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1.1.

Chapter-I
Introduction
Background of the Study

Dhikur (in Thakali), Dhikuti or Dhukuti (in Nepali) - literally a storage box,
used for valuables or food grains - The Dhukuti is a financial self-help group
which originated from a system of communal food grain storage for the needy.
With the onset of the market economy, it expanded quickly and became a
sophisticated informal people's bank, providing capital for small businessmen
as well as farmers. Its resources are solely derived from internal savings

mobilization.

Thus, the Dhukuti can be defined as a Rotating Saving & Credit Association
(RoSCA) in which equal amounts of money are collected from the participants
in regular intervals and allocated to one member at a time. Its rotation is mostly
determined by secret tender, the fund going to the lowest bidder, except at the
first and last rounds of a round. Dhukuti has become a major informal financial
institution for small enterprise finance in Nepal, particularly for investments in

non-farm and off-farm activities. In many cases, it is the only source of credit.

In many detailed studies made on Dhukutis between 1964 and 1988, the

following features were identified:

e Very common, each with 10-30 or more members

o Access is open to all, both men and women. Individual shares may also be
multiple or partial.

o Cycle of rotation is annual in the case of smaller groups and semi-annual in
larger groups. The turn is determined by drawing lots/bids, except in the
case of the first round and last rounds.

e Books are always kept, with records of all transactions and with all signed

and witnessed contracts.



o Cases of defaulting, fraud or embezzlement have remained exceedingly rare

at all times.

During the past half century Dhukuti spread as informal financial institutions
all over the country and became the small businessman's self-help bank (Seibel
& Shrestha 1988). This was mainly due to the extension of the money
economy, the increase in business opportunities, an upsurge in the demand for
money and, at the same time, the lack of formal financial institutions with
convenient savings deposit facilities and broad access to credit. During that
process of expansion, the Dhukuti underwent two major changes: the cycle of
rotation changed from annual to monthly, and fund allocation by lots was

replaced by secret bidding.

The Rotating Savings and Credit Association (RoSCA) plays an important role
as a financial intermediary in many parts of developing countries. They flourish
in both urban and rural settings, especially where formal financial institutions
seem to fail to meet the needs of a large fraction of the population. Bouman
(1979), for example, estimates that, in central African countries, about 20% of
household savings are accumulated in informal RoSCAs. In the South- Indian
state of Tamil Nadu with a population of 62 million, the turnover in formal
RoSCAs has been estimated at 100 billion Rupees, about 2.5 billion US dollars,
in 2001 (Rao,2001).

In each part of the world, RoOSCAs come under different names, all of them
share, however, some common features. More specifically, Calomiris and
Rajaraman (1998) define a RoSCA as ‘a voluntary grouping of individuals who
agree to contribute financially at each of a set of uniformly-spaced dates
towards the creation of a fund, which will then be allotted in accordance with
some prearranged principle to each member of the group in turn’. Once a
member has received a fund she/he is excluded from the allotment of future

chits until the RoSCA ends.



1.2.

Many empirical studies report that the funds obtained from a RoSCA are often
used to purchase a lumpy good whose cost cannot be covered by a member’s
current income. In this connection, a random RoSCA has the merit of
allocating the full amount of the chit to one of the members each time the

group meets.

Informal financial institutions (IFIs), among them the ubiquitous rotating
savings and credit associations, are of ancient origin. Owned and self-managed
by local people, poor and non-poor, they are self-help organizations which
mobilize their own resources, cover their costs and finance their growth from
their profits. With the expansion of the money economy, they have spread into
new areas and grown in numbers, size and diversity; but ultimately, most have
remained restricted in size, outreach and duration. There are over 20,000
informal community based organisations, such as self-help groups and rotating
savings and credit associations (ROSCAs), moneylenders, traders, friends and
relatives. Friends and families are the main providers of informal loans in both
urban and rural areas; they provide 84.4% and 60.5% of total informal loans
respectively. (Citation: MICROFINANCE INDUSTRY REPORT, Nepal, 2009
page 19) Are they best left alone, or should they be helped to upgrade their
operations and integrate into the wider financial market with a modification or

without a modification? This question is yet to be answered.

Statement of the Problem

"When the change outside is greater than the change inside, the end is near" -
Peter Drucker. New products are crucial because the market is changing. The
old trend might become new again but it never stay still. Only constant is
change. Therefore, any business house in the market has to develop new market
products for its survival in the market. This is possible only by modifying

existing market product or by introducing a new conceptual product.

More than two decades after Nepal liberalized the banking sector and

witnessed its tremendous quantitative expansion. The banking sector has



contributed immensely to the Nepali economy and the Nepali people since the
liberalization, as is demonstrated by the tremendous growth in deposits and
lending. Not only has the access of the common people to banking grown
during this intervening period, but their habit of channeling money into savings
has also increased significantly. But banking seems to have become a victim of
its own success, and things have now reached a tipping point. Unless there is
serious reform and restructuring in the sector with new product developments,
there are indications we may be headed for serious trouble in the future.
Therefore, similar condition also applies to the banking sector. With the
mushrooming pattern of banking sector, they do need new product concept for
the market. Irrespective of the growing size of banking sector, the market is

lacking of newer market products.

On the other hand, banking sector is also suffering from liquidity crisis. The
year to year repeating cyclic nature of liquidity crisis has become one of the
major challenge. The amount of C/D (Credit/Deposit) ratio is above the
tolerable level and increasing. Such liquidity problems with Nepal's banking
sector is caused by the opaqueness of most transactions, VAT evasion, under-
invoicing, and the fact that many Nepalis are not in the tax net. One of the
money circulations which does not come under the tax net of the state is the
widely exercised unofficial practice of RoOSCA in the form of Dhukuti. If this
cash circulation could be diverted into the banking sector, there would be more

cash available in the banking sector.

In addition, the Dhukuti schemes are being practiced unofficially because of
which, on the one hand, a huge amount of money is out of the state tax bracket
and on the other hand, people are unable to take legal actions against default
and fraud in the absence of legal agreement. Despite the fact that it involves a
higher risk of default in the absence of legal agreement, a huge amount of
money is still being circulated via this sector. If the money could be diverted
into the banking sector, this would have a dual effect of addressing liquidity
crisis on one hand and meeting the people's aspirations and expectations on the

other hand.
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Beside, most of the banking products are taken as investment alternative as
well. The returns of banking products are quite certain & predictable. But, the
range of this investment-type banking products are in limited number. Adding
new investment like banking product not only will attract new customers rather

it will help to address liquidity crisis of the bank as well.

Can RoSCA be introduced in the form of Dhukuti in banking sector?

Will this new product be able to address liquidity crisis of bank effectively?
How much liquidity will it inject in the banking sector?

Can Dhukuti be an investment alternative?

Can each participants of Dhukuti be satisfied?

Objectives of the Study

The main objective of this study is to address the problem statements and
recommend a viable solution to it. Beside this, the study has some definite

objectives which have be pinpointed below.

1. To analyze the viability of Dhukuti as a new banking product.

2. To examine the rate of return from Dhukuti as an investment alternative.

3. To scrutinize & present international practices and legal framework
(especially in India as Chit fund)

4. To establish a theory of Dhukuti analysis

5. To explore the current Dhukuti practice and determine the key elements
which affects the Dhukuti participation.

6. To examine the liquidity and profitability aspect of Dhukuti in banking

sector.
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1.5.

1.6.

Significance of the Study

The main significance of this study is that this will find best solution to address
the problem statements and recommend a viable solution to it. In addition to
this, the study will further provide a clear direction and ground for future study
in this regard. Beside this, the study will help to main-streamline unofficial
Dhukuti practice to into the banking sector, reveal pros & cons of Dhukuti and
provide a ground for Dhukuti practice analysis. It will also help the banks to

develop new market product for them.

Limitation of the Study

Each and every study has its own limitations. No study can be free from
constrains; such as specific objectives, secondary data etc. Under this study,

besides these the following specific limitations are also mentioned:

1) Since Dhukuti is being practiced unofficially, the collected data might be
far from reality.

i1) This study is based on sample survey of 100 Dhukuti participants and
secondary data collected from previously conducted research within Nepal
and from reports & journals from Indian Chit Fund Companies.

ii1) Limited time & budget will limit the research to surfacial study only.

iv) This study is undertaken for the partial fulfillment of the master degree

program.

Organization of the Study

This thesis is organized into five major chapters.

Chapter I: Introduction
This chapter is organized as background of the study, statement of the problem,
objectives of the study, significance of the study, limitation of the study and

organization of the study.



Chapter I1: Review of Literature
This chapter is devoted to review of various related books, journals, other

publications as well as unpublished master level dissertations.

Chapter I11: Research Methodology
This chapter is about the methodology adopted in carrying out the present
study. It explains the nature and sources of data, population and sample, data

collection and processing techniques and methods of analysis.

Chapter IV: Presentation and Analysis of Data

This chapter is the major part of the study. This chapter includes presentation
and analysis of data using financial tools, statistical tools and showing tables
and graph if necessary. Beside, this chapter also comprises a theory building
(induction) analysis, hypotheses testing, potentiality analysis for addressing

liquidity crisis and the findings.

Chapter V: Summary, Conclusion & Recommendations
This chapter is the conclusion or solution part of the study. It consists of the
summary, conclusion and recommendation for RoSCA's effective

implementation and improvement in terms of Dhukuti.

Bibliography and Annexes
This part of the report embraces reference bibliographies and relevant contents

as Annexes.



2.1.

Chapter 11
REVIEW OF LITERATURE

This chapter deals with literature review. It consists of two sections: first,

conceptual review and second, review of empirical studies.

Conceptual review
2.1.1. Dhukuti

Dhikur (in Thakali), Dhikuti or Dhukuti (in Nepali) - literally a storage box,
used for valuables or food grains - The Dhukuti is a financial self-help group
which originated from a system of communal food grain storage for the needy.
With the onset of the market economy, it expanded quickly and became a
sophisticated informal people's bank, providing capital for small businessmen
as well as farmers. Its resources are solely derived from internal savings

mobilization.

Thus, the Dhukuti can be defined as a Rotating Saving & Credit Association
(RoSCA) in which equal amounts of money are collected from the participants
in regular intervals and allocated to one member at a time. Its rotation is mostly
determined by secret tender, the fund going to the lowest bidder, except at the
first and last rounds of a round. Dhukuti has become a major informal financial
institution for small enterprise finance in Nepal, particularly for investments in

non-farm and off-farm activities. In many cases, it is the only source of credit.

In many detailed studies made on Dhukutis between 1964 and 1988, the

following features were identified:

e Very common, each with 10-30 or more members

e Access is open to all, both men and women. Individual shares may also be
multiple or partial.

o Cycle of rotation is annual in the case of smaller groups and semi-annual in
larger groups. The turn is determined by drawing lots/bids, except in the

case of the first round and last rounds.

8



o Books are always kept, with records of all transactions and with all signed
and witnessed contracts.
o Cases of defaulting, fraud or embezzlement have remained exceedingly rare

at all times.

During the past half century Dhukuti spread as informal financial institutions
all over the country and became the small businessman's self-help bank (Seibel
& Shrestha 1988). This was mainly due to the extension of the money
economy, the increase in business opportunities, an upsurge in the demand for
money and, at the same time, the lack of formal financial institutions with
convenient savings deposit facilities and broad access to credit. During that
process of expansion, the Dhukuti underwent two major changes: the cycle of
rotation changed from annual to monthly, and fund allocation by lots was

replaced by secret bidding.

2.1.2. Rotating Saving & Credit Association (RoSCA)

A Rotating Savings and Credit Association or ROSCA is a group of individuals
who agree to meet for a defined period of time in order to save and borrow
together. ROSCAs are the poor man's bank, where money is not idle for long

but changes hands rapidly, satisfying both consumption and production needs.

Meetings can be regular or tied to seasonal cash flow cycles in rural
communities. Each member contributes the same amount at each meeting, and
one member takes the whole sum once. As a result, each member is able to
access a larger sum of money during the life of the ROSCA, and use it for
whatever purpose she or he wishes. This method of saving is a popular
alternative to the risks of saving at home, where family and relatives may

demand access to savings.

Every transaction is seen by every member during the meetings. Since no
money has to be retained inside the group, no records have to be kept. These

characteristics make the system a model of transparency and simplicity that is



well adapted to communities with low levels of literacy and weak systems for

protecting collective property rights.

The system further reduces the risk to members because it is time limited—
typically lasting no more than 6 months. This reduces the size of the loss,

should someone take funds early and not pay back.

ROSCAs have different names across the world. They are called “chit funds”,
“chits” or “committees” in India, sususin West Africa and the
Caribbean, tontines in Cambodia, wichin gye in Korea, arisan in Indonesia,
xitique in Mozambique and djanggis in Cameroon, Peru “pandero” in Peru
whereas in Nepal they are called “Dhukuti” or “dhikur”. In India, ROSCAs are
widespread. Originating in South-India (Bouman, 1995b; 1999; Rakodi and
Lloyd-Jones 2000) the ancient Indian ROSCA fund was already in existence
before the advent of British Rule. They were originally based on grain
contributions, but later on they changed into a monetary “chitty” (Bouman
1995b). Only migrants who had worked in South India, or who knew
colleagues with working experience from there were aware of ROSCAs.
Originating in South India, ROSCAs are still today more common in South

India than in the North.

The literature distinguishes in general three different types of RoSCAs,
depending on how the pot is allocated. The pot may be allocated randomly
(random RoSCAs), through a bidding process (bidding RoSCAs) or according

to pre-determined order (deterministic ROSCAsS).

2.1.3. Chitty or Chit Funds as a ROSCA practice in India

According to Primitive civilizations, a book written by Edith Jemima Simcox,
the ‘Malabar Kuri’ system existed from ancient Dravidian times and is
somewhat similar to the systems in China. In China it developed to what is
popularly known today as the Chinese lottery. Dr NM Nampoothiri in his work
'Legacy of Nila' refers that the Village Banking system known as Kuri has its

origins from the ‘Kaavu tattakam’ social group system. ‘Kavu tattakam’ refers

10



to the territorial jurisdiction of a ‘kaavu’ or temple to a specific area. There
were many such Thattakams and all ‘Kaavu Tattakams’ were finally linked to
Zamorin’s Tirunavaya Mamankam. There are usually four kinds of chits. The
'Simple Kuri', the "Lelam Kuri or Auction Chit', the 'Sahaya Chit' and the 'Prize
Chit or Lottery' where a certain amount of gambling is involved. In
Travancore, the usual term used is 'Chitty' from where 'Chit' comes whereas
'Kuri' or 'Panam Payattu' is the name employed in Cochin and Malabar
regions. Chit fund become very popular in the 19th century when ruler of
erstwhile Cochin state, Raja Rama Varma, gave a loan to a Syrian Christian
traders, keeping a certain portion of it to himself for administrative and other
expenses. Later, to manage the increasing numbers of those seeking loans, he
ordered a cast of lots and gave the accumulated amount to those who drew the
lot on the principle of equity. Gradually the practice spread to other parts of the
world including Myanmar and Sri Lanka. But the modern operations of chit
funds started between 1830 and 1835, when the Chaldean Syrian church in
Thrissur started Kuries under its name and issued passbooks to subscribers as
evidence of enrolment. Another version of the origin of Chit fund is linked with
Portuguese missionaries from China, who visited Muziris (Kodungalloor) for
evangelization and established a seminary at Vypeencotta village in 1577. They

reportedly encouraged promotion of chit fund in Kodungaloor.

2.1.4. Indian Acts

Chit funds in India are governed by various state or central laws. Organised
chit fund schemes are required to register with the Registrar or Firms, Societies

and Chits.

= Union Government - Chit Funds Act 1982 (Except the State of Jammu and
Kashmir)

= Kerala - Kerala Chitties Act 1975

=  Tamil Nadu - Tamil Nadu Chit Funds Act, 1961

= Karnataka: The Chit Funds (Karnataka) Rules, 1983

=  Andhra Pradesh - The Andhra Pradesh Chit Funds Act, 1971

= New Delhi- The Chit Funds Act,1982 and Delhi Chit Funds Rules, 2007

11



=  Maharashtra - Maharashtra Chit Fund Act 1975

2.1.5. Commercial ROSCA funds

While originating in the informal economy, ROSCAs have become a big
business in urban settings. In some major cities of India, large ROSCA fund
companies run as many as 10,000 auction ROSCAs simultaneously. The steady
growth of commercial (auction) ROSCA funds has induced Indian legislators

to pass a specific law that regulates this part of the financial sector.

The Government has also set up a Chit Fund Department, to control the
activities of the Chit Fund Companies and to publicise registered Chit Fund

companies and disqualified chit fund companies.

Customers of commercial ROSCA funds usually don’t interact with other
members of the ROSCA group to which they belong (Klonner, 2002). Auction
ROSCAs are an exception in this respect. If members do not interact, the
organiser or chairman has a bigger responsibility to enforce payments. Yet in
commercial ROSCA funds, the company collects the contributions, and pays
the winner of a ROSCA. Members are not even aware of defaults or late

payments by other participants (Klonner 2002, pp. 2-3).

In Nepal, “Dhukuti” or “committee” is the most common form of Rotating
Credit Association. A Dhukuti has the same basic principle as a ROSCA. They
are found in different degrees of sophistication. ROSCAs and Dhukutis were
originally set up for the poorer members of a community. Yet they have
evolved into a largely commercialized and regulated system of small-enterprise

finance. At the same time, informal Dhukutis still exist.

12



2.2,

Review from Related Journals and Articles
2.2.1. Review from Related Journals and Articles

As there seems to be not sufficient publication regarding Dhukuti or ROSCA
practice in Nepal due to its unofficial practice, journals related to Indian
ROSCA practice (Chit fund) are reviewed extensively. However, some

newspaper articles related to Dhukuti are also reviewed here.

Some journals and articles found to be important are reviewed as
follows:

Dhukuti: bachatko sajilo madhyam [Dhukuti: the simple way of saving],
NARI (Electronic version 2067 Paush 1)

This newspaper article exhibits how popular is Dhukuti among Nepalese
women. Women have by-nature saving behaviour and Dhukuti, indeed, helped
them to save their hard earned money in hassle-free way. It further tells about
the common practice of Dhukuti, how is it played, what is the process, how
much risk it involves etc. Kitty party, an advanced form of Dhukuti gathering,
is also becoming use-to to high class Nepali women. Some of women are
interviewed those playing Dhukuti at the moment and they have told that they
are satisfied with Dhukuti playing. This article also reveals that in-an-average
they go for Rs.1 lakh to Rs.10 lakh Dhukuti scheme and some of them are also
involved in more than one Dhukuti scheme. Default rate is quite low among

women group as they are less likely to deceive by-nature.

bank ko byaja tirna dhukuti khelne badhe [Dhukuti players soared to pay
the bank interest], NEPALI PATRA (Electronic version 2067 Paush 25)

This newspaper article reveals the substantial surge in Dhukuti practice
among businessman as well as higher and middle-level income group as bank
interest rates shoot up followed by looming liquidity crunch. It further adds, the
spreading popularity of Dhukuti group, particularly in Marbadi business class,
is due to its convenience, easiness of establishment, operation and collateral
free nature. Despite the fact that it involves a higher risk of default in the
absence of legal agreement, a huge amount of money is being circulated via

13



this sector. Strict & tightening debt policy of central bank, shrinkage of real-
state sector, and looming liquidity crunch have exerted pressure on borrowers
for their loan repayment. Such an exertion has contributed Dhukuti to raise its

popularity dramatically.

Puji palayan bare rajdhani bahira chanbin [A probe has been initiated for
capital flight], welovenepal.com (Electronic version 2067 Falgun 29)

This newspaper article reveals the fact that transaction and flow of money
beyond banking sector is adversely affecting the economy. The article further
claims that Dhukuti is one of the major areas of unofficial money transaction.
In order to arrive at the root causes for unofficial practice of money transaction,
the central bank of Nepal, Nepal Rastra Bank (NRB), has initiated a special
study and investigation in this regard. This study will ascertain the amount of

money that is being transacted through informal sectors.

Chit funds generate 3.4% of household savings, BUSINESS STANDARD
(Electronic version November 3, 2009)

This article has claimed that the Indian chit fund industry generates an
estimated 3.39 % of household savings (or IRs 5.88 crore), compared to 4.92 %
invested in shares and debentures. According to the article, Large companies
have managed to attract investors. The $1.3 billion (IRs 6,110 crore) Chennai-
based Shriram Group, for example, which runs the largest chit fund business in
the country, manages a corpus of IRs 3,200 crore annually. In fact, chit funds
offer as strong a parallel banking service as the moneylender or pawnbroker,
servicing just as wide a network of small businessmen, housewives and salaried
individuals. Chit funds’ popularity continues despite rising awareness of
mutual funds and the equity market. Around 67% of them use them mainly for
savings. They yield better returns on savings and on borrowings, the funds are
available at better interest rates comparable to other financial vehicles for the
poor such as Micro Financial Institutions, and the paperwork and collateral
required are less. Around IRs 11,088 crore is being circulated via chit fund
schemes in the southern states of Tamil Nadu, Andhra Pradesh and Kerala.
Around 58 million house holds have participated in chit fund schemes. Small

14



traders and businessmen participate extensively in chit funds. Chit funds
provide an opportunity for small business houses to save their excess cash on a
daily or monthly basis and, at the same time, to have access to easy finance.
Generally, the funds are used as either working capital, for expansion of
business or as emergency funds. Chit funds have helped these enterprises to
overcome their financial constraints and it is also profitable to invest in chit

funds, since they earn good returns.

2.2.2. Review from Research reports

From Informal to Formal Finance: The Transformation of an Indigenous
Institution in Nepal by Seibel & Schrader [Published in: Dhikuti revisited:
from RoSCA to Finance Company in: Savings and Development (Milan),
Quarterly Review Vol. XXIII, no. 1 (1999), pp. 48-55]

Rotating savings and credit associations (RoSCAs) are, next to moneylenders,
the most prevalent type of informal finance around the world. In 1988, Seibel
& Shrestha traced the evolution of the dhikuti, as RoSCAs are called in Nepal,
and published the results under the title Dhikuti: The Small Businessman’s
Informal Self-Help Bank in Nepal in Savings and Development (XII, 2:183-
200). Ten years later, a remarkable institutional innovation had occurred,
benefiting from a change in the legal framework: the transformation of an
organization of dhikuti origins into the Himalaya Finance & Savings Company.
No subsidy or technical assistance was involved. HFSC provides doorstep
savings collection services to low-income people throughout the country,
shifting at the same time from group to individual technology. Matching assets
and liabilities, it combines two categories of term finance: medium-term
savings contracts and medium-term loans. Continuing its morphogenesis,
HFSC is now ready to transform itself into a bank and to pursue an even more

vigorous course of internal resource mobilization.
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Mainstreaming Informal Financial Institutions by Seibel [Published in:
Journal of Developmental Entrepreneurship vol. 6 no. 1 (April 2001): 83-95]

This study has made an assessment of past-to-present development of Informal
Financial Institutions. Traditional organizations (Seibel & Massing 1974), a
term which — at best - evoked the interest of anthropologists. During the 1970s,
technical assistance agencies rediscovered these organizations under an old
name used by Raiffeisen a hundred years earlier: self-help groups (ROSCs,
Seibel & Damachi 1982) In the mid-1980s, they changed into informal
financial institutions (Seibel & Marx 1987). Finally, in 1990, inspired by the
1989 World Bank Conference on Microenterprises, many Microfinance,
comprising both microsavings and microcredit (Seibel 1996) emerged. This
new term reflects the fact that it becomes increasingly difficult to clearly

distinguish between formal and nonformal origins and practices.

Savings and Credit Associations and Remittances: The case of Far West
Nepalese Labour Migrants in Delhi, India by Susan Thieme [Employment
Sector, International Labour Office, 2003, Geneva ISBN: 92-2-114854-8
(printed version)]

Labour migration to India has been fuelled by impoverishment, indebtedness
and unemployment in Bajura and Bajhang, by the long-standing tradition of
migration and by job opportunities in Delhi. Working as watchmen and their
participating in financial self-help groups in Delhi, the migrants have mana ged

to find an economic and social niche.

Nepalese labour migrants working in Delhi are facing problems because of
their undocumented status, informal work, illiteracy, lack of knowledge about
labour rights, existing supportive facilities like embassies, banks, existing
Nepalese Immigrant Associations and economic literacy like income, spending,
saving, borrowing, sending money home etc. These issues compound their
invisibility. Most migrants do not acquire any new skills or attitudes, so their

marginality is maintained.
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To cover their living costs, travel expenses and other expenditures such as
marriages, they take a loan, either from a wealthier family in their villages of
origin, or from savings and credit associations in Delhi, which are run by the
migrants from the villages. Many migrants also have to repay the debt that they
incurred to “buy” a job in Delhi. Many consider debt as panacea, or at least as a
tool to manage their livelihoods. Yet debt can also impoverish them, and make

them dependent.

Chit funds — A boon to the small enterprises, 2007 [Institute for Financial
Management and Research (IFMR), Chennai ]

Chit funds are a very good tool for financing the activities of small businesses.
This study reached at a conclusion that, in recent years, there have been some
unscrupulous activities in the industry that have instigated the Government to
take serious measures. The occasional failure of chit funds is generally
attributed to expansion beyond capacity. A chit fund is not a scalable model
unless the chit manager or company has sufficient personal resources as a
backup for financial contingencies. However, in recent times, big companies
like Shriram Chits and Margadarshi Chits have given a new meaning to the

concept of chit funds with their national outreach and presence.

This study also analyzed the impact of regulatory statue enactment. The
regulatory hurdles that the chit companies face due to the stringent rules
proposed by the Government progressively, have been a setback to the growth
of the industry. The effect of the increased costs of operations for the registered
chit companies has been to push these companies ’underground’. Many
companies have, in the recent past, either folded up or shifted their operations
entirely to the informal arena becoming an ’unregistered’ chit fund. The
unorganized chit fund market is huge and growing (6000 unregistered chit
funds in Hyderabad out of the total 7300). This causes serious problems not
only for the industry and its participants, but also for the Government, which

loses its revenue.
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The study finally concludes that in order to promote this concept, which is
generally beneficial to all the parties concerned, it is imperative that more
rigorous research be done on the issues that they face. A strong lobby should
also be developed in their favor. The day when the Government and the
industry participants alike understand the importance of chit funds to the

economy would mark the beginning of a new era.

Chit Funds as an Innovative Access to Finance for Low-income Households,
2009 [Institute for Financial Management and Research (IFMR), Chennai ]

A study by the institute for financial management and research (IFMR) has
found chit funds prove to be successful providing an innovative access to

finance for low income households.

This study claimed to be the first organised large scale study carried in the
urban areas of the four southern states and Delhi, it showed 67% of the
surveyed participants used chit mainly for savings as it gave them better
returns. Besides, the funds are available at better rates compared to other
financial vehicles such as MFI and demanding less paperwork and
collateral/guarantee. The research team included Preethi Rao and Sharon
Buteau of small enterprise finance centre of IFMR, under the guidance of prof
Mudit Kapoor, ISB, Hyderabad and Prof Antoinette Schoar, Massachusetts
Institute of Technology, Cambridge. It was funded by Bill & Melinda Gates
foundation. The findings were recently submitted to the Union Finance
Minister Pranab Mukhjerjee. The report formally released at a seminar in
Trichy on November 7. It is expected to be attended by over 1000 persons

representing the industry, government and public.

The research showed that on an average 50% of the chit fund members are
below poverty line (household consumption less than IRs 62.5 a day). Self
employed and salaried employees formed a major part (78.9%) of the

membership of chit fund schemes.
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The interest charged per annum ranged from 8% to 28%, though higher than
bank loans, was lower compared to 24% to 36% charged by other private
financiers. Plus, the chit funds provided better returns on the investment than

other options available to members.

It is often said that people find the chits more advantageous as they require less
collateral and documentation. The chit amount is collected from the
participants at their doorstep on a flexible when the participants are able to pay.
The businessmen also find it more useful for easy money rotation than bank

loans.
The main findings of the report are listed below:

e The registered chit fund industry is much larger than regulators and
participants previously estimated. The percentage of households
participating in registered chit funds is between 5-10% of the total
household population (except Delhi). On average the money circulated via
chits is around IRs.50000 per household (except Kerala).

e The recent trend in the chit fund industry shows a move towards fewer but
much larger chit schemes over the last decade. These findings suggest that
registered chit funds are moving away from serving the very poor.

e These trends are concerning, since historically chit funds provided access
to financial services for the poor. The research shows that on average 50%
of chit fund members are below the poverty line (household income of less
than IRs.62.5 per day).

e A survey of chit fund members shows that for the majority of participants
in chit funds this is their primary financial instrument. In fact almost
2/3rds of the participants use the chit for savings purposes rather than
borrowing. 96% of registered chit fund members consider the chit
company they participate in to be safe. Even chit members who are not
currently participating in chit funds think they are safe.

e Analysis of the bidding data of participants in chit funds shows that on

average the interest rates are comparable to other financial vehicles for the
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2.3.

poor such as MFI loans. Moreover, the interest rates that participants are
willing to bid in the chit funds respond to changes in the credit conditions

in the broader financial market.

Research Gap

Since Dhukuti is being practices unofficially, it seems that there are limited
articles, journals & research conducted about ROSCA practice in Nepal.
Available research reports are also outdated, focused to some part of the
country and not conducted rigorously. Contrary to this, our neighboring
country India has made a long stride on this regard. They have established
adequate legal & institutional framework for giving a formal way for ROSCA
practice as Chit Fund and has conducted very rigorous studies on this instance.
Despite the fact that Dhukuti is gaining popularity among Nepalese
community, the state has failed to main-streamline Dhukuti. No rigorous study
has been made at the very moment. Therefore, at this moment, a rigorous study

has become urgent to formalize and institutionalize Dhukuti practice.
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3.1.

3.2

CHAPTER III
RESEARCH METHODOLOGY

Introduction

Researcher needs sequential steps to adopt realistic study or studying a problem
with certain object/objects in view. Therefore, through research methodology
researcher can get appropriate guidelines and knowledge about the various
sequential steps to adopt a systematic analysis. Research methodology is the
investigation tools of any certain area and it means clearly observation of

certain object.

Research is the process of systematic and in depth study or search any
particular topic, subject or area of investigation backed by collection

presentation and interpretation of relevant details or data.

Research is a systematic and organized effort to investigate a specific problem
that needs a solution. This process of investigation involves a series of well
through out activities of gathering, recording, analysis and interpreting the data

with the purpose of finding answers to the problem.

This chapter mainly deals with the research methodology used to ascertain the
study objectives. Under this, research design, nature and sources of data,
population and sample and method of data analysis technique have been

described.

Research Design

Research design is the plan, structure and strategy of investigations conceived
so as to obtain answers to research questions and to control variances. It
included an outline of what the investigator will do from writing the hypotheses
and their operational implications to the final analysis of data. The structure of
the research is more specific, it is the outline, the scheme, and the standard of

the operation of the variables. When we draw diagrams that outline the
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3.3.

variables and their relation and juxtaposition, we build structural schemes for
accomplishing operational research purposes. Strategy, as used here, is also
more specific than plan. In other words, strategy implies how the research

objectives will be reached and how the problem encountered in the research

will be tackled.

The method and definite technique, which guides to study and give ways to
perform research wok is known as research design. It is most necessary to

complete the research and fulfill the objective of the research.

First of all information and data are collected. The important information and
data are selected. Then data is arranged in useful manner. After that, data are
analyzed by using appropriate financial and statistical tools. In analysis part,
interpretation and comments are also made wherever necessary. Result and
conclusion are given after analysis of data, recommendation and suggestion is
also given, the thesis has been adopted from previous research works. Previous

thesis styles and formats have been followed.

Beside the quantitative analysis of data, qualitative analysis and exploration of
relevant information are also incorporated in this study. During the research,
different international practices and their legal frameworks, national and
international researches, relevant journals and newspaper articles have been
approached and explored rigorously. Therefore, some parts of this report will

be analytical and descriptive in nature.

The main objective of research work is to evaluate the possibilities and
viabilities of Dhukuti practice as a banking product and investment alternative.

To complete this study, following design and format has been adopted.

Theoretical framework

People want to save or invest their hard earn money so that they can use that
sum in future or to increase their volume of money as a return. Therefore, most

of the people choose RoSCA (Dhkuti in Nepalese context) for saving or
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investment. It is obvious that people save or invest more when they have higher
earning. Lower the earning lower will be their saving and investment.
Similarly, lower level of knowledge and education also influence their
participation in RoSCA schemes. However, there seems to be less effect of

gender element in the participation of RoOSCA schemes.

As RoSCA schemes are also referred as self-helping bank, RoSCA participants
less likely to have a bank account or take a loan from bank. Where there is no
presence of bank, people will develop their own self-help bank groups to help
themselves. Addition to this, most of the people are participate in more than
one RoSCA scheme at a time. This also clearly indicates toward the existence

of many reasons behind multiple participation and its widespread popularity.

The literature review has indicated that people perceive RoOSCA schemes as a
safe scheme. Only those people are allowed to participate in RoOSCA scheme
who are honest, trustworthy and have a good reputation in society. This has

made RoSCA practices as safe as a formal saving in a bank.

Income level

Safety
perception

RoSCA
(Dhukuti)
participation

Employment
status

Banking
facilities
availability

Figure Schematic diagram of the theoretical framework
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3.5.

3.6.

Hypotheses

From the theoretical framework discussed above, the following hypotheses

were developed for this research:

e Gender has no significance effect on RoSCA participation.
e Employed people will participate in more in a RoSCA scheme.
e Level of income has a significant influence on RoSCA participation.

e Majority of RoSCA participants perceive RoSCA as a safe practice.

Nature and sources of data

This study is based on primary data from sample survey of 100 Dhukuti
participants from five different cities of Nepal. A questionnaire is prepared and
via these questionnaire data is collected for sample survey. Some other
necessary data used in this study have also been supplemented from previously
conducted research & journal within Nepal and India. Moreover, for the theory
building (induction) analysis purpose some of the data are hypothetical and

assumed.

Population and sample

Population is the group of interest of the research on which the results of the
study can be generalized. In any investigation, the interest usually lies in the
studying the wvarious characteristics relating to individuals belonging to
population. This study is concerned with the informal Dhukuti practice among
Nepalese communities which is, indeed, undeterminable and vague. Since
Dhukuti is being practiced informally, without a proper census the size of the
population cannot be determined. However, if the Indian official practice of
ROSCA is analyzed, sufficient data will be available for the analysis because

the population is certain and determinable in Indian context.

The individuals selected from a population in such a way that they represent

the larger group from which they are selected comprise a sample. The purpose
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3.7.

3.8.

of selecting a sample is to gain information about a population. In the present
study, judgmental or porosities sampling (a non-random sampling methods)

technique has been used.

Data collection procedure

The main procedures for data collection are questionnaire and direct interviews
to selected individuals from different five cities of Nepal. Questionnaires are
filled up by all the respondents via email except for those respondents who live
in Kathmandu. For those who lives in Kathmandu are directly approached for

questionnaire fill up and direct interviews are conducted with them.

Method of data analysis

The main objective of this study is to analyze the adaptability of Dhukuti as a
banking product and investment alternative. The method of analysis implied in

this study consists of two types of analytical tools and techniques.
a) Financial tools

1. Net Present Value (NPV) : In finance, the net present value (NPV) of a
time series of cash flows, both incoming and outgoing, is defined as the
sum of the present values (PVs) of the individual cash flows. In the case
when all future cash flows are incoming (such as coupons and principal of
a bond) and the only outflow of cash is the purchase price, the NPV is
simply the PV of future cash flows minus the purchase price (which is its
own PV). NPV is a central tool in discounted cash flow (DCF) analysis,
and is a standard method for using the time value of money to appraise
long-term projects. Used for capital budgeting, and widely throughout
economics, finance, and accounting, it measures the excess or shortfall of

cash flows, in present value terms, once financing charges are met.

The NPV of a sequence of cash flows takes as input the cash flows and a
discount rate or discount curve and outputs a price; the converse process in

DCF analysis - taking a sequence of cash flows and a price as input and
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1i.

inferring as output a discount rate (the discount rate which would yield the
given price as NPV) - is called the yield, and is more widely used in bond

trading.

Each cash inflow/outflow is discounted back to its present value (PV).

Then they are summed. Therefore NPV is the sum of all terms,

R,
(14 7)°

where,
t - the time of the cash flow

i - the discount rate (the rate of return that could be earned on an

investment in the financial markets with similar risk.)

R; - the net cash flow (the amount of cash, inflow minus outflow) at
time t. For educational purposes, Ry is commonly placed to the left of

the sum to emphasize its role as (minus) the investment.

The result of this formula if multiplied with the Annual Net cash in-flows
and reduced by Initial Cash outlay will be the present value but in case
where the cash flows are not equal in amount then the previous formula

will be used to determine the present value of each cash flow separately.

Internal Rate of Return (IRR) : The internal rate of return on an
investment or project is the "annualized effective compounded return rate"
or discount rate that makes the net present value (NPV) of all cash flows

(both positive and negative) from a particular investment equal to zero.

In more specific terms, the IRR of an investment is the interest rate at
which the net present value of costs (negative cash flows) of the
investment equals the net present value of the benefits (positive cash

flows) of the investment.

26



Calculation

Given the (period, cash flow) pairs (n, C,) where n is a positive integer, the
total number of periods N, and the net present value NPV, the internal rate

of return is given by 7 in:

YPM’—%—C'T” =0
DS A IS T

n=>0

Example

If an investment may be given by the sequence of cash flows

Year (n) Cash Flow (C,)

0 —4000
1 1200
2 1410
3 1875
4 1050

then the IRR r is given by

1200 1410 1875 1050
NPV = —4000 =0

In this case, the answer is 14.3%.
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b) Statistical tools

1i.

Arithmetic Mean : In mathematics and statistics, the arithmetic mean,
often referred to as simply the mean or average when the context is clear,
is a method to derive the central tendency of a sample space. The term
"arithmetic mean" is preferred in mathematics and statistics because it
helps distinguish it from other averages such as the geometric and

harmonic mean.

In addition to mathematics and statistics, the arithmetic mean is used
frequently in fields such as economics, sociology, and history, though it is
used in almost every academic field to some extent. For example, per
capita GDP gives an approximation of the arithmetic average income of a

nation's population.

Suppose we have sample space {z1,.--1Tn}. Then the arithmetic

mean A is defined via the equation

1 !
A== x;
If the list is a statistical population, then the mean of that population is

called a population mean. If the list is a statistical sample, we call the

resulting statistic a sample mean.

Standard Deviation : Standard deviation is a widely used measurement of
variability or diversity used in statistics and probability theory. It shows
how much variation or "dispersion" there is from the "average". A low
standard deviation indicates that the data points tend to be very close to the
mean, whereas high standard deviation indicates that the data are spread

out over a large range of values.

Technically, the standard deviation of a statistical population, data set, or

probability distribution is the square root of its variance. A useful property
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of standard deviation is that, unlike variance, it is expressed in the same

units as the data.
For example, we have the following data
2,44, 4,5, 5, 7,9
These eight data points have the mean (average) of 5:

24+4+44+44+54+54749
8

=5

To calculate the standard deviation, first compute the difference of each data

point from the mean, and square the result of each:

(2-52=(=3)2=9 (5-5)2=02=0
(4-5)2=(-1)2=1 {(5-5)2=02=0
(4-52=(-1)2=1 (7-5)2=22=4
(4-5)2=(-1)2=1 {9-52=42=16

Next compute the average of these values, and take the square root:

f9+1+1+1+0+0+4+15_2
V 8 -

Hypotheses testing : A statistical hypothesis test is a method of making

decisions using data, whether from a controlled experiment or an
observational study (not controlled). Actually, a hypotheses is a tentative
assertion or idea or assumption about the parameters of a population and
the testing of hypotheses is a statistical procedure that involves the
formulating hypotheses and testing of validity of these hypotheses on the
basis of sample information. In statistics, a result is called statistically
significant if it is unlikely to have occurred by chance alone, according to a
pre-determined threshold probability, the significance level. The phrase
"test of significance" was coined by Ronald Fisher: "Critical tests of this

kind may be called tests of significance, and when such tests are available
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we may discover whether a second sample is or is not significantly

different from the first.

Hypothesis testing is sometimes called confirmatory data analysis, in
contrast to exploratory data analysis. In frequency probability, these
decisions are almost always made using null-hypothesis tests (i.e., tests
that answer the question assuming that the null hypothesis is true, what is
the probability of observing a value for the test statistic that is at least as
extreme as the value that was actually observed?) One use of hypothesis
testing 1s deciding whether experimental results contain enough

information to cast doubt on conventional wisdom.

A result that was found to be statistically significant is also called a
positive result; conversely, a result that is not unlikely under the null

hypothesis is called a negative result or a null result.

Statistical hypothesis testing is a key technique of frequentist statistical
inference. The Bayesian approach to hypothesis testing is to base rejection
of the hypothesis on the posterior probability. Other approaches to
reaching a decision based on data are available via decision theory and

optimal decisions.

Z-test : We construct a z-statistic for the null hypothesis, i.e. a statistic
which, under the null hypothesis, has mean zero and approximately a
standard normal distribution. Then we accept the null hypothesis if z is less
than z, for a one tailed test with probability p, where z, is the pth percentile
of the standard normal distribution. The large sample is generally desirable
when the units in the population under study are not homogeneous or
uniform. To get more reliable results about the population parameter, small
sample is not sufficient for heterogeneous population, so large sample test

has to be carried out. The Z test is used under the following assumptions:
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a. The sample size is large,i.e., n>30.

b. The population from which the samples are drawn is normally
distributed.

c. The population standard deviation is known.
d. The samples are independent.

Chi-square test : Chi-square is a statistical test commonly used to
compare observed data with data we would expect to obtain according to a
specific hypothesis. For example, if, according to Mendel's laws, you
expected 10 of 20 offspring from a cross to be male and the actual
observed number was 8 males, then you might want to know about the
"goodness to fit" between the observed and expected. Were the deviations
(differences between observed and expected) the result of chance, or were
they due to other factors. How much deviation can occur before you, the
investigator, must conclude that something other than chance is at work,
causing the observed to differ from the expected. The chi-square test is
always testing what scientists call the null hypothesis, which states that

there is no significant difference between the expected and observed result.

The formula for calculating chi-square is:

, O-E)
30D
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4.1.

CHAPTER IV
PRESENTATION AND ANALYSIS OF DATA

This chapter is broadly divided into two parts. In the first part of the chapter, it
comprises data and analysis of 100 individuals' sample survey while in the
second part, it is all about theory building (induction) analysis where the

figures used are hypothetical and assumed.

Sample Survey Analysis

Sample size by cities

Cities Sample Size
Hetauda 15
Kathmandu 30
Chitwan 20
Pokhara 20
Birgunj 15
Total 100

As shown above, where possible, the sample survey was conducted in different
cities of Nepal. Furthermore, as different types of Dhukuti members are
expected for this study, both current Dhukuti users and non-current Dhukuti
users are surveyed. Overall, the sample comprised of around 80% of current

Dhukuti users.

4.1.1. Gender and education

Cities
Variable Overall
Hetauda Kathmandu Chitwan Pokhara Birgunj
Gender (%)
Male &3 75 80 88 89 82
Female 17 25 20 12 11 18
Age (mean) 43 45 43 44 42 43
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Cities

Variable Overall
Hetauda Kathmandu Chitwan Pokhara Birgunj
Education (%)

<9 years of 12 24 3 8 10 7
schooling

attended intermediate

level or 1042 45 43 28 38 70 36
graduate degree 30 24 54 33 18 36
post graduate degree 13 9 15 22 3 20

As evident from the table above, the Dhukuti is primarily dominated by male

members. This is true for all cities and thus for the overall statistic as well.

Another similarity between the data for all the cities is the mean age of the

population that ranges between 40-45 years. As far as the status of education is

concerned, Kathmandu is the city with highest proportion graduates and lowest

proportion of people not having attended intermediate level or 10+2.

4.1.2. Employment and Income

Cities
Variable Overall
Hetauda Kathmandu Chitwan Pokhara Birgunj
Occupation (%)
Self-employed 43 43 50 56 56 20
Salaried Employee 23 23 25 19 20 27
(non-gov)
Salaried Employee 13 10 7 ] ] 26
(gov)
Housewives 10 17 9 7 7 9
Retired 5 6 7 6 3 7
Unemployed 6 1 1 4 6 11
Monthly Income
(%)
<$200 37 61 19 24 38 33
$200-$400 39 28 36 31 42 52
$400-$600 17 8 28 27 19 12
>$600 7 3 17 18 1 3

Note: Monthly Income in USD using the exchange rate @ Rs.72 /US$
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Analyzing the occupational structure of the five cities, it can be inferred that for
all of them, excluding Birgunj, self-employment is the most popular occupation
followed by working as a salaried employee in the private sector. For the city
of Birgunj, there is an almost equitable distribution of people working in the
first three categories (self-employed, salaried employee (non-government) and
salaried employee (government). Assuming that the monthly income consists
of the household income, Hetauda has the highest proportion of lowest income
households. Another notable difference is that Hetauda has the highest
proportion of Dhukuti members reporting to be housewives. Kathmandu and
Chitwana have the highest proportion of highest income households than other

cities.

Retired (Private)

Retired (Govt.)

Business

Female

Salaried (Non Govt.) B Male

Salaried (Govt.)

s

Housewife

0% 10% 20% 30% 40% 50% 60% 70%

From the figure above, it is evident that most women are housewives whereas

most men are either engaged in business or are salaried employees.
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4.1.3. Banking details

Cities
Variable Overall

Hetauda Kathmandu Chitwan Pokhara Birgunj

Has bank account

%) 95 90 99 96 96 98
Type of bank
account (%)
Savings 94 97 91 88 94 97
Current 25 17 39 43 28 12
Deposit 10 6 5 3 15 14
Other 4 4 3 12 2 1
Has Bank loan (%) 33 25 17 44 42 33

More than 90% of the population holds a bank account and this is true for all
the cities. Most of them hold a saving account and after the savings account,
current account is the most preferred type of account in all the cities except for
Birgunj. Kathmandu and Chitwana have higher proportion of population using
the current account as compared to the rest of the cities. Regarding bank loans,
it is clearly evident from the data that Chitwana and Pokhara are the cities

having over 40% of the member with bank loans.

4.1.4. Ex-ante and Ex-post reason for Dhukuti participation

Cities
Variable Overall

Hetauda Kathmandu Chitwan Pokhara Birgunj

Ex-ante: Reason for participating in Dhukuti (%)

To Save 72 80 63 77 58 76
To raise capital for

personal 26 38 69 13 12 17
consumption

To investin 21 26 27 13 21 19
working capital

To raise capital for 18 19 35 20 16 10
business

To raise capital 16 6 48 4 21 16
and save

other 6 19 3 18 5 4
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Cities
Variable Overall

Hetauda Kathmandu Chitwan Pokhara Birgunj

Ex-post: Reasons for bidding in a given month (%)

Emergency needs 56 61 60 54
Business 30 31 42 35
mvestment

Purchase

household goods 23 38 19 18
Working capital 15 9 73 3

needs

Heath care 14 20 17 4

Marriage 13 18 14 10
Other 13 18 6 12

50 56
31 20
17 20
21 15
7 20
8 13
11 12

Saving is seen as the most important ex-ante reason for participating in the

Dhukuti schemes. Other prominent reasons across the cities are consumption

and business requirements. Overall and across all the cities, the most important

ex-post reason given for bidding in a scheme is the emergency requirement.

Business investment and household purchase are the other prominent reasons

except for the cities of Kathmandu and Pokhara where need for working capital

also influences people to bid.

Bidding Reason by Income Level
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From the figure above, it is evident that as income goes up, the proportion of
Dhukuti members bidding in Dhukuti for business investment goes up.
However, the proportion of Dhukuti members bidding in Dhukuti for
consumption needs (like buying goods, marriage, etc.) goes down with increase
in income. This could mean that the poor among Dhukuti members usually use
Dhukuti loans for consumption purposes whereas the rest of the population

(majority business people) use them more for business related purposes.

4.1.5. Reason for Participating in Dhukuti rather than Banks

Cities

Variable Overall
Hetauda Kathmandu Chitwan Pokhara Birgunj

Reasons for participating in Dhukuti rather than a bank (%)

Better returns 51 58 59 42 30 62
Better interest rate 45 52 47 40 25 56
Less

documentation/ 43 37 40 25 82 27
collateral required

More familiar 23 28 15 19 33 19
Better Service

(collect money from 24 33 36 14 22 14
doorstep)

No bank access 8 6 12 8 4 9
Other 8 10 2 12 6 6

From the table above, it is clear that overall and by cities, better returns and
better interest rates are the most important reasons for people to participate in
Dhukuti rather than using a bank except in Pokhara where 82% quote less
documentation or collateral requirement as the reason for participating in

Dhukuti rather than banks.
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4.1.6. Bidding Behavior of Dhukuti Members

Cities
Variable Overall
Hetauda Kathmandu Chitwan Pokhara Birgunj

Timing of bid (%)

Bid when need the 54 39 54 60 71 50

money

Always bid late 21 44 23 23 4 9

Always bid early 19 15 13 11 15 36

Bid when no one

else is bidding 4 2 7 4 4 3

Other 2 0 4 1 3 0

Considering time as the variable, people of Kathmandu and Chitwan show
almost similar bidding behavior. On an average majority prefers to bid late
versus early. Very few people bid when no one else is bidding, which implies
that people have an understanding of Dhukuti auctions and the optimal

strategies that they should follow in order to obtain maximum gains.

4.1.7. Bidding Strategy by City

Cities
Variable Overall

Hetauda Kathmandu Chitwan Pokhara Birgunj

Calculating maximum bid amount (%)

Cost of debt in 48 77 14 45 26 55
market

Market rate of 15 7 17 15 30 12
return

Both of the above 27 8 65 22 27 31
Other 10 9 4 18 18 2

Analyzing the methodology followed by the people while calculating the
maximum bid amount, it has been observed that they mainly use cost of debt in
market to them as the guideline. People in Pokhara, however, also use the rate

of return in market for the intended project to calculate the maximum bid
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amount. In Kathmandu, both the interest rate and the rate of return are used for

deciding the bid amount.

4.1.8. Multiple membership

Cities
Variable Overall
Hetauda Kathmandu Chitwan Pokhara Birgunj

Multiple
membership (%) 26 18 12 37 13 43
Reason (%)

To allocate funds

for different 35 40 34 50 35 18

activities

For surety 50 44 7 20 62 53

purposes

To have more

chance of winning 21 25 18 30 11 21

in an auction

Unknown/Refused 14 10 7 15 10 30

to answer

Multiple-membership is defined as participating in more than one Dhukuti
scheme. Around 26% of the Dhukuti members participate in more than one

scheme at a given point of time.

4.1.9. Safety Perception of Dhukuti

Cities
Variable Overall

Hetauda Kathmandu Chitwan Pokhara Birgunj

Not so safe (%) 2 1 2 1 2 4
Safe (%) 53 45 31 50 70 69
Very Safe (%) 45 55 66 49 25 22
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Overall and by cities, Dhukutis is considered very safe or safe by majority of
the members. As much as 96% of Dhukuti members overall think that the
Dhukutis they participate in are safe. In Kathmandu and Hetauda more than
50% of the Dhukuti members think that the Dhukuti Fund companies they

participate in are very safe.

Hypotheses testing

4.2.1. Gender has no significant effect on RoSCA participation.

Here,

n = number of people in the sample = 100

p = proportion of males in the sample = 0.83
P = proportion of males in population = 0.5

Q=1-P=05

Setting up hypothesis.:

Null hypotheses, Hy,: P = 0.5, i.e., gender has no significant effect on RoSCA
participation.
Alternative hypotheses, H;: P > 0.5, i.e., there is more participation of male in a

the population RoSCA participation.
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Level of significance:

Since level of significance 1s not given we take level of significance (o) = 5%

Test statistic : Under H,, the test statistic is

_p-P _083-05
\/PQ \/0.5x0.5
n 100

S Z=6.6

6.6

Critical value : The critical or tabulated value of the test statistic Z at 5% level

of significance for one-tailed test is + 1.96, i.e., |Z os| = 1.645

Decision : Since the calculated value of the test statistic Z = 6.6 is greater than
the tabulated value |Z( 5| = 1.645, H; is accepted. Therefore, gender do have a
significant effect on RoSCA participation.

4.2.2. Employed people will participate in more in a RoSCA Scheme.

Here,

n = number of people in the sample = 100

p = proportion of employed person in the sample
= self-employed + salaried employed (non-government) + salaried
employed(gov) = 0.43+0.23+0.13 = 0.79

P = proportion of employed in population = 0.5

Q=1-P=0.5

Setting up hypothesis:

Null hypotheses, H,: P = 0.5, i.e., employment status has no significant effect
on RoSCA participation.
Alternative hypotheses, H;: P > 0.5, i.e., employed people will participate in

more in a RoSCA scheme.
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Level of significance:

Since level of significance is not given we take level of significance (o) = 5%

Test statistic : Under H,, the test statistic is

_p-P _079-05 _
\/PQ \/0.5x0.5
n 100

. Z =196

5.8

Critical value : The critical or tabulated value of the test statistic Z at 5% level

of significance for one-tailed test is + 1.645, i.e., |Zg 05| = 1.645

Decision : Since the calculated value of the test statistic Z = 5.8 is greater than
the tabulated value |Z,s| = 1.645, H, is accepted. Therefore, employed people

are more likely to participate in a RoOSCA scheme.

4.2.3. Level of income has significant influence on RoSCA participation.

Here,
Overall observation
Income categories
frequency
<$200 37
$200-$400 39
$400-$600 17
>$600 7

Setting up hypothesis.

Null hypotheses, H,: The number of participants in each income group are
same.
Alternative hypotheses, H,: The number of participants in each income group

are not same.
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Level of significance:

Since level of significance 1s not given we take level of significance (o) = 5%

Test statistic : Under H,, the test statistic is

s O-E)*
p :z( E)

Where, O = observed frequency, E = expected frequency
Here, n = 4, under the null hypotheses, the expected frequency of number of

participants in each group is

DI 25
4
Calculation of y*
Income categories 0 E 0-E | (0-E)! | (O-E)Y/E
<$200 37 25 12 144 5.76
$200-$400 39 25 14 196 7.84
$400-$600 17 25 -8 64 2.56
>$600 7 25 -18 324 | 12.96
Total 100 29.12

2
=y 0

Degree of freedom: df = n-1 =4-1=3

Critical value : The tabulated value of the test statistic y° at 5% level of

significance for degree of freedom is 7.82, i.e., y*¢0s,3= 7.82

Decision : Since the calculated value of the test statistic y*> = 29.12 is greater

than the tabulated value 705 3= 7.82, H; is accepted. Therefore, earning level

has a significant effect on RoSCA participation.
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4.2.4. Majority of RoSCA participants perceive RoOSCA as a safe practice.

Here,

n = number of people in the sample = 100

p = proportion of participants having safe perception = 0.53 + 0.45 = 0.98
P = proportion of participants having safe perception in population = 0.5

Q=1-P=05

Setting up hypothesis.

Null hypotheses, H,: P = 0.5, i.e., majority of participants do not have safe
perception toward RoSCA.
Alternative hypotheses, H;: P > 0.5, i.e., majority of participants have safe

perception toward RoSCA.

Level of significance:

Since level of significance is not given we take level of significance (o) = 5%

Test statistic : Under H,, the test statistic is

_p-P_098-05
\/PQ \/0.5x0.5 '
n 100

. Z=9.6

Critical value : The critical or tabulated value of the test statistic Z at 5% level

of significance for one-tailed test is + 1.645, i.e., |Z 5| = 1.645
Decision : Since the calculated value of the test statistic Z = 9.6 is greater than

the tabulated value |Zys| = 1.645, H; is accepted. Therefore, majority of
RoSCA participants perceive RoOSCA as a safe practice.
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4.3.

Theory building (induction) analysis
Grounds of Analysis

Actually, participation in Dhukuti scheme can be analyzed with two
perspective i.e. as an investment/saving product and as a source of borrowing.
One who gets money in the first round of Dhukuti considers it as an
investment/saving product, calculates the return on investment/saving and
finally compares it with the prevailing market return. If he finds the return from
Dhukuti higher than the existing market return, he will be satisfied and vice
versa. On the other hand, one who gets money in the final round of Dhukuti
considers it as a source of borrowing, calculates actual cost of Dhukuti and
compares it with the prevailing market cost of debt. If it costs less than existing
market rate, he will be satisfied and vice versa. For example, lets assume, we
have a 10 rounds Dhukuti scheme opening monthly, prevailing market return
on saving is 6% per annum (0.5% per month) and costs 16% per annum (1.33%
per month) to borrow money from the market. Participant A gets Rs.90,000 in
first round and pays money for the next 9 subsequent rounds where participant
B pays money for the first 9 rounds and gets Rs.100,000 at the end. In such a

case, participant A & B will conduct their analysis like the following ways.

Round Cash Flow (A) Cash Flow (B)
1 90000-9000 = 81000.00 (9000.00)
2 (9100.00) (9100.00)
3 (9200.00) (9200.00)
4 (9300.00) (9300.00)
5 (9400.00) (9400.00)
6 (9500.00) (9500.00)
7 (9600.00) (9600.00)
8 (9700.00) (9700.00)
9 (9800.00) (9800.00)
10 (10000.00) 100000-10000 = 90000.00
IRR 1.10% 1.2_5%
(Cost of debt per month) (Return on saving per month)

Here, both the participants get satisfied because actual cost of debt for
participant A is lower than existing market rate while for participant B, actual

return on saving is higher than existing market return. However, analysis is
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quite different for those participants who will not receive money in the

beginning or end of the Dhukuti. They can analyze it in ether way.

If one decides to analyze it from cost side, he compounds all the previous cash
payments with existing rate of return in the market and calculates net proceed
by deducting compounded amount with total proceed. Then he calculates cost
of debt with net proceed and the future cash payments and compares it with
prevailing market rate of borrowing. For instance, say participant C and D get
money in third and eight rounds respectively. In such a condition, they will

analyze it in the following ways.

Round Cash Flow (C) Cash Flow (D)
1 (9000.00) (9000.00)
2 (9100.00) (9100.00)
3 82800.00 64564.28* (9200.00)
4 (9300.00) (9300.00) (9300.00)
5 (9400.00) (9400.00) (9400.00)
6 (9500.00) (9500.00) (9500.00)
7 (9600.00) (9600.00) 86400.00 29929.50**
8 (9700.00) (9700.00) (9700.00) (9700.00)
9 (9800.00) (9800.00) (9800.00) (9800.00)
10 (10000.00) (10000.00) (10000.00) (10000.00)
Cost (IRR) 1.036% Cost (IRR) -0.716%

*Net Proceed (C) = 82800 — 9000 X 1.005* — 9100 X 1.005 = 64564.28
**Net Proceed (D) = 86400 — 9000 X 1.005° — 9100 X 1.005°- 9200 X 1.005* — 9300 X
1.005°- 9400 X 1.005% — 9500 X 1.005 =29929.50

In the above analysis, participant C and D find cost involved in Dhukuti is
lower than prevailing market rate (1.33% per month) and get satisfaction from

Dhukuti.

However, both the participant can also conduct this analysis from the saving
side. In such a case, they calculate total present value (TPV) of future cash
payments afterward the money receiving round by using market rate of
borrowing as a discount factor. Then, this TPV is deducted from total proceed
to arrive at net proceed and finally using this net proceed return on saving is

calculated. Lets observe the analysis of C & D with saving side approach.
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Round Cash Flow (C) Cash Flow (D)

1 (9000.00) (9000.00) (9000.00) (9000.00)
2 (9100.00) (9100.00) (9100.00) (9100.00)
3 82800.00 18980.93* (9200.00) (9200.00)
4 (9300.00) (9300.00) (9300.00)
5 (9400.00) (9400.00) (9400.00)
6 (9500.00) (9500.00) (9500.00)
7 (9600.00) 86400.00 57671.50**
8 (9700.00) (9700.00)

9 (9800.00) (9800.00)

10 (10000.00) (10000.00)

Return (IRR) 3.216% Return (IRR) 1.108%

*Net Proceed (C) = 82800 — 9300 X 1.0133" — 9400 X 1.0133- 9500 X 1.0133> — 9600 X
1.0133%-9700 X 1.0133™ — 9800 X 1.0133°— 10000 X 1.0133”
= 18980.93

**Net Proceed (D) = 86400 — 9700 X 1.0133™ —9800 X 1.0133— 10000 X 1.01337
=57671.50

Similar to the cost side analysis, both C & D get satisfied regarding return on
saving side analysis because both of them yield higher return in Dhukuti than
average market rate of return 0.5% per month. As far as satisfaction of the

participants is concerned, both the analysis approaches give the same result.

The second part of the analysis is entirely depended on the above analysis.
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Lets start with an assumption of ideal situation in which there are no cost for borrowing,
no return on investment/saving and zero bidding for Dhukuti. In such a case, there will be
a no loss no gain situation. This situation can be made more clear with the help of

TABLE 1. In this table, it is clearly seen that both the return & cost are zero which has

also been presented in Graph 1.

Table 1
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In the above figure, both cost of debt curve and return on investment curve have
coincided with x-axis which clearly indicate toward the non-existence of cost &
return.
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Table 2

Let increase both cost & return by 1%. We can see the first five winners have gained and
rest of the members have loosed. This situation has presented in the graph below.
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In the above graph, when cost & return have been increased by 1%, both cost curve and
return curve have raised from x-axis. For the first five winners, cost is considerably low
and return is relatively high whereas for the last five winners cost has increased
considerably and return declined almost to zero.
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Let again increase both cost & return to 5%. When the rates are increased, gain for the
first five winners have surged whilst for the rest of the members, loss has gone further

deteriorated which can be seen in the graph below.
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Graph 3
In the above graph, when cost & return have been increased to 5%, steepness of the cost
and return curves have climbed. Gain for the first five winners and cost for the last

winners have shoot up by almost the same proportion.

As long as market return and cost are same, this situation will continue and there will be a
positive relationship between the change in rates and slope of the curves. That means as
rates go up being equal, the gap between losers and gainers will be higher. This situation

is demonstrated in Table 4, Graph 4, Table 5 & Graph 5.
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B. Different market rates without bidding

It is obvious that market return cannot be higher than market cost. If market return is
higher than market cost, through arbitrage process market return declines and cost
increases until and unless market cost becomes higher than market return. Therefore,

market return is always lower than market cost.
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market return = 1% cost of debt=1%  Graph 6
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Here in graph 6, market return and cost are 1% and 5% respectively. When cost increased
to 5%, return on investment curve has raised to right with an increase in slope of the
curve. If we go on increasing the cost further, the return on investment curve will raise
further to right and slope will also increase. This behaviour of the return on investment
curve demonstrates more and more of the top bid winners will gain as cost of debt
increases. Nevertheless, there will be no effect on the cost of debt curve. Likewise, Graph
8 and Graph 9 exhibit the same behavioural effect on curve with the increase of cost of
debt.
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On the other hand, if we increase the market return rate, the cost of debt curve raises to
left with an increase in slope of the curve. Here, in Graph 10, as market return increased
from 1% to 5%, cost of debt curve has raised to left causing more and more loss to last

bid winners. Such effect can be also seen in Graph 11 & Graph 12.
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In order to adapt current market situation of Nepal in our analysis, let's take 6% market
return and 16% of cost of debt. In such a case, the curves will be as presented in the

Graph 13.
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C. Different market rates with bidding
Let's take 6% market return and 16% cost of debt on market with the following bid

winning amounts.
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This figures and picture proves that a portfolio can be made in which no on losses.

In the above table and graph, it is clear to see that all the participants get satisfied with
the Dhukuti. This Dhukuti is favorable for all the participants from both the analysis
perspectives. All the calculated costs are lower than the prevailing market rate of debt
and all the calculated rate of returns are higher than the prevailing market return rate.
This example proves that a condition is possible in Dhukuti scheme where everyone

gains and gets satisfied.
Effects of Standard Deviation of Bid amounts

In any Dhukuti, who will lose and who will gain extensively depends upon the deviation
of winning bid amounts. Higher the deviation of winning bid amounts, higher will be the
probability of losing beginning bid winners. Similarly, lower the deviation of winning bid

amounts, higher will be the probability of losing last bid winners.

Let's take three examples of winning bid amounts that are presented below

Rounds A B C
1 Rs.18000 Rs.9000 Rs.2700
2 16000 8000 2400
3 14000 7000 2100
4 12000 6000 1800
5 10000 5000 1500
6 8000 4000 1200
7 6000 3000 900
8 4000 2000 600
9 2000 1000 300
10 0 0 0
Si‘fﬁg‘l Rs.6055.30 Rs.3027.65 Rs.908.30
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12.818% 1260750 11870 105649 TAZTE I300%) 10208 AT 183088 et of debt (Ao )
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SD of bidding amount = Rs. 3027.65
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In example A, standard deviation of winning bid amounts is Rs.6055.30 which is quite
higher. First four bid winners have lost. As standard deviation decreases to Rs.3027.65 in

example B, no one has lost. If we happen to reduce standard deviation further to
Rs.908.30, the last three bid winners have lost.

The above three examples clearly show that Dhukuti can tolerate a certain level of
deviation and below or above that deviation, a loss situation will occur. Therefore, if we
be able to maintain the standard deviation within a range, we can construct an everyone
gaining situation.

Effects of high bid amounts

per month | per e

[Returm on market DA000% 6% Ctubti amount 00000
[t ofdebt on maret 1233% B Partidi part 1o
1 I [ [ 5 [ 4 [ & | & | ¥ | & | 9 [ 10 J3ksegert hdafi oad
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000 2000 T HIC0 000 4000 i) i) 1000 D[BcH rg frnoert
1.06E) Lol ooy ppeoy] om0 Da00W[  -0msEi]  -3FeS 16257 oot of cbbt [rmontH )
1818 15T 118MmW  0664% vorew|  TR0%| -0I8Y 4610w 1m0y oo of BB [Aroly]
31887 ] amw] sdeey] aormmy]  meniw] mezeew] erawa] 1moamey Fwedlod d el [Arnnly]
Armyrasiromreiam oninvest ment gxpert
g aees] zovTdl isw) LEew]  1a4ew] 1oary] 108sW] 1080 Reburmon rwet roert fronthhy]
10057 430769 MO15% 18180 1521F%[ 13 e 130 W (REEE  12.Eew| Retumonirwed rert [mroely
1240057 arov0%  1o01ow 121909 O02% r 08w T0H G GEnw  6.ebed| Bressrate of ebum oy

permonth | perwes
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1] & | = | 4 | & | & [ 7§ ] @& [ 8 [ 1 [absegert hiati oud
Armlyix from Cost of dehl eped
a0 10000 T A0 A0 400 £ 200 1000 [[BcH rghmart
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Armayrsisiromreium oninvest ment axpedt
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These above three tables shows how increase in bidding amount of one participant will
benefit other members of the Dhukuti. It is clear to see that how loss faced by one
member through higher bidding will spread out over all the members of the Dhukuti.
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4.4. Analysis of potentiality to address liquidity crunch in banking sector

From the view point of banking sector we can address liquidity crunch in three

ways.

€.

Firstly, We currently have 845 branches of commercial bank (Economy
Survey 2066/067) all over Nepal. In general, the first round is awarded
to the operator/trustee of the Dhukuti. If each branch of the banks
operates say Rs.500,000 worth Dhukuti programs per month, they will
be able to inject (845 branches X Rs.500,000 per month X 12) Rs.5.07
billion liquidity into banking sector.

Secondly, they can retain each round Dhukuti amount for certain days
say 10 days for processing. This processing retention will inject further
(845 branches x 10/30 x Rs.500,000 per month x 12) Rs.1.69 billion into
the baking sector.

Lastly, they can pay each round Dhukuti amount via their own bank
accounts which on one hand will increase their bank account subscribers
and on the other hand will provide an opportunity to enjoy a certain
portion of the paid sum say 30%. This will inject (845 branches x
Rs.500000 per month x 30% x 12) Rs.1.52 billion in banking sector.

In overall, adoption of Dhukuti pracctice in banking sector will inject
(Rs.5.07 billion+Rs.1.69 billion+Rs.1.52 billion) Rs.8.28 billion. This
analysis show the potentiality and effectiveness of Dhukuti in
addressing liquidity crisis in banking sector. However, rigorous study is

must for this analysis.

4.5. Major findings

4.5.1. Findings from Sample Survey

l.

Men outnumber women in Dhukuti participantion. They account for

around 80% of Dhukuti participation.

63



2. Saving is the most important reason for participating in Dhukuti scheme
and emergency requirement is the most prominent reason for bidding in a
Dhukuti scheme.

3. Better returns and better interest rates are the most important reasons for
people to participate in Dhukuti rather than using a bank.

4. As far as bidding behavior and timing of bidding are concerned, more
than half of them prefer to bid when they need the money.

5. 48% Dhukuti participants consider cost of debt in market while
calculating maximum bid amount whereas only 15% of them consider
market rate of return for bid amount calculation. However, 27% of them
use both cost of debt and rate of return in market.

6. 26% of the Dhukuti participation involves multiple membership where
multiple membership is defined as participating in more than one Dhukuti
scheme.

7. In overall, safety perception of Dhukuti is positive i.e. most of them

regard Dhukuti as safe practice.

4.5.2. Findings from hypotheses testing

1. Participation to Dhukuti is not equal for men and women. Gender influence
the participation in a Dhukuti scheme where there are more men than
women in the population of Dhukuti participation.

2. Employment status has a significant effect on participation in a Dhukuti
scheme. The hypotheses testing has revealed that there is more employed
people than unemployed people.

3. The participants are not equally distributed among different group of
income level. This clearly indicates that level of earning has a significant
effect on Dhukuti participation and participation rate fluctuates as the level
of income fluctuate.

4. Lastly, when we happen to test safety perception through hypotheses,

majority of people perceive Dhukuti to be safe option. The proportion of
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people who perceive Dhukuti safe is greater than the proportion of those

people who do not think Dhukuti as a safe practice.

4.5.3. Findings from theory building analysis

1. Participation in Dhukuti scheme can be analyzed with two perspectives
a. Investment/saving perspective
b. Source of borrowing perspective

2.  The analysis has proved that a situation is possible for Dhukuti in which
money can be borrowed at lower rate and gives a higher return rate than
those of market i.e. every participants can be satisfied by Dhukuti.

3. Such a situation is possible due to the spread(gap) between return on
market and cost of debt in market. More the spread between the rates,
more ease will be there for constructing an effective and everyone
satisfying Dhukuti scheme.

4. Another crucial component of Dhukuti's effectiveness is bidding
provision. Benefit is not only enjoyed by the bid winner rather it
distributes over the other participants as well.

5. Dhukuti's effectiveness is highly sensitive toward the overall deviation of
bid winning bid amounts. Actually, Dhukuti tolerates a certain level of
deviation and below or above that deviation, a loss situation will occur.
Therefore, if we can manage the standard deviation of bid winning bid
amounts, we can construct an effective and everyone satisfying Dhukuti
scheme

6. To conclude the theory building analysis findings, the beauty and
effectiveness of a Dhukuti scheme reside in
a. the spread(gap) between return on market and cost of debt in market,

and
b. the deviation of bid winning bid amounts
We have no control over market rates, however, we can limit the
deviation of bid winning bid amounts by imposing different restrictions

and conditions.
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4.5.4. Findings from analysis of potentiality to address liquidity crisis

This analysis has shown the potentiality of RoSCA (Dhukuti) practice in
banking sector to address cyclic nature of liquidity crisis. A small
amount of Dhukuti scheme on each branches of bank will inject a huge

sum in the baking sector. However, rigorous study is must.
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CHAPTER V

SUMMARY, CONCLUSION AND RECOMMENDATIONS

S5.1.

Summary

Dhikur (in Thakali), Dhikuti or Dhukuti (in Nepali) - literally a storage box,
used for valuables or food grains - The Dhukuti is a financial self-help group
which originated from a system of communal food grain storage for the needy.
With the onset of the market economy, it expanded quickly and became a
sophisticated informal people's bank, providing capital for small businessmen
as well as farmers. Its resources are solely derived from internal savings

mobilization.

Thus, the Dhukuti can be defined as a Rotating Saving & Credit Association
(RoSCA) in which equal amounts of money are collected from the participants
in regular intervals and allocated to one member at a time. Its rotation is mostly
determined by secret tender, the fund going to the lowest bidder, except at the
first and last rounds of a round. Dhukuti has become a major informal financial
institution for small enterprise finance in Nepal, particularly for investments in

non-farm and off-farm activities. In many cases, it is the only source of credit.

As far as the statement of problems are concerned for this study, the banks and
financial institutions are facing fierce competition in the market. Therefore,
they do need new product concept for the market. Irrespective of the growing
size of banking sector, the market is lacking of newer market products. On the
other hand, banking sector is also suffering from liquidity crisis. The year to
year repeating cyclic nature of liquidity crisis has become one of the major
challenge. The amount of C/D (Credit/Deposit) ratio is above the tolerable
level and increasing. Most of the banking products are taken as investment
alternative as well. The returns of banking products are quite certain &
predictable. But, the range of this investment type banking product are in
limited number. Adding new investment like banking product not only attract

new customers rather it will help to address liquidity crisis of the bank as well.
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Therefore, the study is mainly focused and targeted toward addressing the

aforementioned problem statements.

A theoretical framework is also designed carefully. In which, Dhukuti
participation is identified as dependent variable and other six variable are
identified as independent variables. These six independent variables are income
level, safety perception, gender, banking facilitates, employment status, and
education. With the help of the theoretical framework four hypotheses have

been fixed for the further exploration and analysis.

However, this study also consist of some inbuilt limitation. Unofficial practice
of Dhukuti, limited time and budget for study, and lack of literatures for review
are the main hurdles for the study. Beyond this, the study is much more focused
toward the partial fulfillment of the master degree program MBS. Though, we
believe that the research will reveal some of the important solution and prepare

a solid foundation for future studies.

There is limited articles, journals & research conducted about ROSCA practice
in Nepal. Available research reports are also outdated, focused to some part of
the country and not conducted rigorously. Contrary to this, our neighboring
country India has made a long stride on this regard. They have established
adequate legal & institutional framework for giving a formal way for ROSCA
practice as Chit Fund and has conducted very rigorous studies on this instance.
Despite the fact that Dhukuti is gaining popularity among Nepalese
community, the state has failed to main-streamline Dhukuti. No rigorous study
has been made at the very moment. Therefore, this study has felt a rigorous

study is urgent to formalize and institutionalize Dhukuti practice.

This study uses a variety of modern financial and statistical tools in order to get
a more accurate findings. For the financial tool, net present value (NPV) and
internal rate of return (IRR) are used whilst for statistical tools, arithmetic
mean, standard deviation, hypotheses testing (Z-test and Chi-square test) are

used. The presentation of data and analysis 1s mainly divided into two parts. In
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5.2.

5.3.

the first part, it comprises data presentation and analysis of 100 individuals'
sample survey while in the second part, it is all about theory building

(induction) analysis where the figures used are hypothetical and assumed.

Conclusion

Finally, it has arrived at various findings and facts. Firstly, it has come up with
key determinants of Dhukuti participation out of which gender, income level,
employment status and safety perception are prominent. Hypotheses testing has
confirmed that these four elements has a great influence on Dhukuti
participation. Secondly, the theory building (induction) analysis has revealed
some interesting and useful facts that a everyone satisfying Dhukuti scheme is
possible in which everyone gains. For this, we have to take benefit of
spread(gap) between market return rate and cost of debt in market, and to limit
the deviation of bid winning bid amounts by imposing different restriction and
conditions. Lastly, the analysis further shows the potentiality of Dhukuti to

address the cyclic nature of liquidity crunch in banking sector.

Recommendation

1. If the Dhukuti is adopted by banks and financial institution and want to make

it more effective and beneficial for all, all they have to do is exploit the
spread(gap) between return on market and cost of debt in market, and limit

deviation of bid winning bid amounts within a tolerable limit.

. Most of the people claim Dhukuti to be illegal. They also say that illegal

money is used in Dhukuti and should be prohibited. However, non of the
legal provision has explicitly prohibited ROSCA or Dhukuti practice. It has
only prohibited to exercise monetary transactions beyond cooperatives,
financial institutions, insurance companies, banking sector and the like. If
Dhukuti as a RoSCA practice is adopted by a bank or a financial institution

that cannot be regarded as illegal practice and can be adopted as a product.
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. Similarly, many people argue that Dhukuti is a risky business and has no
legal framework, therefore, should not be practiced.But the reality is opposite
of what they think to be. For instance, derivative/commodity market which is
quite riskier business than stock market and Dhukuti practice is being
practiced widely in Nepal and also getting popular without any legal
provision and framework. In fact, without any regulating laws, rules and
policies, derivative market is like a gamble. If derivative marketing is legal

and acceptable, then why not Dhukuti.

. Despite the fact that it involves a higher risk of default in the absence of legal
agreement, many people have participated in and the participation rate is
rising. If the same Dhukuti product is introduced by banks and financial
institutions, more and more people will participate in due to its high

trustworthiness and legal agreement.

. Many of our neighboring countries have formally channelized RoSCA
practice into their economy and the contribution is also significant. If we look
what they have done in India, Chit Funds (RoSCA) is popular like mutual
funds. They have also enacted central and various state acts regarding Chit
Fund. This clearly indicates that we can replicate their successful and

effective RoSCA practice in our national context.

. This analysis of potentiality to address liquidity crunch in banking sector has
shown the potentiality and effectiveness of Dhukuti in addressing liquidity
crisis in banking sector. As a researcher of this study, I would like to strongly
recommend adoption of RoSCA (Dhukuti) as their business product if they
want to get relief from cyclic nature of liquidity problems. However, they
should conduct a rigorous study before adoption of RoSCA as a business

product.

. Beside addressing the liquidity crunch, the banks or financial institutions can

enjoy the first round sum without any cost and the banks may charge a certain
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commission on each bid rounds which will give additional income to the

banks or financial institutions.

The available Nepalese literatures are insufficient thus rigorous studies are
yet to be done. This research is conducted under the constraints of limited
cost, time and resources hence may not be free of errors and mistakes. Most
of the findings in this study are indicative in nature and directs toward the
need of intense and deep research in future. However, this study will provide
a ground for further future researches and will give a clear cut direction in
this regard. It is certain that the future research will unveil many interesting

and useful facts & figures about RoSCA and Dhukuti.
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Annex I

THE CHIT FUNDS ACT, 1982 (INDIA)

No.40 OF 1982
[19th August, 1982.]

An Act to provide for the regulation of chit funds and for matters connected therewith. Be it enacted
by Parliament in the Thirty-third Year of the Republic of India as follows:-

THE CHIT FUNDS ACT, 1982

CHAPTER | - PRELIMINARY

1.Short title, extent and commencement.- (1) This Act may be called the Chit
Funds Act, 1982.

(2) It extends to the whole of India except the State of Jammu and Kashmir.

(3) It shall come into force on such date as the Central Government may, by
notification in the Official Gazette, appoint, and different dates may be appointed for
different States.

2. Definition.- In this Act, unless the context otherwise require, -

(a) "approved bank" means the State Bank of India constituted under section 3 of the
State Bank of India Act, 1955 (23 of 1955), or a subsidiary bank constituted under
section 3 of the State Bank of India (Subsidiary Banks) Act, 1959 (33 of 1959), or a
corresponding new bank constituted under section 3 of the Banking Companies
(Acquisition and Transfer of Undertaking) Act, 1970 (5 of 1997), or a Regional Rural
Bank established under section 3 of the Regional Rules Banks Act, 1976 (21 of
1976) , or a corresponding new bank constituted under section 3 of the Banking
Companies (Acquisition and Transfer of Undertakings) Act, 1980 (40 of 1980), or a
banking company as defined under clause (e) of section 5 of the Banking Regulation
Act, 1949 (10 of 1949 ), or a banking institution notified by the Central Government
under section 51 of that Act or such other banking institution as the State
Government may, in consultation with the Reserve Bank, approve for the purposes
of this Act;

(b) "chit" means a transaction whether called chit, chit fund, chitty, kuri or by any
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other name by or under which a person enters into an agreement with a specified
number of persons that every one of them shall subscribe a certain sum of money
(or a certain quantity of grain instead) by way of periodical installments over a
definite period and that each such subscriber shall, in his turn, as determined by lot
or by auction or by tender or in such other manner as may be specified in the chit
agreement, be entitled to the prize amount.

Explanation.- A transaction is not a chit within the meaning of this clause, if in such
transaction, -

(i) some alone, but not all, of the subscribers get the prize amount without any
liability to pay future subscriptions; or

(ii) all the subscribers get the chit amount by turns with a liability to pay future

subscriptions;

(c) "chit agreement" means the document containing the articles of agreement

between the foreman and the subscribers relating to the chit;

(d) "chit amount" means the sum-total of the subscriptions payable by all the
subscribers for any installment of a chit without any deduction of discount or

otherwise;

(e) "chit business" means the business of conducting a chit;

(f) "defaulting subscriber" means a subscriber who has defaulted in he payment of

subscriptions due in accordance with the terms of the chit agreement.

(g) "discount" means the sum of money or the quantity of grain which a prized
subscriber is, under the terms of the chit agreement, required to forego and which is
set apart under the said agreement to meet the expenses of running the chit or for

distribution among the subscribers or for both;
(h) "dividend" means the share of the subscriber in the amount of discount available

under the chit agreement for rateable distribution among the subscribers at each
installment of the chit;
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(i) "draw" means the manner specified in the chit agreement for the purpose of

ascertaining the prized subscriber of any installment of the chit;

(j) "foreman" means the person who under the chit agreement is responsible for the
conduct of the chit and includes any person discharging the functions of the chit and

includes any person discharging the functions of the foreman under section 39;

(k) "non-prized subscriber" does not include a defaulting sub-scriber;

() "prescribed" means prescribed by rules made under this Act;

(m) "prize amount" means the difference between the chit amount and the
document, and in the case of a fraction of a ticket means the difference between the
chit amount and the discount proportionate to the fraction of the ticket, and when the
prize amount is payable otherwise then in cash, and value of the prize amount shall

be the value at the time when it becomes payable;

(n) "prize subscriber" means a subscriber who has either received or it entitled to

receive the prize amount;

(o) "Registrar" means the Registrar of Chits appointed under section 61, and
includes an Additional, a Joint, Deputy or an Assistant Registrar appointed under

that section;

(p) "Reserve Bank" means the Reserve Bank of India constituted under the Reserve
Bank of India Act, 1934 (2 of 1934);

(q) "State Government", in relation to a Union territory, means the administrator of

that Union territory appointed by the President under article 239 of the Constitution;
(r) "subscriber" includes a person who hold a fraction of a ticket and also a

transferee of a ticket or fraction thereof by assignment in writing or by operation of

law;
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(s) "ticket" means the share of a subscriber in a chit.

3. Act to override other laws, memorandium ,articles ,etc.- Save as otherwise
expressly provided in this Act,-

(a) the provisions of this Act shall have effect notwithstanding anything to the
contrary contained in any other law for the time being in force or in the memorandum
or articles of association or bye-laws or in any agreement or resolution whether the
same be registered, executed or passed, as the case may be, before or after the
commencement of this Act; and

(b) any provision contained in the memorandum, articles, bye-laws, agreement or
resolution aforesaid, shall, to the extent to which it is repugnant to the provisions of

this Act, become or be void, as the case may be.

CHAPTER Il - REGISTRATION OF CHITS, COMMENCEMENT AND CONDUCT
OF CHIT BUSINESS

4. Prohibition of chits not sanctioned or registered under the Act.- (1) Not chit
shall be commenced or conducted without obtaining the previous sanction of the
State Government within whose jurisdiction the chit is to be commenced or
conducted or of such officer as may be empowered by that Government in this
behalf, and unless the chit is registered in that state in accordance with the
provisions of this Act:

Provided that a sanction obtained under this sub-section shall laps if the chit is not
registered within twelve months from the date of such sanction or within such further
period or periods not exceeding six months in the aggregate as the State
Government may, on application made to it in this behalf, allow.

(2) An application for the purpose of obtaining a sanction under subsection (1) shall
be made by the foreman in such form and in such manner as may be prescribed.

(3) The previous sanction referred to in sub-section (1) may be refused, if foreman, -
(a) had been convicted of any offence under this Act or under any other Act
regulating chit business and sentenced to imprisonment for any such offence; or

(b) had defaulted in the payment of fees or the filing of any statement or record
required to be paid or filed under this Act or had violated any of the provisions of this

Act or the rules made thereunder; or
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(c) had been convicted of any offence involving moral turpitude and sentenced to
imprisonment for any such offence unless a period of five years has elapsed since
his release :

Provided that before refusing any such sanction, the foreman shall be given a
reasonable opportunity of being heard.

(4) The order of the State Government, and, subject to the provisions of sub-section
(5), the order of the officer empowered under sub-section (1), issuing or refusing
previous sanction under this section shall be final.

(5) Any person aggrieved by the refusal to issue previous sanction by a officer
empowered under sub-section (1) may appeal to the State Government within thirty
days of the date of communication to him of such refusal and the decision of that
Government on such appeal shall be final.

5. Prohibition of invitation for subscriptions except under certain conditions.-
No person shall issue or cause to be issued any notice, circular, prospectus,
proposal or other document inviting the public to subscribe for tickets in any chit
unless such notice, circular, prospectus, proposal or document contains a statement
that the previous sanction required under section 4 has been obtained and the

particulars of such sanction.

6. Form of chit agreement.- (1) Every chit agreement shall be is duplicate and shall
be signed by each of the subscribers or by any person authorised by him in writing
and the foreman and attested by at least two witnesses and it shall contain the
following particulars, namely:-

(a) full name and residential address of every subscriber;

(b) the number of tickets including the fraction of a ticket held by each subscriber;

(c) the number of installments, the amount payable for each ticket at every
installment and the interest or penalty, if any, payable on any default in the payment
of such installments;

(d) the probable date of commencement and the duration of the chit;

(e) the manner of ascertaining the prizing subscriber at each installment;

(f) the maximum amount of discount which the prized subscriber has to forego at any
installment;

(g) the mode and proportion in which the discount is distributable by way of dividend,
foreman's commission or remuneration or expenses for running the chit, as the case
may be;
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(h) the date, time and place at which the chit is to be drawn;

(i) the installment at which the foreman is to get the chit amount;

(j) the name of the approved bank in which chit moneys shall be deposited by the
foreman under the provisions of this Act;

(k) where the foreman is an individual, the manner in which a chit shall be continued
when such individual dies or becomes unsound mind or is otherwise incapacitated;
(1) the consequences to which a non-prized or prized subscriber or the foreman shall
be liable in case of violation of any of the provisions of the chit agreement;

(m) the conditions under which a subscriber shall be treated as a defaulting
subscriber;

(n) the nature and particulars of the security of to be offered by the foreman;

(o) the dates on which and time during which the foreman shall, subject to the
provisions contained in section 44, allow inspection of chit records to non-prized and
unpaid prized subscribers;

(p) the names of the nominees of each subscriber, that is to say, the names of the
persons to whom the benefits accruing to the subscriber under the chit may be paid
in the case of the death of the subscriber or when he is otherwise incapable of
making an agreement;

(q) any other particulars that may, from time to time, be prescribed.

Explanation: - For the purposes of this sub-section, it shall be sufficient if the
signature of each subscriber is obtained in separate copies of the agreement.

(2) The duration of a chit shall not extend beyond a period of five years from the date
of its commencement;

Provided that the State Government may permit the duration of a chit up to a period
of ten years if it is satisfied that it is necessary so to do, having regard to,-

(a) the financial condition of the foreman;

(b) his methods of operation;

(c) the interests of prospective subscribers;

(d) the requirements as to security; and

(e) such other factors as the circumstances of the easy may require.

(3) The amount of discount referred to in clause (f) of sub-section (1) shall not
exceed their per cent, of the chit amount.

(4) Where the prized subscriber at any installment at any installment of the chit is
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required to be determined by auction and more than one person offer the maximum

discount, the prized subscriber shall be determined by lot.

7. Filing of chit agreement

(1) Every chit agreement shall be filed in duplicate by the foreman with the Registrar.
(2) The Registrar shall retain one copy of the chit agreement and return the duplicate
to the foreman with an endorsement that the chit agreement has been registered:
Provided that the Registrar may refuse to register the chit agreement on may one or
more of the following grounds, namely:-

(a) that the security offered by the foreman under section 20 is insufficient;

(b) that the foreman had been convicted of any offence under this Act or under any
other Act regulating chit business and sentenced to imprisonment for any such
offence;

(c) that the foreman had defaulted in the payment of fees or the filing of any
statement or record required to be paid or filed under this Act or had violated any of
the provisions of this Act or the rules made thereunder;

(d) that the foreman had been convicted of any offence involving moral turpitude and
sentenced to imprisonment for any such offence unless a period of five years has
elapsed since his release:

Provided further that before refusing to register a chit under the first proviso, the
foreman shall be given a reasonable opportunity of being heard.

(3) Every endorsement made under sub-section (2) shall be conclusive evidence that
the chit is duly registered under this Act and the registration of a chit shall lapse if the
declaration by the foreman under sub-section (1) of section 9 is not filed within three
months from the date of such endorsement or within such further period or periods
not exceeding three months in the aggregate as the Registrar may, on application

made to him in this behalf, allow.

8. Minimum capital requirements for the commencement, etc., of a chit, and
chit, and creation of a reserve fund by a company.- (1) Notwithstanding anything
contained in the Companies Act, 1956, but subject to the provisions of this Act, a
company shall not commence or carry on chit business unless it has a paid-up
capital of not less than rupees one lakh.

(2) Every company having a paid-up capital of less than rupees one lakh and

carrying on chit business on chit business on the commencement of this Act, shall,
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before the expiry of a period of three years from such commencement, increase its
paid-up capital to not less than rupees one lakh.

Provided that the State Government may, if it considers it necessary in the public
interest or for avoiding any hardship, extend the said period of three years in respect
of any company by such further period at periods not exceeding two years in the
aggregate:

Provided further that no such company shall commence any new chit the duration of
which would extend beyond the said period of three years or such extended period
or periods under the first proviso unless it increases its paid-up capital to not less
than rupees one lakh.

(3) Every company carrying on chit business shall create and maintain a reserve
fund and shall, out of the balance of profit of each year as disclosed in its profit and
loss account and before any dividend on its shares is declared, transfer to such
reserve fund, a sum equal to not less than ten per cent, of such profit.

(4) No company shall appropriate any sum or sums from the reserve fund except
with the prior approval of the Registrar and for the purpose of obtaining such
approval, it shall an application in the prescribed form to the Registrar explaining the

circumstances relating to such appropriation.

9. Commencement of chit.- (1) Every foreman shall, after all the tickets specified in
the chit agreement are fully subscribed, file a declaration to that effect with the
Registrar

(2) As soon as may be after a declaration is filed under sub-section (1), the Registrar
shall, after satisfying himself that all the requirements relating to sanction,
registration of chit and other matters have been duly complied with, grant a
certificate of commencement to the foreman.

(3) No foreman shall commence any auction or the draw of any chit or appropriate
any chit or appropriate any chit amount unless a certificate of commencement

referred to in sub-section (2) is obtained by him.

10. Copies of chit agreement to be given to subscribers.- (1) A foreman shall, as
soon as may be after he has obtained the certificate of commencement under sub-
section (2) of section 9, but not later than the date of the first draw of the chit, furnish
to every subscriber, a copy of the chit agreement certified to be a true copy.

(2)A foreman shall, within fifteen days after the close of the month in which the draw
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for the first installment of the chit is held, file with the Registrar, a certificate to the

effect that the provisions of sub-section (1) have been complied with.

11. Use of the words chit, chit fund, chitty or kuri.- (1) No person shall carry on
chit business unless he uses as part of his name any of the words "chit fund", "chitty"
or "Kuri" and no person other than a person carrying on chit business shall use as
part of his name any such word.

(2) Where at the commencement of this Act,-

(a) any person is carrying on chit business without using as part of his name any of
the words specified in sub-section (1); or

(b) any person not carrying on chit business is using any such word as part of his
name,

he shall, within a period of one year from such commencement, add as part of his
name any such word or, as the case may be, delete such word from his name:
Provided that the State Government may, if it considers it necessary in the public
interest or for avoiding any hardship, extend the said period of one year by such

further period or periods not exceeding one year in the aggregate.

12. Prohibition of transacting business other than chit business by a
company.- (1) Except with the general or special permission of the State
Government, no company carrying on chit business shall conduct any other
business.

(2) Where at the commencement of this Act, any company is carrying on any
business in addition to chit business, it shall wind up such other business before the
expiry of a period of three years from such commencement:

Provided that the State Government may, if it considers it necessary in the public
interest or for avoiding any hardship, extend the said period of three years by such

further period or periods not exceeding two years in the aggregate.

13. Aggregate amount of chits.- (1) No foreman, other than a firm or other
association of individuals of a company or co-operative society, shall commence or
conduct chits, the aggregate chit amount of which at any time exceeds twenty-five
thousand rupees.

(2) Where the foreman is a firm or other association of individuals, the aggregate chit

amount of the chit conducted by the firm or other association shall not at any time
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exceed,-

(a) where the number of partners of the firm or the individuals constituting the
association is not less than four, a sum of rupees one lakh;

(b) in any other case, a sum calculated on the basis of twenty-five thousand rupees
with respect to each partner or individual.

(3) Where the foreman is a company or co-operative society, the aggregate chit
amount of the chits conducted by it shall not at any time exceed ten times the net
owned funds of the company or the co-operative society, as the case may be.
Explanation.- For the purposes of this sub-section, "net owned funds" shall mean the
aggregate of the paid-up capital and free reserves as disclosed in the last audited
balance sheet of the company or co-operative society, as reduced by the amount of
accumulated balance of loss, deferred revenue, expenditure and other intangible

assets, if any, as disclosed in the said balance sheet.

14. Utilisation of funds.- (1) No person carrying on chit business shall utilise the
moneys collected in respect of such business (other than commission or
remuneration payable to such person or interest or penalty, if any, received from a
defaulting subscriber), except for-

(a) carrying on chit business; or

(b) giving loans and advances to non-prized subscribers on the security of
subscriptions paid by them; or

(c) investing in trustee securities within the meaning of section 20 of the Indian
Trusts Act, 1882; or

(d) making deposits with approved banks mentioned in the chit agreement.

(2) Where any person carrying on chit business has utilised the moneys collected in
respect of such business before the commencement of this Act, otherwise than for
the purposes specified in sub-section (1), he shall secure that so much of such
moneys as have not been realised before such commencement are realised before
the expiry of a period of three years from such commencement:

Provided that the State Government may, if it considers it necessary in the public
interest of for avoiding any hardship, extend the said period of three years by such

further period or periods not exceeding one year in the aggregate.
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15. Alteration of chit agreement.- A chit agreement shall not be altered, added to
or cancelled except with the consent in writing of the foreman and all the subscribers
to the chit.

16. Date, time and place of conducting chits.- (1) Every draw in a chit shall be
held on the date, at the time and place mentioned in the chit agreement and a notice
therefore in such form and in such manner as may be prescribed shall be issued by
the foreman to all the subscribers.

(2) Every such draw shall be conducted in accordance with the provisions of the chit
agreement and in the presence of not less than two subscribers.

(3) Where any draw was not conducted on the ground that two subscribers required
to be present at a draw under sub-section (2) were not present or on any other
ground, the Registrar may, on his own motion or on an application made by the
foreman or any of the subscribers, direct that the draw shall be conducted in his

presence or in the presence of any person deputed by him.

17. Minutes of proceedings.- (1) The minutes of the proceedings of every draw
shall be prepared and entered in a book to be kept for that purpose immediately after
the closure of the draw and shall be signed by the foreman, the prized subscribers, if
present, or their authorised agents, and at least two other subscribers who are
present, and where a direction has been made under sub-section (3) of section 16,
also by the Registrar or the person deputed by him under that sub-section.

(2) The minutes referred to in sub-section (1) shall state clearly-

(a) the date and hour when proceedings began and ended and the place where the
draw was held;

(b) the number of the installment of the chit to which the proceedings relate;

(c) the names of the subscribers present;

(d) the person or persons who become entitled to the prize amount in the instaliment;
(e) the amount of discount;

(f) full particulars regarding the disposal of the unpaid prize amount, if any, in respect
of any previous installment; and

(g) any other particulars that may be prescribed.

18. Copies of minutes to be filed with Registrar.- A true copy of the minutes of

the proceedings of every draw certified as such by the foreman shall be filed by the
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foreman with the Registrar within twenty-one days from the date of the draw to which

it relates.

19. Restriction on opening of new place and business.- (1) No person carrying
on chit business shall open a new place of business without obtaining the prior
approval of the Registrar within whose territorial jurisdiction his registered office of,
as the case may be, the place or the principal place of business is situated.

(2) Before granting approval under sub-section (1), the Registrar shall consult the
Registrar of the State within whose territorial jurisdiction the new place of business is
proposed to be opened and shall also keep in view the financial condition and
methods of operation of the foreman, the extent to which public interest will be
served by the opening of the new place of business and such other matters as may
be prescribed.

(3) Where a person carrying on chit business opens a new place of business in a
State other than the State (hereinafter referred to as the State of origin) in which his
registered office or the place or the principal place of his business is situated, the
Registrar of the State in which such new place of business is opened may also
exercise and perform any of the powers and functions which the Registrar of the
State of origin may exercise and perform in respect of the chit business carried on at
such new place of business.

(4) For the purposes of this section, "place of business" shall include any branch
office, sub-office, or any place of business where the chit business may be

conducted by such person.
CHAPTER Ill - RIGHTS AND DUTIES OF FOREMAN

20. Security to be given by foreman.- (1) For the proper conduct of the chit, every
foreman shall, before applying for a previous sanction under section 4,-

(a) deposit in an approved bank an amount equal to the chit amount in the name of
the Registrar; or

(b) transfer Government securities of the face value or market value (whichever is
less) of not less than one and a half times the chit amount in favour of the Registrar;
or

(c) transfer in favour of the Registrar such other securities, being securities in which

a trustee
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may invest money under section 20 of the Indian Trusts Act, 1882 (2 of 1882)., of
such value, as may be prescribed by the State Government from time to time.
Provided that the value of the securities referred to in clause (c) shall not, in any
case, be less than one and a half time the value of the chit amount.

(2) Where a foreman conducts more than one chit, he shall furnish security in
accordance with the provisions of sub-section (1) in respect of each chit.

(3) The Registrar may, at any time during the currency of the chit, permit the
substitution of the security:

Provided that the face value or market value (whichever is less) of the substituted
security shall not be less than the value of the security given by the foreman under
sub-section (1).

(4) The security given by the foreman under sub-section (1), or any security
substituted under sub-section (3), shall not be liable to be attached in execution of a
decree or otherwise until the chit is terminated and the claims of all the subscribers
are fully satisfied.

(5) Where the chit is terminated and the Registrar has satisfied himself that the
claims of all the subscribers have been fully satisfied, he shall order the release of
the security furnished by the foreman under sub-section (1), or the security
substituted under sub-section (3), as the case may be, and in doing so, he shall
follow such procedure as may be prescribed.

(6) Notwithstanding anything to the contrary contained in any other law for the time
being in force, the security furnished under this section shall not be dealt with by the
foreman during the currency of the chit to which it relates and any dealing by the
foreman with respect thereto by way of transfer or other encumbrances shall be null

and void.

21. Rights of foreman.- (1) The foreman shall be entitled,-

(a) in the absence of any provision in the chit agreement to the contrary to obtain the
chit amount at the first installment without deduction of the discount specified in the
chit agreement, subject to the condition that he shall subscribe to a ticket in the chit:
Provided that in a case where the foreman has subscribed to more than one ticket,
he shall not be eligible to obtain more than one chit amount in a chit without
discount;

(b) to such amount not exceeding five per cent.of the chit amount as may be fixed in

the chit agreement, by way of commission, remuneration or for meeting the
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expenses of running the chit;

(c) to interest and penalty, if any, payable on any default in the payment of
installments and to such other amounts as may be payable to him under the
provisions of the chit agreement;

(d) to receive and realise all subscriptions from the subscribers and to distribute the
prize amounts to the prized subscribers;

(e) to demand sufficient security from and prized subscriber for the due payment of
future subscriptions payable by him.

Explanation.- A security shall be deemed to be sufficient for the purposes of this
clause if its value exceeds by one-third, or if it consists of immovable properties, the
value of exceeds by one-half, of the amount due from the prized subscriber;

(f) to substitute subscribers in place of defaulting subscribers; and

(g) to do all other acts that may be necessary for the due and proper conduct of the
chit.

(2) Where any dispute arises with regard to the value of the property offered as
security under clause (e) of sub-section (1), it shall be referred to the Registrar for

arbitration under section 64.

22. Duties of foreman.- (1) The foreman shall, on the prized subscriber furnish
sufficient security for the due payment of future subscriptions, be bound to pay him
the prize amount:

Provided that the prize subscriber shall be entitled to the payment of the prize
amount without any security whatsoever if he agrees to the deduction therefrom of
the amount of all future subscriptions and in such a case, the foreman shall pay the
prize amount to the prized subscriber within seven days after the date of the draw or
before the date of the next succeeding installment, whichever is earlier:

Provided further that where the prize amount has been paid to the prized subscriber
under the first proviso, the amount deducted shall be deposited by the foreman in an
approved bank mentioned in the chit agreement and he shall not withdraw the
amount so deposited except for the payment of future subscriptions.

(2) If, owing to the default of the prized subscriber, the prize amount due in respect
of any draw remains unpaid until the date of the next succeeding installment, the
foreman shall deposit the prize amount forthwith in a separate account in an
approved bank mentioned in the chit agreement and intimate in writing the fact of

such deposit and the reasons therefore to the prized subscriber and the Registrar:
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Provided that where any prized subscriber does not collect the prize amount in
respect of any installment of a chit within a period of two months from the date of the
draw, it shall be open to the foreman to hold another draw in respect of such
installment.

(3) Every payment of the prize amount or the amount of future subscriptions under
sub-section (1), and the deposit of the prize amount under sub-section (2),shall be
intimated to the subscribers at the next succeeding draw and the particulars of such
payment or deposit shall be entered in the minutes of the proceedings of that draw.
(4) The foreman shall not appropriate to himself any amount in excess of what he is
entitled to under clause (b) or clause (c) of sub-section (1) of section 21:

Provided that where the foreman is himself a prized subscriber, he shall be entitled
to appropriate to himself the prize amount subject to his complying with the
provisions of section 31:

Provided further that the foreman may appropriate to himself the interest accruing on
the amount deposited under the second proviso to sub-section (1)

(5) The foreman shall not admit any person as a subscriber to a chit, if by such
admission, the total number of tickets mentioned in the chit agreement is increased.
(6) The foreman shall distribute among the subscribers, in accordance with the chit
agreement, the dividend either in cash, grain or by way of adjustment towards the

subscriptions payable for the next installment, if any.

23. Books, records, etc., to be kept by foreman.- The foreman shall maintain in
his registered office, or as the case may be in the place or the principal place of his
business, or, where the foreman has any branch office, sub-office or nay place of
business for the conduct of chit business in a State other than the State in which his
registered office or the principal place of his business is situated, in such branch
office, sub-office or place of business in respect of the business conducted in that
State-

(a) a register containing-

(i) the names and full particulars of the subscribers in each chit together with the
number of tickets held by each subscriber;

(i) the dates on which the subscribers signed the chit agreement; and

(iii) in the case of an assignment of a ticket by a subscriber, the name and full
address of the assignee with the date of assignment and the date on which the

assignment had been recognised by the foreman;
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(b) a book containing the minutes of the proceedings of each draw;

(c) a ledger containing-

(i) the amounts paid by the subscribers in each chit and the dates of such payments;
(ii) the amounts paid to the prized subscribers and the dates of such payments; and
(iii) in the case of any deposit in an approved bank mentioned in the chit agreement
the date and the amount of such deposit;

(d) a register in the prescribed form showing the amounts deposited in approved
banks as required under the provisions of this act in respect of all chits conducted by
the foreman at his office; and

(e) such other registers and books in such form as may be prescribed by the State

Government within whose jurisdiction the chit is conducted.

24. Balance sheet.- Without prejudice to the provisions of the Companies act, 1956
(1 of 1956.), every foreman shall prepare and file with the Registrar within such item
as may be prescribed, a balance sheet as on the last date of each calendar year, or
as the case may be the financial year of the foreman, and a profit and loss account
relating to the year of account, in the forms set out in Parts | and Il of the Schedule
or as near thereto as circumstances admit, in respect of the chit business and
audited by auditors qualified to act as auditors under the Companies act, 1956, or by
chit under appointed under section 61:

Provided that where a balance sheet is audited by an auditor qualified to act as
auditor under the Companies Act, 1956 (1 of 1956.), a chit auditor appointed under
section 61 shall have the right to audit the balance sheet at any time if so authorised

by the Registrar in this behalf.

25.Liability of foreman to subscribers.- (1) Every foreman shall be liable to
account to the subscribers for the amounts due to them.

(2) Where there are more than one foreman in a chit, each one of them jointly and
severally and if the foreman is a firm or other association of individuals each one of
the partners or individuals thereof jointly and severally and if the foreman is a
company, the company as such ,shall be liable to the subscribers in respect of the

obligations arising out of the chit.

26. Withdrawal of foreman.- (1) No foreman, or where there are more than one

foreman in a chit, none of them shall withdraw form the chit until its termination
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unless such withdrawal is assented to in writing by all the non-prized and unpaid
prized subscribers and a copy of such assent has been filed with the Registrar under
section 41.

(2) The withdrawal from a chit of any one of the foreman shall not affect the security

given by him under section 20 or section 31.

CHAPTER IV - RIGHTS AND DUTIES AND NON-PRIZED SUBSCRIBERS

27. Non-prized subscribers to pay subscriptions and obtain receipts.- Every
non-prized subscriber shall pay his subscription due in respect of every installment
on the dates and times and at the places mentioned in the chit agreement and shall,

on such payment be entitled to obtain a receipt from the foreman.

28. Removal of defaulting subscribers.- (1) A non-prized subscriber who defaults
in paying his subscription in accordance with the terms of the chit agreement shall be
liable to have his name removed from the list of subscribers and a written notice of
such removal shall be given by the foreman to the defaulting subscriber within
fourteen days of the date of such removal;

Provided that if the defaulter pays the defaulted installment with interest at such rate
as may be prescribed within seven days of the date of receipt of such notice, his
name shall be re-entered in the list of such subscribers.

(2) Every such removal under sub-section (1) shall with the date thereof be entered
in the relevant book maintained by the foreman.

(3) A true copy of the entry referred to in sub-section (2) shall be filed by he foreman
with the Registrar within fourteen days from the date of removal.

(4) Any defaulting subscriber aggrieved by the removal of his name from the list of
subscribers may within seven days of the date of receipt of the notice of removal

refer the matter to the Registrar for arbitration under section 64.

29. Substitution of subscribers.- (1) A foreman may substitute in the list of
subscribers any person (hereafter in this Chapter referred to as the substituted
subscriber) in place of the defaulting subscriber whose name has been removed
under sub-section (1) of section 28.

(2) Every substitution referred to in sub-section (1) shall with the date thereof, be

entered in the relevant book maintained by the foreman and a true copy of every
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such entry shall be filed by the foreman with the Registrar within fourteen days from

the date of substitution.

30. Amounts due to defaulting subscribers.- (1) A foreman shall our of the
amounts payable by and realized from the substituted subscriber towards the
installments relatable to the period before the date of the substitution (including the
arrears due from the defaulting subscriber), deposit, before the date of the next
succeeding installment, in a separate identifiable, account in an approved bank
mentioned in the chit agreement, an amount equal to the contributions made by the
defaulting subscriber, less such deductions as may be provided for in the chit
agreement and shall inform the defaulting subscriber as well as the Registrar of the
fact of such deposit and shall not withdraw the amount so deposited except for
payment to the defaulting subscriber.

(2) The amount so deposited under sub-section (1) shall be paid to the defaulting
subscriber as and when he claims the amount and the amount so deposited shall not
be withdrawn by the foreman for any purpose other than for such payment.

(3) The contributions of any defaulting subscriber who has not been substituted till
the termination of the chit shall be paid to him within fifteen days from the date of
termination of the chit subject to such deductions as may be provided for in the chit

agreement.

CHAPTER V - RIGHTS AND DUTIES OF PRIZED SUBSCRIBERS

31. Prized subscriber to furnish security.- Every prized subscriber shall, if he has
not offered to deduct the amount of all future subscription from the prize amount due
to him, furnish and a foreman shall take, sufficient security for the due payment of all
future subscriptions and if the foreman is a prized subscriber, he shall give security

for the due payment of all the future subscription to the satisfaction of the Registrar.

32. Prized subscriber to pay subscriptions regularly.- Every prized subscriber
shall pay his subscription regularly on the dates and times and at the place
mentioned in the chit agreement and on his failure to do so, he shall be liable to

make a consolidated payment of all the future subscriptions forthwith.

33. Foreman to demand future subscriptions by written notice.- (1) A foreman

shall not be entitled to claim a consolidated payment from a defaulting prized
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subscriber under section 32 unless he makes a demand to that effect in writing.

(2) Where a dispute is raised under this Act by a foreman for a consolidated payment
of future subscriptions from a defaulting prized subscriber and if the subscriber pays
to the foreman on or before the date to which the dispute is posted for hearing the
arrears of subscription till that date together with the interest thereon at the rate
provided for in the chit agreement and the cost of adjudication of the dispute, the
Registrar or his nominee, hearing the dispute, shall notwithstanding any contract to
the contrary, make an order directing the subscriber to pay to the foreman the future
subscription on or before the dates on which they fall due, and that, in case of any
default of such payments by the subscriber ,the foreman, shall be at liberty to realise,
in execution of that order, all future subscriptions and interest together with the costs,
if any less the amount, if any already paid by the subscriber in respect thereof:
Provided that if any such dispute is on a promissory note, no order shall be passed
under this sub-section unless such promissory note expressly states that the amount
due under the promissory note is towards the payment of subscriptions to the chit.
(3) Any person who holds any interest in the property furnished as security or part
thereof, shall be entitled to make the payment under sub-section (2).

(4) All consolidated payments of future subscriptions realised by a foreman shall be
deposited by him in an approved bank mentioned in the chit agreement before the
date of the succeeding installment and the amount so deposited shall not be
withdrawn except for payment of future subscriptions.

(5) Where any property is obtained as security in lieu of the consolidated payment of
future subscriptions it shall remain as security for the due payment of future

subscriptions.

CHAPTER VI - TRASNFERS

34. Restrictions on transfer of rights of foreman.- (1) No transfer of the rights of a
foreman to receive subscriptions from the prized subscribers shall be made without
the previous sanction in writing of the Registrar.

(2) Any transfer of the rights of a foreman to receive subscriptions from the prized

subscribers shall, if it is likely to defeat or delay the interests of a non-prized or
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unpaid prized subscriber, be avoidable at the instance of such subscriber.

(3) When under sub-section (2)a transfer is disputed by a subscriber, the burden of
proving that the foreman was in solvent circumstances at the time of the transfer and
that the transfer does not defeat or delay the interests of such subscriber is on the

transferee.

35. Transfer of non-prized subscribers rights to be in writing.- Every transfer by
a non-prized subscriber of his rights in the chit shall be in writing dully attested by at

least two withesses and shall be filed with the foreman.

36. Recognition of transfer by foreman.- Every transfer under section 35 shall
within a period of fourteen days from the date of receipt of the proposal for transfer
by the foreman, be recognised by him unless the transferee is not solvent or the
transfer was effected with a view to defeating the provisions of any law including this
Act and the decision of the foreman to recognise the transfer or not shall forthwith be

communicated to the parties concerned.

37. Entry of transferees name in the books.- Every transfer under section 34 or
section 35 shall be entered by the foreman in the books of the chit forthwith and a
true copy of such entry shall be filed by the foreman with the Registrar within

fourteen days from the date of making such entry.
CHAPTER VII - MEETINGS OF GENERAL BODY OF SUBSCRIBERS

38. Meetings of general body of subscribers.- (1) The foreman, may, on his own
motion, convene a special meeting of the general body of subscribers for considering
any proposal to pass a special resolution.

(2) The foreman shall convene such a meeting on the requisition in writing of not less
than twenty-five per cent.of the number of non-prized and unpaid prized subscribers,
and the meeting so convened shall be held within thirty days of the date of receipt of
the requisition and if the foreman refuses or fails to call such a meeting within
fourteen days of the date of receipt of such requisition, not less than twenty-five per
cent of the number of non-prized and unpaid prized subscribers may give notice of
the fact to the Registrar.

(3) The Registrar shall, within twenty-one days of the receipt of the notice under sub-

section 92) convene or direct the convening of a special meeting of the general body
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of the subscribers and on receipt of such a direction it shall be the duty of the
foreman to comply with such direction.

(4) Notice of not less than fourteen days shall be given to all the subscribers of a
meeting under this section specifying the object date, hour and place of meeting and
a copy of the special resolution shall also be sent along with the notice of the
meeting.

Explanation- For the purposes of this section and section 39, "special resolution”
means a resolution which is passed at a meeting of the general body of the
subscribers specially convened for the purpose, by a majority of not less than two-
thirds of the subscribes to the chit present at the meeting in person or by proxy and
representing not less than three-fourths of the amount, or as the case, may be the
value of the grain subscribed by all the non-prized and unpaid prized subscribers if

any.

CHAPTER VIII - TERMINATION OF CHITS

39. Provision for continuation of chits in certain cases.- (1) Where a foreman
dies or becomes of unsound mind or is otherwise incapacitated, the chit may
continue in accordance with the provisions of the chit agreement.

(2) Where a foreman is adjudicated as insolvent, or withdraws from the chit under
section 26, or fails to conduct the chit at any installment or on any other date before
the next succeeding installment as may have been agreed upon by a special
resolution, any one or more of such subscribers authorised by such resolution may,
in the absence of any provision in the chit agreement for the future conduct of the
chit, take the place of the foreman and continue the chit or make other arrangements
for the further conduct of the chit.

40. Termination of chits.- A chit shall be deemed to have terminated,-

(a) when the period specified therefor in the chit agreement has expired provided the
payment of dues to all the subscribers has been completed; or

(b) when all the non-prized and unpaid prized subscribers and the foreman consent
in writing to the termination of the chit and a copy of such conceit is filed with the
Registrar as required under section 41; or

(c) where a foreman dies or becomes of unsound mind or is otherwise incapacitated

and the chit is not continued in accordance with the provisions of the chit agreement.
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Provided that, in a case where the foreman is a firm, if a partner thereof dies or
becomes of unsound mind or is otherwise incapacitated, the chit shall not be
deemed to have terminated and the surviving partner or partners shall conduct the

chit in the absence of any provision to the contrary in the chit agreement.

41. Copy of assent of consent to be filed with Registrar.-. A true copy of every
assent referred to in section 26 and of every consent referred to in clause (b) of
section 40 with their dates shall be filed by the foreman or by the surviving partner or
partners, as the case may be with Registrar within fourteen days from the date of

such assent or consent.

42. Refund of non-prized subscribers subscriptions.- Except in the cases
referred to in clauses (a) and (b) of section 40,-

(a) every non-prized subscriber, shall, unless otherwise provided for in this Act or in
the chit agreement, be entitled to get back his subscriptions at the termination of the
chit without any

deduction for dividend if any earned by him:

Provided that, any person to whom the rights of a non-prized subscriber are
transferred in accordance with the provisions of section 35, shall, in addition to his
subscriptions, be entitled to get back the subscriptions paid by such non-prized
subscriber, subject, to the conditions specified in this section;

(b) if a chit terminates on a date earlier than the date originally fixed in the hit
agreement the non-prized subscriber's claim shall be deemed to have arisen on the

date on which he has notice thereof.

43. Subscribers dues to be first charge on chit assets.- Any amount due to the
subscriber from a foreman in relation to the chit business shall be a first charge on

the chit assets.

CHATPER IX - INSPECTION OF DOCUMENTS

44. Foreman to allow certain subscribers to inspect chit records.- Every

foreman shall, on payment of such fee not exceeding five rupees as may be
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specified in the chit agreement, allow the non-prized subscribers and unpaid prized
subscribers reasonable facilities on all the dates of draw or on such other dates and
within such hours as may be provided for in the chit agreement for the inspection of
security bonds and documents, receipts and other records taken from the prized
subscribers or furnished by the foreman as a subscriber and al chit records including
books of account pass book balance sheet and profit and loss accounts and such

other records as may show the actual financial position of the chit.

45. Preservation of chit records by foreman.- All the records pertaining to a chit
shall be kept by the foreman for a period of eight years from the date of termination
of the chit.

46. Inspection of chit books and records by Registrar.- (1) Without prejudice to
the provisions of sections 209 and 209A of the Companies Act, 1956 (1 of 1956), the
Registrar or an officer authorised by the State Government in this behalf may inspect
chit books and all the records of a chit during working hours on any working day at
the premises of the foreman with or without giving notice and it shall be the duty of
every foreman to produce to the Registrar or the officer so authorised, all such books
and records as are in his custody or power and to furnish him with any statement or
information relating to the chits as he may require from the foreman within such time
as he may specify.

(2) The Registrar or an officer authorised by the State Government in this behalf
may, after giving seven days' notice in writing to the foreman, direct him to produce
before him for inspection such chit books and records as he may require at the time
and place mentioned in the notice.

(3) If on an inspection made under sub-section (1) or sub-section (2) any defects are
found, the Registrar may bring such defects to the notice of the foreman and may
also make an order directing the foreman to take such action as may be specified in
the order to remedy the defects within the time specified therein.

(4) Every foreman shall be bound to comply with the directions contained in an order

made under sub-section (3).

47. Power Reserve Bank to inspect chit books and records.- (1) Nothing in
section 46 shall be deemed to affect the power of the Reserve Bank to inspect the

books and records of any foreman under the provisions of section 45N of the
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Reserve Bank of India Act, 1934 (2 of 1934).

(2) The Reserve Bank may, if it considers necessary forward a copy of its report or of
any part of its report on the inspection of the books and records of a foreman to the
foreman for taking necessary action.

(3) Every foreman shall, on report or part thereof under sub-section (2), be bound to
comply with the directions, if any given by the Reserve Bank in this behalf and shall if
so required submit periodical reports in regard to the action taken by him.

(4) The Reserve Bank may also forward a copy of the report on the inspection of the
books and records of a foreman to the State Government within whose jurisdiction
the registered office of the company, if the foreman, is a company or the place or the
principal place of business of the foreman in any other case, is situated for such

action as may be considered necessary.

CHAPTER X - WINDING UP OF CHITS

48. Circumstances under which chits may be wound up.- A chit may be wound
up by the Registrar within whose territorial jurisdiction the chit has been registered
wither on his own motion or on an application made by any non-prized or unpaid
prized subscriber,-

(a) if the chit has terminated under clause (c) of section 40; or

(b) if the foreman commits any such act in respect of the security specified in section
20 as is calculated to impair materially the nature of the security or the value thereof;
or

(c) if he fails to deposit any amount required to be deposited under any of the
provisions of this act; or

(d) if it is proved to the satisfaction of the Registrar that the foreman is unable to pay
the amounts due to the subscribers; or

(e) if the execution or other process issued on an order passed by the Registrar in
favour of any subscriber in respect of amounts due to him from the foreman in
relation to the chit business is returned unsatisfied in whole or in part; or

(f) if it is proved that there has been a fraud or collusion on the part of the foreman in
the matter of taking securities from any prized subscriber; or

(g) if the foreman has appropriated the prize amount in his capacity as a subscriber
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without furnishing sufficient security for future subscriptions; or
(h) if the Registrar is satisfied that the affairs of the chit are being conducted in a
manner prejudicial to the interests of the subscribers; or

(i) if it is just and equitable that the chit should be wound up.

Explanation- For the purposes of clause(d) in determining whether the foreman is
unable to pay the amounts due to the subscribers, the Registrar shall take into

account his contingent and future liabilities in respect of the chit.

49. Application for winding up.- An application for the winding up of a chit shall be
made by a petition presented by any non-prized or unpaid prized subscriber to the
Registrar signed and verified in the manner laid down by the Code of Civil
Procedure, 1908 (5 of 1998), and shall contain such particulars as may be
prescribed.

Provided that no application for the winding up of a chit under clause (d) or clause (i)
of section 48 shall lie unless such application is presented,-

(a) by non-prized and unpaid prized subscribers representing not less than twenty-
five per cent of the amount or, as the case may be the value of the grain subscribed
by all the non-prized and unpaid prized subscribers, if any; or

(b) with the previous sanction of the State Government within whose jurisdiction the
chit is commenced or conducted.

Explanation- For the purposes of clause (a) of the proviso, a subscriber of a fraction

of a ticket shall be deemed to be a subscriber only to the extent of such fraction.

50.Bar to winding up proceedings.- Notwithstanding anything contained in
sections 48 and 49, no petition for the winding up of a chit shall be entertained by the
Registrar,-

(a) if proceedings relating to insolvency are pending against the foreman or

(b) where the foreman is a firm, if proceedings relating to insolvency are pending
against all the partners or all the partners except one thereof, or proceedings for the
dissolution of the firm are pending; or

(c) where the foreman is a company or co-operative society, of proceedings for the

winding up of such company or co-operative society are pending.
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51. Commencement and effect of winding up order.- An order for the winding up
of a chit shall operate in favour of all the subscribers to whom amounts are due from
the foreman and it shall be deemed to have commenced from the date of the

presentation of the application for the winding up.

52. Injunction order.- The Registrar may, on the application of the foreman or of
any subscriber to whom amounts are due in respect of a chit, at any time after the
presentation of the application for the winding up of the chit under this Act and before
the making of an order for the appointment of an interim receiver or for the winding
up of the chit, restrain any other proceedings, instituted, against the foreman for the

realisation of amounts due from him on such terms as the Registrar thinks fit.

53. Powers of Registrar.- The Registrar may, after hearing an application under
this Chapter dismiss, it with or without costs, or adjourn the hearing conditionally or

unconditionally or make an interim or any other order that he deems fit.

54. Vesting of chit assets in Registrar or other persons.- On the making of an
order for the winding up of a chit all the chit asset pertaining to such chit shall vet in
the Registrar or in any person appointed by him for distribution amongst the

subscribers to whom amounts are due in respect of the chit.

55. Suits, etc., to be stayed on winding up order.- When a winding up order has
been made or a receiver has been appointed no suit or other legal proceedings shall
be continued or commenced against the foreman by a subscriber for the realisation
of amounts duet o him in respect of the chit except with the leave of the Registrar

winding up the chit and on such terms as he may impose.

56. Notification of winding up order.- On the making of a winding up order, the
Registrar shall make an entry in his book relating to the chit and shall notify in the

Official Gazette, that the order has been made.

57. Cessation of winding up proceedings on in solvency of foreman, etc., or
the winding up of the company and transfer of such proceedings.- Where
during the pendency of the proceedings for the winding up of a chit the foreman is
adjudicated an insolvent or where the foreman is a firm, al the partners or all the

partners except one thereof are adjudicated insolvent or where the foreman is a
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company the company has been ordered to be wound up by the Court, the winding
up proceedings under this Chapter shall cease and the distribution of the chit assets
shall subjects, to the provisions of sections 43 and 52, be made by the insolvency

court or the court winding up the company, as the case may be.

58. Award of compensation to foreman.- (1) Where an application for the winding
up of a chit is dismissed and the Registrar is satisfied that the petition is frivolous or
vexatious, he may, on the application of the foreman award, against the petitioner
such amount, not exceeding one thousand rupees, as he deems reasonable as
compensation tot he foreman for the expenses or injury caused to him by the
presentation of the application and the proceedings thereon, and such amount may
be realised as if the award were a decree of a Civil Court.

(2) On the making of an award under sub-section (1) no suit for compensation in

respect of an application for any winding up of the chit shall be entertained.

59. Right to appeal.- The foreman or any subscriber or any other person aggrieved
by a decision or order of the Registrar in any proceedings for the winding up of a chit
may, within sixty days from the date of such decision or order, appeal to the State

Government.

60. Limitation.- (1) Where an order refusing to wind up a chit has been made under
this Act, the chit shall be deemed to have been under suspension from the date of
presentation of the application to the date of such order in respect of non-prized
subscribers, and notwithstanding anything contained in the chit agreement no non-
prized subscriber who was not a defaulter on the date of the presentation of the
petition for winding up shall be deemed to be a defaulter on the date of such order.
(2) Where an order refusing to wind up a chit has been made under this Act in
computing the period of limitation prescribed for any suit or other legal proceedings
(other than a suit or application in respect of which the leave of the court has been
obtained) which might have been brought or instituted, but for the presentation of the
application for the winding up of the chit, the period, from the date of the presentation
of the application to the date of the order refusing to wind up a chit shall be excluded.
(3) Nothing contained in this Chapter shall affect the rights of a subscriber to proceed
against the foreman personally for the balance, if of the amount due to him after the

declaration of the final dividend in the proceedings for the winding up of the chit and
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in computing the period of limitation prescribed for any such proceedings, the period
from the date of the presentation of the application for the winding up of the chit to

the date of the declaration of the final dividend shall be excluded.

CHAPTER Xl - APPOINTMENT OF OFFICERS AND LEVY OF FEES

61. Appointment of Registrar and other officers.- (1) The State Government may
by natification in the Official Gazette, appoint a Registrar of Chits and as many
Additional, Joint, Deputy and Assistant Registrars as Amy be necessary for the
purpose of discharging the duties imposed upon the Registrar by or under this Act.
(2) The Registrar may appoint as many inspectors of chits and chit auditors as may
be necessary for the purpose of discharging the duties imposed on the inspectors of
chits or chit auditors by or under this Act.

(3) All inspectors of chits and chit auditors shall discharge the duties imposed upon
them by or under this Act under the general superintendence and control of the
Registrar.

(4) If the Registrar is of the opinion that the accounts of any chit are not properly
maintained and that such accounts should be audited it shall be lawful, for him to
have such accounts audited by a chit auditor.

(5) It shall be the duty of the foreman of the chit whose accounts are to be audited by
a chit auditor under sub-section (4)to produce before the chit auditorium all accounts,
books and other records relating to the chit, to furnish him with such information as
may be required and afford him all such assistance and facilities as may be
necessary and reasonable in regard to the audit of the accounts of the chit.

(6) The foreman shall pay to the chit auditor such fees as may be prescribed for the
audit of the accounts of the chit under sub-section (4);

Provided that different scales of fees may be prescribed for different chits depending

other quantum of the chit amount.

62. Inspection of documents is Registrars office.- The foreman of a chit or any
subscriber in a chit or the heirs or legal representatives of any foreman or subscriber

may, on payment of such fees as may be prescribed,-
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(a) inspect the documents of the concerned chit kept by the Registrar; or

(b) obtain a certified copy or an extract of any such document or record.

63. Levy of fees.- (1) There shall be paid to the Registrar such fees as the State
Government may, from item to time prescribe, for,-

(a) the issue of previous sanction under section 4:

(b) the filing of the chit agreement with the Registrar and the registration f the chit
under section 7.

(c) the filing of a declaration with the Registrar and the grant of a certificate of
commencement under section 9;

(d) the filing of copies of documents under any of the provisions of this Act;

(e) the audit of the accounts of the foreman under section61;

(f) the inspection of documents under section 62;

(9) the obtaining of certified copies or extracts of documents and records under
section 62; and

(h) such other matters as may appear necessary to the State Government.

(2) A table of fees prescribed under sub-section (1) shall be exhibited on a notice

board in the office of the Registrar.
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BISHTS!, TH 9 / HIDAT AF HAeal T HTHIRT
| ATIIRS AT GHETD Udeld G deehl S| deh
o R SeATe HOT 3N derg Aghr AT HoT
UATEAT Ui hooEaTs TR T JehaAT IWehT qE IhataT
AIRRTA! A GHIATGA oAl g AT T
AN T Ulceel Ui @ b
goold SIS Uf GEATSHhed! Ghrehl ROT
Ses g5 Gold Tl W AT IRGEd Th
TGS AR Jaey fAdeeme H |

“Felare 7T ofa 8ET 3o feem AfAve AN, dide Al UHa TR 35d
Thd,” 3l PRGN 3, “dp dar T Fearer ufd Wa Faam ;o1 afguufa
ThITT HIUET T GHED T el fdehed Te|” 3ol &Xeb TG T BICeldl gel
AT TAT ol IATaTRe T Moy AfesAd nuereer a& dwa forear et wwa
T3 3TN g IR Sl IN| WRFRITA FAAT ATAD Ihal STFAT A TR
Pl Afeel AaTfeed URUTAT AT & HTH! SHAPN 3 T

‘Pieet BB fhear A TxT 9Ud oo, e 3w, Il Fdd dar sorw
facier onfar gl Wofp TUTWAT T INB O, 3A 7| ASTUAD AR FIcoTh
WU R gefccasd od ghd o Il Sohd Hed! §oo Hd
GPEID! The SFAT Tl T foThr o el SR geo| FeeUN FATheT A
A AT PRIARATS AR ATHABRINFHAN &b cid—aR fGTdAT w3er pdl Hafg
TRl M3 TS| GHrp A I3 Ul Wbl fehel UIcaAr 3fAd @

TS|

FISTHT ARG ATl JAGh el Aghells FAT a1feed Ferd HUDT  3THAT
gEfAT ¥ AR Y-to dUS FIATHFAD! gPHel Wod FE INH Th IRy
HIARS IATT| ARCTE HIACTIAT GHEID! Told FdHeel dél S| WAITAT 19—
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e UfANTHFH ThA BN Wil INTH GHEAT USeall HAIA ol THAD 99
gfardasd IwA o ufa deraers 79 ygia e #ual Saarl a0 fiu
A FPp! TATTICIATET o5 Aleal IS B | TR IHAP HAE il g IMTHrt
dehrelepl oM SIfdgs arfifica HU Uf BIA T3 HaEATHT Sellgs Sef| AT
34T aiffley FgEuseddde 96, faa qw e afafder gsmafa oyufa
IARDI FOT AU Garael GHEId! PRIAR TSh! GiATD! TATT| “TATARID! AIHTT
foeht o10er o/ ®OT Tt ofifd gpél Woed a1ed §oo, AN 37hi Golgordl 3idceo
HEC, TR Aidd ol,” Sdel A |

T aUIT Py dhat a1 Jhewas TR—SwImd! doll W drpufs de goar
o deurer Holieng faet g &R IRAT Bef| EX-FI9MMehT THhT FANTH FHIA
P Well ThA 3 Tl @l gl S| T FAHled 313l dldlhlel TH &TTehl
Faarll du1 Afhes SAfd A SIS WU Ui gHdl Wgua caradl o< | Saam
den 3marE g guer g AUS i Nhdad SHAUdHTET TR Ui
A B AT 199 FaarRiies HOT faue Saraar Tepl AAd Ul eR—STe9meht
HISHAT Bl IM3ghT T TG HA HTHE MGl fhaddl FHAA TN ThdA oI5
TR G Bl 37l Uideol g aUAT TSl Gleal¥eal T& g HTHT
IEHETD HUNEE FHAEIHAT Wl T HRATGEIE S Seldie 7T Ui B S[ersa
D Wed THT Be|

Hfaug HoT foaes dha! <O Hud gigel IhaA o3 a1y §?T IR B HA
HIdUTe fo A@HeGT TE IhA dhAT IRATATIh TXPRDP! FAAT Ul e THA T
TR S| A g5 THFD! THCIHAAA GPET HECIUDl S| 0 oG T Ghel fo
ar o AT THOR WoldT UdA hfhel ¢ ol TIHFA US| 92 oM@ FAATATT
fequel e ufa gy TR ®IAEF TR @) 3ga ifedaar @ & o @
4T UrBes| Ud a¥el edie 3o UfdAdeT el SUTS UBd HUdIel e I
faama Hud GHEA TISAT gHE Wod TAIS | AUTS YFX 3B HAADT 37ETLT
YIeGd ATATDRel deh ROl ATl TGl A1 AT P HUD FHIAT 3T
TG Hid FAHTR I-3FAT Tl G AIT=TRD TUAT GPpel
Yol HEIT T gare| “Job du1 TN FEArens sl AR gt aarsgrear
3ot faanfaet weerdT dur gaArdar Hdel BAS Herd fRUfd Ul A Tl
gASHiad HUH @, 3dal HA| Jb du1 faiiy TEATel K0T 3rgelepl oMy H35 Tl
ge MNUfS NFA FHg @ST I HKOT fdd INA 3D 78 S| A GHe-
S TS ), S FY 7ok TR W Ao o e
HA AL T RHATT 9GO, JEAT GHIUTAT Qoll-Qell Tl HURT Sef,” 3 AU,
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HIHEA GHEIDl Tl dGa Il S|”

UfSea! U GAHIdT db duT O GTgrel cgaariiels 3Taas Wl AT
S ufd Tha Fgferad <aTseel 3Uely RT3 ghRe! fAffea dar 3ifa arufs
WERWIT TYAT Toq, HTH GHETD Told HA go 3MTH A4V el ausrfoasn
AT aFar Be-fBe 4 $aAsd AUl ghdl Wod Toid A Hamai
TEAT ATAT UBTR A fhak o3 I ddl Gad @l @A 350 HUGC
HIHATRT AUTRG HIHGIAT gPperl Teled AT a3 db g fadg deare
fpETa=EIa a& AT Jdrhl ofd %01 oA weld g wgal faffiea cafhesat
HIfg TR fheet T 31%els fheefuel Ufal wesmell g wore 19| dop o facia
TEATST AT AT SWISID JTT BRUT A 3Tl g T GHAT Aiohd
g3 ol el b YT T HEATH! HTEAT ATfeh ¢ T FHAAT haAT IRGH=T
IUHAT HH TeATel TGRS $leal oo | HITA A FAIE ATflD
AT AT IThA FAS g AR KUTHI elAcd AHUR Afhes HeR ARYfed HY
JATS Told |

soumn South London College = 3
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v 7 rafsal  gEandowe  RSS
'mmﬂ'&rmmm eumﬂmmmﬁamﬁﬁm TR ATHEATE Ao |
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T BV TER I{%Cd-ﬂlﬁf—‘dldld?rk AT et © ie Tfrssed s
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(A snapshot of the article from
http://www.nepalipatra.com/news/news.php?content id=19581)
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Annex IV

Joll TeIanr Trurianfex a1=faa (An article from online magazine We
Love Nepal published on 2067 Falgun 29)

PIGATS!, BIed[d R - g@pel, fageh AZ BRER, Yol T I HehRI &
IUh TUAT AAIUAIREG PRI HEIed! HRABIAT hegld debel AT T
el Tl IFATaIRe O FRITRA ATdeTdls FHEAT UG ITHN Hheld TG
TGS faRTeaoRen ofa 3rcaga ge ot g d& dide adr™|

BIGAS] T AIfIdT T dQocldvel fIAW coflel 1A ITRIeed! S| MIgaRare
G UTfeIuep! &, TRICTIRAT I8l ol Aidel $dl, 3FAgaTRe 89T &fd
TIE UdTE $s{ed! © oo ol I’ MR & ufd 31l el gersa aardl Hsted!
qFdg HUBRI AP GT| U=Res Oy & aAT dlelal 3HE a8 Silege!
Uh UHE BRUBI FAAT GHS! Woed HA T (el ddzes| THA FaTol
giddsdl oAl AT P, §8 A HATHIReD Al T Uloed
JaTged AT

AT TR 3T AId TN T FRIOR ITAdls PR I dIRI
Pl dhel T AT AgA HTD IATUIRS &SI g PRGN Aot
§o| geolae gl BRIGNG! AT Il Ul dheard debehl T ToTea IfHeUTd
o ¥ uediel FrH arferadadl S|

geolhl BRIIR, ABHTH HRAT UG 3y T, 3= fagel et HRITR
M IR 3T H el S| ‘HebRIel Al Har Fegrp! BrA TRIgH! TRAAT
B, Peard I 3Td didd Hedl, ‘FEAR Ul eard fGuat o 17 S Sfeearat
ROT 3T Tal FA geoldAThd PRIGR HeIeh! Gl Tl AT Pheard debel
NP T 'Y FIT T ¢ FoIRAPT AT Alc AUTIAT PRIOR I Used,” Fidel H=3T,
‘W A T HEl RS T e &S ol

Ta3 F FICHAEIAT HFETTT T HSHDD! S| healg dehedl Jaeure faamaret
ARPAATAT BIH FE HTD | heald dehepl AMET Tegeh! T HET TeloddA J&dl
HFHUT TR HUD B

FHTeh Yol Ul g ARPEAR Ui hegig deopel 3eqge a1c o vl I&dll
D & Heel UHE TGN @, Gidel HA), ‘Ufel HROT AT SIS |’ AUTSHAT
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BT T fagel ATReped! ATegFdre ufd AqaRer &1 HRITR Tehl gl Heel
HIAE TRTDT | ‘Qoll Fg@rilel Uiy dfps & AHW AT &=
ARTAGIC HRIAR ITIRIgd! UBTR &," Heald db dldel AT, ‘IJEal  dH
fascaed 7 Bed PRAET el |’ FAT AaUdhdl a0 Forl cgaariial dfes
YUTTl AT SRIIR I SISHTel dleldl AT Tedh! AT Fegid Jhe! S|

‘drarc TR IREC FRIGR HSGd! ¢&es,” Aldel AT Jal o9lell &l did
GAT5U TP HRITRAT TATAT HUH cFaariier Fel Faasfe iy & aanss
3TTHT B |

ol TARIETaR TTereitarfex Srefae

FTEATE!, T 21 — G, el AEmR s, 4o TaraT T Hesh
BIAAT THT9E TOAT AATaATH HEIET HEIGeh! STUERAT Shetrd Hemet
e T e B A ETE R SR A JAe
O IR HTRASA WE, TaraTATares TS Ui 3T gF U T
i ieret war

wreel T @RI @ deemded fiew ORie ew TheRsr @)
farfraraTe avaa wifewel @, freaerar e S #idge s,
AT AT i A UATE HSIReR! @ RS o1 URE et i
AT 2IET TaI5e ddNT HETteh! T3a8 ATmNTe AT BT i
TR 81T AT ST 9GS SR Tk WO A OTR TUAT GEel Sed
T Wee] TETR! Felloes. | ATHT QT Wioasre @A TAaaia gopdr, el
FATA HATTATHR aT90! 3T0T TTeat aagwehT (90|

d IS T 3T SRR SRdeET WAl HIEE g hHaTel e
AT et dehehl | TeTgateT Sgel SUehrel SATT=ies aTare gl e
FITEAY T | TeEAIE Tl PRINE A0 I il ety g dopepr

AT S HeHT T HTIT T ATl TRl ATTelHeRERT & |

TEEIR! ST, FITHEAT HICT SR Sder w, = Rl femmr
THLIETT I T AT HETeeh! @ e e T AnT geEe e
TRARERT 3TUAFT B, el T doF ST Giddel 9edl, T Ul e et
@i |’ It ST SR 3T T8 HT FoalTthe BRI TR
T Tl FA A el T m| e B T ¢ GeNER T AlE
| SUTSAT HEIAT T WEAA, Wide sedr, Jw =4t el e =
W=t 2 =iy

THHT & FTEARAT IO T HoHohl & SheaT doal Maa=ae
TTHTITRT TRATCTAT A T WUR! BF| et T dehehl UTET Teoh! T4 BT
TRl Bl THT 3TH0T T el &)

(A snapshot of the article from http://www.welovenepal.com/?p=17244)
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Annex V

Questionnaire for the sample survey

. Gender (Please tick one)

O Male O Female

. Age -l (Please specify in years)

. Education level (Please tick one)

O <9 years of schooling O attended intermediate level or 10+2
O graduate degree O post graduate degree

. Employment Status

O Self-employed O Salaried Employee (non-gov)
O Salaried Employee (gov) O Housewives
O Retired O Unemployed

. Income Level (Please tick one) the exchange rate @ Rs.72 /US$

O < $200 O $200-$400
O >$600 O $400-$600
. Do you have a bank account? [ Yes O No

If yes, please specify the type of bank accounts. (You may tick more than one option if

applicable to you)

O Saving O Current

O Deposit O Others
. Do you have a bank loan? O Yes O No

. Specify ex-ante reasons for participating in Dhukuti. (You may tick more than one

option if applicable to you)

O To Save O To raise capital for personal consumption
O To invest in working capital O To raise capital for business
O To raise capital and save O Other
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10.

11.

12.

13.

14.

Please, specify ex-post reasons for participating in Dhukuti. (You may tick more than

one option if applicable to you)

O Emergency needs O Business investment

O Purchase household goods O Working capital needs

O Heath care O Marriage

O Other

Please, specify reasons for Participating in Dhukuti rather than Banks. (You may tick

more than one option if applicable to you)
O Better returns O Better interest rate
O Less documentation/ collateral required O More familiar

O Better Service (collect money from doorstep) [ No bank access

O Other

What is your bidding strategy? (Please tick one)

O Bid when need the money O Always bid late

O Always bid early O Bid when no one else is bidding

O Other

Which of the following elements you consider while calculating maximum bid

amount? (Please tick one)

O Cost of debt in market O Market rate of return
O Both of the above O Other
Are you involved in more than one Dhukuti scheme at the moment? O Yes O No

If yes, what are the reason for multiple participation. (You may tick more than one
option if applicable to you)

O To allocate funds for different activities O For surety purposes

O To have more chance of winning in an auction [0 Unknown/Refused to answer
What is your safety perception about Dhukuti? (Please, specify one)

[ Not so safe O Safe O Very safe
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