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Editorial 

BCCI Scandal 
The closure of BCCI on 5 July, amid 
stories of massive corruption and 
mismanagement, has aptly been 
described as signalling one of the biggest 
international financial scandals of all 
time. The fifth largest bank in the 
world, with more than 400 branches in 
69 countries, is reckoned to have held 
some £750m in deposits from UK clients 
alone. The closure was foreshadowed by 
the conviction last year, in the USA, of 
senior BCCI executives for laundering 
the proceeds of drug trafficking. Much 
media attention has focussed, on the one 
hand, on the plight of the many local 
authorities who apparently, and perhaps 
imprudently, deposited very large sums 
of public money with the bank and, on 
the other hand, on the prospective 
ruination of the many Asian-run small 
businesses that constituted a large 
proportion of BCCI's clientel. 

The political and legal ramifications 
are enormously complex. The regulatory 
competence of the Bank of England, the 
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role of the auditors and the vigilance of 1 the Treasury have come under sharp 
media and parliamentary scrutiny. Even 
when the independent inquiry - 
announced by the Government at the 
end of July - has gone though the 
daunting task of sifting through the 
mountain of evidence, it is unlikely that 
the whole sorry story will be unravelled. 

Meanwhile, what of the 120,000 or so 
hapless UK depositors - eligible for 
reimbursement of three-quarters of their 
deposits, up to a parsimonious 
maximum of £15,000, under the Bank of 
England's Deposit Protection Fund? 
The Fund was set up twelve years ago, 
and the limits have not been revised to 
take account of inflation. 

Minds have inevitably been cast back 
to the Barlow Clowes affair in which the 
Government, prompted by the 
Parliamentary Commissioner, but 
refuting his findings of 
maladministration against the DTI in its 
capacity as a financial regulator, was 
shamed into paying £150m 
compensation, ex gratia but somewhat 

ungraciously, to the victims of financial 
malpractice. The scale of the BCCI 
scandal is very much larger than Barlow 
Clowes; the regulatory context is quite 
different; but in the end the morality of 
the situation - in which a great many 
unsophisticated small investors may not 
unreasonably have assumed that a 
financial institution trading as a bank 
must surely be doing so with at least the 
tacit approval of the central banking 
authorities, is broadly the same. 

Yes, of course, the prudent investor 
should always be wary of the risk 
element implicit in any enterprise 
offering a particularly attractive rate of 
return. But the City rumours of 
corruption that may have frightened 
away the big fish may not have reached 
the small fry who have ended up in the 
net. The Government will have to 
review the present compensation limits 
and the provisions of the Banking Act. 
And it will also find itself under very 
strong political and moral pressure to 
pay at least partial compensation to the 
BCCI victims. 

Over 1000 Unfit 
Directors Disqualified 

According to a DTI Press Notice of 31 
July 1991, Corporate Affairs Minister 
John Redwood has warned delinquent 
directors that the Insolvency Service of 
the DTI would take action against them 
when there was good cause. 

Announcing that The Insolvency 
Service has now succeeded in obtaining 
over 1,000 disqualification orders on 
incompetent, dishonest and negligent 
company directors Mr Redwood said 
that the Insolvency Service's network of 
Official Receivers, supported by 
insolvency practitioners, is an important 
part of the regulatory network 
protecting the public from delinquent 
directors. Directors who abuse the 
privilege of limited liability can find 
themselves under the close scrutiny of 
the Official Receiver. His aim is to 
remove unfit directors from the 
corporate field as quickly as possible in 
order to protect the public from their 
dishonest activities. 

The Insolvency Act 1986 streamlined 
procedures for handling bankruptcies 
and company liquidations. With 
increased efficiency and improved case 

procedures, Official Receivers have 
spent more time investigating the affairs 
of failed companies and proceeding 
against unlit directors. 

The Company Directors 
Disqualification Act 1986 allows the 
Official Receiver to bring 
disqualification proceedings against 
incompetent, dishonest and negligent 
directors of insolvent companies, 
preventing them from being involved in 
a company for up to 15 years. 

A typical case which the Official 
Receiver or insolvency practitioner 
would identify for court action might 
involve: 
- continuing to trade when insolvent 

with no reasonable prospect of . - 

payment of creditors claims; 
- excessive remuneration and benefits 

to directors; 
- breaches of the Companies Act; 
- inadequate attention to the financial 

affairs of the company; 
- failure to keep proper accounts; 
- transactions which preferred the 

directors or close associates. 

Environmental Insurance 
Conference 
"Defining the Issues: Managing the 
Risk" 

The conference will be held on 
Wednesday, 23 October 1991 at the 
Hyde Park Hotel, London. 

Manufacturing companies are being 
forced to make a radical reassessment of 
their risk management strategies and 
insurance needs as they face up to 
regulatory action designed to hold them 
accountable for action that damages the 
environment - through contamination of 
land, emission to air, water or land, or 
through accidents. 

The need for insurance cover has 
become paramount to counter potential 
third party claims and to meet 
regulatory requirements to clean up 
affected sites. This conference tackles 
these key issues head on, and will equip 
delegates with the knowledge needed to 
effectively manage the risks faced. It 
deals with not only the various options 
available to minimise the risk but also 
provides practical experience of 
environment risk management. 

For further information contact the 
Conference Department, Lloyd's of 
London Press, One Singer Street, 
-J, L:OI, ZCzib I' Q TC1 C 71, 7?r 
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