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Preface 

Currently, I am pursuing M.Sc. General Economics from the Madras School of 

Economics, Chennai.  Besides, syllabus studies in school and college I have always 

kept myself occupied in dealing with social and economic issues in the form 

writing articles and essays. 

My willingness to seek solutions to the numerous social issues creeping into our 

society day-by-day somewhat pushed me to choose Rakshak Foundation for my 

internship. 

 It is not possible for the government and a handful of policy makers to look after 

everything at the same time and suggest meaningful solutions for the same. It is 

the work of the general public to look after these issues and suggest remedies for 

the same. Moreover, in my opinion the people who live at the grass-root level are 

the ones who face these issues on their day-to-day life and should be capable to 

understand the problem in-depth by experience. So it should not be difficult for 

them to put forth these issues and suggest solutions. Only thing which is lacking in 

our country is public awareness and the proper mode of complaints submission.  

I felt Rakshak Foundation is one such platform to address these social issues and 

find solutions which otherwise would not have been feasible. Rakshak Foundation 

is a non-profit social organisation which works for the betterment of the society 

and to suggest policy implications for the issues creeping into our society today. 

The main objective behind this internship program is to develop awareness about 

these issues among the youth of our nation and generate in them a sense of social 

responsibility. So this internship would act as my stepping stone to success and 

bring a change to make the world a better place to live in. 
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Executive Summary 

Capital market scams can be mainly categorized into two types: Pyramid schemes 

and Ponzi schemes. Pyramid scheme is a hierarchical structure where people are 

recruited to make payments to the people who recruit them while they expect to 

get payment from the people they recruit. It is mainly seen in direct-selling 

companies. The scheme fails when no more people can be recruited. Ponzi 

schemes are those where deposits are collected from new investors to pay returns 

to the existing investors. It is a tactic of cheating people where there is no company 

business or typically no investment at all. The scheme collapses when the debt is 

so high that the company cannot repay the existing investors. It mainly occurs in 

chit-funds, CIS and illegal MLMs. 

The objective of this project is to understand the emergence and modus operandi 

of Ponzi schemes in India and to suggest ways to curb them.  

A case study of the recent Bengal scam by the Saradha Group of Companies has 

been conducted to gain a better insight into Ponzi Schemes in India. The goal of 

this project is to understand how the private limited companies are registered and 

how do the fake companies emerge. So a research is carried out as to how the 

Saradha Group came into existence and emerged successful in laundering money 

from thousands of investors. The scam had an adverse impact on the investors 

since most of them had deposited their life-long savings in the company with the 

hope of doubling or tripling the amount. The Saradha Group Ponzi scheme became 

public in April 2013 when the company failed to honour the redemptions of its 

investors. It was the joint effort of the company executives and the politicians that 

made the scam successful. Now an enquiry commission has been setup to 

investigate into the matter and to understand why and how the company cheated 

on the investors in spite of such a wide range of business. The MCA, SEBI, RBI and 

the government is alerted after the scam and are seeking ways to curb them.  

More strategies have to be formulated to curb capital market scams. Initiative has 

to be taken to raise public awareness at the grass-root level through Panchayats in 

rural areas. The Saradha Group Ponzi Scheme was ‘too big to fail’ in the eyes of the 

investors. And that is why such high returns did not raise suspicion in the minds of 

the investors at all. It had spread its business to such an extent that it emerged 

successful in winning the faith of the people on the company. So it is not basically 

the ignorance of people about such scams but the humongous nature of the 

company that gave rise to the scam.    

Key Findings 

 Under Ponzi Schemes, companies pay the returns of one investor by 

collecting money from the other and not through any business investment. 
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 The Saradha Group Ponzi scheme had spread its name in different sectors 

and opened company branches in every nook and corner of the state. 

 Several agents were appointed with the task of collecting money. 

 Mainly two types of schemes were offered to the investors: fixed and 

recurring. 

 Mainly people belonging to the relatively lower income section of the 

society invested in such schemes. 

 The investors had little or no knowledge about the functioning of the capital 

market. Some of them do not even have a savings bank account. 

 The abnormally high returns offered by the company and the pursuance of 

the agents lured the investors to invest in the company without checking 

proper documents. 

 Repeated warnings by SEBI both to the company and the state government 

went unheard. 

 Public awareness is required to help investors differentiate among 

companies. 

 Education on financial market transactions needs to be incorporated right 

from school. 

 Alternative sources of investment such as small savings schemes, mutual 

funds, insurance, savings bank deposits needs to be popularised among the 

masses. 

 The literate or semi-literate people hardly understand the complex banking 

system and some of them are even afraid of banks. 

 The banking system has to be modernised and to be made more 

comprehensible for people. 

 The Government can revive the Postal Savings Scheme. 

 More advertisements are required to promote the small-savings schemes of 

the Government such as the National Savings Certificate, Post Office 

Monthly Income Scheme, Public Provident Fund Scheme, Post Office Savings 

Account and the Senior Citizen’s Saving Schemes. 

 The Government can make it mandatory for the companies to collect 

deposits only against proper documents which can be used for claims later. 

 The role of agents has to be minimized in this case. There should be fixed 

commissions of agents fixed by the government. 

 The company brochure should have all the information required for an 

investor. 

 The government with the help of SEBI, MCA, RoC and other regulatory 

authorities can build up an ‘Investor Dial Mechanism’ (IDM) which will 

operate as a call center where prospective/existing investors can be served 

in all ways under one roof just through a phone call. 
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1. Introduction: Capital Market Scams 

 

1.1 Background Information  

Financial market comprises of the capital market and the money market. A capital 

market is where long-term investments are made ranging from a year to an 

indefinite period. Money market comprises of short-term investments with 

maturity in less than a year. 

Scam in capital markets is not a new phenomenon. Several scams hit the country 

one after the other since 

Independence. The scam by a 

Calcutta-based businessman who 

sold fraudulent shares to LIC back in 

1957, the Teja Loans scam of 1960 

where a businessman siphoned off 

money in the name of opening a 

shipping industry, the famous 

Harshad Mehta scam which shook 

the Bombay Stock Exchange, the M S 

Shoes scam of 1994 where the 

promoter of the company used 

company funds to buy shares of his 

own company and rig prices, the 

counterfeit stamp paper case with its impact all over the country, the Satyam Scam 

where a famous businessman made fictitious changes in his company accounts 

book, the 2G spectrum scam of 2010, etc. Scams with similar modus operandi went 

unnoticed repeatedly. The Ketan Parekhs scam of 2001 was similar to the Harshad 

Mehta Scam who used pay orders rather than banker’s receipts to increase the 

prices of the scrips. 

The recent Saradha group financial scandal of April 2013 is another Ponzi scheme 

which duped thousands of investors of their money. Saradha Group of Companies 

which was initially recognized by people as a chit-fund later was identified as a 

Collective Investment Scheme or CIS by SEBI. 
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Chit funds have been 

a popular savings 

scheme since years 

now. It provides a 

form of security to 

small businessmen 

and the middle-class 

people. Chit funds are 

a savings and 

borrowings scheme 

where a group of 

investors invest a 

specific amount per 

month in the fund for 

a specified period. 

The amount collected 

is auctioned out every 

month. Bidders can 

         Figure 1: Working of a Ponzi Scheme 

     Source: The New York Times, December21, 2008 

 bid for the maximum amount collected. The difference between the gross amount 

collected and the auctioned amount is distributed equally among the members or 

is deducted from the next month’s premium. This is a source of easy loan for the 

people who are in need of money and who cannot get loans easily sanctioned by 

the banks. But often, these chit fund companies fraud and also there are fly-by 

night operators who vanish with the money. Chit funds can be registered or 

unregistered. Registered chit funds are monitored by the Chit Funds Act, 1982. 

Ponzi schemes are a way of deceiving investors by using the money they give to 

pay interest to existing customers rather than investing it. There are several Ponzi 

schemes operating in India who actually deceive the investors by offering high 

returns and other lucrative offers. 

A Ponzi scheme is an investment fraud that involves the payment of purported 

returns to existing investors from funds contributed by new investors. Ponzi scheme 

organizers often solicit new investors by promising to invest funds in opportunities 

claimed to generate high returns with little or no risk. In many Ponzi schemes, the 

fraudsters focus on attracting new money to make promised payments to earlier-

stage investors and to use for personal expenses, instead of engaging in any 

legitimate investment activity. With little or no legitimate earnings, the schemes 

require a consistent flow of money from new investors to continue. Ponzi schemes 
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tend to collapse when it becomes difficult to recruit new investors or when a large 

number of investors ask to cash out.1 

A collective investment scheme is defined as “Any scheme or arrangement made or 

offered by any company under which the contributions, or payments made by the 

investors, are pooled and utilised with a view to receive profits, income, produce or 

property, and is managed on behalf of the investors is a CIS. Investors do not have day 

to day control over the management and operation of such scheme or 

arrangement.”2 

 

 

 

3 

 

                                                        
 

1 U.S. Securities and Exchange Commission, <http://www.sec.gov/answers/ponzi.htm> 
2 http://www.sebi.gov.in/faq/cis_faq.html 
3 Washington State Office of the Attorney General, “Consumer Alert: Pyramid Schemes”, November 
23, 1999 

Figure 2: How a Pyramid Scheme  works 

http://www.sec.gov/answers/ponzi.htm
http://www.sebi.gov.in/faq/cis_faq.html
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Table 1: Difference between Pyramid and Ponzi Scheme4 

 Pyramid Scheme Ponzi Scheme 

The 

“hook” 

 Make one-time payment and find 
other distributors for the product.  

 No genuine product. 
 Either product does not exist or is 

sold only within the pyramid.  
 

 Simply handing over the money 
 The investment typically does not 

exist. 
 Investment from one is simply used 

to pay back existing investors.  
 

To do Recruit new distributors to get paid  
 

No recruiting required  
 

Payment 

Source 

From new participants: always 
disclosed  
 

From new participants: hidden  
 

Collapse Fast since an exponential increase in 
participants is required at each stage. 

Relatively slow since existing investors 
often reinvest, so very few new entry 
required.  

 

1.2 Main Problems, their scope and impact on the society 

 

“Cheating of investors by unscrupulous companies takes many forms, such as: 

‘vanishing’ after raising money through public offers; illegal collection of deposits 

in violation of Section 58A of the Companies Act, 1956; floating sham ‘Collective 

Investment Schemes (CIS)’ in violation of SEBI Act; collecting money from public 

by posing as ‘Non-Banking Financial Companies (NBFCs) in violation of RBI Act; 

and resorting to ‘Ponzy’ or money circulation schemes under the Prize Chits and 

Money Circulation Schemes (Banning) Act, 1978.”5 

  

It is mainly the unregistered companies which pose as chit funds initially but later 

are identified as CIS and Ponzi Schemes which cheat investors of their money. 

Similar was the case with the Saradha Group of Companies. The company had 

expanded its business to such an extent that investors did not even doubt the 

exceptionally high returns offered by the company against collection of deposits. 

                                                        
 

4 U.S. Securities and Exchange Commission; < http://www.sec.gov/answers/ponzi.htm> 
5 Lok Sabha, Starred Question No. 244, “Frauds by Companies”, Question by Shri D.B.   Chandre  
Gowda and Shri Adhi Sankar and answer by The Minister of State in the Ministry of Corporate 
Affairs, Shri Sachin Pilot, GoI, MCA, 14th March, 2013 
 

http://www.sec.gov/answers/ponzi.htm
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The scam had a major impact on the society especially the investors. Some of them 

even committed suicide after the news of the scam became public. The companies 

take advantage of the semi-literate investors who have little or no knowledge 

about such investments and emerge successful in luring them to invest in the Ponzi 

game. Scams in capital markets have become a serious threat for the society today. 

Strategies should be formulated to identify and stop these Ponzi Schemes and CIS 

from functioning.  

Field visits conducted in areas of Murshidabad, North 24 Parganas, Uttar Dinajpur, 

Medinipur and Kolkata showed that investors lack knowledge about capital 

markets and the scams which have occurred in the past. Also, they hardly have any 

savings bank accounts. The greed of high returns in a very short period easily lured 

the investors. The lack of proper banking facilities in rural areas and the network 

of agents and sub-agents are some of the other reasons that provoked investors to 

invest in the Saradha Group.  

 

1.3 Goals and Objectives 

 

 Understanding the registration procedure of an Indian Company and that of 

chit-funds in India. 

 Understanding the basic concepts of chit-funds, CIS and Ponzi Schemes, how 

they operate and what is their modus operandi. 

 Case study of the Saradha Group Ponzi Scheme, how it emerged, what was its 

modus operandi, what were the benefits offered to investors, the effect of the 

scam on the economy and what are the steps taken by the Government to 

curb such scams in India. 

 To study the legal laws and provisions initiated by the Government to curb 

Ponzi Schemes in India. 

 The measures taken by the Government and its regulating authorities to raise 

public awareness in this regard. 

 To study the “Shri Krishna Committee Report on Financial Sector Reform” 

and to analyse its recommendations if they can be implemented or not. 

 To suggest recommendations to curb capital market scams in India for the 

registered companies. 

 To suggest ways of detecting these Ponzi Schemes. 
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2 Methodology 

The methodology involved an extensive literature review on capital markets and 

the provisions of the government to curb scams in such markets; field visits in both 

rural and urban areas and interaction with the subject at the grass-root level 

helped gain in-depth knowledge about the happenings and also interaction with 

mentor and other eminent personalities regarding the research and 

recommendations were helpful. 

 

2.1 Literature Search 

 

Review of the annual reports published by the Ministry of Corporate Affairs and 

SEBI lent much help in understanding the legal laws and provisions of the 

Government with regards to capital market scams in India. Also a detailed study 

was made of the views and comments of famous personalities about the recent 

Saradha scam in West Bengal. The answers to the questions put up by the 

Ministers in the Lok Sabha and Rajya Sabha about the actions taken by the 

Government, the Ministry, SEBI and the RBI to punish the fraudulent companies 

and to enlist the fake companies gave an insight to the legal proceedings against 

the scams. A detailed research about the issues, the case study of the Saradha scam 

and the recommendations suggested by people which are made available in 

different news articles, journals and website was used for the compilation of the 

project. 

 

The basic objective of literature search involved the following: 

 To understand the basic steps involved in registering an Indian company; 

mainly chit funds and similar schemes. 

 Ponzi schemes operating in India: their modus operandi and its effects on the 

economy. 

 A case study of the Saradha Group scam in West Bengal. 

 The modus operandi of the company and how they were successful in luring the 

investors. 

 Understanding the roles and functions of SEBI, MCA, RBI and the Government as 

a whole in curbing capital market scams in India. 

 The Acts and Regulations initiated by the Government to regulate and monitor 

these scams. 
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 The steps taken by the Central and State Governments to punish the culprits and 

also to entertain the complaints from the investors. 

 Proposed actions to curb these scams. 

 To study the reports and recommendations issued by different authorities of the 

Government such as the Sri Krishna Committe Report on Financial Sector 

Reforms, the Companies Act, and reports submitted by the government to the 

Lok Sabha, Rajya Sabha, etc. 

2.2 Field Visits 

 

Field visits were carried out in the districts of Murshidabad, North 24 Parganas, 

Uttar Dinajpur, Medinipur and Kolkata of West Bengal. 

The investors and agents were interviewed to understand the modus operandi of 

the Saradha Group of companies, the mindset of the investors, why and how they 

invested in the company, the effects of the scam on the public and the steps 

required to curb them. 

 

2.3  Surveys 

 

 The schemes of the Saradha Group as offered to the investors 

 Investment methodology 

 The money collected from the investors were not utilized for the business 

purpose and were rather diverted to non-productive use just to win the 

hearts of the politicians and make an impression to the public by charity. 
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3. Current Government Efforts 

Despite the rapid economic slowdown in terms of GDP growth, the Government 

and hence the MCA has taken several steps to ensure corporate growth. The 

Ministry has taken a number of initiatives during 2012-13 in the legislative, 

regulatory, service delivery and capacity building areas, with a view to facilitating 

corporate growth in a manner that is both inclusive and sustainable.6 The MCA is 

assigned a wide range of responsibilities for administration of the corporate sector 

which also includes the following Acts: 

The Companies Act, 1956 

The Competition Act, 2002  

The Limited Liability Partnership Act, 2008 

The Chartered Accountants Act, 1949 

The Cost and Works Accountants Act, 1959 

The Company Secretaries Act, 1980 

The Partnership Act, 1932 

The Societies Registration Act, 1860 

The Companies (Donations to National Funds) Act, 1951 

3.1 Some recent legislative developments  

3.1.1 Companies Bill, 2012 

The new Companies Bill makes provision for a better legislation for promoting 

corporate growth in the country. Also, it aims to delete the unwanted and obsolete 

compliance requirements. It assures that the companies will be able to comply 

better with the requirements of the Companies Act. 

3.1.2 Competition (Amendment) Bill, 2012 

This was introduced with an aim to further amend the Competition Act, 2002 to 

meet present day needs in the area of competition as has been experienced from 

the working of the CCI since the last few years. Important amendments proposed 

                                                        
 

6 “Annual Report 2012-13”, Government of India, Ministry of Corporate Affairs 
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include changing the definition “turnover”, “Group”, insertion of a new section 5A 

to lay down different thresholds for the enterprises to examine acquisitions, 

mergers and amalgamations by the CCI. 

3.1.3 National Competition Policy 

This policy was proposed to make ‘the culture of competition’ as an intrinsic part 

of the Central, State and local Government. 

3.1.4 Committee on Corporate Governance 

This was initiated to formulate a Policy document on Corporate Governance to 

meet the emerging challenges of strong internal audit, better risk management, 

and extensive disclosures. 

3.1.5 Central Monitoring Committee and Regional Task Forces on Vanishing 

Companies 

Now, about 87 companies are considered as ‘vanishing companies’. FIRs have been 

lodged against all these companies and their directors to take necessary action 

under the provisions of the IPC. Prosecutions have been filed against these 

companies under Sections 162 and 220 of the Companies Act, 1956 for non-filing 

of Statutory Returns, and under Sections 62/63, 68 and 628 of the Companies Act, 

1956 for mis-statement in prospectus/fraudulently inducing persons to invest 

money and for false statements made in the offer documents, etc. 

SEBI debarred the promoters/directors of these vanishing companies from raising 

money from the public under Section 11B of the SEBI Act and also details of these 

companies had been advertised and put into newspapers and MCA website to help 

investors lodge their complaints. 

3.2 Investor Awareness Programmes 

The GoI in collaboration with three Professional institutes, viz, the Institute of 

Chartered Accountants of India, the Institute of Cost Accountants of India and the 

Institute of Company Secretaries of India organized various Investor Awareness 

Programmes at different towns and cities of India to educate investors about 

various investment options. About 1200 such programmes have been organized as 

of November 2012. 

3.3 Investor Education and Protection Fund 

The MCA maintains a sub-site under MCA website for companies to fill details of 

the unpaid and unclaimed investors. This helps small investors to search for 

information. 6099 companies had uploaded the data on this website as of 

December, 2012. Investors can now know about their due amount with the 

companies and claim their money back. The unpaid and unclaimed amount is 

retained by the Fund after 7 years from expiry. 



    
 

Copyright © 2013 Rakshak Foundation. All Rights Reserved.                   Page | 10 
 
 

3.4 Redressal of Investors’ Grievances 

Investors/depositors can now lodge complaints under the MCA 21 system in the 

Ministry website under “Investor Services”. Also, a system of Nodal Officers has 

been developed at the Regional level as further recourse to the Nodal Officer at the 

Ministry. 

3.5 Corporate Governance 

The Ministry with the help of NFCG has provided a platform to promote corporate 

governance in India. 

3.6 Investigation of Corporate Frauds 

The GoI, through its multi-disciplinary investigating agency, SFIO carries out 

investigation under the provisions of the Companies Act, 1956. Till now, 133 cases 

have been investigated by SFIO. Out of these, it has submitted reports for 100 

cases.  

3.7 MCA-21 E-Governance project 

This project was launched in 2006 with an aim to cover all aspects of incorporation 

and regulation of companies as per the Companies Act. It envisages electronic filing 

of documents, registration of companies and public access to information online 

through a secure interactive portal. This project has been highly successful in 

fulfilling its objectives. It also has a sub-portal for raising investor awareness and 

disclosures. It also benefits banks and other financial institutions by acting as a 

repository of charge information on company assets. A new and improved service 

like SMS and mobile enabled interfaces has been proposed for improved service 

delivery. The service metrics brought out of the MCA21 system as in December 

2012 is given in Table 2 below. 
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Table 2: Service Metrics of the MCA-21 System7 

 

 

 

3.8 Investor Grievance Management Cell 

Investor Grievance Management Cell was setup in 1993 and was earlier known as 

the Investor Protection Cell (IPC). It takes up the grievances of the investors with 

the RoCs for their expeditious settlement. The subject matter of the complaints 

may relate to the RBI, SEBI, Department of Economic Affairs, etc. So the IGMC 

coordinates with these organisations for their redressal. The broad categories of 

the complaints include issues related to non-receipt of annual report, non-receipt 

of dividend amount, non-refund of application money, non-payment of matured 

deposits and interests thereon, non-issue of share certificates, non-registration of 

transfer of shares, non-receipt of debenture certificates, etc. 

3.9 FSLRC Report 

 

The Financial Sector Legislative Reforms Commission (FSLRC) chaired by Supreme 

Court Justice (Retired) B.N. Srikrishna was constituted on March 24, 2011. It had 

ten members with expertise in the fields of finance, law, administration and public 

policy. It was originally setup by the Indian Government in pursuance of the 

                                                        
 

7 Annual Report 2012-13, GoI, MCA 
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announcement made in Union Budget 2010-11 with the prime objective of 

regulating and harmonizing the financial sector legislation to help meet the 

requirements of the sector. It holds extensive consultations with the regulators 

and stakeholders across India and experts in other jurisdictions also. The 

commission has released a draft “Indian Financial Code” spanning 450 sections for 

regulating the financial institutions in the country. This code is drafted to replace 

the bulk of the existing financial law in India. It proposed a consolidation of 

institutions like SEBI, IRDA, FMC, etc. that will act as a single regulatory authority 

for all financial services except banking and payment systems. The draft code 

establishes certain basic rights for the fundamental rights of the investors in 

financial institutions and protecting them. The Commission envisages a single 

unified   Financial Redress Agency (FRA) to hear the complaints of the retail 

consumers against financial firms and solve them. The draft also sets provisions 

for a Resolution Corporation which will take up the functions of DICGC to resolve 

cases of falling financial firms and also a Financial Stability and Development 

Council to analyse the entire financial system and cooperate in proposing and 

implementing solutions. Another recommendation of the Commission is to set up a 

Financial Sector Appellate Tribunal, which will replace the SAT and will hear 

appeals against RBI for its regulatory functions, the UFA, decisions of the FRA and 

some elements of the work of the resolution corporation. The main objective of the 

Commission is to draft a law which will stand the test of time.8 

 

 

 

 

 

 

 

                                                        
 

8 The Hindu Business Line, “Srikrishna panel report proposes unified regulator for financial sector”, 

March 28, 2013 

<http://barandbench.com/content/fslrc-report-%E2%80%93-conversation-fslrc-chairman-

justice-srikrishna#.Ud4Qh0Eyb_O> 

<http://www.simplydecoded.com/2013/03/29/financial-sector-reforms-recomendations/> 

http://barandbench.com/content/fslrc-report-%E2%80%93-conversation-fslrc-chairman-justice-srikrishna#.Ud4Qh0Eyb_O
http://barandbench.com/content/fslrc-report-%E2%80%93-conversation-fslrc-chairman-justice-srikrishna#.Ud4Qh0Eyb_O
http://www.simplydecoded.com/2013/03/29/financial-sector-reforms-recomendations/
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4. Results and Discussions 

4.1 Findings from the literature 
 

Key Points 

 Investors are promised abnormally high returns and the companies later 

abscond with their money. 

 Comprehensive study of the recent Bengal scam by Saradha group → collected 

money from investors by promising very high returns with added incentives, 

targets were mainly low-income investors who can be easily lured with the 

greed of high incomes in a short duration. 

 The central corporate affairs department reported that at least 62 dubious chit 

fund companies are operating in West Bengal and they have amassed close to 

Rs 15,000 crore.9 

 Rural poor are the most affected due to such scams→ banking penetration is 

very low in rural areas; these people have very few options to invest. 

 The chit-fund companies usually diversify their business to different sectors to 

gain reputation and to escape from the fraudulence net. 

 These are mainly done by young people below 35 years of age, the internal 

employees of the company, the senior management team and by external 

members by forged identities of people within the company, according to Ernst 

and Young’s Fraud Investigation & Dispute Services.10 

 Study of the SEBI website to understand its roles and functions in regulating 

frauds in capital markets → the Acts therein. 

 The actions taken by the Government, SEBI, RBI, Ministry of Corporate Affairs 

to curb such scams → setting up of an inter-ministerial group to protect 

investor interests and curb money-raising schemes.  

 A special task force has been set up under the Serious Fraud Investigation 

Office (SFIO) to carry out all investigations into such companies, according to 

the Ministry of Corporate Affairs.11 

                                                        
 

9http://www.indiatvnews.com/politics/national/chit-fund-scam-sudipta-sen-mamata-banerjee-
west-bengal-9692.html?page=4 

10A study by Ernst & Young’s Fraud Investigation & Dispute Services, “India Fraud Indicator 2012” 
 
11 http://sfio.nic.in/websitenew/main2.asp 
 

http://www.indiatvnews.com/politics/national/chit-fund-scam-sudipta-sen-mamata-banerjee-west-bengal-9692.html?page=4
http://www.indiatvnews.com/politics/national/chit-fund-scam-sudipta-sen-mamata-banerjee-west-bengal-9692.html?page=4
http://sfio.nic.in/websitenew/main2.asp
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 The existing laws and provisions to take care of such scams and the 

punishment involved if someone indulges in such illegal activities → The Prize 

Chits and Money Circulation Schemes (Banning) Act, 1978; regulation by the 

Registrar of Chits under Section 61 of Chit Funds Act, registration of a non-

banking financial company (NBFC) with the RBI, the Companies Act of 1956, 

the Securities And Exchange Board Of India Act, 1992, Securities Contracts 

(Regulation) Act, 1956, etc.12 

 

4.1.1 To register an Indian Company 

 

The steps involved in registering a company basically involve a few steps. First, 

one has to apply for a Director Identification Number (DIN) by filing an eForm. 

Then one need to acquire a Digital Certificate and the same has to be registered on 

the portal of the MCA. This has been introduced in The Information Technology 

Act, 2000 to ensure the security and authenticity of the documents filed 

electronically. It is issued by a licensed Certifying Authority (CA). To file an eForm 

on MCA Portal, one has to be registered as a user in the relevant user category, 

such as registered and business user. Then one has to apply for the name of the 

company to be registered by filing Form 1A for the same. Then the company name 

has to be approved by the Ministry. Once this is done, one can register the 

company by filing the incorporation form depending on the type of the company. 

 

4.1.2 Role of SEBI in curbing capital market scams 

 

SEBI is considered the regulatory body for the investment market in India. The 

SEBI Act of 1992 assigns SEBI with a four-fold objective of  

 protection of the interests of investors in securities  

 development of the securities market  

 regulation of the securities market and 

 matters connected therewith and incidental thereto. 

SEBI is assigned the role of supervising the securities market which is registered 

with it. The ‘Investor Protection Measures’ has been incorporated under SEBI to 

protect the interests of the investors in India. It maintains stable and efficient 

markets by creating and enforcing regulations in the marketplace. It is also in-

                                                        
 

12 http://www.sudhirlaw.com/chapter9.htm 
 

http://www.sudhirlaw.com/chapter9.htm
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charge of regulating the capital market, i.e., the market for equity and debt 

securities.  

4.1.3 Steps taken by the Ministry of Corporate Affairs, GoI 

 

The Ministry of corporate Affairs has a three tier organisational set-up for 

administration of the Companies Act, 1956 namely, the Secretariat (Headquarter) 

at New Delhi, seven Regional Directors at Mumbai, Kolkata, Chennai, Noida (U.P.), 

Ahmedabad, Hyderabad and Guwahati1 and 15 offices of Registrars of Companies 

(ROCs) in States and Union Territories, 9 offices of Registrars of Companies-cum-

Official Liquidators and14 offices of the Official Liquidators (OLs). Almost every 

division under the MCA has either an investigation unit or are given the 

responsibility to look after capital transactions with the investors. The official 

liquidators have the right to dissolve a company under Section 481 of the 

Companies Act, 1956 if the affairs of a company are completely wound up or if the 

court feels that the liquidator cannot wind up the company due to lack of funds or 

some other reason. Also, under Section 463 of the Act the Central Government has 

been assigned the responsibility to ensure that the Official Liquidators are doing 

their part. Section 457 of the Act states the duties and responsibilities of the 

Official Liquidators which mainly comprise of filing of claims against the debtors, 

sale of both movable and immovable assets of the company, instituting criminal 

complaints and misfeasance proceedings against the former Directors of the 

company for their acts and omissions and breach of trust, invitation of claims from 

the creditors, settlement of list of creditors, making payments to the creditors and 

payment of return of capital where the company’s assets exceeded its liability. 

An independent Company Law Board (CLB) had been constituted by the Central 

Government which accepts petitions and complaints under various Sections of the 

Act. Most of the petitions are disposed of and those under Section 397 and 398 

filed for oppression and mismanagement are investigated.  

Taking into consideration the hardships being faced by the small and needy 

depositors who have deposited the amount in fixed deposits with the companies 

and are not refunded the promised amount, the Company Law Board has 

constituted Hardship Committees. It arranges for disbursement of the amount 

deposited under fixed deposits. Payment to fixed deposit holders of M/s. Pure 

Drinks (New Delhi) Ltd., was made by Company Law Board in compliance with the 

order passed by High Court of Punjab & Haryana during April 2011 to March 2012, 

according to the 56th Annual Report, MCA. 
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The Government of India, Minister of Corporate Affairs, Shri Sachin Pilot has 

published a list of fake chit-fund companies in April, 2013. The list is given in 

Appendix B.2.13 

4.1.4 An overview of the actions taken by the governing bodies in India 

 

Action has been taken against certain vanishing companies which have raised 

funds through initial public offers but thereafter were not traceable and against 

certain companies which have failed to repay deposits to public violating Section 

58A of the Companies Act, 1956. Inspection is being carried out under Section 234 

of the Companies Act, 1956 for companies which had promised higher returns and 

against whom complaints of cheating has been launched. 669 companies came to 

the notice of SEBI for conducting operations in violation of SEBI (Collective 

Investment Schemes) Regulations, 1999. The amount collected by these companies 

was about Rs 7435 crores. Out of these companies, 75 have been wound up and the 

money refunded to the investors. 552 companies were prosecuted; convictions 

have been secured in 124 cases. Complaints received against companies posing as 

NBFC’s and Unincorporated Bodies indulging in fraud /cheating are forwarded by 

the RBI to the Economic Offenses Wing of the State Police for investigation and 

further action. The Ministry of Corporate Affairs has constituted a Steering 

Committee to develop a “Fraud Prediction Model” aimed at generating alerts for 

prevention of fraud and malfeasance. It is also proposed to revamp the existing 

Market Research & Analysis Unit (MRAU) in the Serious Fraud Investigation Office 

(SFIO) to enable it to function as an intelligence unit.14 

The main investor protection measures taken by SEBI include setting up of the 

Office of investor assistance and education, measures to ensure investor 

knowledge about investment, disclosure of details by organisation, investor 

security, redress of investor grievances through Sebi Complaints Redress System 

(SCORES), setting up of an Investor Protection and Education Fund (IPEF), etc. 

 

 

 

                                                        
 

13
http://networkingeye.com/2013/04/indian-government-issued-list-of-bogus-chit-fund-

investment-companies/# 
 
14 Lok Sabha, Starred Question No. 244, “Frauds by Companies”, Question by Shri D.B. Chandre  
Gowda and Shri Adhi Sankar and answer by The Minister of State in the Ministry of Corporate 
Affairs, Shri Sachin Pilot, GoI, MCA, 14th March, 2013 
 

http://networkingeye.com/2013/04/indian-government-issued-list-of-bogus-chit-fund-investment-companies/
http://networkingeye.com/2013/04/indian-government-issued-list-of-bogus-chit-fund-investment-companies/
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4.1.5 Steps taken to generate public awareness 

 

The concerned regulating authorities of the Government of India have taken 

various measures to raise public awareness and their need to be cautious while 

making investments. The Ministry conducts Investor Awareness Programs (IAP’s) 

for making the public aware of the instruments available to them. RBI issues notice 

in newspapers regularly to caution the public against the design of entities in 

collection of deposits illegally. Editors of Newspapers are also sensitized to 

exercise caution for accepting advertisements pertaining to acceptance of deposits 

by un-incorporated bodies. SEBI also conducts Investor Awareness Programs in 

cities / towns across the country and has recently launched publicity campaigns 

through electronic and print media.  

The techniques for raising investor awareness are as follows:  

 Message of the day: For eg., Message for 17/06/2013 was “Do not submit 

multiple applications in public issues.” 

 Question of the day: For example,  

Is it mandatory to give power of attorney (POA) while opening a trading account? 

 

Yes, it is mandatory 

 

No 

 

Yes, but in some selected cases 

Different investor awareness programmes have been conducted at different places 

like Haryana, Ambaji, Mount Abu, Delhi & NCR, etc. on different dates. An 

audio/video gallery where investor education advertisements and workshops 

conducted are displayed. The SEBI website also displays a link for investors to 

lodge their grievances. There is also a toll free helpline number to assist people. 

There are links of financial education for potential investors. Beneficial schemes 

for investors such as Rajiv Gandhi Equity Savings Scheme (RGESS) are also made 

available in this website. One can even join SEBI as a Resource person or an 

investor association through this website. Links to other capital market investment 

websites are also available here. 

 4.1.6 Saradha Group Financial Scandal   

 

Since the recommendations are mainly suggested keeping in mind the Saradha 

Group Ponzi Scandal, details of the scam is given below. 

Financial scam caused by the collapse of a Ponzi scheme run by Saradha Group in 

Kolkata, West Bengal. Saradha group had more than 100 firms registered with the 

RoC (Registrar of Companies) for businesses across sectors including real estate, 

auto, education and entertainment. Majority of the group’s firms are into real 

estate. These include Saradha Build Dev, Saradha Realty India, Saradha Infra 
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Properties, Saradha Township, Saradha 

Villa and Saradha Housing. The group 

also has registered companies related to 

education, exports, automobiles, 

shopping mall, agro development, tour 

and travels; among others.15 

  

 

4.1.7 The modus operandi of the scam 

 

The modus operandi of the Saradha Group 

Ponzi Scheme mainly involved the following: 

 Promising very high returns to investors 

 Funds sold on commission by agents 

recruited from local rural communities 

 Nexus of companies to launder money. 

 Collected money by issuing secured debentures and redeemable preferential 

bonds. 

 Investment in high visibility sectors such as the Bengali Film Industry 

 Employed over 1500 journalists, owned 8 newspapers in five languages. 

 Owner of two Bengali news channels, two general entertainment channels and 

one FM radio station. 

 Bought the heavily indebted motorcycle company, Global Automobiles 

 Financial support to several political leaders. 

 

 

                                                        
 

15
The Indian Express, “Chit fund scam: Saradha group has over 100 registered companies”, Mon  

Apr 29 2013 
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The company was challenged several times by SEBI. In 2012, SEBI identified it as a 

CIS and not a chit-fund. It was asked to stop business then and the State 

Government was warned regarding the malfunctioning of the company. An existing 

Collective Investment Scheme cannot launch any new scheme or raise money from 

the investors even under the existing scheme, unless a certificate of registration is 

granted to it by SEBI. In other words, after notification of regulations an existing 

collective investment scheme, even after obtaining provisional registration as well 

as after obtaining credit rating cannot mobilise funds from the public unless a 

certificate of registration is granted to it.16 But its CMD Mr. Sudipta Sen did not 

listen to the orders of SEBI. Finally, it collapsed in April, 2013 and severe actions 

were taken by MCA and the Government to protect the investors and punish the 

culprits. But it emerged successful in duping investors of thousands of crores 

during its operation as a Ponzi Scheme. 

 

4.1.8 Possible causes of the emergence of Ponzi Schemes 

 

 The greed of people to receive higher returns in a short period 

 Safe for utilizing black money 

 Low access to formal banking facilities in rural areas 

 Continuing decline in interest rates 

 Rapid financialisation of household savings. 

 Lack of financial literacy and investor awareness 

 Political patronage 

 Absence of adequate legal deterrence 

 Regulatory arbitrage 

 

Hints to identify a Ponzi Scheme 

 High guaranteed return: There is some amount of risk involved with all kinds 

of companies. If a company offers abnormally high returns and promises 

returns beforehand then the company is hiding things or is fooling the 

investors. 

                                                        
 

16http://www.sebi.gov.in/sebiweb/home/document_detail.jsp?link=http://www.sebi.gov.in/
cms/sebi_data/docfiles/20623_t.html 

 

http://www.sebi.gov.in/sebiweb/home/document_detail.jsp?link=http://www.sebi.gov.in/cms/sebi_data/docfiles/20623_t.html
http://www.sebi.gov.in/sebiweb/home/document_detail.jsp?link=http://www.sebi.gov.in/cms/sebi_data/docfiles/20623_t.html
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Figure 3: Certificate against investment 

 

 Consistent, positive returns: It is easy to identify a scheme as a Ponzi game if 

it pays consistent returns with no loss involved. 
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 Raw investment: In Ponzi Schemes, there is no investment at all. So the 

investors are asked to make one-time or monthly investments and just wait for 

the returns with no services required at all for running the business. It has to 

be understood that no business runs without people working for it. 
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Figure 4: Certificate of monthly recurring deposit 

 

 Lack of proper documents: No doubt, these fake companies collect money 

from the public against certificates with the company seal and signature on it. 
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So it becomes very difficult for the illiterate and semi-literate middle-class 

people to identify a fake scheme. These companies cannot produce copy of the 

company accounts and its business proceedings when asked for. So public 

awareness is required in these areas. 

 

 

Figure 5: Receipt of deposit 

 

 Collection through agents: A scheme is false if it is offered to someone by a 

person whom he/she knows very well. That is how the belief should go. The 

promoters of these schemes appoint agents to collect money from the general 

public against few certificates and false promises.  These agents are usually 

chosen among the public who do not have any knowledge about financial and 

capital markets. 

 ‘Exclusive offer’: People should learn to smell something smoky if the offer is 

pitched as something exclusive to them by the agent as if the offer is meant for 

few lucky people who can invest in the company and earn huge amount of 

money. 
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Figure 6: Tour Booking Initiation Certificate to Investor 

 



    
 

Copyright © 2013 Rakshak Foundation. All Rights Reserved.                   Page | 25 
 
 

 

 Complex scheme: Often these schemes are difficult to comprehend for the 

public. The scheme is intentionally framed in a complex manner so that 

investors do not have scope of questions and can be easily fooled to make 

investments in the “company business”. 
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Figure 7: Tour Booking Agreement Certificate 

 

 Unbusiness like conduct: Sometimes the investors have direct contact with 

the company and its owner. The best way to identify a Ponzi scheme in this 
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case is if the owner’s behavior is very informal and unprofessional. This may 

include owner himself/herself responding to the phone calls or replying to the 

mails or is easily available. 

 Company name: Sometimes company names are chosen to engender nobility, 

strength and other salient attitudes so that the investors can be easily lured. 

Even the Saradha group ponzi scheme had got its name from Sarada Devi, a 

famous religious figure in West Bengal and is highly worshipped by people. 

 

Figure 8: Instrument used by agents to collect deposits 

 

 Word of mouth: Investors should not make investments just by the promises 

made by the agents. They should not go by their word of mouth and should ask 
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for proper documents to justify the company as genuine and active in the 

market. 17 

 

 

4.1.9 How the companies emerge successful in cheating the banks 

 

A company is set up and registered with the Registrar of Companies (RoC). Then a 

current account is opened in bank in the name of the company, following which 

small amounts, say, Rs 8 lakh to 10 lakh are deposited with each of the accounts. 

For the next couple of years, the money is rotated from one account to the 

other. Since the accounts belong to corporate entities, the banks get the impression 

that the accounts are highly active. With these so-called "regular transactions", the 

bogus companies also become eligible for loans. But after a few years, the accounts, 

along with the ownership of the companies, are sold for crores. Later, the racket in 

the chain refunds the money in cash that makes it difficult for investigators to trace 

the source. It becomes difficult for the bank to trace the money after so many 

transactions have been done.18 

 

4.1.10 Proposed actions to curb bank frauds 

 

The actions which have been proposed to curb bank frauds include the following: 

 To prepare a database of the modes of operation of various rackets and details of 

common fraudsters. 

 Process of electronic fund transfer from one account to another and the opening of 

current accounts to be made more stringent. 

 An informal working group comprising bankers and Kolkata police has been set up 

to suggest corrective measures. 

 Earlier, fund transfer could be done by tallying the account and IFSC number but 

now the name of beneficiary is also required. 

 The bank has also put restrictions on the amount that can be transferred through 

RTGS from branches other than the base branch (where customer actually holds 

the account).19 

                                                        
 

17<http://www.mitchell-attorneys.com/legal-articles/ponzi-schemes-how-to-detect-and-avoid-
how-to-recover/> 
18 http://importantbankingnews.blogspot.in/2013/05/fake-companies-to-cheat-banks.html 
19 http://importantbankingnews.blogspot.in/2013/05/fake-companies-to-cheat-banks.html 

http://www.mitchell-attorneys.com/legal-articles/ponzi-schemes-how-to-detect-and-avoid-how-to-recover/
http://www.mitchell-attorneys.com/legal-articles/ponzi-schemes-how-to-detect-and-avoid-how-to-recover/
http://importantbankingnews.blogspot.in/2013/05/fake-companies-to-cheat-banks.html
http://importantbankingnews.blogspot.in/2013/05/fake-companies-to-cheat-banks.html
http://importantbankingnews.blogspot.in/2013/05/fake-companies-to-cheat-banks.html
http://importantbankingnews.blogspot.in/2013/05/fake-companies-to-cheat-banks.html
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4.1.11 Loopholes due to which fake companies emerge 

 

Companies do not file the mandatory documents to the Registrar of Companies 

within the due date. Also, sometimes the records are not updated and there arises 

cases where the stakeholders cannot inspect the updated status. These are some of 

the loopholes which give rise to the emergence of the fake companies. 

The Company Law Settlement Scheme 2011 has been set up by MCA to take care of 

these defaulting companies under Section 611(2) and Section 637B (b) of the Act. 

It charges an additional 25% fee of the actual additional fee for filing belated 

documents. 

MCA has implemented the ‘MCA21 e-Governance Project’ offering 100 plus MCA 

services through a single portal. All registry related services, such as name 

availability, incorporation of company, filing of all annual statutory returns, 

registration, modification and satisfaction of charges, statutory filings related to all 

events as stipulated in the Act (with the exception of matters related to 

liquidation), inspection of documents, issue of certified copies, approvals from 

Regional Directors, approvals of the Central Government and investor complaints 

are introduced through electronic filing and offered through a secure portal which 

are all chargeable.20 

4.1.12 The macroeconomic effect of siphoning of money by ponzi funds 

 

Companies illegally mobilising deposits diverted considerable funds from small 

savings funds promoted by state government. Official data show a steady slide in 

small-savings deposits and a spurt in withdrawals, which left a thin slice for the 

state government to borrow from.  

This is shown in the figure below. 

 

                                                        
 

20 56th Annual Report, “On the working and administration of the Companies Act, 1956”, GoI, MCA, 
March 31, 2012 
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Figure 9: Macroeconomic Effect of Ponzi Schemes 

 Source: State Finance Department 

 

 

4.1.13 Initiatives taken by banks and other governing bodies to prevent 

fraud cases 

 

Banks 

Different policies have been formulated in banks which include staff rotation 

policies and mandatory leave policy for employees mainly in areas such as the 

treasury and for relationship managers handling high-value clients. The private 

and foreign banks have decided to appoint Chief Internal Vigilance Officers (CIV) 

with similar responsibilities as that of Chief Vigilance Officers in public sector 

banks. Also, the CBI is developing a Bank Case Information System (BCIS) which 

will include the names of the fraudsters. This will act as a record of the fraud 

companies and their owners and will alert the banks of impending frauds. 

 

Government 

The measures taken by the Ministry of Corporate Affairs for early detection of 

potential corporate frauds includes the following: 

 Developing a “Fraud Prediction Model” (FPM) that would generate alerts for 

analysis and early detection of potential frauds. A Steering Committee 

consisting of domain experts has been set up by the Ministry to suggest a 

comprehensive framework for developing such a model. 
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 Strengthening the Market Research & Analysis Unit (MRAU) of Serious Fraud 

Investigation Office (SFIO) through induction of new technology and skilled 

manpower.21 

From the years 2009-10 to 2013-14, 132 cases of fraud/ illegal transaction have 

been brought to the notice of the Ministry of Corporate Affairs. The actions taken in 

respect of these cases by the Ministry of Corporate Affairs as submitted to the 

Rajya Sabha are as follows: 

 In 89 cases, investigation under Section 235 of the Companies Act, 1956 into the 

affairs of the companies has been ordered through the Serious Fraud Investigation 

Office (SFIO). 

 In 21 cases, inspection of the books of accounts and other records has been 

ordered under section 209A of the Companies Act, 1956 

 In 08 cases, the concerned Registrars of Companies (RoCs)have been asked to 

scrutinise the Balance Sheets and other documents 

 Complaints of fraud against 12 companies, which launched ‘Collective Investment 

Schemes (CIS)’ or collected money by promising high returns but became dormant 

and did not refund the money, have been referred to Securities and Exchange 

Board of India (SEBI) which is the regulator of such schemes and Economic 

Offences Wing of the respective State Governments 

 In 2 cases, companies are under liquidation.22 

 A special task force has been set up under the Serious Fraud Investigation Office 

(SFIO) to carry out all investigations into chit-fund companies, as reported by the 

Corporate Affairs Ministry.  

 

 After the Saradha scam, the West Bengal Government is all set to expedite the West 

Bengal Protection of Interest of Depositors in Financial Establishments Bill, 2013 
 

                                                        
 

21 Lok Sabha, Starred Question No. 244, “Frauds by Companies”, Question by Shri D.B. Chandre  
Gowda and Shri Adhi Sankar and answer by The Minister of State in the Ministry of Corporate 
Affairs, Shri Sachin Pilot, GoI, MCA, 14th March, 2013 
22 Rajya Sabha, Starred Question No. 548, “Corporate Frauds”, Question by Shri Naresh Agrawal and 
answer by The Minister of Corporate Affairs, Shri Sachin Pilot, GoI, MCA, 6th May, 2013 
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4.1.14 Legal laws and provisions of the Government to curb capital market 

scams 

 

The Prize Chits and Money Circulation Schemes (Banning) Act, 1978 was 

formulated for banning the promotion or conduct of prize and money 

circulation schemes or for connected matters. Presently, the chit funds are 

regulated by the Registrar of Chits appointed by the respective state 

governments under Section 61 of Chit Funds Act. Hence, the powers of 

adjudication vest in the registrar and the respective state government is the 

appellate authority. The RBI has given permission to 17 Non-Banking Financial 

Companies (NBFC) to do business only in terms of loans, investments and asset 

finance (a company conducting the business of equipment leasing or hire 

purchase finance). 

 

Other Acts, legal laws and provisions of the Government to curb capital market 

scams include the following: 

 The RBI Act, 1934 

 The Companies Act, 1956 

 The Chit Funds Act, 1982 

 Securities and Exchange Board of India Act, 1992  

 SEBI (Investor Protection and Education Fund) Regulations, 2009 

 Sebi Complaints Redress System (SCORES) 

 SEBI (Aid for legal proceedings) Guidelines, 2009 

 

Note: The list is not exhaustive and there are various other laws which have been 

introduced and further amended in India. 

 

4.2 Finding from the fields and impact on the theoretical focus of the project 

 

Field visit was important in this case since the topic demands the effects of capital 

market scams on the investors and how the companies become successful in 

duping the investors of their money. Field visit was conducted in different areas of 

West Bengal to form a better idea about the Saradha scam. 

The research has been streamlined to Ponzi schemes by chit-funds and related 

companies. So a research was carried out on the recent Saradha Group Scam 

where thousands of investors were wiped of their money. The objective was to 

understand the modus operandi of the company and how it became successful in 

cheating. So it was necessary to talk with the investors and the agents appointed 

by the company for collecting money from the public. 
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4.2.1 Emergence of Fraud Companies in 

Capital Markets and their Modus Operandi 

Mostly, the fraud companies are Ponzi 

scheme chit-fund companies who promises 

the investors high returns and later 

disappears with their money. 

West Bengal, Saradha Group 

 

A financial firm at the centre of an 

alleged Ponzi scheme, stopped 

honouring redemptions of its 

investments early in 2013. SEBI found 

that the company was collecting money 

from public in the range of Rs 10,000 

to Rs 100,000 for 15 months to 120 

months, with a promise of returns of 

12-24 per cent. Investors into the 

alleged scheme were paid generous commissions and the fund only went bust after 

the group could not pay some of the policies that had matured (India’s NDTV 

Report).  
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Saradha operated a classic Ponzi scheme. 

It raised money from new investors and 

paid the existing ones with money from 

new clients, rather than actual returns 

from productive capital. The company 

started defaulting in early 2013 after it 

was barred from raising more money by 

India’s market regulator SEBI. The 

success of Ponzi schemes targeting low-

income individuals is seen by analysts as 

indicative of broader failures in India’s 

banking sector. Banking penetration in 

India is estimated to be 52 percent among 

middle- and high-income groups, but only 

5 percent among low-income people, 

according to numbers cited by banking 

industry officials. India urgently needs 

more banks especially in the rural sector. 

The investors easily fall prey to these companies due to their greed of earning high 

returns and the poor banking system in the rural areas.  Smaller investors mainly 

fall for the high returns. Fraudulent companies raise money from investors for 

various ponzi schemes. The investment plans include daily or monthly 

installments and lump sum investment. 

   

Other ways of cheating includes "vanishing" after raising money through public 

offers, illegal collection of deposits in violation of the Companies act, floating sham 

collective investment schemes (CIS) in violation of SEBI (Securities and Exchange 

Board of India) act and collecting money from public by posing as Non-Banking 

Financial Companies (NBFCs) in violation of the RBI (Reserve Bank of India) act. 
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4.2.2 Actions taken  

The government has set up an inter-ministerial group with representatives from 

finance ministry, ministry of corporate affairs, RBI and Securities and Exchange 

Board of India to suggest measures to curb fraudulent money-raising schemes and 

protect investor interests. The move comes in wake of the Saradha Group scam. 

Justice Shyamal Sen Commission has been setup to inquire into the matter and 

take the complaints of the investors.  Out of the four proposed branch offices, only 

three has been set up in Durgapur, Siliguri and Rajarhat. 
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Figure 10: Complaint lodging certificate of investor 

 

There are many things which are either unknown or are not made public. So the 

field visit brought forward those secret things which were hidden by the media 

and other sources of information. Talking to the people at the grass-root level was 



    
 

Copyright © 2013 Rakshak Foundation. All Rights Reserved.                   Page | 37 
 
 

helpful as it built a connection with them and aided in collecting information which 

would not have been possible just from literature review or by reading articles and 

news.  

4.2.3 Gap Analysis 

Several laws and provisions have been formulated by the Government to curb 

capital market scams in India. Even the company registration procedure is strict. 

Still we find millions being drained off through scams every year. So it is very 

important to understand why and how scams occur and what can be done to 

prevent them. So the gap between the formulation and implementation of these 

laws has to be analysed. 
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5 Recommendations, Scope and Strategy for Implementation 

5.1 Investor Dial Mechanism (IDM) 

Why IDM? 

 To detect the unregistered companies 

 To save investors from scams 

 To raise public awareness about capital market investments 

 To take complaints from investors 

 To keep track of the companies operating in the capital market 

Who will be responsible? 

There are numerous investor awareness cells and investor grievances lodging cells 

under the SEBI and MCA. Still we are experiencing huge scams in capital markets. 

The main reason behind this may be the lack of public awareness about such 

facilities provided by the Government and the process involved. Investments in the 

primary and secondary market form a very small portion of the households’ 

budget. But some scams which have occurred during the last few decades have 

shaken the economy and deceived investors of thousands of crores of money. Often 

people are reluctant to discuss or reveal about such investments. They need to be 

aware that such investments are not illegal or to be looked down. So a public 

awareness cum investor registration cell has to be initiated by the Government 

with help from the SEBI and MCA which will be responsible for the following: 

 Registering a new investor 

 The company under which the investor is made 

 Answering to the queries of a potential investor 

 Briefing a potential investor about proper investment mechanism 

 Taking complaints of the investors to be further looked upon by SEBI and the 

Ministry 

How will it help? 

The recent Saradha scam in West Bengal by the Saradha Group of Companies was 

an unregistered Collective Investment Scheme (CIS). It duped investors of millions. 

Such problems can be avoided through IDM.  

 

The Mechanism 
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There will be a certain toll free number where a potential/an existing investor can 

call. Initially, it will pass through the IVR system where the caller will be asked to 

choose any department about which they want to seek information and he/she will 

be routed to that call.  

If the caller is a new investor then he/she has to register with IDM by providing the 

following details: 

NAME 

MAILING ADDRESS 

PHONE NUMBER 

E-MAIL ID 

AADHAR CARD NUMBER (if any) 

D.O.B 

NAME OF THE COMPANY 

ADDRESS OF THE COMPANY 

INVESTMENT AMOUNT 

MEDIUM OF INVESTMENT 

CERTIFICATE ISSUED 

Other details about the company (if any) 

The government will have to ensure that the investment is made against proper 

certificates as per government norms. Every investment has to be made against a 

certificate meeting certain guidelines as laid down by the government. 

A new law has to be framed which will make clear the details which have to be 

furnished by a company while collecting money from public and also to issue 

certificates with proper company name and seal while making such investments. 

Every company have to follow a uniform pattern of collecting money otherwise 

such investments will be considered illegal. The format of the certificate can be 

designed by the government and included in the company registration procedure. 

If the caller is interested in knowing about a particular company to judge the risks 

and benefits involved in investing in such a company. 

If the caller wishes to seek information about investments then there should be a 

separate department to answer the queries of the investor. 
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This can be a form of raising public awareness about capital markets. 

Every investor has to be briefed about the new law where they can make 

investments only against proper certificates and they should be educated about 

what information to look for while making such investments. This has to be done 

in very layman’s language so that it is not difficult for the investor to comprehend. 

There should be provision for all regional languages and English for the investors’ 

convenience. 

There should be a separate department for investors to lodge their complaints (if 

any). The complaint can be a maximum of 5 years old since the date of 

implementation of the IDM. This is required to trace some of the existing fake 

companies which are still operating in the capital market. 

All these records and details have to be regularly audited by SEBI and MCA to keep 

track of the companies and the investors. This will help the institutions to identify 

fake companies easily. They have to ensure that a company is: 

 REGISTERED 

 Follow all guidelines as laid down by the SEBI and hence the government 

regarding operation of chit-funds, MLMs and CIS.  

 Abide by the rules of the SEBI Act, the Companies Act, the RBI Act, the Prize 

Chits and Money Circulation Schemes (Banning) Act, etc. 

The company accounts have to be regularly audited and ensured that investors are 

paid returns on time. 

Who will benefit? 

The investors would benefit. But it will be more beneficial to the poor and middle-

class people who are mainly illiterate and semi-literate and are easily lured by the 

fake companies. The rich and the wealthy people who are “informed” investors 

mainly invest to side their black money. They find such investments as one of the 

best way to secure their black money. So these people might not be willing to 

register themselves with the cell but once a company is registered with the 

government and investors provide their details to the IDM, it will not be difficult 

for the SEBI or the Ministry to keep track of the company’s business and audit its 

accounts regularly. 

Finance 

The money allotted by the government under different cells for raising investor 

awareness and for investors to lodge complaints and to address their grievances 

such as the Investor Grievance Management Cell, Investor Education and 

Protection Fund, Redressal of Investors’ Grievances Cell and other Investor 
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Awareness Programmes under SEBI and the MCA can be used for the 

implementation and processing of IDM.  

How to reach people? 

Advertise. 

Television is the best mode of spreading awareness among the masses. 

Newspapers can also serve as a good source to spread awareness. Similar to the 

advertisements regarding spreading awareness about HIV AIDS, consciousness is 

also required in capital market investments. Awareness can be spread about IDM 

through carrying out campaigns in different areas, educating people about scams 

through nukkad natak in villages, in the form of entertaining shows, etc. 

5.2 Promoting alternative Sources of Investment 

Reasons  

Rising capital market scams in the economy is a threat to growth. So it requires 

proper implementation and advertisement of alternative sources of investment. 

Scope 

The government can raise public awareness about the small-savings schemes of 

the government such as the National Savings Certificate, Indian Postal Savings 

Scheme, etc. There is very poor penetration of banks in rural areas which needs to 

be taken care of. The mutual funds and insurance companies are a good source of 

investment which promises a minimum return to the investor and is also safe since 

funds are diverted to different companies with varied risk factors. The 

conventional practice of “Putting all eggs in the same basket” has to be overcome. 

Although there is very less investment in chit-funds, MLM, direct selling companies 

and other instruments of investments in the primary and secondary market the 

economy has suffered huge losses in term of scams in these sectors.  
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Figure 11: Scope of Public Investment 

There has been a steady growth in gross domestic savings since 2000-01 except 
for 2008-09 during the crisis. Though all types of saving have increased down the 
years private domestic saving has shown a steep increase. But there were large 
structural changes in the pattern of financial savings. As Table 3 shows, the 
absolute amount of household sector savings in shares and debentures increased 
from about Rs. 111.48 billion in 2000–01 to Rs. 894.58 billion in 2007–08. 
However, due to the financial crisis, savings in this segment fell to Rs.220.86 billion 
in 2008–09. As a percentage of the financial assets of the household sector, the 
share of savings in shares and debentures declined to a mere 3.80 per cent in 
2008–09 from a robust 16.18 per cent a year earlier. This trend is similar to that of 
the trend observed in resource mobilisation in the primary market. Moreover, 
during the crisis, bank deposits, non-banking deposits, life-insurance funds, 
provident and pension funds, etc. increased substantially indicating that they are 
safer means of saving. 
 

Table 3: Savings of the household sector in financial assets (in Rs. billion) 

Particulars 2000-

01 

2001-

02 

2002-

03 

2003-

04 

2004-

05 

2005-

06 

2006-

07 

2007-

08 

2008-

09 

Gross 

Financial 

Savings of 

the HH at 

current 

prices 

2152.1

9 

2474.76 2532.55 3132.60 3179.01 4212.19 4690.51 5527.25 5814.28 

Currency 156.32 

(7.26) 

281.56 

(11.38) 

286.32 

(11.31) 

426.75 

(13.62) 

369.77 

(11.63) 

530.71 

(12.60) 

662.74 

(14.13) 

812.78 

(14.70) 

930.56 

(16.00) 

Bank 

Deposits 

947.03 

(44.00) 

1129.36 

(45.64) 

1234.62 

(48.75) 

1419.67 

(45.32) 

1582.59 

(49.78) 

2748.64 

(65.25) 

3113.47 

(66.38) 

3609.93 

(65.31) 

4098.11 

(70.48) 

Non-

banking 

deposits 

69.11 

(3.21) 

79.12 

(3.20) 

87.88 

(3.47) 

38.03 

(1.21) 

33.70 

(1.06) 

61.30 

(1.46) 

15.16 

(0.32) 

37.51 

(0.68) 

134.53 

(2.31) 

Public 
Investment

Small savings 
schemes

Savings Bank  
Deposit

Mutual funds 
& Insurance

Chit funds and 
other 

companies
Others
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Life 

Insurance 

Fund 

338.61 

(15.73) 

412.37 

(16.66) 

520.09 

(20.54) 

522.40 

(16.68) 

679.86 

(21.39) 

835.40 

(19.83) 

1148.51 

(24.49) 

1289.30 

(23.33) 

1503.37 

(25.86) 

Provident 

and 

Pension 

Fund 

478.82 

(22.25) 

466.09 

(18.83) 

484.41 

(19.13) 

489.52 

(15.63) 

565.52 

(17.79) 

625.81 

(14.86) 

721.06 

(15.37) 

708.78 

(12.82) 

708.91 

(12.19) 

Claims on 

Governmen

t 

390.07 

(18.12) 

519.38 

(20.99) 

560.87 

(22.15) 

873.72 

(27.89) 

1064.20 

(33.48) 

871.68 

(20.69) 

191.98 

(4.09) 

-283.15 

(-5.12) 

-234.79 

(-4.04) 

Shares and 

Debentures 

111.48 

(5.18) 

98.34 

(3.97) 

71.22 

(2.81) 

90.78 

(2.90) 

81.13 

(2.55) 

311.79 

(7.40) 

589.07 

(12.56) 

894.58 

(16.18) 

220.86 

(3.80) 

Units of 

Unit Trust 

of India 

-9.34 

(-0.43) 

-18.57 

(-0.75) 

-16.18 

(-0.64) 

-85.86 

(-2.74) 

-31.46 

(-0.99) 

-4.44 

(-0.11) 

-3.10 

(-0.07) 

-3.24 

(-0.06) 

-27.37 

(-0.47) 

Note: Figures in parentheses indicate percentage to Financial Assets of Households 

Source: Reserve Bank of India 

 

Development and resource mobilisation in the primary market is very important 

for growth and expansion. The development of primary market in India has always 

followed a unique pattern. Only till the early nineties the number of issues was 

quite high (around 1000) but the aggregate resources mobilised was not much. 

The trend gradually reversed in the first decade of the 21st century. Then the 

number of issues remained low (less than 200) but the amount mobilised 

increased significantly. The only exception to this trend was seen during the U.S. 

sub-prime crisis in 2008-09. Where in 2007-08 an amount of Rs. 870.29 billion 

was mobilised through 124 public and rights issues, it fell to a mere Rs. 162.20 

billion through 47 issues in 2008-09. As the effect of the sub-prime crisis gradually 

started fading in 2009-10, the market regained confidence and an amount of Rs. 

575.55 billion was mobilised through 76 issues. This has been illustrated in Figure 

12 below. 
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Figure 12: Capital raised from the primary market23 

Mutual Funds have gained importance over the years as an investment vehicle. 

Since its inception in 1963 the popularity of mutual funds has also increased. The 

government allowed public sector banks and institutions to set up mutual funds in 

the early 1990s but mutual funds sponsored by private sector entities were 

allowed at a later stage. SEBI first notified regulations for mutual funds in 1996 to 

protect investor interests. Over time the number of mutual funds industry has 

increased to 48. Product innovation undertaken by a highly mutual fund industry 

has given rise to about 3000 schemes. Resource mobilisation by mutual funds has 

grown steadily over the years but it showed a decline in 2008-09 during the time 

of the crisis. This is shown in Figure 13. 

 

Figure 13: Resource Mobilization by Mutual Funds (Rs. crore)24 

                                                        
 

23 NCAER, “How households save and invest: Evidence from NCAER Household Survey”, July 2011, 
Sponsored by SEBI 
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Figure 14 shows the distribution of savers in the various saving options available. 

People save more through deposits in commercial banks and second comes LIC. 

These two are the relatively safer options for savers. Also, many people prefer 

saving through the Post Office Saving Schemes and Pension Schemes of the 

Government. A mere 3 percent of the savers have an account in regional banks. It 

might due to lack of knowledge and popularity regarding banks in the rural areas 

and the absence of modern facilities in these banks. 

 

Figure 14: Distribution of savers in various saving options25 

Strategy and Recommendations 

 

Investment in insurance is a very safe alternative. Even if the insured person fails 

to pay the premium by the due date, insurers do not cancel their policy if it is a life 

insurance or a health insurance. In such circumstances, they are given grace 

periods to clear their dues. The grace period varies from 15 for monthly premium 

to 30 days for quarterly, half-yearly and yearly premiums.  By October 2013, the 

grace period for all health insurance will be standardised to 30 days. Nowadays, 

even some life insurance plans are offering lump sum investment in a staggered 

manner over the period of 6 to 12 months.  

                                                                                                                                                                   
 

24 NCAER, “How households save and invest: Evidence from NCAER Household Survey”, July 2011, 
Sponsored by SEBI 
 
25 NCAER, “How households save and invest: Evidence from NCAER Household Survey”, July 2011, 
Sponsored by SEBI 

39%

34%

20%
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3%

Commercial Bank
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Also, pension plans are good sources of saving. They are now well-defined, 

carrying several regulatory guarantees. They have different aspects of ‘Assured 

benefit’, ‘On vesting’, ‘Life cover’, ‘On death’, ‘On surrender’ which impact flexibity 

and returns. Investors need to understand their implications before buying such 

plans. Public awareness is required in such fields of investment. 

Although most mutual funds have not been beating the benchmark returns for a 

long time now but still they are a comparatively safe source of investment. It 

should be the responsibility of the government to raise public awareness about 

such investment options and also to educate people on the pros and cons of such 

investments. Some of the problems with such investments are as follows: 

 Lapse in case of failure to pay the instalments 

 Complex terms and conditions 

 Time consuming 

 Poor rural penetration 

These investments can be popularised by giving grace 

periods for paying the instalments otherwise it 

becomes unreliable for the poor and daily wage 

earners. The system has to be made transparent with 

no hidden facts. The terms and conditions of 

investment should be such that they are easily 

comprehensible for the general public. The 

government can take steps to organize campaigns at 

different areas and make such investment facilities 

available at every door. 

 

Figure 15: Steps to raise public awareness 

Parameters

Techni
que

Mediu
m

The steps to raise public 

awareness involve a medium 

which should be 

government. The 

parameters of the program, 

i.e., on what aspects public 

awareness is required and 

the method of spreading 

awareness which can be 

done by sending teams from 

the municipal level to 

educate people, or through 

advertisements. 
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Figure 16: Strategy to raise public awareness 

 

 

 

 

 

 

 

 

 

People need to learn to avoid money traps. Thousands of people, despite so much 

investor guidance and warnings still get into the trap of chit funds and other such 

companies that lure people into false promises of doubling their funds or other 

quick-money promises. There lies the fault of the investors in selecting the agents 

depending on who gives upfront commissions. Regulators, such as the SEBI and 

AMFI have done their best to protect investors by better disclosures, better format 

and presentations. So investors should not just make a move by blindly trusting 

the agents and judging a company just by its past performance. It should properly 

read the terms and conditions, the risk and offer documents before investing. The 

investor should inqure about the company, its products, visit its office, 

Public 
awareness

Survey 

Assure

Inform

Invest

A survey needs to be carried 

out to identify the 

towns/villages with the 

maximum investors in chit 

funds and the like. They 

need to be educated about 

the proper procedures of 

investment. Their in-built 

fear about such investments 

after the recent Saradha 

scam has to be overcome 

and they should learn to be 

“informed” investors. In this 

way, the government can 

also promote the other 

investment opportunities 

especially the small savings 

scheme and attract more 

investors towards it. 
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manufacturing plants, and check its records with SEBI and the RoC before 

investing.  

5.3 Investment against proper certificates 

 

Government can make it mandatory for the registered companies; mainly chit-

funds and SEBI approved CIS to collect deposits only against proper certificates as 

per government norms similar to that of FD in banks. Banks issue proper 

documents to the depositors in FD which can further be used to reclaim their 

money. Similar should be the system in case of company taking loans from the 

public also. Public awareness program has to be conducted esp. in rural and sub-

urban areas to spread the knowledge of investing against the genuine documents 

issued by the RBI. The public should be aware that a company cannot borrow 

money if they do not give in written with proper company seal and signature in the 

above-mentioned govt issued paper. There should be auditors to keep track of the 

lending and borrowing by the company with the general public. The auditor makes 

surprise field visits to the investors and screens the documents (the paper issued 

by the RBI which the company uses to collect money from the public). The auditor 

will make sure that the company does not waste the money of the public in 

unproductive ways, as in doing charity or gifts to the politicians. Care should be 

taken that the agents do not illegally collect money from the public in the name of a 

company with false documents. Record about borrowing which includes name and 

contact details of investor, scheme offered, deposit amount, period of maturity, 

agent details has to be maintained by the company and should be available as and 

when asked by the government. The company can appoint a person exclusively for 

doing this task. 

 

5.4 Fixed commissions to agents 

 

There should be fixed commissions to agents according to RBI norms, say, 1 

percent of the amount collected. In this way, there will not be a rush of agents 

inclined towards collecting money from the investors and the investors do not take 

the move under pressure from the agents.    

 

5.5 Defined roles of agents  

 

Clear-cut role should be defined for the agents as is done for the banking 

correspondents responsible for payments and deposits at the fields working at the 

grass-root level. 
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5.6 No forming network of agents 

 

Agents should not be allowed to appoint sub-agents. This will help create a link 

between the investor and the company. 

 

5.7 Company Branching 

 

If a company has to open new branches then it has to take proper permission from 

SEBI and the latter will be responsible to keep track of these company branches. 

 

5.8 Initiative in rural areas 

 

Events can be organized in rural areas where people have little or no knowledge of 

capital markets in the form of acts, shows and fun activities to convey the message 

of capital market scams to the investors. 

 

5.9 Start at the Panchayat level 

 

To take the initiative at the grass-root level where the Gram Panchayats has to be 

given the responsibility to raise public awareness by organizing ‘sabha’ (meetings) 

at regular intervals and the team from government can educate people on 

investment in companies and why and how companies scam. Also, it is the duty of 

the government to allow people know how their money was forfeited in the recent 

Saradha scam. This can also be done with the help of the Panchayats. 

 

5.10 Modernising rural banks 

 

Banks in rural areas has to be made more accessible to the illiterate and semi-

literate people. They do not understand the complex banking system and most of 

them are afraid of depositing in savings account. So steps should be taken such that 

the banking system in rural areas can compete with that of the urban areas. 
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5.11 Educate people on financial management and planning 

 

Interest earned by depositing money in bank savings account or investing in other 

companies that offer a comparatively lower return over the long term often cannot 

compete with the persisting inflation of the economy. Inflation is the continual rise 

in price of goods and services. So the investors believe that investing in places 

which offer higher returns net of inflation is critical. But since investors lack 

proper knowledge about investment they are prone to make mistakes and get 

easily lured by the false promises made by the fake companies thus falling into 

their trap.  So it is important to educate people on financial planning and 

management. 
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6 Suggestions for future Work 

The report has been narrowed down to just one form of capital market scams due 

to time constraint. There is scope of further work in terms of STOCK MARKET 

SCAMS and other form of company scams seen in the economy. Also, relatively safe 

instruments of investment such as Mutual Funds and Insurance, Small-savings 

scheme and Savings Bank Account can be popularised and recommendations can 

be suggested on advertising them on a wide-scale by raising public awareness but 

there is always scope for improvements in these sectors also. All these can be 

taken up at a later stage. 
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7 Conclusion 

Scams in capital markets are quite frequent. The regulatory bodies such as the 

SEBI and the MCA have taken innumerable steps to curb them. Still we find huge 

scams which dupe investors of crores with false promises of high returns. It is also 

the fault of the investors who make investments without proper information about 

the scheme or the company. So raising investor awareness is the need of the hour. 

Public awareness is required for educating people on capital markets and they 

should learn where and how to invest. Better strategies have to be adopted by the 

government to take care of investors’ money and to prevent scams. 
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Appendix A 

  

A.1 Meetings and Interviews 

A.1.1 Mentor Meeting Discussion - 1 

May 21, 2013 

Start Time: 10.30 am End Time: 11.10 am 

Discussion (in Detail) 

 

 Mentor asked to read through all the points mentioned in the tasklist 

provided by Rakshak Foundation and to write a paragraph each per topic. 

 Mentor asked to focus on a Ponzi scheme, specifically, the recent Sharada 

scam in West Bengal. 

 To conduct a detailed study of the scam from the web and Outlook. 

 Mentor asked to prepare a questionnaire of 10-12 questions to survey the 

victims of the scam in West Bengal. 

 The questionnaire should contain questions such as how people came to 

know about the company, what attracted the victims to invest in that 

company, what were the benefits promised, how were they treated, how 

much were they paid, when and how did they realize that they are in 

danger, what are the consequences, etc. 

 Mentor asked to make a field visit to Kolkata next week to survey the 

affected people of the Sharada Scam. 

 Mentor said that focus should not be on finding the nexus between the 

political parties and the owner of the company but on what are the driving 

forces behind this scam. 

 Mentor said to study the laws put forth by the Indian Government regarding 

investing in companies, the process involved and the punishment of 

fraudulence. 

 To understand the extent of implementation of such laws, loopholes in them 

or why they are not being followed and if followed, what are the 

modifications required. 

 Mentor asked to deal only with scams in India and not to worry about 

scams abroad since their laws and policies may vary. 

Action Items before Next Discussion 

 

 Study all the points given in the tasklist of Rakshak Foundation from the 

web and magazines with focus on Saradha Scam. 

 Write one paragraph each for the points mentioned in the tasklist. 
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 Prepare a questionnaire of 10-12 questions to interview the victims of the 

Sharada scam. 

 The questions should clearly enquire about what caused the scam, what 

lured the investors to invest in that company, what were the interest rates 

promised, when did they realize that there is a potential danger, what were 

the losses suffered, etc. 

 Mail the set of questionnaire and the prepared report to mentor for 

rectifications. 

 To meet the mentor next week before going for field visit to Kolkata. 

 

 

A.1.2 Mentor Meeting Discussion - 2 

May 30, 2013 

Start Time: 11 am End Time: 11.45 am 

Discussion (in Detail) 

 

 Mentor reviewed the weekly report, presentation, RTI document and the 

questionnaire prepared for the field visit. 

 Mentor gave suggestions on the above. 

 Mentor asked to narrow down the research to only chit-funds and Ponzi 

schemes. 

 Mentor asked to focus on the Saradha Group Financial Scandal, West Bengal 

and a comprehensive study of the same for formulating strategies to curb 

Ponzi Schemes in india. 

 Mentor suggested going through the website of MCA and SEBI to 

understand their legal provisions and laws for such scams. 

 Mentor asked to make a field visit to Kolkata and interview the victims. 

 

Action Items before Next Discussion 

 

 
 Make the field visit. 

 Go through the websites of SEBI and MCA to understand the legal 

provisions against the fraudulent companies. 

 Study the registration procedure of a company from the Companies Act and 

suggest ways of improving it, if required. 
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A.1.3 Mentor Meeting Discussion - 3 

June 25, 2013 

Start Time: 4.15 PM End Time: 6 PM 

Discussion (in Detail) 

 To know how are chit funds registered in India. 

 What are the ways in which chit funds can operate, i.e. to research if chit 

funds work only through the bidding process where initially returns cannot 

be decided or if there are ways in which the group member can take loan of 

a specified amount from the chit at a particular interest. 

 Mentor reviewed the mid-term report and the field visit report. 

 Mentor asked to cut short the literature review. 

 Mentor gave suggestions on the recommendations, how they can be 

improved, what are the redundant parts which cannot be implemented or 

need modifications. 

 To write the report concisely. 

 To work mainly on the recommendations part since the literature review 

and field visit part needs no more attention. 

 Mentor asked to only suggest recommendations for the registered chit 

funds and CIS and not for the unregistered companies where they 

themselves are illegal and do not exist by law. So nothing can be done to 

stop scam in these cases in the first go as was the case with the Saradha 

scam. 

 Mentor asked to seek recommendations only on the basis of the research 

done on the Saradha Group Ponzi Scheme. 

 My mentor is going to Mussoorie on training for two months. So he will be 

available only on weekends June 30th onwards. Moreover, he will be busy 

during this time. So he asked to send him only the recommendations and 

seek suggestions on the same through email.  

 

Action Items before Next Discussion 

 To read the “Shri Krishna Committee Report on Financial Sector Reform” and 

to analyse its recommendations if they can be implemented or not. 

 To cut short the report especially the literature review portion has to be made 

more concise. 

 To think of more concrete recommendations and discuss the same with 

mentor. 
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A.2 with Others  

A.2.1 Interview Details with the agents and investors of the Saradha Group 

Spoke with the agents and investors of the Saradha scam in West Bengal. Field visit 

was carried out in different areas of the districts of Murshidabad, North 24 

Parganas, Uttar Dinajpur, Medinipur and Kolkata. Given below are the details of 5 

people out of the 19-20 people who were interviewed. These people have been 

classified in different groups depending on the income level, educational 

attainment, investment scheme and area of residence. So each one of the following 

represents one such category. 

A set of questions was prepared to interview them and almost the same questions 

were asked to each person interviewed.  

 

A.2.2 Questionnaire for interviewing the victims of the Sharadha scam in 

West Bengal 

1. How did you come to know about the Saradha Group of Companies? 

I. If answer to the first question is any agent: 

a. Who was the agent? 

b. Did he collect the money or took you to the company? 

 

2. When did you first invest in the company? 

3. How much was the initial investment? 

4. How many times did you invest in the company? 

5. What were the interest rates offered? 

6. Did they promise you any other benefit (anything other than money in 

return)? 

7. Till when were you paid and how much? 

8. When did you first realize that you are being cheated? 

9. What did they tell you when you claimed your money back? 

10. Do you know anyone who invested in the same company? 

If yes, ask the same questions for the other person. 

 

11. Did you make such investments in the past? 

a. If yes, what were the benefits promised? 

b. Did you get back as was promised to you while investing? 

 

12. Do you have a clear idea about the functioning of the financial/capital 

market? 

13. Did you have the idea of the risk involved in investing in these companies? 
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14. Did you have any prior knowledge about similar scams in the past? 

15. Do you have a bank account? 

If yes, why did you choose to invest in the company and not in bank in spite 

of the risk factor? 

16. What is your family income (approx.)? 

Two types of schemes were offered to the investors: 

a)  Fixed Scheme: called lump sum scheme by the company where investors are 

promised 2.5 to 3 times the investment in 5-7 years of time. 

b) Recurring Scheme: Instalment deposits on a monthly or daily basis. 15 or 30 

months recurring with interest of 12-17 %. A new scheme was later developed 

with 20 months recurring. 

There was a network of agents responsible for collecting money from the public. It 

was a network of 17 ranks of agents according to a rank 9 agent Dibyendu Parihari. 

 

A.2.3 Key Findings from field visit 

Out of the 19-20 people interviewed, following are the details of 5 investors and 

agents which I felt are the most prominent. 

 

Date Name & 

Address 

Designation Topic of Discussion 

May 31, 
2013 
 

Debashis Das, 
Village: 
‘Laldah’, 
Jangalmahal’ 
area, about 40 
kilometers 
from 
Kharagpur, 
West Bengal 
Mob: 
9910126323 
 

Worker at a 
photocopy 
shop ‘Scoops’ in 
IIT-Delhi 
campus. 

Investment Amount: Rs. 10000 
Scheme offered: 2.5 times after 5  years 
Time elapsed since investment: 1.5 years 
Reasons for investment: 
 the greed of more money in a 

comparatively short duration 
 usually these companies lasts for 5-7 

years so investing for a duration of 
five years might be safe 

 Emotional attachment with the agent 
who also happened to be the victim’s 
friend 

 depositing in banks doubles the 
amount in 8 years so it was luring to 
invest in the company 

 
Past investment record: He had never made 
such deposits before since he was aware of 
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the risk involved in investing at private 
companies. Before this, he just invested in 
LICs and other such companies where the 
risk factor is very less. . But this time, he was 
influenced by his friends investing lakhs in 
the company. Also the hope of getting Rs. 
25000 in 5 years time propelled him to take 
such move. But he was never taken to the 
company office. 
 
Agent Details 
 
Name: Dibyendu Parihari 
Adress: same as that of the agent 
Role: Responsible of collecting money from 
the public for investing in the company’s 
schemes in return of a one-time commission 
of 13-15% of the money collected. 
 
 
Other details: 

 He collected money from 50+ people. 
Investments were in the 
denominations starting from 100-200 
in recurring schemes to 2000, 5000, 
10000 to 20000-25000 under the 
fixed scheme. 

 He is collecting money since the last 2 
years now. 

 In March 2013, the maturity was 
adjusted: the fixed deposits were not 
paid since the maturity time was not 
reached which was usually 5-7 years 
but the recurring of 15 months was 
paid back.  

 He had collected money from some 
people and deposited them in his 
own name under a bond from the 
investors 2.5 times the money will be 
returned in a period of 5 years. 

 He attended few company meetings 
at Science City, Kolkata where the 
company CMD,Sudipto Sen and one of 
the company executive who was also 
involved in the scam  Debjani 
Mukhopadhyay always attended the 
meeting. 
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June 06, 
2013 

Gautam 
Mahanto 
Place of 
residence: 
Berhampore 
Central Jail 
Quarters 
Address: 
Balurghat, 
Murshidabad 
Mob: 
9933957987 

Jail Warden, 

Berhampore 

Central Jail 

 

Investment Amount: Rs. 1000 monthly 
Scheme offered: fixed amount of Rs. 
90,000/- after 60 months 
 
Time elapsed since investment: 44 months 
Reasons for investment: 
 
 Pressure by the agent who is also his 

friend 
 

 The maid servant of his house had 
also deposited some amount in the 
company and received Rs. 20,000 in 
January, 2013 after maturity in 
December, 2012. This gave him the 
hope to get back his money also on 
maturity. 

 
 
Past investment record: Not known 
Other Details: Mr. Gautam has filed a 
complaint in the Enquiry Commission set up 
by Justice Shyamal Sen. 
Justice Shyamal Sen Commission had 
promised four branch offices out of which 
only three has been set up in Durgapur, 
Siliguri and Rajarhat. 
The complaint has been filed on 
29/05/2013 and still no report has been 
delivered to the victim. 
 

June 07, 
2013 

Rishi Kumar 
Saha 
Mob: 
8293640006 
Berhampore, 
Murshidabad 

Small grocery 
store in 
Gorabazar 
Mechua 
market, 
Berhampore 
(in partnership 
with his 
brother Joy 
Saha) 

Investment Amount: Rs. 50 daily 
Scheme offered: 16% return after 15 months 
Time elapsed since investment: 12 months 
Reasons for investment: When informed 
about an abnormally high return under the 
Saradha Tours and Travels Pvt. Ltd by the 
agent it gave rise to doubts in the mind of 
the investor. But the agent was so 
blindfolded that he promised return from his 
own pocket if the company scams. 
Also to keep the agent’s word who is the 
husband of their friend. 
Past investment record: He alongwith his 
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brother have been investing in Sahara Credit 
Cooperative Society Ltd. Since the last 7 
years where they deposit Rs. 50 daily against 
2-3% return after a period of 12-16 months. 
 
Agent Details: 
 Sanjoy Bakshi 
Address: Khagra 
Often found in Khagra Swayadan Bada 
Masjid Club 
Mob: 9593050760  
 
 

June 08, 
2013 

Sohail Sheikh 
Berhampore, 
Murshidabad 
Mob: 
8759080609 
 

Plastic product 
shop owner in 
Gorabazar 
Mechua 
market, 
Berhampore 

Investment Amount: Rs. 50 daily 
Scheme offered: 15% return after 12 months 
Time elapsed since investment:5 months 
Reasons for investment: Have made similar 
investments before 
Past investment record: He had also 
invested in other companies such as Rose 
Valley. The Saradha scam has given rise to 
fears in the mind of the investors. They have 
even lost faith in the other companies in 
which they have invested. They are claiming 
their returns before the maturity period 
itself. 
Agent Details: 
Sanjoy 
Address:  Near George Court, Berhampore 
Mob: 9593050706 
 

June 10, 
2013 

Name: Bipul 
Chandra Pal 
Address: 
Haridasmati 
Mob: 
9932865747 

General 
warden at 
Berhampore 
Central Jail 

Investment Amount: Rs. 2000 monthly 
Scheme offered: 2 times after 15 months 
Time elapsed since investment: 8 months 
Reasons for investment:   
 Attractive offer 
 Once received double the amount after 

maturity period of 15 months from the 
company. 

Agent Details: 
Agent: Nobin Sinha 
Address: Lalgola, Murshidabad 
Mob: not available 
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Appendix B 

 

B.1 State wise list of companies against which complaints received for indulging in 

Ponzi/ MLM Schemes as published by Ministry of Corporate Affairs, April, 2013 
 

WEST BENGAL 

  

(1) M/s. Vibgyour Allied Infrastructure Ltd.  

(2) M/s. Rose Valley Real Estates Constructions Ltd.  

(3) M/s. Rose Valley Industries Ltd.  

(4) M/s. Silver Valley Communications Ltd.  

(5) M/s. Rose Valley Food Beverage Ltd.  

(6) M/s. Rose Valley Marketing India Ltd.  

(7) M/s. Rose Valley Infotech Pvt. Ltd.  

(8) M/s. Rose Valley Hotels and Entertainments Ltd.  

(9) M/s. Rose Valley Projects Ltd.  

(10) M/s. Rose Valley Patrika Ltd.  

(11) M/s. Rose Valley Films Ltd.  

(12) M/s. Modern Investment Traders Pvt. Ltd.  

(13) M/s. Rose Valley Travels Pvt. Ltd.  

(14) M/s. Brand Value Communications Ltd.  

(15) M/s. Rose Valley Housing Development Finance Corporation Ltd.  

(16) M/s. Rose Valley Airlines Ltd.  

(17) M/s. Rose Valley Fashions Ltd.  

(18) M/s. Rupasi Bangla Projects India Ltd.  

(19) M/s. Rupasi Bangla media and Entertainments Ltd.  

(20) M/s. Rose Valley Realcom Ltd.  

(21) M/s. Saradha Realty India Ltd.  



    
 

Copyright © 2013 Rakshak Foundation. All Rights Reserved.                   Page | 65 
 
 

(22) M/s. RTC Properties India Ltd.  

(23) M/s. RTC Real Trade India Ltd.  

(24) M/s. Jasoda Real Estate Ltd.  

(25) M/s. Saradha Printing & Publication Pvt. Ltd.  

(26) M/s. Saradha Agro Development Ltd.  

(27) M/s. Saradha Biogas Production Pvt. Ltd.  

(28) M/s. Saradha Tour and Travels Pvt. Ltd.  

(29) M/s. Saradha Automobiles India Ltd.  

(30) M/s. Saradha Constructions Company Pvt. Ltd.  

(31) M/s. Saradha Shopping Mall Pvt. Ltd.  

(32) M/s. Saradha Education Enterprise Ltd.  

(33) M/s. Saradha Exports Ltd.  

(34) M/s. Goldmine Agro Ltd.  

(35) M/s. Tower Infotech Pvt. Ltd.  

(36) M/s. Chakra Infrastructure Ltd.  

(37) M/s. Gold Field Agro Ltd.  

(38) M/s. Golden Life Agro India Ltd.  

(39) M/s. Golden Pariwar Holding and Developers India Ltd.  

(40) M/s. Goldmine Food Products Ltd.  

(41) M/s. Hallo India Express Sales Ltd.  

(42) M/s. Happy Life Realty (India) Ltd.  

(43) M/s. ICore E-Service Ltd.  

 

(44) M/s. MPS Aqua Marine Products Ltd.  

(45) M/s. MPS Greenery Developers Ltd.  

(46) M/s. MPS Industries & Agro Research Ltd.  

(47) M/s. MPS Resorts and Hotels Ltd.  

(48) M/s. Prayag Agrotech Pvt. Ltd.  

(49) M/s. Prayag Infotech Hi-Rise Ltd.  
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(50) M/s. Prayag Infra Realtors Ltd.  

(51) M/s. Prayag Micro Finance  

(52) M/s. Rahul Heights Ltd.  

(53) M/s. Rahul Hi-Rise Ltd.  

(54) M/s. Ramel Industries Ltd.  

(55) M/s. Shine India Agro Industries Ltd.  

(56) M/s. Silicon Projects India Ltd.  

(57) M/s. Sunshine Agro-Infra Ltd.  

(58) M/s. Sunshine India Land Developers Ltd.  

(59) M/s. URO Agro India Ltd.  

(60) M/s. URO Autotech Ltd.  

(61) M/s. URO Hotels and Resorts India Ltd.  

(62) M/s. URO Hygenic Goods Ltd.  

(63) M/s. URO Infotech Ltd.  

(64) M/s. URO Infra Realty India Ltd.  

(65) M/s. URO Life Care Ltd.  

(66) M/s. URO Trexim Ltd.  

(67) M/s. URO Walkers Ltd.  

(68) M/s. Vasundhara Realcon Ltd.  

(69) M/s. Vibgyor Allied Industries Ltd.  

(70) M/s. Vishwamitra India Consultancy Services Ltd.  

(71) M/s. Vishwamitra India Multi-Developers Ltd.  

(72) M/s. Waris Hospital & Diagnostic Centre Ltd. (Now Waris Healthcare Ltd.)  

(73) M/s. Waris Telecom Services Ltd. (Waris Tel International Ltd.)  

 

RAJASTHAN  

 

(1) M/s. PACL (India) Ltd.  

(2) M/s. Goldsukh Trade India Ltd.  

 

TAMIL NADU  



    
 

Copyright © 2013 Rakshak Foundation. All Rights Reserved.                   Page | 67 
 
 

 

(1) M/s Unipay 2U Marketing Pvt. Ltd.  

(2) M/s Unipay Creative Business Pvt. Ltd.  

(3) M/s Unipay 2U Production Pvt. Ltd.  

(4) M/s. Goldquest International Pvt. Ltd.  

(5) M/s. Questnet Enterprises India Pvt. Ltd.  

 

KARNATAKA  

 

(1) M/s Unigateway 2U Trading Pvt. Ltd.  

 

DELHI  

 

(1) M/s Speakasia Online Pte. (Unregistered)  

(2) M/s. Basil International Ltd.  

(3) M/s. Vamshi Chemicals Ltd.  

(4) M/s. Appeline Cosmetics & Toiletries Ltd.  

(5) M/s. Basil Express Ltd.  

 

UTTAR PRADESH  

 

(1) M/s. Nixcil Pharmaceuticals Specialties Ltd.  

 

 

 
 

 

 

 

 

 

 

 



    
 

Copyright © 2013 Rakshak Foundation. All Rights Reserved.                   Page | 68 
 
 

 

Appendix C 

Charts not included in the report 

 

Table 4: Estimated Investor and Non-investor Households by rural and urban (percent)26 

 Total Investor HH Non-investor HH Total HH 

All India 10.74 89.26 100 

Urban  20.75 79.25 100 

Rural 5.99 94.01 100 

 

Table 5: Distribution of Investors across Investment Portfolio (percent)27 

 Bond Debenture IPO Secondary 
Market 

Mutual 
Fund 

Derivative Total 

All 
India 

14.89 6.94 10.05 21.59 42.89 3.64 100 

Urban 15.07 8.57 8.47 21.25 40.80 5.85 100 

Rural 14.60 4.26 12.66 22.04 46.44 0.00 100 

 

 

                                                        
 

26 NCAER, “How households save and invest: Evidence from NCAER Household Survey”, July 2011, 
Sponsored by SEBI 
 
27 NCAER, “How households save and invest: Evidence from NCAER Household Survey”, July 2011, 
Sponsored by SEBI 
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Figure 17: Distribution of savers, investors and others28 

 

 

 

 

 

Table 6: Percentage of Investor Households by education level29 

Years of 
schooling 

Mutual 
fund only 

Bond 
only 

Debenture 
only 

IPO only Secondary 
market 
only 

Derivative 
only 

Upto 5 2.53 1.00 0.92 2.42 2.11 1.76 

6 to 10 16.97 13.43 12.08 10.75 9.18 12.67 

11 to 15 58.15 63.94 71.47 48.88 59.93 65.37 

Above 15 22.35 21.63 15.53 37.95 28.78 20.20 

Total 100.00 100.00 100.00 100.00 100.00 100.00 

 

                                                        
 

28 NCAER, “How households save and invest: Evidence from NCAER Household Survey”, July 2011, 
Sponsored by SEBI 
 
29 NCAER, “How households save and invest: Evidence from NCAER Household Survey”, July 2011, 
Sponsored by SEBI 

Savers, 46%

Others, 33%

Investors, 21%
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Table 7: Percentage of Investor Households by Income class30 

Income class Mutual 
fund only 

Bond 
only 

Debenture 
only 

IPO only Secondary 
market only 

Derivative 
only 

Upto 10000 6.90 5.27 4.51 5.51 4.37 3.58 

10001 to 
15000 

17.09 17.12 19.71 10.69 13.12 19.09 

15001 to 
20000 

24.32 28.06 25.57 16.12 22.22 18.21 

20001 to 
25000 

22.15 27.50 26.69 20.95 25.44 22.95 

More than 
25000 

29.54 22.06 23.53 46.74 34.85 36.17 

Total 100.00 100.00 100.00 100.00 100.00 100.00 

 

 

 

Figure 18: Distribution of Investment across various instruments31 

 

 

                                                        
 

30 NCAER, “How households save and invest: Evidence from NCAER Household Survey”, July 2011, 
Sponsored by SEBI 
31 NCAER, “How households save and invest: Evidence from NCAER Household Survey”, July 2011, 
Sponsored by SEBI 
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“The highest measure of democracy is neither the 

‘extent of freedom’ nor the ‘extent of equality’ but 

rather the highest measure of participation.” 
- A.D. Benoist 

 

 

Rakshak Foundation creates awareness domestically and internationally 
about the rights and responsibilities of citizens towards the society and 
state. Rakshak engages in and supports social and scientific research on 
public policy and social issues. 
 
 
 
 

 
     GET INSPIRED               IDENTIFY YOUR PASSION           GET INVOLVED 
 
 

Contact: 

Email: secretary@rakshakfoundation.org 
Website: www.rakshakfoundation.org 

 
Disclaimer: This report is an outcome of a student project and the content of this report represents the 

views of its author. Neither the report nor any of its parts represent the views of Rakshak Foundation 

and/or any of its affiliates and officials in any capacity whatsoever. The figures and facts used in the 

report are only suggestive and cannot be used to initiate any legal proceedings against any person or 

organization. However, the author shall be extremely grateful to acknowledge any inaccuracies in the 

report brought to author’s notice.  

Please email your suggestions or concerns to:  hr@rakshakfoundation.org] 

 

mailto:hr@rakshakfoundation.org

