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Introduction 

 This presentation aims to help you in understanding 

overview of various regulated entities in general 

and NBFC in particular and in effect help you 

understand better the menace posed by the 

activities of certain entities by way of unauthorised 

acceptance of deposits offering high rates of 

return, Ponzi schemes, Multi-level Marketing firms, 

Direct Selling Rules 2021, Nidhi Companies etc. 

 



What is an NBFC ? 

Ã NBFC is a  company incorporated under the Companies Act, 1956 ( 

Now Companies Act 2013) & granted Certificate of Registration 

under the RBI Act, u/s 45 IA which makes it mandatory for NBFCs to 

get registered with RBI to commence or carry on NBFI  business as 

defined under sub-Section (a) of Section 45 I  and   

Ã is primarily engaged in the business of  

Å  loans and advances,  

Å  acquisition of shares/stock/bonds/debentures/securities  

Å  leasing, hire-purchase 

Å but does not include any institution whose principal business is that of 

agriculture activity, industrial activity, sale/purchase/construction of 

immovable property  

 



Difference between NBFC and Banks 

Ã NBFCs lend and make investments and hence their 

activities are akin to that of banks; however there are a 

few differences as given below: 

Ã NBFCs cannot accept demand deposits (only a few have 

been permitted to accept term or fixed deposits); 

Ã NBFCs do not form part of the payment and settlement 

system and cannot issue cheques drawn on itself; 

Ã deposit insurance (up to  5 lakh) facility is not available 

to depositors of NBFCs, unlike in case of banks. 

 



How NBFCs differ from Banks 

Banks NBFCs 

CA/SA facilities + FD Only FD  

No ceiling on interest on deposit rates Ò 12.5% 

Deposit insurance No 

Repayable  on  demand No 

Cheque facility No 

Part of Payment & settlement system No                                 



How NBFCs differ from Banks (contd.) 

Banks  NBFCs 

Governed by Banking Regulations Act Companies Act and RBI Act (chapter III 

B) 

Deposits can be withdrawn on 

demand / by cheque 

Not allowed 

Banks provide operating account 

facilities like saving & current deposits, 

cash credits, overdraft 

Do not provide  

Differences  between Banks & NBFCs is narrowing down - while banks 

have started doing non-banking functions, NBFCs are taking-up banking 

functions 



Principal Business Criteria 

Ã To be an NBFC,  

Ç the financial assets should not be less than 50% of 

total assets 

Ç The financial income should not be less than  50% 

of the total income 

Ç NoF of Rs. 200 lakh 

Ã If  a company fulfills the above criteria, then it has to 

obtain Certificate of Registration (CoR) from RBI to 

continue to carry on NBFI business. 

 



Is it necessary that every NBFC should be registered 

with RBI 

Ã Yes.  

Ã No Non-banking Financial company can commence or carry on 

business of a non-banking financial institution without obtaining 

a certificate of registration from the Bank. Apart from 

requirement for registration with RBI, it must have minimum Net 

Owned Funds of  Two crore.  Financial companies such as Chit 

Funds, Insurance, Mutual Funds etc. are technically NBFCs but 

they are bound by regulations issued by other financial 

regulators and therefore exempted from RBIõs regulations.  

Ã Reference: Section 45-IA of the RBI Act, 1934, 

 



Can all NBFCs accept deposits? 

Ã No. All NBFCs are not entitled to accept public deposits 

automatically. 

Ã Only those NBFCs to which the Bank had given a specific 

authorisation and have an investment grade rating are 

allowed to accept/ hold public deposits to a limit of 1.5 

times of its Net Owned Funds (the total money invested 

into the business after adjusting any losses (if  any).) 

Ã However, as a matter of public policy, CoRs are issued 

nowadays to companies are without the permission to 

accept public deposits. 



Is there any ceiling on acceptance of Public Deposits?  

ÃPresently, the maximum rate of interest an 

NBFC can offer is 12.5%.  

Ã The deposit taking NBFCs are allowed to 

accept/renew public deposits for a minimum 

period of 12 months and maximum period of 

60 months.  

Ã They cannot accept deposits repayable on 

demand. 



Chapter III-B of RBI Act, 1934- PROVISIONS RELATING TO 

NON-BANKING INSTITUTIONS RECEIVING DEPOSITS 

Definition of ñdepositò under section 45I(bb) of RBI Act 

Includes: Receipt  of money by way of  

Ã deposit or 

Ã Loan or 

Ã Any other form 

Excludes:  

Ã Amount raised by share capital 

Ã Amount contributed as capital by partners of a firm 

Ã Amount received from a scheduled bank or co-operative bank or banking company 

Ã Amount received from State Financial Corporation, Financial Institution as defined under 
Industrial Bank of India Act, 1964 or any other institution specified by RBI 

Ã Amount received in the ordinary course of business by way of security deposit, dealership 
deposit, earnest money 

Ã Advance against orders for goods, properties and services 

Ã Amount received from person governed by money lending Act 

Ã Amount received by way of subscription 

 



Chapter III-C of RBI Act, 1934- PROHIBITION OF 

ACCEPTANCE OF DEPOSITS BY UNINCORPORATED BODIES  

1. Section 45S- Deposits not to be accepted in certain cases-No person, being an 
individual or a firm or an unincorporated association of individuals shall, accept 
any deposit 

 

2. Section 45T- Power to issue search warrants. 

 

3. Section 58B(5A)- If any person contravenes any provision of section 45S, he shall 
be punishable with imprisonment for a term which may extend to two years, or 
with fine which may extend to twice the amount of deposit received by such 
person in contravention of that section, or two thousand rupees, whichever is more 

 

4. Section 58E ð òin respect of any offence punishable under sub-section (5A) of 
section 58B, a complaint in writing may also be made by an officer of the State 
Government, generally or specially authorised in writing in this behalf by that 
Government.ó 

 

Section 58- Penalities 
  



Empowering of Police Officers under 

RBI Act 1934 



Empowering of Police Officers under 

RBI Act 1934 



Investigation of unscrupulous entities engaged 

in financial activities 

Ã NBNFC  (Non-Banking Non-Financial Company) 

Ç Registered company under Companies Act  

Ç under Financial or Non-Financial code 

Ç engaged in financial activities - Call for Balance Sheet  

Ç Memorandum of Association (MoA) & Articles of Association (AoA) 

Ã Un Incorporated Bodies - (UIBs)  

Ç Not registered ð No MoA & AoA  

Ç Still some UIBs call themselves Company - not correct  

Ç HUF, Proprietorship Firms, Partnership Firms, Clubs, Individuals 

Ç engaged in financial activities 

 



What are UIBs 

Ç Individual 

Ç Firm 

Ç Unincorporated Association of individuals 

Ç Trust 

Ç Hindu Undivided Family 

Ç Club etc. 

Ç Any entity which is not incorporated 
 



Activities of NB-NFCs and UIBs (contd.) 

Deposit Taking business 

Ç Rate of interest ð very attractive 

Ç Wide publicity ð notices in public places, newspapers, magazines 

Ç Fake Registration No. of RBI and ROC 

Ç Operating through many branches in many places 

Ç Payment to few customers for few months 

Ç Changing place of operation from time to time 

Ç Vanishing after collecting money  

 



Multi Level Marketing 

What is Multi-Level Marketing? Referral Marketing? 

Network Marketing? 

MLM vs Pyramid Scheme 

 

MLM is focused more on recruiting people and adding 

more distributors in exchange of commission 

Normal Company is focused on Making Better Products 



Multi Level Marketing 

MLM company promoters make extravagant promises 

about earning potential. Most multi-level marketing 

companies do very exhaustively paid PR campaigns 

via social media influencers to attract people to 

invest, luring them with high returns. A few MLM 

schemes that are illegal in India are (a) Pyramid 

Schemes. (b) Money Circulation Scheme (c) Ponzi 

scheme. 



Multi Level Marketing 



Multi Level Marketing 

QNET: Biodisk and Chi Pendeng ð 

Medicinal and Spiritual Products 



Multi Level Marketing 

1. The basic question here is: Who is buying that 

product? 

2. Whatõs the reason for recruiting Many level of 

Distributors? 

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 



Pyramid Scheme 

   Simply described, instead of providing a product or 

service to the general public, a pyramid plan 

guarantees participants payment or services in 

exchange for recruiting others to join the plan. 

Money continues to flow up the chain as new 

players bring in more recruits, forming an ever-

increasing pyramid or hierarchy. Money circulation 

plans are another name for this type of 

arrangement. 



Pyramid Scheme 

   The whole thrust of the firm is around promoting how 
members may get wealthy by being members. The 
emphasis is not on the products. This MLM Pyramid 
fraud is disguised as a direct selling firm by using 
commodities. 

   After a significant number of individuals have been 
recruited, a pyramid scheme becomes unsustainable 
since revenues are reduced when the money is 
distributed among the group rather than profiting 
from product sales 

 

 



Pyramid Scheme 

1. Pyramid Scheme = MLM (Products) 

2. Recruit more people to earn more commissions 

3. Owner/Boss Majority of Money 

4. Pyramid schemes are illegal in most countries 
including India 

5. MLM is sometimes legal because of its products and 
services. Ex- Tupperware, Herbalife etc 

6. MLM companies try to hide pyramid schemes using 
their products as a disguise 

 



Pyramid Scheme 

 

In real world people pay money only for value. 

Food- Satisfy Hunger 

Movie Ticket- Entertainment Value 

Company recruits people who bring value 

 

MLM= unemployed, 12th fail== what value?? 

Can be fooled easily. 

 



Job vs MLM 

1.Job has screening process. Only people with certain skill sets 
are hired.  

2.No screening process, anyone can join. As long as they can 
buy memberships or starter packs. 

3.MLM doesnõt care about advertising the product. 

4.Normal company spends money on marketing and to make 
their products better. 

5.MLM company products are usually overpriced. 

6.Normal Company earns majority of money through sales of 
products or services. 

7.MLM company earns majority of money through recruiters. 

8.MLM company- Self-help motivational talks. 

 



Chapter III-B of RBI Act, 1934- PROVISIONS RELATING TO 

NON-BANKING INSTITUTIONS RECEIVING DEPOSITS 

Definition of ñdepositò under section 45I(bb) of RBI Act 

Includes: Receipt  of money by way of  

Ã deposit or 

Ã Loan or 

Ã Any other form 

Excludes:  

Ã Amount raised by share capital 

Ã Amount contributed as capital by partners of a firm 

Ã Amount received from a scheduled bank or co-operative bank or banking company 

Ã Amount received from State Financial Corporation, Financial Institution as defined under 
Industrial Bank of India Act, 1964 or any other institution specified by RBI 

Ã Amount received in the ordinary course of business by way of security deposit, dealership 
deposit, earnest money 

Ã Advance against orders for goods, properties and services 

Ã Amount received from person governed by money lending Act 

Ã Amount received by way of subscription 

 



Consumer Protection( Direct Selling) Rules 2021 

 

 

Consumer Protection (Direct Selling) Rules, 2021 ð 

Tightening the Noose on Pyramid and Money 

Circulation Schemes 

 



Consumer Protection( Direct Selling) Rules 2021 

 

 

 

As per the definition provided in the Consumer Protection Act, 2019, Direct 

selling means  

òMarketing, distribution and sale of goods or provision of services through a 

network of sellers, other than through permanent retail location.ó Direct selling 

is one of the approaches for the promotion and sale of goods & services. 

Instead of using a retail model like a store, direct sales organizations employ 

representatives who purchase commodities from the firm and then directly 

reach out and sell the products to consumers at their residences or other 

locations. The proceeds from product sales are split between the direct selling 

company and the agent. 

With the lack of a specific regulation related to direct selling, direct sellers 

used to be covered under ð The Prize Chits and Money Circulation (Schemes), 

Banning Act, 1978. 

 

  

https://egazette.nic.in/WriteReadData/2019/210422.pdf
https://egazette.nic.in/WriteReadData/2019/210422.pdf
https://egazette.nic.in/WriteReadData/2019/210422.pdf
https://egazette.nic.in/WriteReadData/2019/210422.pdf
https://egazette.nic.in/WriteReadData/2019/210422.pdf
https://egazette.nic.in/WriteReadData/2019/210422.pdf
https://egazette.nic.in/WriteReadData/2019/210422.pdf
https://legislative.gov.in/sites/default/files/A1978-43.pdf
https://legislative.gov.in/sites/default/files/A1978-43.pdf
https://legislative.gov.in/sites/default/files/A1978-43.pdf
https://legislative.gov.in/sites/default/files/A1978-43.pdf
https://legislative.gov.in/sites/default/files/A1978-43.pdf
https://legislative.gov.in/sites/default/files/A1978-43.pdf
https://legislative.gov.in/sites/default/files/A1978-43.pdf
https://legislative.gov.in/sites/default/files/A1978-43.pdf
https://legislative.gov.in/sites/default/files/A1978-43.pdf
https://legislative.gov.in/sites/default/files/A1978-43.pdf
https://legislative.gov.in/sites/default/files/A1978-43.pdf
https://legislative.gov.in/sites/default/files/A1978-43.pdf
https://legislative.gov.in/sites/default/files/A1978-43.pdf
https://legislative.gov.in/sites/default/files/A1978-43.pdf
https://legislative.gov.in/sites/default/files/A1978-43.pdf
https://legislative.gov.in/sites/default/files/A1978-43.pdf
https://legislative.gov.in/sites/default/files/A1978-43.pdf
https://legislative.gov.in/sites/default/files/A1978-43.pdf
https://legislative.gov.in/sites/default/files/A1978-43.pdf
https://legislative.gov.in/sites/default/files/A1978-43.pdf


Consumer Protection( Direct Selling) Rules 2021 

 

 

 

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

selling  

These Rules are applicable to all the goods & services that are bought or sold through 

direct selling, to all models of direct selling, to all direct selling entities offering goods 

& services in India, etc.  

 

 

 

 

 

 

 

 

 

  



Consumer Protection( Direct Selling) Rules 2021 

The rules explicitly prohibit any form of Pyramid 

schemes under the guise of Direct selling  

Pyramid schemes are strictly prohibited. In its 

definition of the direct selling entity, the Rules 

explicitly state that it does not include an entity that is 

engaged in a Pyramid scheme or Money circulation 

scheme. 

 

 

 

 

 

 

 

 

 

 

 

 

 

  



Consumer Protection( Direct Selling) Rules 2021 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

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

 

 

  



Consumer Protection( Direct Selling) Rules 2021 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

1. Entities to have at least one physical location in India and obtain 

necessary trade registrations as per Indian law. 

2. Mandatory to store customer-sensitive data in Indian and make 

adequate safeguards.  

3. Entities are to be responsible for monitoring the direct sellers and 

taking care of grievances arising out of goods sold by direct sellers.  

4. To have a grievance redressal officer.  

5. Maintain a well-functioning website and provide the prescribed 

information to increase transparency with customers.  

6. To regulate the direct sellers to curb any malpractices adopted by 

sellers while selling the products or services.  

 

All the entities that fall within the definition of Direct seller are to 

ensure compliance with these rules within 90 days.  
 



Consumer Protection( Direct Selling) Rules 2021 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

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

sellers:  

1. Have a prior written contract with the Direct selling entity.  

2. Disclose the identity of the direct selling entity at the time of sales 

initiation.  

3. Provide accurate information on prices, terms of payment, refund 

policy, return policy, etc.  

4. Provide an order form containing complete information of the direct 

seller or direct selling entity.    

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

licenses, etc.  

6. Ensure product delivered matches with description of the product.  

7. Take appropriate steps to ensure the protection of sensitive personal 

information of the consumer in accordance with laws.  
 



Consumer Protection( Direct Selling) Rules 2021 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

One of the important aspects of the Rules is that the direct selling companies are 

liable for the grievances arising out of the sale of goods or services by their direct 

sellers.  

Direct selling entities and direct sellers using e-commerce platforms for sale also need 

to be compliant with The Consumer Protection (Direct Selling) Rules, 2021.  

These rules also require the State governments to set up a mechanism to monitor the 

activities of direct sellers and direct selling entities.  

 

 



Amway Fraud 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

The Enforcement Directorate has attached assets worth over Rs 757 crore belonging 

to multi-level marketing (MLM) scheme promoting company, Amway India, in a money 

laundering case. The central agency has accused the company of perpetrating scam 

by running a pyramid fraud. The agency further stated that the multi-level marketing 

'scam' allegedly involves prices of most of the products offered by the company are 

"exorbitant as compared to the alternative popular products of reputed 

manufacturers available in the open market."  

The ED has said that an investigation has revealed that Amway is òrunning a pyramid 

fraud in the guise of direct selling multi-level marketing networkó. 

The ED statement about Amway suggests that the direct-seller MLM did not bother to 

comply with the new rules. 

Armed with the new rules, the ED has cracked down on two MLMs. In March this year, 

it filed prosecution against Ebiz.com Pvt Ltd for allegedly running an MLM and 

attached assets worth Rs36 crore. The scheme paid hefty commissions on new 

enrolments rather than their education courses. 

 



Amway Fraud 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

Its chairman and CEO in India, William Scott Pinckney, was arrested by the Kerala 

police in 2013 and by the Andhra Pradesh police in 2014 . The difference between 

then and now is that the earlier action was under a rather weak Prize Chit and Money 

Circulation (Banning) Act 1978 (PCMCA) which was considered toothless by the police 

across India.  

 

Amway contends that the rewards collected by its distributors are not allocated 

evenly to everyone in the company's sales system. It had denied operating a pyramid 

system, claiming that it participates in direct selling through its members, whose 

pyramidal network sells the company's products, extending the network further. 

 

Then what about the exorbitant charges for the products? Exorbitant in comparison to 

alternative popular items from leading manufacturers present in the free market. 



How to identify MLM? 

1. Recruiting more people is incentivized and empowered 

2. Normal company gives incentive based on work 

3. But MLM has endless chain of empowered recruiters recruiting recruiters. 

4. Multiple level of hierarchy- Gold, Silver etc 

5. Advancement in achievement of distributors is achieved by recruitment 

6. Commission are given only if you buy a certain amount( Pay to Play) 

7. MLM companies have more levels that are functionally unjustified. 

8. Referral marketing at one level is justified. But? 

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

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

Almost all MLMs are scam. 



How to identify MLM? 

There are a handful of online MLM scams doing the 
rounds on the internet. A few of the models are: 
getting paid for buying applications, 
cryptocurrencies and stocks, authoring e-books and 
getting paid for clicks. They use attractive slogans 
like (a) Earn dollars just by joining the scheme. (b) 
Work from home and earn Rs 50,000 per month. (c) 
You are the boss of your business. (d) Do you want 
to earn extra by sitting at home? (e) Enrol with us 
for a healthy and wealthy life. 



Emu Farming 

Ç Tamil Nadu 

Ç Now moving to Punjab, Haryana, WB & Maharashtra 

Ç Buying 10 pairs of three-month-old emu birds will cost Rs 150,000. 
There is a cost of fencing Rs 35,000 (one-time) and a feed cost of 
Rs 1,20,000 

Ç òThe total one-time investment will Rs 305,000. Income from this 
model project is projected as Rs 300,000 for every year ( Todayõs 
market value per egg is Rs 1,500-1,600. This income will continue 
for 30 years as emu will lay eggs for more than 30 years,ó one 
website projects. The same is available in as little as one pair (Rs. 
30,500/ - investment) 

Ç When an interested customer comes to these farms, he is often 
promised that the farm will buy back Emus if he wants money back. 

Ç Rs. 1000 Crore + fraud 



Various Unauthorized Deposit Scams 


