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shadowbanking
scheme
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n 2004, Khitish Kumar Pandey took
10,000 rupees ($150) out of his pension
and put it into a savings plan run by
India’s embattled Sahara conglomerate.
The Sahara agent told him his money would
triple in 10 years.
Sahara India Pariwar (family) had become
one of India’s most successful companies over
the past three decades with this kind of financial alchemy, turning tiny deposits into dreams
for small farmers, rickshaw pullers and food
vendors with little financial knowledge.

Pandey, a 78-year old resident of the east
Indian city of Patna, said the Sahara agent
promised him his money would grow to
roughly 30,000 rupees when the time deposit
matured in October of last year. His investment documents contained a sample illustration showing how a 10,000 rupees deposit
would increase to 25,940 rupees over 10 years,
or about 10 percent a year.
But when Pandey went to the Sahara ranch
to redeem his deposit, the office told him he
could have 15,000 rupees immediately – if
he agreed to transfer the remaining 15,000
rupees he was owed to Humara India Credit
Cooperative Society Ltd, Pandey said. He has
so far not accepted that offer.
Humara is a new Sahara fund-raising vehicle with operational ties to the conglomerate,
according to investor documents reviewed by
Reuters and interviews with Sahara agents in
different parts of India.
“The agent sold me a dream then, and now
he has vanished,” said Pandey, who said he has
gone to the Sahara branch office in Patna, the
state capital of Bihar, four times over the past
few months. “Every time they send me back
with one assurance or another,” said Pandey.
“We are completely helpless. We don’t know
who to approach and how to get my money
back.”
Sahara and its founder Subrata Roy have
been under scrutiny for years over its financial products, including for possible money
laundering. Over the past four decades, Roy
has built an empire from his small deposit
schemes that includes overseas hotels such
as New York’s Plaza and London’s Grosvenor
House, television stations, a sprawling community resort outside Mumbai, and a stake in a
Formula One racing team.
Over the years, Roy has had his picture
taken with the likes of Barack Obama and
Bill Clinton, David Cameron and the Dalai
Lama. But he has spent the last 21 months in
New Delhi’s Tihar Jail for not complying with
a Supreme Court order to return 360 billion
rupees ($5.4 billion) to investors who put
money in a 2008-11 Sahara time deposit plan.
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PUSHING FOR TRANSFERS

The agent
sold me
a dream
then, and
nowhe has
vanished.

Khittish Kumar
Pandey
Sahara investor

The Supreme Court said the 2008-11 plan
violated market disclosure regulations on raising capital, including failure to file a prospectus
– a legal document that provides details about
a financial product for investors – with the
markets regulator.
Selling time deposit plans through loosely
regulated credit cooperatives is not illegal in
India.
Like Sahara’s now banned 2008-11 scheme,
the new deposit plans are sold through the
group’s vast network of agents across the country. They collect deposits from investors for a
fixed period of time and promise to return the
money at interest rates higher than what banks
offer.
In addition to hunting for new customers,
Sahara agents and branch officials are also
trying to get Pandey and other investors in
older Sahara savings plans to switch into the
new credit cooperative schemes, according to
Reuters interviews with these investors.
Sajan Poovayya, who has litigated corporate
and commercial cases before India’s Supreme
Court and is a founder of Bangalore-based
law firm Poovayya & Co, says Sahara could
be violating the law if it is forcing investors to
convert their maturing deposits into a credit
cooperative plan.
“The minute you actually breach your obligation to pay me, and rather than paying me force
me to get into a cooperative movement, that I
think erodes the very ethos of the cooperative
movement on one side and clearly, of course,
flouts the law because there is a contractual
violation in you not returning the money.”
Sahara did not respond to repeated Reuters
requests for comment.

NO MATURITY DATE
Most of the nearly two dozen investors in the old
Sahara plans that Reuters spoke to stopped short
of accusing the conglomerate of forcing them to
convert their plans. But they said Sahara officials
refused to allow them to redeem their matured
deposits until they agreed to do so.

Reuters reviewed savings certificates
provided by investors that showed the transfers. The agents never make the requests in
writing; it’s all verbal, the investors say. In at
least one case, the investor claimed her money
had been transferred from her old Sahara plan
to a new credit cooperative society despite her
opposition.
Most of the savings certificates that investors showed to Reuters make no mention
of either the maturity date or the interest to
be paid on maturity. Such omissions violate
Indian laws requiring companies that run
savings deposit plans to clearly mention all the
terms, said Ramanand Mundkur, managing
partner of Mundkur Law Partners.
A few certificates that Reuters reviewed
did state that investors could expect an interest rate of 10-15 percent for a one-year deposit.
That compares to 7-8.5 percent offered by
commercial banks.
Vimal Kumar Sinha, the head of Sahara’s
Patna operations, said some recent Sahara
payments to customers were delayed because
of the difficulties the company faced as a result
of the Supreme Court case.
He declined to comment on individual
cases, such as Pandey’s. But, he said, some
Sahara agents were probably coaxing investors
to convert their savings into another financial
plan without the company’s knowledge.

WEAK OVERSIGHT
Credit cooperatives are widely used by India’s
rural poor as an alternative bank. Nearly
two-fifths of India’s 1.27 billion people lack a
bank account – most of them live in rural areas.
Sahara turned to credit cooperatives mainly
because of their relatively weak oversight, said
current and former senior Sahara employees,
who said they were briefed on the these financial plans by Sahara’s senior management.
Those that operate across state lines are registered not with the central bank but with the
credit cooperatives division at the Ministry of
Agriculture.
The first of the Sahara credit cooperatives,
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We are
looking
into it,
particularly multistate credit
cooperatives.

S.S. Mundra
RBI deputy governor

Sahara Credit Cooperative Society Ltd, was
set up in 2010, around the time when India’s
markets regulator started investigating the
Sahara bond scheme the Supreme Court would
later declare illegal.
Sahara has started three more credit cooperatives since January 2014: Humara India
Credit Cooperative Society, Stars Multipurpose
Cooperative
Society
and
Saharayn
E-Multipurpose Society.
The credit cooperatives division said it had
asked for an explanation from Sahara Credit
Cooperative Society after receiving complaints of
non-payment from investors. The division said
in a letter sent in reply to a Reuters request for
information under India’s Right to Information
Act, that it had not received a response from
Sahara Credit Cooperative Society.
Pressuring investors, such as Pandey, to
transfer their deposits from older Sahara financial plans to a credit cooperative is against
regulations, a senior official at the credit cooperatives division said when told of the cases
Reuters had discovered.

OPERATIONAL LINKS
The official at the cooperatives division was not
aware that Sahara was operating credit cooperatives, such as Humara India, the cooperative Pandey and others were asked to switch
into. He said the division does not have the
resources or punitive provisions to closely
monitor more than 1,400 multi-state credit
cooperative societies across the country.
The Reserve Bank of India (RBI), the country’s central bank, said it was scrutinizing the
rapid growth of credit cooperatives, introduced
in 1984 as a self-help tool in rural areas where
banks are scarce.
“We are looking into it, particularly multistate credit cooperatives,” RBI deputy governor
S.S. Mundra told Reuters. The RBI, he added,
should oversee all deposit-taking institutions,
including the credit cooperatives. He declined
to comment specifically about Sahara’s credit
cooperatives.
While most credit cooperatives are owned

by their members, Sahara’s credit cooperatives have operational links to the conglomerate, according to investment documents from
Sahara’s customers and data at the ministry of
corporate affairs.
Sahara’s credit cooperatives – Humara
India Credit Cooperative, Star Multipurpose
and Saharayn – are active in most Indian
states, according to documents obtained from
the cooperative division through the Right to
Information Act.
Investment certificates from those three
cooperatives shown to Reuters either display
a hologram with the Sahara logo – featuring India’s flag and the traditional hand-loom
symbol with the Sahara name written in small
letters – or show the Sahara name in the
background.
Humara India and Saharayn did not
respond to requests for comment on their links
with Sahara.
Stars’ head office in southern Hyderabad
city is located in a building that also houses
other Sahara group firms including its life
insurance and asset management unit. Ranga
Charyulu, who introduced himself as deputy
manager at Stars, said the cooperative society
was not linked to Sahara but was just leasing
office space from Sahara. He declined to give
the name and contact numbers of Stars’ chief
executive or provide any other details.
A visit paid to a Sahara branch in India’s
second-largest city of Kolkata showed the
Kolkata branch has a Humara India sign at
the entrance, flanked by banners of Saharabranded investment products, such as Sahara
Life Insurance and Sahara Mutual Fund.
When asked for more information about
Humara India, the receptionist directed
Reuters to Sahara’s head office in Kolkata, the
state capital of West Bengal.

GROWING LIABILITIES
As a private company tightly controlled by Roy,
Sahara’s finances are largely a mystery.
Sahara’s recent moves to raise fresh
money through cooperatives has increased
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It was
always a
one-man
show at
Sahara.

Kundanlal Sahgal
a Sahara agent in
Patna

by $2 billion the total amount of money it
owes its investors when their plans mature,
according to two senior Sahara employees,
one of them a director in a credit cooperative. The total has now grown to $7.5 billion
– and included the $5.4 billion the Supreme
Court has ordered Sahara to repay investors
from the 2008-11 scheme, the senior Sahara
employees said.
This disclosure to Reuters contradicts
what the company has told the Supreme
Court: that it has already repaid 95 percent of
its roughly 30 million investors in the 200811 scheme.
Sahara is also struggling to pay its own staff in
the midst of its push to raise cash through credit
cooperatives. Employees have staged public

protests and agents have quit over the issue.
“It was always a one-man show at Sahara,”
said Kundanlal Sahgal, a Sahara agent in Patna
who has stopped trying to sell the new deposit
schemes because he is being badgered by people
asking for their money and because Sahara has
stopped paying him commissions.
“Now that the man has gone to jail everything has come to a standstill and no one knows
what will happen to the investors or the agents
like us,” Sahgal said.

Additional reporting by Clara Ferreira-Marques, Himank
Sharma, Devidutta Tripathy in Mumbai; Jatindra Dash
in Bhubane Swar; Sharat Pradhan in Lucknow and Sujoy
Dhar in Kolkata; Editing by Bill Tarrant

MONEY LAUNDERING PROBE INTO INDIA’S SAHARA
MUMBAI, Dec 23 (Reuters) - Although
it has businesses ranging from finance
and property to media and Formula
One motor racing, India’s troubled
Sahara has never been very transparent on the source and use of the
billions of dollars it has raised from
mostly small investors.
Suspicions have swirled for years
that many of Sahara’s millions of
investors are fictitious names.
A team of officials from the
Enforcement Directorate, which is
responsible for fighting economic
crime, last month visited Sahara
headquarters in Lucknow to gather
data as part of a probe into possible
money laundering, said two department officials.
“Since the data is huge we will take
time to get the finer details,” said one
of the officials, who was part of the
team. Both the officials declined to be
named.
The Enforcement Directorate
declined to comment officially to

Reuters. Sahara did not respond to
Reuters request for comment.
In India, money laundering refers
to the practice of routing money into
various assets outside the country,
without revealing the source to avoid
taxation.
Sahara has previously denied the
money laundering allegations or that
roughly 30 million investors in its 200811 financial plan - later ruled illegal by
the markets regulator Securities and
Exchange Board of India (SEBI) - were
fictitious.
It sent a convoy of 127 trucks,
purportedly filled with the documents
of its investors in its 2008-11 bonds
scheme, to SEBI two years ago in an
effort to prove that.
India’s Supreme Court, which has
ordered Sahara to return $5.4 billion to
investors who put money in the 200811 plan, in August 2012 questioned the
authenticity of Sahara’s investors in
the 2008-11 plans and whether many
of them were fictitious.

Alluding to this suspicion, one
of the judges of the Supreme Court
had said: “Despite restraint, one is
compelled to record, that the whole
affair seems to be doubtful, dubious
and questionable.”
Sahara became a major financial
institution, one of India’s largest
employers and owner of marquee
overseas assets including New York’s
Plaza hotel on the back of tiny investments from farmers, street vendors
and others, whose monthly income
can be as low as 2,000-3,000 rupees
($30-$45) a month.
Sahara’s founder Subrata Roy has
spent the past 21 months in New
Delhi’s Tihar jail for failing to comply
with the Supreme Court’s order to pay
back investors in the 2008-11 savings
plan.
Reporting by Sumeet Chatterjee
in Mumbai, Sharat Pradhan in
Lucknow and Aditya Kalra in New
Delhi; Editing by Bill Tarrant
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India to tighten
rules for credit
cooperatives
to protect
investorsofficial
BY MAYANK BHARDWAJ AND SUMEET CHATTERJEE
DECEMBER 31 NEW DELHI

I

ndia will crack down on errant financial firms that raise funds, mainly from
millions of rural poor customers, through
loosely regulated credit cooperative societies, a senior official in the agriculture ministry said.
This follows a Reuters investigation that
revealed an expansion in fund-raising by
embattled conglomerate Sahara India Pariwar
using four credit cooperatives in different parts
of the country.
Reuters spoke to dozens of savers who

said Sahara had not given them their money
when their deposits matured. Instead, they
complained, Sahara’s agents and branch officials
tried to persuade them to switch their matured
savings deposits to new schemes offered through
credit cooperatives run by Sahara.
Sahara has not responded to requests for
comment by Reuters.
The federal government plans to penalise
cooperatives that fail to repay investors when
deposits come due or engage in other violations of regulations, a senior official from the
Ministry of Agriculture’s credit cooperatives
division told Reuters.
The official, who has direct knowledge of
the matter, did not want to be named as he
was not authorised to speak to the media.
Agriculture Minister Radha Mohan Singh and
Secretary Siraj Hussain, the top bureaucrats in
the ministry, did not immediately respond to
emails seeking comment.
One measure under discussion is to either
have an independent regulator supervise credit
cooperatives or bring them under the purview
of an existing regulator, such as the Securities
and Exchange Board of India, which oversees
India’s stock markets, the official said.
Credit cooperatives are widely used by the
rural poor. A lack of banking services in India
- nearly two-fifths of its 1.27 billion people
have no bank accounts - has helped shadow
banks such as the credit cooperatives thrive for
decades in Asia’s third-largest economy.
“The idea is to make it more stringent by
giving more teeth so that we are able to effectively protect investors’ interest,” the cooperatives division official said. “Various suggestions
have been made and the top brass is very serious about this.”

CENTRAL BANK REGULATION
Under Indian law, credit cooperatives must
be owned by their members, who are also the
main customers. Cooperatives operating across
state lines are registered not with the central
bank, but with the cooperatives division of the
Ministry of Agriculture.
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It’s an
anomaly
that you
have a class
of deposit-taking
institutions that is
outside the
ambit of
the RBI.

Bindu Ananth
Head of the IFMR
Finance Foundation

A man walks past Sahara India Complex building in Noida on the outskirts of New Delhi. REUTERS/ADNAN ABIDI

Multi-state credit cooperatives would be
better regulated under India’s central bank,
the Reserve Bank of India (RBI), said Bindu
Ananth, head of the IFMR Finance Foundation,
a non-profit group that seeks to broaden access
to financial services.
“It’s an anomaly that you have a class of
deposit-taking institutions that is outside the
ambit of the RBI,” Ananth said.
The proposed regulatory changes from the
credit cooperatives division in the farm ministry would come after Prime Minister Narendra
Modi launched an ambitious project to widen
banking services in India called the Jan Dhan
Yojana, or People’s Wealth Scheme. Since
August of last year, it has opened 200 million
new bank accounts.
The programme seeks to curb the use of
cash, limit corruption and rein in the informal,
and often illegal, shadow banking activities
conducted by some firms mostly in rural areas.
Sahara founder Subrata Roy, whose

business empire includes hotels such as the
New York Plaza and a Formula 1 racing team,
has spent the last 21 months in jail for not
complying with a Supreme Court order to
return $5.4 billion to investors who put money
in a 2008-11 time deposit plan. The markets
regulator SEBI said it was illegal because it
did not conform to India’s market disclosure
requirements.
Editing by Douglas Busvine and Bill Tarrant
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