aware
g bz Clear that it has been consistently
provided with misleading and inaccuratefinancizi’and other information. The Board had not
been informed of the hold harmless or nominee arrangements, or the bank's and its
management's true relationship with a number of major customers and shareholders.

1.3Q [ Sh Khaiid Bin Mahfouz|was a director frorri 1986 to 1988 and is implicated in ireguiar
transactions relating to the purchase of his own shares in Sandstorm and CCAH.

131  All major loans had to be approved by the Board, but it appears that a significant number of
drawdowns went 10 the Board for approval after disbursement of funds and thus effectivety
avoiding its control. However, there is little evidence that the Board took any effective action
to limit or reduce the exposure to individual customer groups, or monitor the impiementation
of the Credit Policy. Limits were often increased after the event without insistence on
effective recovery action.

1.32 Overall the Board appear to have been taken in and ted, dominant and deceitful

management, in the form of| Abedi and Nagvi.
' : T

Sharehoiders

1.33  The relationship between|Abedi,|and hﬂeﬂy@wm the major shareholders, being the
Ruling fami Dhabi, goes bstantial number of years, and has been a very
close one. subsequ acted as the Ruler's personal investment advisor

and had his power of attomey. The extent to which|the major shareholders, and in |
particular their Board representative, HE GF Mazui, ers ed in

I canmn . r, informed that HE GF Mazrui @and the
Government were briefed fully on all the problems in April 1990, no t they
allowed the 1989 accounts to be finalised in discussions with ourseives and the Regulators

without disclosing this information. In addition, up until discussion of our Report to the

10
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Directors ana Regquiators of 3 Cctober 1980, HE GF Mazrui [contenced that the ‘cans ior
collection by the sharehoiders’ whicn have now been proven to be totally ficitious, were

recoverable.

We have discussed with|HE GF Mazrui his own accounts with Fork which show that he
received funds in 1986 transacions purporing to be dealing in Sandstorm

shares where it now is apparent that he had no nisk of loss. He has

confirmed that he has

benefitted from such transactions arranged by|Mr Abedi|and that in April 1990 he informed
other senior government involvement. We are unable to establish the extent to
which his position in relation to and may have been compromised as a result of

maetmcﬁambmmhavebecomeawar f

now been

revealed to be a fictitious loan in the name of |the Crown Prince of Abu Dhabi. | He could not

mcouectsignmgmeconﬁmaﬁmmatwaspresmbynnalﬂnmggﬁtedwus

that his signature might have been forged.

We have also seen circumstantial evidence of a proposed share transaction Mglam;u;m
1981 on a guaranteed retun basis; and an "out of book* loan from Il;ﬁlin 1 e

the (unauthonsed] buy-back of shares from| Sh Khalid Bin Mahfouz.

11
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SECTION 2= SHARES AND CAPITAL NOTES

Sandstorm was establisned in 1972 with an original share cagital of $2.5 miilion. Througn a
number of SCrip ana rignts issues this hag increased to $845 miilion at 31 Decemecer 1550.
It appears that over the bank's history exiensive use has been made of nominee
arrangements to finance these increases in share capital. Sharenoldings appear 1o hava
been financed both directly by loans from rm and Fork. and also from accounts and
companies under the control and Nagvi. | The use of nominee arrangements
through Fork entities has enabled—Saristorm 10 disguise the beneficial ownersnio of shares
and has also provided a pool of shares for setting guaranteed yield obligations and other
adjustments, including the generation of funds from share trading.

Some sharehoiders, ncmmng| members of the Ruling Family of Abu Dhabi, |acquired shares
on the basis of guaranteed rates of refurn and others acquired their shares on the basis of
buyback arrangements. These seemed to have been a practice to gain the favour of  *
influential people in the Middle East. There is a risk that remaining shareholders may make
claims in respect of losses incurred on Sandstorm shares which were purchased by them on
the basis of buyback or guaranteed rate of return, and to date one such claim has been
made by a former sharehoider.

Investigation work continues in this area but as at 31 December 1990 some four million
shares ($40 million nominal) are effectiveiy Twrled by Sandstorm or Fork throuqn
of nominees, including She|kh Kamai at

ther nominee W 5 ' it
of Abu_ Dhabi 1Jurmg 1990. |f aﬂ thes ¢ yvere those of nominees, wnmﬁ may well

have been the case, it would appear th
in the hands of nominees at 31 December 1389, whiist a further 11%.was owned by Fork

entities.
There is evidence that holders of capital notes entered into side agreements with. Fork which
provided for repayment on demand instead of in accordance with the terms of the capital

note issue. There exists the possibility that the remaining note holders have entered into'
similar arrangements.

12
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SECTION 3:  ROUTING ARRANGEMENTS

Mr Naqvils office in London was the source of insiructions for the movement of funads in
the exposures cn loan accounts. These routings transactions ‘were 2ffected

by the “special duties* gepanment on the instructions of[Mr H M Sheikh, Mr T Imam anam
| A Nagvi[througnh a number of bank accounts inciuding or

32

3.3

3.4

3.5

From the routing bank accounts aiready identified it is possible to see that the initial
transactions tock place on a small scale in 1981 and remained fairly insignificant until 1984.

Transacﬁohava ceasea by 1980, with the exception of some accounts at|ﬂ£|

controlled b of Fork which were used until [September 1980].

The level of activity reached its peak in 1986 when some $1.6 billion was passed through
bank accounts on the instructions of members of the special duties department. This seems
to coincide with the disclosure of the increasing difficulties on the Treasury activities. .

Themdofmeyeamgssalsoappearstohavebeenatumingpohtmmememodof
operation of routing accounts with a significant reducion in activity passed through affiliated
banks. ¢

Funds were needed to manipuiate the records of|me Gulf Group loan accounts as well as to

make good the deficiencies of the treasury'Gperations and it seems that to some degree
these two problems were separately ma . Aclose re!an’onship with| Guif Group
i to open counts in customers names

Cornpames enabled the 'spec:ai duti ;
0 ecunty Pac:f ic, French American, Habib

Bank and Royal Bank of Scotland, Singa
[8]= ' el QUL avdlialie JdoCUlmnellis 1[e = 1 patchy and fUﬂth accounts may we{l ex.lst

L = et L = ladve L)

- Proper account opening forms and confimatory letters of payment instructions were

procured from| the Guif Group in order to avoid any suspicion about the purpose and nature
of the transactions. ;

Aside from these |Guif Group| bank accounts, the *special duties* department also needed 1o
generate transactions for other customer loan accounts. Relationships were established with
BCCI executives at other locations who would pass payments across their nostro accounts
apparentty without the need for a full customer mandate. These transactions were generally
effected by tested telexes using the BCCI London test key or on the basis of personal
telephone calls from members of the department. These arrangements with BCP Zurich,
BCC! Spain - Madrid, KIFCO and National Bank of Oman and SDCC were made possible by
the knowiedge that they originated from the highest leve z

staff felt that they were providing an essential service 10 ma Presxdent's office. | The
recording of these transactions appears to have been irreguiar

entered in the ledgers or effected by single sided, but compensating entries. -

Transactions passing through Spain, Kuwait and Oman all appear to have been identifiable
to the ultimate beneficiary of the funds, however, transactions through BCP were marked
*PAY WITHOUT MENTIONING OUR NAME™ with the result that the recipient was unable to

identify the source of funds.

13
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Accounts operated by management of Fork acd a further dimension to these routing

ments. >ounts were opened at BC? Luxembourg,|c:ecit Suisse tno| National |
Commercial Bank in the name of Fork ‘client accounts' or in moanies wnicn
come under

e control of Fork management. It appears that aimost ail transacions
were sourced by memo's or telepnone calls from the “special duties® deparment to [Mr_|
0 wouid instruct payments to be_made by Fork staff in Cayman, or on the basis of
eiephone calls to the branch managers. ouid, if neeged, then visit Switzeriand
to sign confirmatory letters covering the execution of transactions.

The ability of the "special duties*® department to undertake transactions of this nature was
undoubtedly facilitated by the corporate cuiture of the Group, and a gen h

had to be in the best interests of the Bank.
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SECTION 4: TREASURY
Background

Central Treasury was a division of the Head Cffice of Sancstorm Overseas. It was set up in
London in 1982 to provide a cenvalised and ccercinated venicle for the investment of
surplus funds generated by Sandstorm woridwide. Cn a day to day basis invesamnent ana
liquidity management services were rendered within prescribed guidelines 10 Treasury by the
central support offica in London.

Treasury activities feil into two distinct functions:

» The investment function which traded in CDs, treasury bonds and various dealing
activities; and .

" The liquidity management function which utilised surpius liquidity generated by the
BCCI group. Any funds in excess of the investment requirements were placed on
the inter bank market. The liquidity management.functions were performed through
the London Branch of SA under the overail direction of a manager within Treasury.

Treasury activities were managed up until 1985 by Ziauddm Akbar|who was also responsible
for thel Grand Cayman|branch of Sandsiar? as; ariaged the accounts of a

number of significant customers and £ Corm'ruttee including
PC Tmtcnm A Gillani, M Hanman . and|A Hafeez was

SEpara ause he appeared to be generating significant profit his activities continued
in an uncontrotled manner, and he was given increased responsibilities in the use of all
surplus Sandstorm funds for trading and investment purposes. P

AKD appears 0 have developed close links with a major customer of the bank, (AR Khalil.

it appears that| Khalil made funds available to @or trading purposes on a profit share
basis, in retumn for which he allowed Akbar to use his name and that of his companies

| (Razat Associates Inc jand Maram Trading Co)|to be used for trading for the account of
Sandstorm. |Akbar (traded ets, including commodities, futures and
options, and to disguise the nature of his activities, he split Treasury into two as follows:

* Normal treasury activities, as described above

* Number two accourt activities, which appear to have been carried out in the name
of particular clients. These activiies were physncally segregated, performed by.

different staff ‘and outside the scope of ext on the basis that they were for
the account of private clients. In actual fact, pears to have been trading in
the name of private clients but for the account o om. In so doing he

exposed Sandstorm to significant risks and lost considerable sums of money.

Through faise accounting using number two accomt hmds.@:pplemented profits
reported by the normal trading activities. _In order to satisfy profit targets,[Akbar [created a
number of pool accounts in the name of ich used deposits credited to clients’

16


prems
Rectangle

prems
Rectangle

prems
Rectangle

prems
Rectangle

prems
Rectangle

prems
Rectangle

prems
Rectangle

prems
Rectangle

prems
Rectangle

prems
Rectangle

prems
Rectangle

prems
Rectangle

prems
Rectangle

prems
Rectangle

prems
Rectangle

prems
Rectangle

prems
Rectangle


47

4.8

|BANK SECRET - BANKING ACT 1987

accounrs, loans arawn down in the name 0i|AR Xhaiil|anc other preminent cusicmers,
unreceroed deposits and cenamn external funcs. No aftempt was mace 10 segragare cients’

funds from those of Sandstorm.

-lponed increasing profits, particularty in the earty 1980s, but in reaiity prooaply
incurred significant losses on option and futures traging. From investigaton work to date, it
appears that W ote options towards month ends and incorrectly accounted for the
premium inco the level of realised losses increased, Treasury staif appear to have
written further options to conceal these losses ana generate fictitious profits. When losses
were incurred on ciosing out the positions they were not booked against the profit and loss
account, but instead against client accounts, bogus loans or the other unorthodox sources
of funding noted above. This activity appears to have been particularly prevalent in the
years 1982 o 1985.

In late 1985 the IML requested a review of central treasury activities by the auditors.
Management requested PW Cayman to carry out this work who in tumn called on us for
assistance. We discovered that significant losses were being incurred on option and futures:
trading but were not properly recorded. The exposure on open contracts was considerable
and significant losses were incurred in closing out the positions. We had formed the 2
conclusion that the accounting methods adopted were due to incompetencé. However, with
the benefit of hindsight, it appears more sinister in that it now seems to have been a
deliberate way to fictitiously inflate inco of the review we did not examine the
accounting for closed contracts of pr = 'since no significant losses appeared to
have occurred - again with hindsight(y that such losses were being concealed
as noted above.

Methods of conceaiment of treasury losses

Investigation work to date has indicated that|Akbar|used a variety of techniques to fund and
conceal the true nature of the ransactions undertaken. These included:
N »
v misappropriation of deposits without depositors’ knowiedge to provide funds to adjust
non-performing and bogus lcan accounts, and Treasury losses.

" misappropriation of extemal funds deposited under trust with Sandstorm and Fork to
be managed on behalf of a few prominent people who are also sharehoiders of
Holdings.

. the creation of loans with no commercial substance in the names of people without
their knowiedge.

" selling certificates of deposit placed with the Central Treasury (without mforrnmg the _
depositor), and using the proceeds to fund adjustments.

b2 routing funds through Fork, BCP, KIFCO, SDCC and other affiliates and third parties
to make adjustments prior to accounting reference dates and audit confirmation
dates, which were often reversed at a later date.

o maintaining a pool of funds in the private named accounts otich were used
freely by to fund adjustments. The funds were never those of| Khalil :
his name appears to have been used only to classify the accounts as being for the
general funding activities of the Treasury Division.
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Akbar left Sanastorm in ortty after the discovery of josses cn option raging. e
subsequently provided with & statement in wnich he set out the losses he had
apparently incurred in &S from treasury traging activities wnicn ne nag eifecuvery
hidden from Sanastorm management, together with a significant inflaoon of e crofits of
Treasury activities. The inflation of profits was particuiarty significant in 1582, 1983 ana 1984
when fictitious prorits were supposedly $1C8 million, 3 136 million and $224 mullion
respectvely. The full statement is attached as Appencix lll. For the penod 1977 to 31
December 1985| Akbar (ciaimed that the total amount of these losses/ficttious profits was
$633 million but TS S before adjustment for losses of $225 million booked in the 1985

accounts as a result of our treasury review.

Whilst the details of [Akbar's |statement are incapabie of confirmation because the recoros
from these earlier years are sparse and incompiete, it is clear that there was a major
misappropriation of funds and faisification of accounting records in the earty 1S80s..

el ves

411 wtook cenain documents relating to his management of Treasury with him when he left.

412

In 1588 he used this information to blackmail Sanastorm, which paid $32 million to prevent
him_disclosing the true nature of the activities of Treasury Division. We have had no access
is - laundering case in Tampa,
any of the executives i 2 .

Funding of treasury losses

On the basis of [Akbar's jown caicula
(inciuding his assessment of the fundi

cumuiated losses concealed by him
$849 million his fraudulent activities up to
. This analysis shouid be treated with

caution because we have not been able to ify a number of the components.
nd li
. Sm
Unrecorded deposits 400
Fork managed funds 250
WXYZ secured loans 126
BCC Emirates : deposits 80
CD's _ _78
158
Fork loans 5a
Other loans : | AR Khalil 80
Others 110
190
State Bank of India ' _ .80, .,
BCP Luxembourg deposits ' -
Other 15
1,318
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Funds_zpptlied
Losses/fictitious profits 349
Loans aajusted 348
SDCC 62
Properties 38
Other i i
1,318
Unrecorded deposits

In part Akbar |lunded his activities through ‘out of book' deposits (which as explained in
Section 7, form the basis of the unrecorded depasits at 31 December 1990).

Review of the Treasury pool accounts has indicated that cenain deposits placed with .
Sandstorm and its affiliates, were routed into these accounts without being recorded as
deposits by Sandstorm. Treasury appear to have used these deposits as free funds. with
repayments and interest funded principallyfromrihe pool accounts themsetves. The level of
these unrecorded deposits appears to ded from $32 million in 1882 to over $800
milion in 1984. The reduction to $400(; bruary 1986 was achieved through
increased use of external funds under n of Fork entities made available

Kazmi.
The make up of such unrecorded deposits at this time as summarised byl Akbar }ﬁ:
—Sm

246

Government of Cameroon

SAFCO

|§ | wanae

The Tumbleweed and ()l deposits, remain as unrecorded liabilities at 31 December
1980 and to the current date, as discussed more fully in Section 7. The other deposits have

since been reinstated and repaid.
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