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Clause 18 was added to the Bill.
Clauses 19 to 21 were added to the Bill.

MR. DEPUTY CHAIRMAN: In Clause 22, there is one Amendment (No. 37) by
Prof. M. V. Rajeev Gowda. Are you moving the Amendment?

PROF. M.V. RAJEEV GOWDA: No, Sir.

Clause 22 was added to the Bill.
Clause 23 was added to the Bill.

CLAUSE 1, THE ENACTING FORMULA AND THE TITLE WERE
ADDED TO THE BILL.

# AR T TRl qeled, H U ol & -
f&F faEres 1 miRa fHa s

The question was put and the Motion was adopted.
The Chit Funds (Amendment) Bill, 2019

THE MINISTER OF STATE IN THE MINISTRY OF FINANCE; AND THE
MINISTER OF STATE IN THE MINISTRY GF CORPORATE AFFAIRS (SHRI ANURAG
SINGH THAKUR): Sir, I move:

That the Bill further to amend the Chit Funds Act, 1982, as passed by Lok Sabha,

be taken into consideration.

Sir, the Chit Fund Act, 1982 was enacted to provide for regulation of chit funds
which have conventionally satisfied the financial needs of the low income households.
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W, SHH 9 Fqelrd F1 Y G H SF AN H I emEn €1 ugel ol g9
key advisory group ST TR0, offch SE RI-RI Eeias 81 ARy, 3k Hey 1 dg
Yeplel STl Heb | Standing Committee on Finance S 3 WA Yeld fer foradt
ST 25df RulE | 1 918 &1 Y Action Taken Report o<l & o1 4l Standing
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and regulatory initiatives required for the orderly growth of the sector. 1§ o Key
Advisory Group 3¢ Standing Committee 1 $€H il Sl recommendations &1 & S
$EM WE AR W I Fel that it should include amendments with the objective of
reducing the regulatory or compliance burden of the chit fund industry on the one hand
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The question was proposed.

SHRI P. BHATTACHARYA (West Bengal): Mr. Vice-Chairman, Sir, I belong to
West Bengal and my State was severely affected by chit fund. T understand what the
hon. Minister has said that ponzi schemes and chit funds are not the same. I understand
these things but the poor people and the lower middle class people do not take chit
funds and ponzi schemes as separate. They think that both are same. My submission
would be like this. In my State, I have got the information and we had the experience
of seeing this thing and also in other States like Odisha, Maharashtra and Assam where
hundreds of thousands of people were severely affected. So many people had died.
Common people, those who are poorest of the poor, were cheated. They committed
suicide since they did not get the money. Sir, one of our friends went to the Supreme
Court. He filed a case. The Supreme Court ordered for investigation and, as a result,
investigation started. Still, it is going on. Some political people were arrested. I am not
abusing anybody but some political people were arrested. Some non-political people
were also arrested. It has been found very clearly that the ordinary people were cheated
like anything. Unfortunately, only the State Government wanted to give them some
amount but that was most insufficient, but the Govermment of India did not come out
with a single paisa to help these poor people. As a result, still, they are waiting without
knowing when they would be getting their money. That is the most unfortunate thing
that T have observed in my State and other States too.

Now, the question is this. In this Chit Fund { Amendment) Bill, the hon. Minister
has correctly said and 1 have no intention to say that he is not serious to settle this
1ssue but there 1is this para 4 in the Statement of Object and Reasons. It says: The Chit
Funds (Amendment) Bill, 2018 was introduced in Lok Sabha on 12th March, 2018. The
Bill was referred to the Department-Related Parliamentary Standing Committee on Finance
on 27th April, 2018 for examination and report.’ Then, what did the Committee say?
What had exactly the Committee said, that has not been mentioned here. We do not
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know what exactly the recommendation of the Committee was but here is a very
important line, and what 1s that! 'However, before the recommendations of the said
Committee could be examined, the term of the Sixteenth Lok Sabha came to an end and
the Bill was lapsed.' That is correct. So, it was not properly examined in Lok Sabha first
time when vou brought it, and, in our House, in Rajva Sabha, vou did not give us the
detailed Report of the Standing Committee. So, we did not have the opportunity to go
into the details and examine this matter very clearly. On the basis of that, T would
request the hon. Minister — I have no hesitation to say that you have good intentions
to bring this Bill — to make this thing clear. Can you not send it to a Select Committee
to make it clear? Things have to be clear. What exactly was being said by the Standing
Committee? Otherwise, I tell vou, all the stakeholders would be deprived severely. Sir,
he has stated in paragraph 5 (b): 'to substitute the expressions "gross chit amount”,
"share of discount" and "net chit amount" for the expressions "chit amount”, "dividend"”
and "prize amount” respectively in the Act..! What do they mean to say? It is hazy.
I am sure the Minister would agree with me. On all these things, 1 do not know what
the comments of the Committee were. When vour intention is to protect stakeholders,
how they would get benefitted by this Act, T do not understand. So, my feeling 1s very
clear that unless and until it is cleared by the Government of India in regard to the
Amendment of the Chit Fund, the chit fund, as it 1s, we observe, and we have been
seeing, that 1s not a ponzi scheme. [ understand that these are two different things. But,
these chit funds itself also cheated the common people, lower middle-class people and
poorest of the poor people. So, how will you protect them? This provision 1s absent
here. Suppose, as a subscriber, I deposit Rs. 30,000 to a chit fund. But if the chit fund,
on one fine morning, says, "We don't have the money and we cannot pay it to you,"
then, where would I go? There is no timeframe here as to when they will retumn it back.
1 am sure of it that the people, those who will deposit their money, will be in a difficult
position. On the basis of that, my request is to kindly send it to a Select Commuittee
to clarify one, two, three, {our, five, all these important things. And, after that, you bring
this Bill and, definitely, we will accept it. We have no hesitation to accept this thing
because we feel it very clearly that the people are to be protected, otherwise; the
common people, the ordinary people are going to suffer like anything. With all these

few words, 1 would like to conclude. Thank you very much.

SURAHITEAET (ST FHARRI Sifeam): § w4l e & sar el =gl § o
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DR. NARENDRA JADHAV (Nominated): Mr. Vice-Chairman, Sir, I rise to support
the Bill subject to certain caveats. The current Chit Funds (Amendment) Bill, 2019 is
a welcome addition because it seeks to introduce some changes, which have been long

overdue.

In particular, I would like to highlight two provisions which are very welcome.
First is, pericdically increasing the limits within the Act which is necessary to make the

chit fund less restrictive and rigid.

The second provision which is very welcome is the presence of subscribers at
the time of drawing the chits, is now allowed through video conferencing. This will

certainly make the process more convenient and accessible to subscribers.

Sir, at the same time, | have some reservations about some penalty provisions.
First, currently, the punishment for various contraventions, including non-registration
of Chit Funds with the State Government, is only up to two years of imprisonment and
five thousand rupees as fine. Getting sanction of the State Governments to operate
such a Fund is necessary because without the oversight, the likelihood of fraud is
extremely high. Escaping from such a critical contravention by payment of just f{ive

thousand rupees, as a fine, 1s severely inadequate.

The second provision which I would like to recommend is that there is an
mmperative need for a provision in the Bill for punishment and penalty for those
individuals and companies which operate with the fraudulent intention to dupe people
mto believing that they are investing in the chit funds. Most of the pyramid schemes
which have been unearthed in the recent past were chit funds in the beginning, to lure

in the gullible investors and, later on, they become ponzi schemes.

With these caveats, I strongly support the Bill.

S1. T I (3T Y Y): SUYHIIE HElGd, 31U gl [FIT Be (Hler) o,
2019 W Fie™ 61 1T &, s9% foTT et e=rarg | fae we (e f@ERms, 2019
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SHRI MANISH GUPTA (West Bengal): Sir, I rise to support the Bill. At this
Juncture, we must admit our inability to address the full complexities of the challenges
that face us. As a result, half-measured efforts are taken, existing laws are partially
amended periodically and we are not facing the actual ground situation or reality head
on. Piecemeal amendments to the existing law is a reactive approach. It 1s a kind of gut-
reaction to the situation which develops on the ground. So, legislation to tackle deep-
rooted problems need deeper study and should cover all transactions. Sir, we are
legislating for the future and to protect public interest. But we are not really focusing,
in this Bill, on rural credit. We all know that there is distress in the farm sector where
money-lenders are holding sway for centuries. There 1s no mention, in this legislation
or any other, to weed out money-lenders who lend money to the poor people at high

interest rates.

The big question here 1s: What 1s to be done about the past? As an Hon. Member

said, it is how we act to recover old dues and return dupad people's money. Chit funds
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are common in many States. We all know about the cases that occurred in the States
of Odisha, West Bengal, Gujarat and Delhi. There was a Pearl Chit Fund ghotala of
Rs.49,000 crore. A former constitutional functionary was the legal advisor of that group.
The other large ghotala was in Gujarat, by the Oscar Chit Fund. Sir, this is still hanging

fire as the investigation is not complete.

The reason for the spread of illegal chit fund companies in certain areas of the
country is also due to an ineffective regulatory system. So, there is also confusion with
regard to organized and unorganized chit funds. The organized sector should also be

included in this law and not left to be glossed over.

We are saying that this Bill secures the interests of the Foreman', but, it is silent
on the security of the subscriber. This is a huge loophole. Section 16 of the Principal
Act seeks the presence of two subscribers which can be done through video-
conferencing. We all know that even today many rural areas don't have mobile or
internet facilities. The chit fund sector is largely 'unorganized’. You need to include this

n the Bill.

Under Section 85 of the Principal Act, this law will not be applicable to chit funds
or enterprises started before the enactment of the law. This should be effected

retrospectively. 1 request the Minister so that this issue is also included in the law.

Sir, my next point is about the SEBI and RBI. We have seen in the past, the
mnfirmities that are there in the work of the RBI as far as chit funds are concerned, 1s
so far as unsecured deposits are concerned. The RBI does not include 'Subscriptions
to chits'. SEBI rules do not specifically mention chit funds. These have been excluded.
I would like to draw the attention of the Hon. Minister as a case here to amend the
RBI Act and the SEBI Act. Sir, notably Section 87 and Section 88 of the 1982 Act refers
specifically to the role of the RBI. Also, Section 47 of the RBI Act empowers the RBI
to inspect chit books and records of any chit fund. SEBI, in the past, received many
complaints. These matters were also brought to the notice of the RBI, but because of
the infirmities in their area of operation, no action was taken. They have now been
activated. Sir, the Ministry of Corporate Affairs runs an investors' education programme
through their websites. The websites are there for collecting information on such funds
and the promotors. But, how many people in rural India can access websites. So, this

15 a weakness which needs to be corrected. Also, the banning of Unregulated Deposit



Government [26 November, 2019] Bills 57

Bill provides an option to the Government for amending three laws, the Reserve Bank
of India Act, 1934; the SEBI Act, 1992 and the Multi-State Cooperative Societies Act,
2002. This shows the path forward. There are multiplicity of agencies that are operating
and they need to be empowered substantially and transparently so that they can tackle

this menace of chit funds.

The West Bengal State Assembly as far back as in 2003 passed a draft Bill for
controlling chit funds, but for almost 10-12 years they have been struggling with the
Government of India to get it passed, to get Presidential assent. Even in 2013 and 2014
several moves were made, but nothing fructified. Then, only in 2015, the Presidential
assent was obtained. So, there has been a delay in the interaction between the Centre
and the State. At the initiative of Ms. Mamata Banerjee, the Justice Shyamal Sen (Retd.)
Commission was set up and a Special Investigation Team constituted to arrest the
wrong-doers in certain chit fund scams. A sum of Rs. 500 crore was budgeted as a
corpus fund from which around Rs. 250 crores was paid to investors who had lost their

money.
[THE VICE-CHAIRMAN (SHRI TIRUCHI SIVA) irn the Chair. ]

This had to be stopped as the case was handed over to the CBI for investigation.
There is a case here, which I would request the Minister to look into. Sir, this is a
deep-rooted and wide-spread problem of people who have lost crores and crores of
rupees. The Central Government should consider coming forward with a budgetary
allocation and the Fifteenth Finance Commission can allocate additional resources to

the States for compensating duped investors.

The banking system in India is very poor and is not people friendly. So, the
banking system needs to be extended. For example, there are twelve bank branches per
one lakh adults in India. This needs to be improved. Otherwise, we will not be able to
wean away and protect the livelihood of those people who constitute mostly poor
people like pensioners, employees, workers, small businessmen, shopkeepers and farmers
where lives have been destroyed by rogue chit funds. That is why there is a need to
have a re-look at this entire matter. Insurance cover should be provided for the chit
funds. This should be made mandatory through a proper law. The proposed amendments

do not appear to be adequate to protect the less literate and less conscious investors.

Thank you.
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SHRI N. GOKULAKRISHNAN (Puducherry): Thank you Mr. Vice-Chairman, Sir,
for giving me this opportunity.

The Chit Funds (Amendment) Bill, 2019, is introduced to amend the Chit Funds
Act, 1982. Tt ensures transparency in chit fund schemes and aims to protect subscribers.
It will also facilitate the orderly growth of chit fund sector to remove bottlenecks and
enable greater financial access to people. The Bill was referred to the Standing Committee
on Finance and the Committee gave its recommendations. And, now, it is brought

before the House to give protection to money of economically weaker sections.

Sir, chit funds are popular among low-income families, as they offer both access
to funds and options to save. There is a dire need to protect investors' interest. Chit
funds play a crucial role in India's rural economy, providing people with easy access

to funds and wider investment opportunities.

In the recent past, we have come across several alleged frauds pertaining to chit
fund companies as they lured gullible investors to deposit money in their schemes in
lieu of abnormally high returns and subsequently closed their business without any
announcement, leaving behind the rural poor in lurch. Since 2016, the RBI has received

over 5,200 complaints related to chit fund scams.

Sir, injustice to customers is not only from the small-scale chit fund operators but
also from the organized [inancial institutions like chit fund companies and banks.

Therefore, both of them should not be treated at par in case of default or cheating.

This Bill also raised the monetary limits for chit funds by three times, thereby the
maximum amount of chit fund collected by an individual kept at Rs. 3 lakhs and by the
firms which have more than four partners is up to Rs. 18 lakhs. The individual operators
should not be subjected to undue regulations. Since most of them are housewives or
middle-class men, it may be difficult for them to maintain records as stipulated in the

Bill. Sir, better it may be exempted.

The Bill also raises the commission for the person, who is named as foreman to
manage the fund, to 7 per cent from the current 5 per cent. It also allows him a right
to lien against the credit balance from subscribers. The Bill further proposes to allow
the subscribers to join the process of drawing chits through video conferencing. This

18 in line with the current digital age and, therefore, is welcome
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Hon. Minister of State for Finance had stated that there are more than 30,000
registered chit fund companies in the country. But, the unregularised chit funds would
be more than 100 times than this number and the money flow in this sector would,
certainly, be phenomenal. Perhaps, because of that, the Bill aims to bring more people
under the formal sector. This is a welcome decision. But, the Government should
consider that the small-scale operators are functioning under harsh economical
conditions. Therefore, care should be taken that they are not subjected to undue
harassment. Otherwise, they may quit business much to the hardship of the rural
people. As a result, this will only aggravate the unemployment problem, especially in
semi-urban and rural areas. The Government should come up with more stringent

provisions against big players who flyaway with hard-eamed money of poor investors.

The poor people who invest in chit fund at a very low maturity amount of
Rs. 10,000 to Rs. 50,000 comprising a group of people is all manned by an individual.
This amount will be used by them at the time of emergency, say, health problems,
urgent family expenses, agricultural use, etc. For all these purposes, there 1s no present
system available with banks to help them on need-basis. That 1s why they turn to the
practice of saving their money through investment in chit funds in order to get a

minimum monthly dividend.

Sir, presently, the Government has increased GST on chit fund from 10 per cent
to 12 per cent. When we insist on savings, this will only add to the woes of the
subscribers. Paying 12 per cent GST is a huge burden on them and, ultimately, there
will not be any gain on their part thereby forcing them to close their chit fund business.
This goes against the spirit of encouraging savings. Therefore, I would request the
hon. Finance Minister to keep the GST for the large-scale operators at 12 per cent and
exempt the small-scale operators totally. When these amendments come into force, the
Government of Tamil Nadu has to issue notification with regard to prescription of

amount of chit.
With these, I support the Bill on behalf of my party. Thank vou.
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DR. AMAR PATNAIK (Odisha): Sir, as [ nise to speak about this topic, the first
thing that comes to my mind which I also heard from the hon. Members is that there
1s this chit fund, then there 1s this 'ponzi schemes' and there are something called credit
cooperative societies. They perform almost similar functions, and, unfortunately, all
three are under different regulations, and there is one, which is not. There is no
regulation at all. That is the 'ponzi schemes.' In the provision, in the original Chit Fund
Act, I find that Section 47 talks about RBI's powers and duties. Section 73 gives only
advisory role. I really don't understand why RBI should not exercise any kind of control
over these chit fund companies, particularly, in the light of what has happened in the
chit fund or in the NBFC sector as a whole. The word 'may’ 1s there in all the provisions.

In the entire provisions of Section 47 and Section 73, it is 'may’. 'RBI may do'; 'RBI may
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do'. There is no compulsion for RBI to do even a sample check. In the cooperative
sector, there 1s similar provision. The credit cooperative sectors in many States also
have similar provision. [ have a feeling that an integrated approach towards this
particular business has not been taken by Government and formation of a Committee

which 1s looking at this particular Act only in isolation is not going to help.

Sir, in the chit fund scams that one has talked about, two main issues were there.
One, lack of regulatory control; second, investors were gullible. You have to increase
— as Ravi Prakash Vermaji said — investors' knowledge. To protect the investors'
interest, the first thing is to increase their knowledge. Nowadays you are going out for
outreach of loan, loan. To distribute loans at the retail level, the banks are going for
an outreach. Similar kind of exercise to educate the investors about this thing 1s not
taking place. With the result, what is happening is that investors invest in this; they
don't ask anybody. But, finally, it is the State Government which is asked to settle this
crisis from out of Budget provisions which is from people, from the taxpayers' money
who were actually not involved in any way in this business. It 1s actually unfair. Now,
at the same time, in Section 8, which talks about capital adequacy of one lakh rupees,
I think, there is absolutely no application of mind here because the capital adequacy
norms have to be increased if you want to have some semblance of protection of
nvestors' interest. In Section 12, there 1s a provision for inspection, records. In Clause
24, the appointment of an Auditor has been left completely to the chit fund company.
There 1s absolutely no control over that. You just get certified financial statements from
the chit fund company itself and then carry on the business. We know how the
certificates are obtained. Talking about Clause 12, how do you regulate? We know of
several chit fund companies which have not given any intimation. By the time the
police have realized that they have come into play, they have already collected huge
amounts of money. It is not possible to inspect them. Unless there is an intimation
which 1s coming from people, you cannot find out if they have already started operating
and have started collecting money. So, I think all the changes that have come are
welcome, but I think they are very cosmetic. They have not got into the root of the
problem. The harmonization and consolidation of regulatory authorities regulating the
acceptance of defaulters from public, about which I have spoken, 1s most important.
There is no whistleblower mechanism prescribed. On increasing the insurance for the
deposits, the Standing Committee had said, "There should be provision for insurance
coverage for the subscribers the cost of which will be borne by the chit fund company.

This is a protective measure for the vast number of subscribers." The Committee,
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therefore, recommended that the provision may be brought in the Bill incorporating
relevance of insurance coverage for the chit subscribers. But we haven't really taken

care of this.

So, 1n essence, | would say that even if it 1s a credit plus savings scheme, the
first thing 1s, as some of the Members expressed, if vou have to distinguish this from
a ponzi scheme, you should rename the Bill and try to bring in the regulation mechanism
much more stringently in which case the people who are actually going to get the

benefit will not be cheated in future. Thank you, Sir.

THE VICE-CHAIRMAN (SHRI TIRUCHI SIVA): Thank you very much, Dr. Patnaik.
Shri Ram Nath Thakur.

5t TR AR BT (NER): SUGWRAE HEIGd, AU I3l [¥e B (SR [er,
200 WL dle @bl Wil &1, gEe [y agd-agd ga] ay 1982 1 Sl gic-ulie
GPMER ¢, S AUl FHE A R G e ms d 5 R o, S8 1 RIe
®E drel o TE AUl Oy 1984 H FE 20 §FMER, S BIC-BIC gHEMAR ER T,
SR AR Al e al, oS, drel, S e e # i oe #Rd 9, I TN
B & B RN U s e B (Helee) e Bl b gi1d |l i gl
gPMER! & Ui 950 a1 fGwEs €1 ¥9 o e SR @med € Sl o166
g & we e U2 gr €S9 W oie! A Siedl Fol o w1 am w0 e
37 a8l # R TR ANl & B TR g © AT IHH Hieren Fa o€, 39
ANl & Rgeld Bt A Sl FRArg g1 AMmeg] § WREHR A A B § 6 Arela
oTeT # 500 @Ml & il HEAT @R, S 15,000 FRIS FW o AU E ST ST
e f €, 99 AWl | o 9 S BRag 'l

gl de ol b uRl, 0 g [Agud ol waeld adl € SR WeR 9§ ¥y Fded
BT =rsdl § T g Qfl @rgwen sy &4R] b g el & 49 b1 e T gl W
£ 11 T B Y el 15 A | ] ) e 1 e i e B B s B G2 | - 1 )
NEETh HON BRels B S| Sl = wal & wRI, H 30T a6 WA Bl § R
BN W e B el §,

" el dEdl [ | HWaRT B <
gl M A Uk § M AR B T

Al a1 B T b § e dw wd,
A€l Al BER sk @ Q1

suearfe wgley, sl & wR, 0 g sy fagud b1 gl bedl g



64  Government [RATYA SABHA] Bills

DR. BANDA PRAKASH (Telangana): Thank you, Mr. Vice-Chairman, Sir, for
giving me this opportunity to speak on this Bill. On behalf of our Party, Telangana
Rashtra Samithi, we wholeheartedly support this Bill. But there are some limitations in
the sections that they are amending. I wish to bring those sections, through you, to
the kind notice of the hon. Minister and this august House. One amendment is related
to Section 2(b). Earlier it was the Chit Funds Act. Now, they want to add here the words
"fraternity fund, Rotating Savings and Credit Institution”. That is there in Sections 11
and 2. If you take the experience of Telangana, so many poor people start savings
scheme within the locality, particularly in an area where there may not be any foreman,
that 1s, an elected body. They collect ¥ 100 every month. Whenever money is required,
they take the money by signing and providing one guarantor from among the members.
So, they take ¥ 30,000 or T 40,000 and pay back the money in 30 or 40 instalments, as
the case may be, with one per cent interest. This is more useful where bankers are not
going to the common man and it is here that all these people take money this way only.
If we include Rotating Savings scheme into the Chit Funds Act, there will be a problem
of harassing the people under the Chit Funds Act. Nobody will pay commission of 5
per cent or 7 per cent; nobody will take money and everybody will work on honorarium
basis as elected President and Secretaries. Now, everybody works for two or three days
and protect the interest of all the members. Sometimes, it crosses one thousand
members. Therefore, whatever Sections are mentioned in the Bill should be clarified.
Another thing that I would like to bring to the notice of the august House is that earlier
the amount was 3100. Already chit fund companies are running fifty lakh chits, that is,
every month draw 1s conducted for ¥ 50 lakhs and so on. It is a huge amount. At a
time, the number of chits in chit funds 1s not in one area only, but they are spread over
so many different areas. They have companies in fifty or sixty places in different parts
of the country. Once a small company, they are spread over entire country and have
started business in different areas such as insurance, finance, vehicle finance, etc.
There 1s no clarity in the Chit Funds Act as to what they have to do with the money
they have collected from the people. They can take away one instalment without
distributing to the members; all the chit fund companies take out one chit amount and
invest it in some other area of finance. Is there any provision like that in the Bill? It
18 nowhere mentioned in the Chit Funds Act. But so many chit fund companies are

doing the same thing. We have no objection to increase in the commission of 5 per
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cent to 7 per cent, but I request that some clarification may be given on Rotating

Savings and Credit Institution in Sections 2 and 11.

SHRI K.K. RAGESH (Kerala): Sir, I don't think that cosmetic changes in the Act
in the form of some amendments can resolve the issue that needs to be addressed
today. Why am I saying so? It is because of a large number of chit fund scams that
are happening in our country. What are all the amendments? The Act specified various
names to refer to chit fund and two more names have been added and also certain terms
in the Act have been changed. For example, subscribers are allowed to be present
during the time of draw through video conferencing; foreman's commission has been
increased from 5 per cent to 7 per cent and the aggregate amount of the chit has also
been increased. These are all the amendments. We are doing some cosmetic changes
and saying that we are doing something big to address the real issue. Sir, if the
Government is serious, | am requesting the hon. Minister to ensure a deposit insurance
scheme to protect the subscribers, the customers. It should be made mandatory for all
the private companies. As we all know, three types of chit entities are there in our
country. One 1s basically run by various State Governments or maybe by some
cooperative institutions ete. The second one 1s the registered private chit companies.
And, the third one is unregulated chit entities mainly closed group associations. So far
as the registered private chit companies are concerned, I am asking the hon. Minister,
if a company 1s bankrupt and if it 1s filing for bankruptcy, what will happen to the
subscribers? Whether the RBI or the Government will pay back the subscription that
they had already deposited? There is no provision for protecting the subscribers. 1 am
requesting the Government to bring an amendment in the Act to ensure deposit
insurance for the subscribers of the chit fund. T think that is very important. Secondly,
what about online chits? Nowadays, online chits are very, very common and very, very
popular. They are allowed to conduct online auctions. Subscribers are allowed to pay
monthly dues online and they can receive thrice the amount online. There is no mention
of online chits. Tt 1s already there. You are talking about video conferencing but, at the
same time, there is no mention of online chits. That is also a very important issue.
Thirdly, non-transparency is also an 1ssue. Non-transparency in regard to transaction
also has to be addressed. Yes, Sir, we had enacted a legislation to ban unregulated

deposit schemes.

THE VICE-CHAIRMAN (SHRI TIRUCHI SIVA): Thank you very much.



66 Government [RATYA SABHA] Bills

SHRI K. K. RAGESH: One minute, Sir. Why are instances of chit fund scams
rising? We have witnessed Saradha Chit Fund Scam, Rose Valley Scam and even an
ex-Chief Minister of State, ex-Chief Minister's son and an ex-MP of a State are also
named in a chit fund scam. Sir, why big, big politicians are involved? Why are people
being subjected to such kind of frauds? The basic issue 1s the financial illiteracy. When
these companies are promising with huge returns on deposit, poor people become the
victims of such fraud. So, I think, it is extremely important to ensure financial literacy
and there should be a scheme on financial literacy also. Yes, of course, it is a popular
type of saving institution in our country. It provides access to poor people for savings.
Because of the limited access to banks, it 1s really very difficult for the poor people
to access the banks. Hence it is, of course, a very important instrument for economy.
That has to be protected. But, I am requesting the Government to bring out certain

amendments to enrich the Act.
THE VICE-CHAIRMAN (SHRI TIRUCHI SIVA): Yes, you made your points.
SHRI K. K. RAGESH: Thank you, Sir.

THE VICE-CHAIRMAN (SHRI TIRUCHI STVA): Thank you very much, Mr. Ragesh.
Now, Mr. Wilson.

SHRI P WILSON: Thank you, Mr. Vice-Chairman, for allowing me to speak on this
Bill. The DMK party had suggested certain modifications in the Bill. The Bill does
cosmetic changes and is a window dressing, and does not address the real problems
in the chit fund transactions. The chit fund transactions, right from remote village to
heart of city, operates as a cash economy and is a parallel economy, which caters to
the need of the low income groups and poor people. The Bill is silent as to “who are
the regulators. Is it RBI, CBI, State Government or any other authority? While the
principal Act was enacted to regulate chit fund transactions, the Amendment Bill tries
to expand the scope of the Act by including fratemity fund, rotating savings and credit
nstitutions. Unfortunately, these new transactions are not defined in the Amendment
Bill leading to vagueness in the Bill. The Act indulges in substitutions of terms and
redefining 'chits', but does not solve any substantial issues. Now, this Bill does not
have a provision for insurance coverage, no safety for the subscribers in case of scams,
leaving ultimately the subscribers in lurch. Hon. Finance Minister has to clarify the

discrepancies in the Bill. Take the case of Amendment of Section 13. If you compare
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the old Act and the proposed Amendment, there are discrepancies. Kindly see Section
13(i). The old Act says, "rupees twenty five thousand”, whereas in your Amendment,
it says, "rupees one lakh". Which one is correct? Likewise, in Section 13(i1)(a), the old
Act mentions the amount as "rupees one lakh", whereas you have shown in vour
Amendment as "rupees six lakhs". Which one is correct? Is the Amendment Bill wrong?
Have the drafters seen what the real Act is? Without noticing, they have introduced

this Amendment giving a wrong amount.
(MR. DEPUTY CHAIRMAN i# the Chair)

I would want the hon. Finance Minister to clarify because he himself has enclosed
the Act along with this Bill. At page no. 7, I can see the amount that has been described
in 13(i) is "twenty five thousand rupees", whereas the Amendment savs, "rupees one
lakh". Likewise, in 13(ii) also, as I pointed out, the old Act shows "rupees one lakh",
whereas the Amendment Bill says it is "rupees six lakhs". Therefore, there are a lot of
discrepancies. The hon. Minister has to clarify as to why there are discrepancies.
Thank you, Sir.

SHRI V. VITAYASAI REDDY: Mr. Deputy Chairman, Sir, I thank you for giving me
an opportunity to speak on this very important Bill, which is another step in streamlining
the operations of the chit funds in India and protecting the interests of the investors,

mainly the economically weaker sections of the society.

Sir, in the recent past, your goodsell might have seen the scam in Andhra Pradesh,
that 1s, Agri Gold scam. It had extended to the neighbouring States of Kamnataka and
Tamil Nadu also. More than thirty-two lakhs of poor and middle-class people were
affected because of this scam and they have been duped by the chit fund company.

Therefore, [ have a bigger reason to support this Bill while giving a few suggestions.

There are some of the positive aspects in this Bill. This Bill addresses not only
the need to reforms felt by the stakeholders, the Bill also tries to address the regulatory
burden and brings measures to protect the interests of the subscribers. The Amendments
have been proposed to facilitate orderly growth of the chit funds to remove the
bottlenecks and enable greater financial access to the [inancially weaker sections of the
society as per the Bill. The Bill substitutes the words 'chit amount', 'dividend, 'prize
amount' and various definitions have been given. This makes it clearer for the people
to understand the chit fund schemes as well as it will be easier for the court to
prosecute the offenders. This Bill also enables greater control of the respective State

Govemments on these funds.
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Sir, I have a few suggestions to be made to the hon. Minister. First, a system of
paying back the cheated depositors should be institutionalized. In fact, as I have told
just now, in the recent past, in the Agri Gold scam, where 32 lakh depositors have been
cheated, the Government of Andhra Pradesh and the hon. Chief Minister of Andhra
Pradesh, Jaganmohan Reddy garu, has given back the deposits from the State Exchequer
to the extent of Rs.10,000 for each of the depositors. Therefore, in case of cheating by
these companies, a mechanism can be worked out which can be institutionalized where
the depositors will not be put to loss. Sir, the chit funds are needed because of the
lack of financial inclusion of the rural and semi-urban people. Therefore, I support the
Bill. The Government should further take steps towards the financial inclusion of the
poor and those in need of emergency money. The last suggestion which I would like
to make in this regard is that the chit funds give both lending and saving facilities to
those under served by financial institutions. Therefore, I urge the Finance Ministry to
ensure that the financial institutions are accessible everywhere and for everyone.

Thank you very much.
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SHRI RITABRATA BANERIEE (West Bengal): Sir, 30,000-plus registered chit fund
companies are dealing in ¥ 40,000 crores. Naturally, the enormity of the unregistered
chit fund industry is manifold as compared to the registered one. Sir, in our State, from
the late seventies, the chit funds were operating. The Sanchayita scam was the first
big scam that came up. In 2013, the present Bengal Government brought the Protection
of Interest of Depositors in Financial Establishment Act but the Central assent was not
given till 2015. The State Government also introduced a scheme for payment
compensation and created a corpus of T 5,000 crores. Now, enforcement of a Commission
was also rendered. What are the safeguards available for investors? The Minister is
here. The insurance companies are not involved in the process. They could, at least,
safeguard the interest of depositors who are generally from the marginalised section.
The Union Government continues to remain in a state of denial over the fact that the
Indian economy has virtually entered into a state of recession. The Government, in two
instalments, has announced packages of ¥ 2.15 lakh crore in the form of tax cuts and
benefits to the corporates. The huge Non-Performing Assets have piled up because of
large-scale defaults by big corporate houses. In last five years, NPAs have risen four-
fold, and, loans of, at least, ¥ 5.5 lakh crore have been written off since 2014. In this

scenario, people are forced to turn to small investment schemes.

[ want to know from the Government as to whether the Government has considered
collating data of investors and companies. If so, what is the regulating oversight? The
data protection Bill, Sir, has still not been tabled in the Parliament. The question of

privacy and surveillance needs to be addressed by the Government.

Lastly, creation of awareness for promotion of financial literacy amongst small
investors regarding the pros and cons needs to be effectively implemented. Through

you, Sir, I will request the Government to look into this matter. Thank you.

SHRI NARAIN DASS GUPTA (NCT of Delhi): Sir, I thank you for giving me this
opportunity to speak on this Chit Funds {Amendment) Bill.
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Sir, -I have risen to support this Bill with a few suggestions to the hon. Minister.
Sir, I would like to draw the attention of the hon. Minister to two technical amendments
which need to be incorporated immediately in this Bill.

Sir, sub-Section 2 of Section 1 of the Chit Funds Act, 1982 states that this Act
extends to the whole of India except the State of Jammu and Kashmir. I think, the words
"Jammu and Kashmir" need to be deleted from the original Act. This is first technical
amendment. Secondly, Sir, [ would like to draw the attention of the hon. Minister to
Section 24 of the original Act of 1982 which mentions about the maintenance of
accounts and balance sheet, and, where they have given the reference that it should
be audited by the auditor who is eligible under the Companies Act, 1956. Sir, being the
Minister of State in the Ministry of Corporate Affairs, you are aware that now the
Companies Act, 1956 does not exist and as such it should be substituted by the
Companies Act, 2013. These are the two small amendments to be incorporated in the
original Act itsell. Apart from this, T would also like to refer to two suggestions. Sir,
you have taken a decision to extend the aggregate chit fund from one lakh rupees to
three lakh rupees and six lakh rupees to eight lakh rupees. I agree with this. But my
suggestion is that it can be left to the discretion of the States because it differs from
State to State. You have said that you have increased it because of inflation that has
taken place over the years. While referring to it, vou have increased the commission
from five per cent to seven per cent. [ think that does not go with the inflation. If you
increase the aggregate amount here, it will automatically take care of the commission

of the foreman. If you think so, it can be restricted to five per cent.

Section 2(b) of the Act says that every one of them shall subscribe a certain sum
of money (or a certain quantity of grain instead). Why is it restricted to grains? 'Grain'
can be replaced with 'certain things in kind'. Why 1is it restricted only to grains? If you
are giving the benefit of subscription in kind, then it should be written here 'certain

things in kind'.

I would like to draw your attention to Section 24 where audit is prescribed. It is
all right because audit should be done. But as per the provision, it will certify the
financial statement. It is a technical subject and a number of compliances are required.
Even under the Income Tax Act, there are a number of provisions where separate audit
reports are required other than the report on the financial statement. My submission
is that here we can mention 'audit be done as per the Companies Act and as per the
prescribed format'. Rules will take care of that and that matter can be referred to the
Institute of Chartered Accountants. They may come out with a format of the audit,

especially for the chit funds. With these suggestions, Sir, I fully support the Bill. Thank

you very much, Sir.
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SHRI BINOY VISWAM (Kerala): Sir, I am sure the Government also will join me
in admitting that the economy of the country is in deep crisis. Five trillion dollar
economy of our dreams will not become a reality soon. Indian rural life is in great
despair. In that situation, chit funds are coming to the poor people with a lot of
promises. What has happened, Sir? All over the country, we can see chit funds have
become cheat funds. They cheat the people. They loot the people. How do they do
1it? Saradha Chit Funds cheated ¥ 25,000 crore from 1.7 million people. Rose Valley
plundered T17,520 crore from five million people. Another name is Agri Gold. Nobody
knows how many people they have cheated and how many crores they have plundered.
The list is so big. I want to read all the names here. All the chit funds are hiding
somebody, who are big people of the Government or have political life behind them.
Without them, no chit fund can plunder the people. Only with the political support of
the big people at the helm of affairs, this has happened. The interest of the poor people
has to be protected. But it cannot be done by this kind of cosmetic amendments. The
amendments are brought here only for the sake of bringing them. Some names have
been changed. Some per cent of commission has been increased. But with that, what
can we save? The interest of the poor people cannot be saved by this. Chit funds have
to be regulated in the most effective manner for which the Government has to be ready
politically and administratively also. The banking system is in a very poor shape. Day
by day, banks are closing down rural branches. Coming together of banks has helped
whom? Only the rich. The poor are the sufferers. Once upon a time, they looked up
to chit funds with great hope that chit funds were for them only. When rich players
came to the field, even chit funds became a rescue for the big people and the poor
became only a prey to be plundered and looted. That 1s what is happening here. In this
situation, we need basic changes. A small thing but a good thing 1s that the depositors'
savings have to be nsured by the Government. In this Bill also, that part 1s silent. It
is a very important part but the Government wants to keep mum on that part. I request
the Mimister to take it seriously and make a provision to see that the money of the poor
men 1s insured by the Government itself. By RBI or SEBI or by some kind of strong
Acts, it can be secured. Otherwise, what you are saying here will bring no results. The
poor will remain poor. Their money will be taken away by the rich. 1 am sure that big
people and their political parties are the ciminals behind this play. With these words,

I conclude.

3t TEEAR 9 RIS AR SugHald Sfl, U] dgd-ded g b o
431 ¥ el 1R Sl @l Hidbl fearl ug [Qel sgd & weayul &1 ag el swfey
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SHRI G.C. CHANDRASHEKHAR (Karnataka): Thank you, Mr. Deputy Chairman,
Sir, for giving me an opportunity to speak on the Bill. Sir, chit funds started more than
200 years back, and some of the Chit Funds became Banks, and became part of people's

life for their small savings for education, marriages, medical services, purchasing
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properties and immediate emergency needs. For all these reasons, Chit Fund business
has grown in a big way. As per media reports, the total size of unregistered chit funds

is almost ¥ 30 lakh crore which is one year GDP of the country.

Sir, the amount lost in the chit fund scam i1s not small but it is ¥ 3 lakh crore of
the poor people. Even after so many scams and money lost by people; still people are
attracted towards Chit Funds due to high return to people, people can withdraw money
easily, whenever they want; banking infrastructure still very poor in villages so they
find an easy way of saving their hard-earned money; low interest rates given by banks

and less documentation required.

Sir, recently the HDFC bank started mentioning in the customer's pass book that
they will cover only ¥ 1 lakh insurance, due to this, people became panicky all over
the country. If T deposit T 10 lakhs, and something goes wrong in the bank, then, I will
be getting only ¥ 1 lakh, and T will not get another ¥ 9 lakhs. This has become very
viral. Due to this, people are losing faith in the Banking Svstem. Also, the Government
is not allowing to keep the money at their houses, which indirectly attracting towards

Chit Funds.

Sir, T would like to bring to your kind notice some of the big scams. Six crore
families are cheated by PACL scam of Rs. 50,000 crores. All the affected families are
on the road today. There are some more scams like the Saradha Chit Fund Scam
estimated around ¥ 21,000 crores and Sahara Chit Fund Scam is of worth ¥ 15,000
crores. Many of these companies get registered, collect the money from the people and
runaway by closing the business. Around 15 crore people are affected by Chit Fund

Scams.

Recently, in Bengaluru, there are 193 registered chit fund operations under the
Chit Funds Act 1982, with a turnover of about ¥ 4,000 crore per annum. The number
of unregistered chit fund companies in Bengaluru is around 2,000 with about T 45,000-
50,000 crores as annual turnover. Recently, the country has witnessed the IMA scam
n Bengaluru, which has cheated more than 40,000 lower income families, which is
estimated around ¥ 10,000 crore. Along with this, some of the major Ponzi schemes
include the Rose Valley Ponzi scheme, ¥ 15,000 crores; Basil International, ¥ 3,500

crores; Seashore Group of chit scam, ¥ 850 crores. Sir, India has around 15,000 chit fund
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companies. Over 80 per cent are family-owned chit fund companies. Ninety per cent of
the family-owned chit funds have repeat customers. Sixty per cent of the customers are
from rural India. Out of 15,000 chit fund companies, less than one per cent runs it as
professional business unit, while the rest work as unorganized setup. Recently, the
Parliamentary Standing Committee on Finance had suggested the Government to introduce
insurance coverage for safety and security of the money of the subscribers. But there
is no such clause in this Bill. It should be included. In the recent days, the people are
losing trust on the banking system due to scams, mismanagement and high NPAs.
Hence, it is becoming very difficult for the people to avoid investing in chit funds. All
the investors should be insured. The majority of the people, who nvest in chit funds,
are poor people, who invest their money for emergency purposes. Therefore, I strongly
propose to take stringent action against defaulters, with a merciless law to prevent such

frauds.

SPECIAL MENTIONS

MR. DEPUTY CHAIRMAN: Hon. Members, the discussion on the Chit Funds
(Amendment) Bill, 2019, will continue further. Now, the Special Mentions.

MR. DEPUTY CHAIRMAN: Shn Kailash Soni; not present. Ch. Sukhram Singh
Yadav; not present. Shrimati Chhaya Verma.

Demand for release of extra funds for Naljal Yojana in naxal-affected

areas in Chhattisgarh
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