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Introduction

Thispresentatioraimsto help you in understanding
overview of variousregulated entitiesin general
and NBFCin particular and in effect help you
understand better the menace posed by the
activitiesof certainentitiesby way of unauthorised
acceptance of deposits offering high rates of
return, Ponzischemed\ultitlevel Marketing firms,
DirectSellingRule2021, NidhiCompaniegtc



What is an NBFC ?

NBFOsa companyincorporatedunderthe Companie#\ct,1956 (
Now CompaniesAct 2013) & granted Certificate of Registration
underthe RBIAct, u/s 45 |A whichmakest mandatoryfor NBFCso
get registeredwith RBIto commencer carry on NBFI businesss
definedundersubSectiona) of Sectiom5 | and

IS primarily engagedin the businesef
loansand advances,
acquisitiorof shares/stock/bonds/debentures/securities

leasing hire-purchase

but does not includeany institutionwhoseprincipal businesss that of
agriculture activity, industrial activity, sale/purchase/constructionf

Immovableroperty




Difference between NBFC and Banks

NBFCslend and make investmentsand hence their
activitiesare akin to that of banks howeverthere are a
few differencesasgivenbelow:.

NBFCsannotacceptdemanddeposits(onlya few have
beenpermittedto accepttermor fixed deposits)

NBFCglo not form part of the paymentand settlement
systenand cannotssuechequesirawnonitself

depositinsurancéupto 5 lakh)facility is notavailable
to depositorof NBFCajnlikein caseof banks



How NBFCs differ from Banks

CA/SA facilities + FD Only FD

No ceiling on interest on depositrat O 12 . 5 %

Deposit insurance No
Repayable on demand No
Cheque facility No

Part of Payment & settlement systel No



How NBFCs differ from Banks (contd.)

Banks NBFCs
Governed by Banking Regulations A@ompanies Act and RBI Act (chapter Il
B)
Deposits can be withdrawn on Not allowed

demand / by cheque

Banks provide operating account Do not provide
facilities like saving & current deposits,
cash credits, overdraft

Differences between Banks & NBFCs is narrowing dowmhile banks
have started doing norbanking functions, NBFCs are takiagp banking
functions



Principal Business Criteria

Tobe an NBFC,

the financialassetshouldnot be lessthan50% of
total assets

Thefinancialincomeshouldnot be lessthan 50%
of thetotal income

NoFof Rs200 lakh

If a companyfulfillsthe above criteria,thenit hasto
obtain Certificate of RegistrationCoR)from RBIto
continudo carry onNBFbusiness



Is it necessary that every NBFC should be registered
with RBI

Yes

No NonbankingFinanciacompanycancommencer carry on
businessf a nonrbankingfinancialinstitutiorwithoutobtaining
a certificate of registration from the Bank Apart from
requirementor registrationwith RBIjt musthave minimuniNet
OwnedFund®f Twocrore Financiatompaniesuchas Chit
Funds)nsuranceMutual Fundsetc are technicallyNBFCdut
they are bound by regulationsissuedby other financial
regulatorsand thereforeexemptedfromR B Fegusations

ReferenceSectiord5-1A of the RBIAct, 1934,



Can all NBFCs accept deposits?

No. All NBFCsre not entitledto acceptpublic deposits
automatically

Only thoseNBFCg¢o whichthe Bankhad givena specific
authorisatiorand have an investmengrade rating are

allowed to accept/ hold publicdepositsto a limitof 1.5

timesof its Net Owned Fundgthe total money invested
Into the businessafter adjusting any losses(if any).)

However,as a matter of public policy, CoRsare issued
nowadaysto companiesare withoutthe permissiono
acceptpublicdeposits



r

Is there any celling on acceptance of Public Deposits”

Presently, the maximum rate of interest an
NBFC can offer is 12.5%.

The deposit taking NBFCs are allowed to
accept/renew public deposits for a minimum
period of 12 months and maximum period of
60 months.

hey cannot accept deposits repayable on
demand.




Chapter IHB of RBI Act, 1934PROVISIONS RELATING TO
NON-BANKING INSTITUTIONS RECEIVING DEPOSITS

Definition of fAdeposito under section 451
Includes Receiptof moneyby way of
A depositor

A Loanor
4 Anyotherform
Excludes

4 Amountaisedby sharecapital
4 Amountontributedas capital by partnersof a firm
A Amounteceivedfroma scheduledbank or co-operativebank or bankingcompany

A Amountreceived from State FinancialCorporation, Financiallnstitutionas defined under
IndustriaBankof IndiaAct,1964 or any otherinstitutiorspecifiedoy RBI

A Amountreceivedin the ordinary courseof businesb®y way of securitydeposit,dealership
deposit,earnestmoney

4 Advanceagainstordersfor goods,propertiesand services
4 Amounteceivedfrom persongovernedby moneyiendingAct
4 Amounteceivedby way of subscription



Chapter IHC of RBI Act, 1934PROHIBITION OF
ACCEPTANCE OF DEPOSITS BY UNINCORPORATED BC

SectioM5S Depositsnot to be acceptedin certaincasesNo personbeing an
individualor a firm or an unincorporateassociatiomf individualsshall,accept
any deposit

Sectiord5T- Powerto issuesearchwarrants

Section58BKGA)- If any personcontraveneany provisiorof sectio5S, he shall
be punishablewith imprisonmerfor a termwhichmay extendto two years, or
with fine whichmay extend to twice the amountof depositreceivedby such
personin contraventionf that sectionpr two thousandupeeswhichevers more

Section58E 0 0 irespectof any offence punishableundersubsection(5A) of
sectiorb8B,a complaintn writing may alsobe madeby an officer of the State
Governmentgenerally or speciallyauthorisedin writing in this behalf by that
Governmend

Section 58 Penalities



Empowering of Police Officers under
RBI Act 1934

Notification No.l

Under sub-section(1) of section 45 T of the Reserve Bank of India Act, 1934
(Central Act Il of 1934), approval of the Lieutenant-Governor, Puducherry is hereby
accorded to authorizes the Police Officers not below the rank of Inspector of Police
to apply to any Court having jurisdiction to issue a search warrant under the Code of
Criminal Procedure, 1973, (Central Act Il of 1974) stating his belief that certain
documents relating to acceptance of deposits in contravention of the provisions of
section 45S are secreted in any place within the local limits of the jurisdiction of such

Court, for issue of a warrant to search for the documents.



Empowering of Police Officers under
RBI Act 1934

Notification No.ll

Under the proviso to sub-section (1) of section 58-E of the Reserve Bank of
india Act, 1934 (Central Act 1l of 1834), approval of the Lieutenant-Governor,
Puducherry is hereby accorded to authorize the Police Officers not below the rank
Inspector of Police to make complaint in writing in respect of any offence punishable
under sub-section (5A) of section 58-B to any Court having power to try any such

offence.



Investigation of unscrupulous entities engaged
In financial activities

NBNFC (NotBanking NonrFinancial Company)
RegistereacompanyunderCompanie#ct

2 Q)

< underFinanciabr NonFinanciatode
< engagedinfinancialactivities Call for BalanceSheet
« Memorandurof Associatio(MoA) & Articlesof Associatio(AoA

Un Incorporated Bodies(UIBSs)
- Notregisteredd No MoA& AoA
. StillsomeUlBgall themselve€ompany notcorrect
< HUFProprietorshif-irmsPartnershig-irmsClubs)ndividuals

< engagedinfinancialactivities



What are UIBs

- Individual

¢ Firm

< Unincorporatedssociationf individuals
¢ Trust

< HinduUndividedFamily

. Clubetc

- Anyentitywhichis notincorporated



Activities of NBNFCs and UIBs (contd.)

Deposit Taking business

. Rateof interes® very attractive

< Wide publicityd noticesn publicplaceshewspapersnagazines
. FakeRegistratiotNo. of RBABnd ROC

< Operatingthroughmanybranchesn manyplaces

< Paymento few customer®r few months

< Changingplace of operationfromtimeto time

< Vanishin@fter collectingnoney



Multi Level Marketing

What isMultitLevelMarketin@ Referral Marketing?
Network Marketing?

MLM vs Pyramid Scheme

MLM is focused more on recruifpegple and adding
more distributors in exchange of commission

Normal Company is focused on Making Better Prod



Multi Level Marketing

MLM companypromotersmake extravagant promises
about earning potential Most multilevel marketing
companieslo very exhaustivelypaid PRcampaigns
via social media influencersto attract people to
Invest, luring them with high returns A few MLM
schemeshat are illegal in India are (a) Pyramid
Schemes(b) Money CirculationScheme(c) Ponzi
scheme



Multi Level Marketing

NORMAL COMPANY FRAUD MLM COMPANY
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Multi Level Marketing

STRATEGY OF MLMs TO EARN MONEY

DISTRIBUTORS = CONSUMERS
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Multi Level Marketing

The basic questionhere iIs Who is buying that
produc?

Wh a ttlee sreason for recruiting Many level of
Distributord

How to identify:

1. Distributors= Consumers

2. No necessity for Advertisement

3. No reason to improve their products
4. Trap more people in this scheme



Multi Level Marketing

Job V5 MLM
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Pyramid Scheme

Simplydescribedjnsteadof providinga productor
service to the general public, a pyramid plan
guarantees participants payment or servicesin
exchangefor recruiting othersto join the plan.
Money continuesto flow up the chain as new
players bring in more recruits,forming an ever
Increasingoyramid or hierarchy Money circulation

plans are another name for this type of
arrangement



Pyramid Scheme

Thewholethrustof the firm is aroundpromotinghow
membersmay get wealthy by being membersThe
emphasigs not on the products ThisMLM Pyramid

fraud Is disguisedas a direct sellingfirm by using
commodities

After a significantnumberof individualshave been
recruited,a pyramid schemebecomesunsustainable
since revenuesare reduced when the money is
distributed among the group rather than profiting

fromproductsales




Pyramid Scheme

1. Pyramid Scheme = ML{roduets)
2. Recruit more people to earn more commissions

3. Owner/Boss Majority of Money

4. Pyramid schemes are illegalmostountries
Including India

5. MLM isometimelegal because oits products and
services. EXupperware, Herbalifetc

6. MLM companies try to hide pyransichemessing
their products aa disguise



Pyramid Scheme

In real world people pay money only for value.
Food Satisfy Hunger

Movie TicketEntertainment Value
Company recruits people who bring value

MLM= unemployed, F2fail== what value??
Can be fooled easily.



Jobvs MLM

1.Job hasscreeningrocessOnly people with certainskill sets
are hired

2.No screeningporocessanyonecanjoin Aslong as they can
buy membershipsr starterpacks

3.MLMd o e same@ldoutadvertisingthe product

4.Normal companyspendsmoneyon marketingand to make
theirproductdetter.

5.MLMcompanyproductsare usuallyoverpriced

6.Normal Companyearnsmajority of moneythroughsalesof
productor services

/.MLMcompanyearnsmajorityof moneythroughrecruiters
8.MLMcompany Selthelp motivationatalks



Chapter IHB of RBI Act, 1934PROVISIONS RELATING TO
NON-BANKING INSTITUTIONS RECEIVING DEPOSITS

Definition of fAdeposito under section 451
Includes Receiptof moneyby way of
A depositor

A Loanor
4 Anyotherform
Excludes

4 Amountaisedby sharecapital
4 Amountontributedas capital by partnersof a firm
A Amounteceivedfroma scheduledbank or co-operativebank or bankingcompany

A Amountreceived from State FinancialCorporation, Financiallnstitutionas defined under
IndustriaBankof IndiaAct,1964 or any otherinstitutiorspecifiedoy RBI

A Amountreceivedin the ordinary courseof businesb®y way of securitydeposit,dealership
deposit,earnestmoney

4 Advanceagainstordersfor goods,propertiesand services
4 Amounteceivedfrom persongovernedby moneyiendingAct
4 Amounteceivedby way of subscription



Consumer Protection( Direct Selling) Rules 2021

Consumer Protection (Direct Selling) Rules, 2@21
Tightening the Noose on Pyramid and Money
Circulation Schemes



Consumer Protection( Direct Selling) Rules 2021

As per the definitionprovided in the ConsumeProtectionAct, 2019, Direct
sellingmeans

0 Ma r k didtributiaypnd saleof goodsor provisionof serviceshrougha
networkof sellersptherthanthroughpermanentetail locatiord Directselling
iIsoneof theapproachedor the promotiorand saleof goodsé& services
Insteadof usinga retail modellike a store,directsalesorganizationgmploy
representativesvho purchasecommoditiesrom the firm and thendirectly
reach out and sell the productsto consumerat their residencesr other
locationsTheproceeddrom productsalesare splitbetweenthe directselling
companyand theagent

With the lack of a specificregulationrelated to direct selling,direct sellers
usedto be coveredunderd ThePrizeChitsand MonevCirculationschemes),
BannindAct, 1978.
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Consumer Protection( Direct Selling) Rules 2021

The rules explicitly prohibit any form of Pyramid schemes under the guise of Direct
selling

These Rules are applicabledibthe goods & servicdbat are bought or sold through
direct sellingto all models of direct sellintp all direct selling entitiesffering goods

& services in India, etc.

2. Application. — (1) Save as otherwise expressly provided, these rules shall apply to—
(a) all goods and services bought or sold through direct selling;

(b) all models of direct selling;

(c) all direct selling entities offering goods and services to consumers in India;

(d) all forms of unfair trade practices across all models of direct selling:

Provided that existing direct selling entities shall comply with the provisions of these rules within ninety
days from the date of publication of these rules in the Official Gazette;

(2) Notwithstanding anything contained in sub-rule (1), these rules shall also apply to a direct selling entity
which is not established in India, but offers goods or services to consumers in India.




Consumer Protection( Direct Selling) Rules 2021

The rules explicitly prohibit any form of Pyramid
schemeaunderthe guise of Directselling

Pyramid schemesare strictly prohibited In its
definition of the direct selling entity, the Rules
explicitly statethat it doesnotincludean entitythatis
engaged in a Pyramidschemeor Money circulation
scheme

L=

(d) "direct selling entity" means the principal entity which sells or offers to sell goods or services

through direct sellers, but does not include an entity which is engaged in a Pyramid Scheme or money
circulation scheme;

(f) "money circulation scheme" means the schemes defined in clause (c) of section 2 of the Prize Chits and
Money Circulation Schemes (Banning) Act, 1978 (43 of 1978);




Consumer Protection( Direct Selling) Rules 2021

A few of the important rules for the Direct selling entities include

ks - L=

4. Mandatory maintenance of records.— Every direct selling entity shall maintain at its registered office,
either manually or electronically, all such documents as are required under any law for the time being in
force, including the following documents or records, as may be applicable, namely:—

(a) Certificate of Incorporation;

(b) Memorandum of Association and Articles of Association;

(¢) Permanent Account Number and Tax Deduction and Collection Account Number;

(d) Goods and Services Tax registration; (¢) Goods and Services Tax Returns;

(f) Income Tax Returns;

(g) Balance Sheet, Audit Report and such other relevant reports; (h) Register of direct sellers;
(1) Certificate of Importer-Exporter code (in case of imported goods)

(j) License issued under the Food Safety and Standards Authority of India Act, 2006 (34 of 2006) for the
purposes of manufacture or sale of food items;

(k) License and Registration Certificate issued under the Drugs and Cosmetics Act, 1940 (23 of 1940) for
the purposes of manufacture or sale of drugs, including Ayurvedic, Siddha and Unani drugs and
Homoeopathic Medicines;

(1) Certificate of Registration of Trademark.




Consumer Protection( Direct Selling) Rules 2021

1. Entitiedo have at least one physicallocationin India and obtain
necessaryrade registrationss per Indianlaw.

2. Mandatory to store customesensitivedata in Indian and make
adequatesafeguards

3. Entitiesare to be responsibldor monitoringthe direct sellersand
takingcare of grievancesrisingoutof goodssoldby directsellers

4. Tohavea grievanceredressabfficer.

5. Maintain a wellfunctioningwebsite and provide the prescribed
Informatiorto increasdransparencyvith customers

6. Toregulatethe direct sellersto curb any malpracticesadopted by
sellerswhilesellingthe productsor services

All the entitiesthat fall withinthe definition of Direct seller are to
ensurecompliancaviththeseruleswithin90 days



Consumer Protection( Direct Selling) Rules 2021

The new rules also lay down obligations to be met by the Directs
sellers

1. Have aprior written contraawith the Direct selling entity.

2. Disclose the identiof the direct selling entity at the time of sales
Initiation.

3. Provideaccurate informatioan prices, terms of payment, refund
policy, return policy, etc.

4. Provide arorder form containing complete informatofrthe direct
seller or direct selling entity.

5. Obtain GST registration, PAN registration, all applicable trade
licenses, etc.

6. Ensureroduct delivered matches with descripobthe product.

/. Take appropriate steps to ensure the protection of sensitive persor
Information of the consumer in accordance with laws.



Consumer Protection( Direct Selling) Rules 2021

One of the importantaspectsof the Rulesis that the direct sellingcompaniesare
liable for the grievancesarisingout of the sale of goodsor servicedy their direct
sellers

Directsellingentitiesand direct sellersusinge-commerc@latformsfor salealsoneed
to be complianwith TheConsumd?rotectioriDirectSelling)Rules2021.
Theseaulesalso require the State governmentso setup a mechanisrto monitorthe
activitiesof directsellersand directsellingentities

N Ir 7 o o (=)

11. Monitoring by State Government.— For ensuring compliance of these rules by direct selling entity
and direct sellers, every State Government shall set up a mechanism to monitor or supervise the activities of
direct sellers and direct selling entity.




Amway Fraud

TheEnforcemerDirectoratehasattachedassetsvorth over Rs757 crore belonging
to multilevel marketing(MLM)schem@@romotingcompanyAmwayIndia,in a money
launderingcase Thecentralagencyhasaccusedhe companyof perpetratingscam
by runninga pyramid fraud. Theagencyfurtherstatedthat the multilevel marketing
'scamallegedly involvesoricesof mostof the productsoffered by the companyare
"exorbitant as compared to the alternative popular products of reputed
manufactureravailable in the openmarket"

TheEDhassaid that an investigatiorhasrevealedthat Amwayiso r u nanpyramag
fraud inthe guiseof directsellingmultilevelmarketingh e t wor k 6
TheEDstatemenabout Amwaysuggestshat the directsellerMLMdid notbotherto
complywiththe newrules

Armedwiththe newrules,the EDhascrackeddownontwo MLMsIn Marchthisyear,
it filed prosecutionagainst Ebizcom Pvt Ltd for allegedly runningan MLM and
attached assetsworth R86 crore The schemepaid hefty commissionsn new
enrolmentsatherthantheireducatiorcourses



Amway Fraud

Its chairmanand CEOin India, William ScottPinckneywas arrestedby the Kerala
policein 2013 and by the AndhraPradeshpolicein 2014 . Thedifferencebetween
thenand nowisthatthe earlier actionwasundera ratherweak PrizeChitand Money
Circulation(BanningfAct 1978 (PCMCAyhichwasconsideredoothlespy the police
acrosdndia

Amway contendsthat the rewards collectedby its distributorsare not allocated
evenlyto everyonein the company'salessystemit had deniedoperatinga pyramid
system,claimingthat it participatesin direct selling throughits memberswhose
pyramidalnetworksellsthe company'productsextendingthe networkfurther

Thernwhataboutthe exorbitantchargesor the productsExorbitantin comparisomo
alternativepopularitemsfromleadingmanufacturerpresentin thefree market



How to identify MLM?

Recruiting more people is incentivized and empowered

Normal company gives incentive based on work

But MLM has endless chain of empowered recruiters recruiting recruiters
Multiple level of hierarchysold, Silveretc

. Advancement in achievement of distributors is achieved by recruitment

. Commission are given only if you buy a certain amount( Pay to Play)
MLM companies have more levels that are functionally unjustified.
Referral marketing at one level is justified. But?

. Money is earned from the fees/investment of new people.

10.Target Group: Housewives, unemployed people, vulnerable segment,
retired peopleetc.

Almost all MLMs are scam.

©O~NDU AN



How to identify MLM?

Thereare a handfulof onlineMLM scamgloing the
roundson the internet A few of the modelsare:
getting paid  for buying  applications,
cryptocurrencieand stocksauthoringe-booksand
getting paid for clicks Theyuseattractive slogans
like (a) Earndollarsjustby joiningthe scheme(b)
Work fromhomeand earn Rs50,000 per month(c)
Youare the bossof your businesgd) Do you want
to earn extra by sittingat homee) Enrolwith us
for a healthyand wealthylife.



Emu Farming

TamilNadu
Now moving to Punjab,Haryana, WB& Maharashtra

BuyinglO pairs of threemonthold emubirds will costRs150,000.
Thereis a costof fencingRs35,000 (onetime)and a feed costof
Rs1,20,000

0 T hotal onetime investmentvill Rs305,000. Incomefrom this
modelprojectis projectedas Rs300,000 for everyyear(Today
marketvalue per egg is Rs1,500-1 600 Thisincomewill continue
for 30 years as emuwill lay eggs for more than 30 y € a rose, (
websiteprojects Thesamels avallable in as little as one pair (Rs
30,500/ - investment)

When an interestedcustomercomesto thesefarms, he is often
promisedhatthe farm will buy back Emu# he wantsmoneyback

Rs 1000 Crore+ fraud



Various Unauthorized Deposit Scams
I



