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Title: Discussion on the Chit Funds (Amendment) Bill, 2000 (Bill passed).

THE MINISTER OF STATE IN THE MINISTRY OF FINANCE (SHRI BALASAHEB VIKHE PATIL): Sir, on behalf of
Shri Yashwant Sinha, | beg to move :

" That the Bill to amend the Chit Funds Act, 1982, as passed by Rajya Sabha, be taken into
consideration."

The Chit Funds Act, 1982 was enacted as a Central Act for ensuring uniformity in the provisions applicable to the
Chit Institutions throughout the country, providing for certain built-in operational safeguards for Chit operations and
for protecting the interests of the Chit subscribers. Chit Fund is basically an arrangement to promote savings and
their utilisation for mutual benefit of the members of the Chit. The State Governments, in consultation with the
Reserve Bank of India, make rules under the Act, which is administered by the officials and authorities of the State
Government concerned. The Act has so far been extended to 16 States and six Union Territories.

The Constitutional validity of the Act and its various provisions were challenged in various courts. The Supreme
Court in its judgement dated the I13th July, 1993, upheld the Constitutional validity of the Act and inter alia
commented that the appropriate authorities, in case the demand is so raised from time to time, increase the limits of
aggregate amounts of chits under Section I3 of the Act. Keeping in view the comments and suggestions received
from some of the State Governments, the All India Association of Chit Funds and the observations of the Supreme
Court, the following amendments to the Chit Fund Act, 1982 are being proposed.

Sub-Section 3 of Section 6 of the Act provides for maximum amount of discount not to exceed 30 per cent of the chit
amount, which the prized subscriber has to forego. It is proposed to enhance the ceiling of discount from the
existing 30 per cent to 40 per cent.

Section I3 of the Act prescribes limits of aggregate chit amount for different types of foremen. Keeping in view the
observation of the Supreme Court, it is proposed to increase the limit of aggregate chit amount for individual
foremen from Rs.25,000/- to Rs.1,00,000/- and in the case of partnership and association of individuals from Rs.
1,00,000 to Rs.1,00,000/- per partner subject to ceiling of Rs.6,00,000/-.

Section 20 of the Act provides for every foreman to deposit an amount equal to the chit amount in the name of the
registrar in an approved bank for obtaining permission and operating and conducting the chit. It is proposed that the
amount which the foreman has to deposit with the Registrar can be deposited to the extent of 50 per cent in cash
and balance 50 per cent in the form of a bank guarantee.

This Bill has been passed by the Rajya Sabha without any modifications. | request this august House also to kindly
consider and pass this Bill.

MR. CHAIRMAN : Motion moved :

" That the Bill to amend the Chit Funds Act, 1982, as passed by Rajya Sabha, be taken into
consideration."

SHRI A.C. JOS (TRICHUR): Thank you for calling me. | amin general agreement with this Bill, because you know
that | come from Kerala and Kerala is a real breeding ground for chit funds and the maximum number of chit funds
are being run in Kerala. There are a number of chit funds running freely and this has been illustrated in my State.
And that is why, generally, | welcome the amendments suggested by the hon. Minister.

A chit fund, as such assumes more importance now because of the reduction of the interest and clamouring by the
different industries for the reduction of the bank rates. The savings in the deposits in the banks will go down. So, at
the village level small level savings can be encouraged through chit funds. So, my request to the Government is this
relaxation is very good, especially the amendment No.2 to Section 6 and the amendments to Section I3 and Section
20. They will facilitate well and encourage chit funds to come in.

My request is that the Government should see that there shall not be any harassment of the foremen of the small
chit fundsby the officers. The foremen at the village level are rather running them but because of the coming into
force of the Act, advent of the Act after the passing of the of the Act, the Government officers are running into
problems.



The State Governments are doing it. But my suggestion to the hon. Minister is that the Central Government as well
as the State Governments should encourage chit funds. The day is coming -- it is not far-off-- when the deposits in
the banks will go down if the interest rates are reduced. It is the demand of the industry.

Sir, earlier, the health of our nation used to be in the hands of the small-scale industries. We had a savings rate
increased from 22 to 24 per cent. My apprehension is, if the bank rates are lowered, then savings will go down. So,
we have to encourage these sorts of small savings. So, | would request the hon. Minister to take more steps so that
chit funds can be encouraged.

Sir, in general, | appreciate this amendment and, once again, request the hon. Minister to bring forward a more
comprehensive Bill which will encourage chit funds in the future.
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SHRIM.V.V.S. MURTHI (VISAKHAPATNAM): Mr. Chairman, Sir, | thank you very much for giving me an opportunity
to participate in the discussion.

The Chit Funds (Amendment) Bill is a welcome sign. But today a lot of people are being cheated by these chit fund
companies. The chit fund companies are springing up everyday with some new name or the other. Actually, the
Government has no overseeing authority over the activities of these chit fund companies.

The chit fund companies are being registered, but without registration also the business of the chit fund companies
is being carried out.

This is a very important piece of legislation. The amendments are sought to regulate the activities of the chit fund
companies, but nothing much would be achieved with these amendments because they are just raising it from 30
per cent to 40 per cent. Also, the deposit is being raised from Rs.25,000 to Rs.1,00,000. Any chit fund company can
fulfil these conditions. There is, of course, a very stiff condition that bank guarantee from an approved bank,
equivalent to 50 per cent of the chit amount, is to be given. But all these conditions are regulatory in nature and are
difficult to be imposed.

The Non-Banking Companies Act, under which the chit fund companies are coming up, should be regulated in such
a way that there should be stringent action against these companies if they cheat those who are depositing their
money in the chits. There should be some punitive action rather than these monetary punishments. In that way only,
people could be saved. Also, the accounts of the chit fund companies should be audited at regular intervals. Unless
there is an audit report submitted every half-year or every quarter, it may become a very difficult situation to carry
on the chit fund business in a regulated manner.

Thirdly, the chit fund companies also have deposits in benami names. Suppose, there are 50 persons in a
particular chit. Half of them will be holding chits in benami names. Serious action should be taken to find out
whether all the members of a particular chit are genuine or not. So, the genuineness is to be regulated.

The other thing is that there should be a set formula for the chit fund companies to invest their surplus deposits.
Just like under the Banking Act, here also there should be set principles for investing the surplus moneys or the
moneys that are derived through chits. Otherwise, the moneys are being diverted and ultimately, at the time of
payment to the bidder, the money is not available. When the money is not available, how will they take action
against the chit fund companies, irrespective of their satisfying all the conditions that are being imposed on them?
So, there should be a time stipulation that within so many days, the money is to be paid. In the case of a bank
deposit, we go to the bank and get back our money, but in the case of a chit fund, if they do not pay the money, no
action is taken against them. So, if the money is not paid to the bidder even after giving a certain notice of, say, 30
days or 15 days, stringent punishment should be there.

| hope, the hon. Minister will take note of all these things and will come forward with a comprehensive legislation at
the appropriate time to regulate the chit funds because the innocent people are being cheated all over the country.



The intelligent people are not being cheated because they are depositing their money in banks. Only those people
who want to make quick money or who cannot go to the bank, are resorting to chit funds. Financially, they are not
very healthy people. So, to safeguard their interests, the Government should come out with a comprehensive Bill to
regulate the chit fund companies. Then only justice will be done to the ordinary people of this country.

With these words, | support this Amendment Bill.
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SHRI E.M. SUDARSANA NATCHIAPPAN (SIVAGANGA): Respected Sir, in this Bill, actually all the repealing Acts
were shown which were not at all in a position to be followed now, but at the same time, we would like to take this
opportunity to tell that the modern insurancea€;.

THE MINISTER OF STATE IN THE MINISTRY OF FINANCE (SHRI BALASAHEB VIKHE PATIL): The discussion is
on Chit Funds Bill.

MR. CHAIRMAN : The discussion is on Chit Funds Bill.
SHRI E.M. SUDARSANA NATCHIAPPAN : Sir, my name is also there for speaking on the Chit Funds Bill.

With regard to this Chit Fund Bill, | would like to draw the attention of the hon. Minister that the chit fund has now
become a cottage industry. Every village is having chit fund as one of the ways for mobilising funds and escaping
from the clutches of law. Actually, this Act and amendment give much attention to the people who are having a
regular commercial business and also the people who are registering themselves as firms or any other legal entity. |
would like to draw to the attention of the hon. Minister that ordinary people, who are living in the villages and also
the poor people who are saving their money in the chit fund, feel that they can get more interest and better return
on their money by putting their money in the chit funds. These activities at the level of small villages and urban poor
middle-class should also be regulated.

Especially in Tamil Nadu, everyday we can find some newspaper, media or television reporting that so many lakhs
of rupees are cheated by a lady or a person who was collecting the money. People raid that house and find that
nothing is there. How are we going to control this? Therefore, there should be a provision in the Act that even the



small chit funds should also register themselves and attract the provisions of this Act, that is, they should be
covered under this Act so that they deposit 40 per cent of the amount collected, or whatever is the stipulated
amount, in the deposit of a bank or a post office or by way of some bond. This will give more confidence to the
people participating in those chits because they can recover their money if some mishap happens. At the same
time, we should not curb the activity of chit funds because there are areas where villagers are accustomed to such
a type of life that when they go for marriage, they get money as gift, and when they are having marriage in their
family, they have to repay it which they withdraw from these chit funds. In our area, there is a custom which we call
moi. If a person has received money on his marriage, but he does not pay on the occasion of the marriage of
another person, he will be asked by that person: "why are you not paying the money? You pay that donation. That
is the contribution to my marriage.' This is the social structure there and this structure has more or less given
security to the villagers.

Now, it has come in the form of a chit fund. Here, we have an obligation to the individual as well as to the family.
Therefore, we have to give protection to both individuals as well as the family who are going to benefit or are
availing of this money.

In Chennai, 35 firms have been blacklisted because they have cheated the people. Thousands of people are
gheraoing police stations asking for a remedy. The police are simply filing a case under Section 420 IPC. They are
dragging on the matter and nothing is happening. Therefore, there should be some arbitration provision so that
some action is taken immediately. They should go after the assets of these firms, recover the cash and the
distribution of money should be made within a specified time so that the agony of the concerned middle-class
families, who saved the money through their hard labour, could be relieved. A lot of things like this are coming up
every day. At the same time, we have to find out as to why this happens. It is because every man needs money, but
there is no liquid money available. The banks are not giving because they are not implementing any scheme with
differential rate of interest. No bank is coming forward to give money to the needy and genuine people. For
example, a person wants to study B.E. or M.E. by paying fees and donation and he is ready to take the loan on a
usufruct interest, but the banks are not ready to give him the money. They are pushing the persons from pillar to
post. What is it that we are doing now? When we are allowing the people to take donations and fees, but at the
same time, people in the villages are actually suffering because their sons and daughters who want to study in
professional colleges are not getting the money from the banks. That is the main reason why so many chit fund
companies are coming up. If people want money for some emergency purpose, be it for a marriage or medical relief,
we are not able to provide it to them. The insurance companies are not reaching those families to help them in the
form of medical insurance. Therefore, they have to go to some place to get the money immediately. To meet bulk
expenses or to make bulk purchases, they need money. During the course of purchase of lands, they may need
some extra money. These are all things that are not at all looked into by the banks. That is the main reason why the
chit fund companies are mushrooming. They are taking away the money, and the people are suffering. This aspect
should be taken into consideration. The nationalised banks and other banks, both commercial and non-commercial,
should have a separate cell to help such people. | know that multiple deposit schemes are there. Why can these
banks themselves not go for this type of chit funds? They can very well do that. People are ready to believe them
because they are nationalised banks and, therefore, they can do that. This aspect should also be taken into
consideration.

| support this Bill. Thank you very much.
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PROF. UMMAREDDY VENKATESHWARLU (TENALI): Sir, this is really a very important amendment Bill that has
been brought forward by this Government at this particular time. As my friend Shri Chandrabhusan Singh has
pointed out, in most of the places these "Chit Funds' have more or less become an instrument for cheating some
people and making some people richer. There has been a mushroom growth of these chit funds. This is an activity
that has been going on for several years and decades in most of the villages. This is an activity that has been going
on for years together without the notice of anybody.

Sir, of late, these chit funds have become a source for mobilising money and for mopping up the savings of the
people and then vanishing away. In this present juncture this is a very right kind of a Bill that has been brought
forward for providing security to the small depositors and individuals who are involved in this activity. In fact, Clause
20 of the Bill provides that at least 50 per cent of the total deposits should be in the banks and the rest 50 per cent
should be there in the shape of a bank guarantee. But again there should be some limitations.

The other regulation is in regard to the bid amount. Bid amount is the most attractive provision as far as mobilisation
of funds in chits is concerned. In some cases bids are carried up to an amount of Rs.500 and more for a chit of
Rs.1,000. Though the bid amount is shared by the members in the pool, this amount should not be allowed to go
too high. It should be pegged at a figure which is very near to the bank rate so that it would not be the main factor in
attracting people to chit funds. If the bid amount is restricted, it would restrict the growth of malpractice in this
sector.

Some hon. Members suggested that auditing of accounts of chit fund companies should be done on a regular basis.
This is a very important measure and it should be implemented. Benami transactions should be detected and
curbed. The whole amount of the chit should be guaranteed either in terms of a deposit in the bank or as a 100 per
cent bank guarantee. The bank in this case should be a nationalised bank only so that people feel reassured of the
safety of their deposits.

With these words, | support the Bill.
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SHRI M.O.H. FAROOK (PONDICHERRY): Mr. Chairman, Sir, | would like to bring to the notice of the hon. Minister
certain important points relating which relate to the functioning of chit fund companies.

There are problems faced by depositors even while dealing with certain sound chit funds. These chit fund
companies impose certain charges like processing charge, joining charge, legal expenses and other expenses. No
receipt is given to the depositors against any of these payments. If the amount of the chit is say Rs.1 lakh, about
Rs.1000 to Rs.2000 is demanded by the company by way of these charges. No receipt is given to any of these
payments. This is happening even in the case of very good companies, companies which have a very good
financial standing in the market. | would like the Government to take serious note of this practice and curb this
practice.

| have another important point to make. Suppose | am a subscriber of two chits in a company each amounting to
Rs.30000 and | have already deposited Rs.28000 in each of those accounts. When | wish to withdraw my chit
money on the second account giving the first one as a guarantee, the company does not agree to it. It says that the
two chits cannot be clubbed as there is a court order against doing so. Finally the subscriber is put to trouble by the
companies. | would request the hon. Minister to take necessary steps to simplify the procedure and avoid this
trouble to the subscriber. There should be a proper guarantee for the funds collected by the companies.

THE MINISTER OF STATE IN THE MINISTRY OF FINANCE (SHRI BALASAHEB VIKHE PATIL): Mr. Chairman,
Sir, | must thank the Members who have participated in the debate and supported the Bill.

| do agree with some of the observations made by the Members. There are some private chit fund companies and
un-registered companies. Everybody is aware that officials of the State Government are responsible for
implementation of the provisions.

Shri M.O.H. Farook pointed out that the receipts are not given in regard to process costs and other expenditure. But
it is a crime, there is no doubt about it. We will instruct the State Governments to advise them in this regard so that
without any receipt no money should be taken.

Secondly, | do agree that the South India, especially Kerala and Tamil Nadu, has a great business in this field.
There are a number of cases of complaints reported. But as you all are aware, this comes within the domain of the



concerned State Governments, and we will instruct them to take proper action.

Sir, there were two-three observations made by some hon. Members about the audit. Every year, they have to get
the audit done. It is a must. They must publish the balance-sheet and come out with the Audit Report also as per
Section 24. At the same time, penalties are there for violating the rules. It is not that it comes only under Section
420 of IPC. Section 26 of the Act prescribes for conviction, an imprisonment upto two years or a fine of Rs. 5,000 or
even both, as the case may be.

Sir, | fully endorse the views of the entire House that this is the poor men's money which is involved here. So, one
should know the character of the persons. In this regard societies' awareness is required so that nobody can cheat
the poor people because poor people do not have any accessibility to the banks.

| do agree that this money can be used in the marriage or any kind of functions. This money can be gifted for the
marriages of the girls or boys as the case may be.

Mr. Chairman, Sir, an hon. Member from Uttar Pradesh raised the issue of registration problem. We have taken
note of it. We purposely took the guarantee because 100 per cent deposit is there. We tried to discourage it
because if a man requires 100 per cent deposit then why will he go to the Chit Fund? Naturally, if there is a 50 per
cent deposit and 50 per cent guarantee of the bank, definitely guarantee should not be revoked until this entire
thing is materialised.

I am not fully aware that the scheduled banks are responsible for all these things. So, we cannot discriminate with
the scheduled banking system. We cannot ask for the nationalised banks or the non-nationalised banks. Even
some cooperative banks are also involved in it. | do agree that there are some problems in the banking system but |
am happy to note. &1 # gt &0 & W@ 2, b @ i &1 fvarw 93 @ 2l

We think that the banks are the main trust instruments or institutions for the common man also. But the problem is
that we cannot guarantee everybody because accessibility is not too easy and the need based finance is not with
the banking system yet. So, when the policy is likely to come for the need-based finance, naturally the system will
improve further.

Sir, somebody from that corner suggested that the women are to be greatly involved here because the women
organisations are performing better and they are too honest. Here, we are supporting the women's activities saying
that they are performing in a big way but at the same time why are we opposing the Women's Reservation Bill
here? But somehow, we are trusting the women of the country, and we will involve more and more women in this
field.

Sir, there was also a suggestion made that NABARD's help could be sought. When we are supporting all these
institutions through NABARD and if the registered chit fund is there, why should the NABARD not support it, may
be, Centrally? We are supporting the NGOs also. So, | will examine this matter and | will talk to the concerned
authorities in the NABARD and see how it could be done.

Likewise, there were so many suggestions made by the hon. Members which are very valid ones and relating to the
Bill. They will all be taken care of.

Sir, the Chit Funds in Uttar Pradesh and Bihar are termed as '‘Cheat Funds' as too much of cheating has gone
there. But now with the directions of Supreme Court, we are trying to regulate it.

So, it is the human character. Cheating should not be there. Transparency should be there not only in this Bill but in
life also transparency is required. If everybody's life becomes transparent, all these bad things and cheating will go
away. This is the situation today.

Some hon. Members spoke about the non-banking financial institutions. The House is fully aware that the Non-
Banking Financial Companies Act has been introduced. That is under consideration. It is a separate issue. We
cannot compare the non-banking financial companies with the chit funds. The non-banking financial companies
have a greater exposure but chit funds are really the poor man's funds. They should be protected very well. We will
request the State Governments through this House that no unregistered funds or unscrupulous elements should be
allowed to take advantage and cheat the subscribers. If hon. Members give some specific instances, we will
definitely bring them to the notice of the State Governments. The Central Government is concerned about this. We
will definitely see to it that its working should be very smooth.

A number of suggestions have been made by hon. Members. Some points have been made about education also. |
do agree that there was some problem relating to tuition fees. But as the House is aware, our hon. Minister of
Finance Shri Yashwant Sinha has assured the Rajya Sabha that tuition fee will not be a problem for the poor boys
as far as education is concerned.



The Indian Banks Association's Committee has submitted its report to the RBI and the RBI has reacted on that. |
think, the hon. Minister will very soon come up with a very attractive proposal and the poor people will definitely
benefit from that.

| have taken note of all the suggestions made by the hon. Members. | now request that the Bill, as passed by the
Rajya Sabha, may be passed.

MR. CHAIRMAN : The question is:
"That the Bill to amend the Chit Funds Act, 1982, as passed by Rajya Sabha, be taken into consideration.

The motion was adopted.
MR. CHAIRMAN: The House will now take up clause by clause consideration of the Bill.
The question is:
"That clause 2 stand part of the Bill. "
The motion was adopted.
Clause 2 was added to the Bill.
Clauses 3 and 4 were added to the Bill.
Clause 1
Amendment made:
Page 1, line 2,--
for "2000"
substitute "2001" (2)
(Shri Balasaheb Vikhe Patil)
MR. CHAIRMAN: The question is:
"That clause 1, as amended, stand part of the Bill. "
The motion was adopted.
Clause 1, as amended, was added to the Bill.
Enacting Formula
Amendment made :
Page 1, line 1,~
for "Fifty-first Year"
substitute "Fifty-second Year" (1)
(Shri Balasaheb Vikhe Patil)
MR. CHAIRMAN: The question is:
"That the Enacting Formula, as amended, stand part of the Bill. "
The motion was adopted.
The Enacting Formula, as amended, was added to the Bill.
The Title was added to the Bill.

MR. CHAIRMAN: The Minister may now move that the Bill be passed.

SHRIBALASAHEB VIKHE PATIL: | beg to move:



"That the Bill, as amended, be passed. "
MR. CHAIRMAN: The questionis:
"That the Bill, as amended, be passed. "

The motion was adopted.



