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CHIT FUND- ROTATION OF MONEY 
 

NAZIA ABBAS ABIDI 
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ABSTRACT 
Today, investment is related to saving and deferring consumption. This word investment is investment is involved in a lot of areas of economy. There are basically 

two types of institution where an individual invest his/her money. The first one is bank and the second one is NBFC. Bank is one that holds banking license and 

works under the Rules and regulations of RBI. Whereas NBFC are financial institution that provide banking facility without meeting the services without meeting 

the legal definitions of bank. Chit Fund also comes under definition of NBFC by RBI under the sub head miscellancusnon banking company (MNBC). But RBI not 

laid down any regulatory frame work for them. Due to this a lot of chit fund companies are making fraud with poor people.  

 

KEYWORDS 
Chit Fund, NBFC, RSCA. 

 

INTRODUCTION 
here are so many ways of money investment by people, in which chit is a very common form of investing money by people.  Chit fund is a kind of saving 

schemes that is practiced in India. These chit fund companies come under Non Banking Financial Companies (NBFC), NBFC is that under which a person 

enters into an agreement with a specified person that everyone of them shall subscribe a certain sum of money by the way of periodic installment over a 

definite period and that each subscriber, shall in his turn, as determined by lot or a auction or by tender or in such other manner as specified in the chit 

agreement, be entitled to the chit amount. Such chit fund schemes may be conducted by organized financial institution or may be unorganized schemes that are 

conducted between friends or relatives. In early decades these chit funds were in an unorganized form that was done through money lender. 

Chit fund business is mainly regulated under the Central Act of Chit Fund Act, 1982 and the rules framed under this Act are by various State Government for this 

purpose. Central Government has not framed any rule to operate this institution. As we know that a chit fund is financial institution, they are of various form 

and lack in standardized form. Chit funds have regular members who make periodical subscriptions to the fund. The periodic collection is given to some 

members of the chit funds selected on the previously agreed criterion. The beneficiary is selected usually on the basis of bids or by draw of lots or in some cases 

by auction or by tender. In any case , each member of the chit fund is assured of his/her turn before the second round starts and any members becomes entitled 

to get periodic collection again. Chit fund are Indian version of ROSCA (Rotating Saving And Credit Association) , that found across the globe. ROSCA are the poor 

man’s bank, where money is not idle for long but changes hand rapidly, that satisfies both consumption and production needs. 

 

MATERIALS AND METHODS 
While preparing this article focus has been kept on history of chit fund, types of chit fund and about types of chit fund companies. Both primary as well as 

secondary sources of information have been taken into consideration. Substantial care has been also taken for objectives and corrections that are present in the 

presentation. 

 

RESULT AND DISCUSSION 
There are a lot of chit fund companies as different chit fund operate in different ways and there are also a lot of fraudulent practiced by many private firms. Chit 

fund operation is not illegal, in fact the operation is almost unique to India and till recently when banks were rare, chit funds are the most acceptable way to get 

bulk cash for a lot of households that were looking for finance. A chit fund company uses a wide range of trick. The general pattern of the chit fund can be 

noticed by a simple formula:- 

Monthly Premium*Duration of Month= Gross Amount 

The chitty starts on an announced date and every subscriber come together for the lot. When there are more than one person want to take that minimum sum, 

lot are conducted and the “lucky subscriber” got the prize money, for the month. If no individual person is willing to take the minimum sum, then the reverse lot 

is conducted. Where subscriber open bid for lower amount. That person whose bidding amount is lowest sum gets the bid amount. In both cases the lot 

discount that is the difference between the gross sum and net amount is equally distributed among subscribers or it is deducted from the monthly premium. The 

same practice is repeated every month and each of the subscribers get a chance to receive same money. Basically, chit is a mutually beneficial scheme where in 

a group of people contributes towards the chit value and one member from the group is given the prize amount and the dividends are distributed to all other 

member. As for example: - if anyone consider a chit value of Rs. 1, 00000/- with 50 members in the group each member has to contribute Rs.2000/- where by 

(50*2000) Rs 100000/- is collected. 

An Illustration To Explain How Chit Fund Works 

If we suppose that there is commencing a new chit group. The value of chit is 500,000. This amount is known as Chit value. 

Rs. 500,000+50 Months+50 People 

For doing the illustration that how a chit works we will consider the duration of the chit to be 50 months. This is known as term period for the chit group. After 

that the foreman or the chit fund company has to gather 50 people who are interested in investing in this chit group. These 50 persons are called subscriber. 

Once, the chit group commences the foremen has to register of chits. He has to pay 100% of chit values as security. This amount can be withdrawn only after the 

chit group closes and every subscriber is paid what is due to him or her. This regulation protects the interest of subscriber to a certain extent. The amount 

collected from the members in the group is called pot. The amount to be saved every month by the subscriber is called chit value /No of person’s i.e. 

500,000/50=10,000. This is also known as monthly subscription. It may be noted here that the number of persons investing in a chit and duration of the chit is 

always the same. The maximum monthly contribution or subscription amount that a subscriber will pay is 10,000. 

The subscriber does not always pay the entire subscription amount every month. Let us now see how and why a subscriber does not have to pay the entire 

amount. 

HIGHEST BID 35% of Rs.500, 000 = 175,000 Discount  

175,000 are called Chit Discount. 

The maximum discount or maximum bid permitted ranges from 30-40%. For the purpose of this illustration we have to assume that a subscriber has bid 35% of 

the chit value. 35% of 500,000 are 175,000. This amount is called Chit Discount. 

 

 

 

T 
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5% of 500,000 = 25,000 that is Chits Company’s commission. 

150,000/50 Members = 3000 Dividend. 

 

Rs.7000/Member              Rs. 7000/Member. 

Rs.7000/Member       Rs. 7000/Member. 

     TOTAL MONEY OF  

           MEMBERS 

Rs. 7000/Member       Rs.7000/Member. 

Rs.7000/Member       Rs.7000/Member. 
The company charges 5% of chit values as commission. In this illustration that amount would be 25,000. This would deduct from chit discount i.e. 175,000-

25,000 = 150,000. This amount is available for equal distribution among the subscribers. In this example 150,000 would be divided equally among 50 subscribers. 

Each subscriber would get a discount of 150,000/50 =3000. This amount is known as dividend. In the following month all subscriber would have to only pay Rs. 

7000 instead of Rs. 10,000. This is because they have earned a chit discount of 3000. Depending upon the competition within the chit group the discount percent 

would vary. The least discount would be 5% which is the company’s commission. The bidding process will continue until the end of the chit period. 

In this manner, the subscriber can borrow more than what they paid in the first half period of the chit term and save their money if they decide. 

There are a lot of chit fund companies in which some are given below:- 

• Golden Chit Fund Private Ltd. 

• Bindia Funds Pvt. Ltd. 

• Mutual Financial Brotherhood Pvt. Ltd. 

• Trade Winds Chit Fund Private Ltd. 

• Saradha Groups Financial Ltd. 

These companies’s have a ponzy scheme. They promise their client to double their money in a very short term but they become failure to fulfill their promises. A 

lot of poor family and middle class family want to make profit or earn money in a short period. 

CASE 1 

Saradha Group Company its Kolkata based chit Fund Company that was came under scam of fraudulent. It believed to be running a wide variety of collective 

investment schemes collapsed. As the case demonstrates, there is still a clear need for more transparency correction and regulation is not just India but at the 

highest level of global financial market.  

CASE 2 

The Economic Offences Wing (EOW) of Crime Branch (CB) arrested a director of controversial money circulation company Flourish India, on charges of 

embezzling nearly Rs. 100 crore public deposits. 

The company ventured into real estate music, tourism and hospitality business by allegedly diverting public money collected through the money circulation 

wing. Though a case was recently registered against the company at Barpali Police station in Bargarh District, the CB subsequently took over the investigation. 

 

CONCLUSION 
Chit fund is not illegal the problem of chit fund is its rotation of money, its ponzy scheme that has been spread all over the India. So the Government of India and 

the market regulator SEBI, RBI will have to activate a mandatory regulatory mechanism to control the mushrooming activities of chit fund. People have to be 

aware before investing money in any Chit Fund or NBFC they have to take proper enquiry of the company. 
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