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Abstract 

Corporate fraud and the improper use of public deposits have surfaced as significant issues within India's financial and legal 

framework. The rising frequency of corporate scandals has sparked worries regarding the effectiveness of current legal 

structures and regulatory systems intended to protect investor interests and promote corporate responsibility. This paper 

provides a critical examination of the legal protections available in India to combat corporate fraud and the misuse of deposits, 

emphasizing statutory provisions, enforcement strategies, and judicial actions. Important legislations such as the Companies 

Act of 2013, the Prevention of Money Laundering Act (PMLA), the SEBI Act, and the RBI regulations that oversee Non-

Banking Financial Companies (NBFCs) are analyzed. The functions of regulatory bodies like the Ministry of Corporate 

Affairs (MCA), the Securities and Exchange Board of India (SEBI), and the Reserve Bank of India (RBI) in identifying, 

investigating, and prosecuting fraudulent corporate activities are also evaluated. In spite of the existence of thorough legal 

provisions, enforcement poses a challenge due to procedural delays, insufficient coordination among regulatory agencies, and 

limited resources. Notable cases such as the Sahara case, the PMC Bank scam, and the IL&FS crisis highlight deficiencies in 

oversight and accountability. This paper advocates for a more cohesive and proactive regulatory strategy, enhanced protections 

for whistleblowers, and the fortification of forensic and investigative capabilities. It also suggests timely judicial interventions 

and the improvement of corporate governance standards to mitigate such malpractices. The study seeks to enrich policy 

discussions by pinpointing legal gaps and proposing reforms that can ensure increased transparency, safeguard depositors, and 

restore public trust in the corporate sector. 
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Introduction 

Corporate fraud, especially the improper use of public 

deposits, has emerged as a major issue in India, eroding 

investor trust and destabilizing financial markets. The legal 

framework in India, primarily outlined in the Companies 

Act, 2013, has been developed to tackle these issues through 

rigorous provisions designed to prevent, identify, and punish 

fraudulent activities. This article provides a critical analysis 

of the legal protections instituted under the Companies Act, 

2013, with an emphasis on their effectiveness in combating 

corporate fraud and the misuse of deposits. 

In recent years, India has experienced a notable rise in 

corporate fraud, particularly those related to the misuse of 

public deposits. These fraudulent activities have not only 

resulted in the financial devastation of numerous investors 

but have also significantly undermined the overall 

confidence in the corporate governance framework. In the 

Indian context, corporate fraud frequently entails the 

manipulation of financial statements, unlawful solicitation 

of deposits from the public, misappropriation of funds, and 

intentional defaults on repayment obligations. Such 

unethical practices are particularly harmful in a developing 

economy like India, where safeguarding investors and 

ensuring corporate responsibility are crucial for sustainable 

economic development.  

The improper use of deposits happens when businesses 

gather funds from the public or their members without 

following legal guidelines, frequently making false claims 

of high returns or secure investments. In numerous cases, 

these funds are misappropriated for the personal gain of 

promoters or to offset losses from risky business activities. 

The repercussions are severe: depositors forfeit their life 

savings, financial markets experience instability, and trust in 

the regulatory and legal framework diminishes. Notable 

frauds like the Saradha Chit Fund incident, the PACL Ltd. 

Affair, and the Sahara India controversy have underscored 

the pressing necessity for strong regulatory frameworks and 

legal consequences. To tackle these challenges, the Indian 

government enacted extensive reforms via the Companies 

Act, 2013, which replaced the previous 1956 law. 

This Act was designed to enhance transparency, 

accountability, and investor protection within the corporate 

landscape. It established specific regulations governing the 

acceptance of deposits by companies, particularly in 

Sections 73 to 76A, which impose strict conditions for both 

deposit acceptance and repayment. Companies must now 

secure shareholder approval, submit returns to the Registrar 

of Companies, and adhere to directives from the Reserve 

Bank of India (RBI) and the Ministry of Corporate Affairs 

(MCA). The Act also introduced harsh penalties for non-

compliance, including imprisonment for defaulting officers 

and the recovery of illegal profits. Additionally, the 

Companies Act of 2013 established the Serious Fraud 

Investigation Office (SFIO), a multi-disciplinary body 

tasked with investigating significant instances of corporate 

fraud. In conjunction with the SFIO, other entities such as 

the Securities and Exchange Board of India (SEBI), the 

Reserve Bank of India (RBI), and the Enforcement 

Directorate (ED) also have vital roles in preventing, 

identifying, and prosecuting fraudulent activities related to 

deposit misuse. Provisions for mandatory auditing, required 

disclosures, and protections for whistleblowers have been 

implemented to enhance the legal framework. However, 

despite these initiatives, challenges persist. Enforcement is 
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often inconsistent, investigations may be lengthy, and 

regulatory loopholes are frequently taken advantage of by 

sophisticated fraudsters.  

Additionally, there is a notable lack of awareness among 

small investors about safe investment practices and 

available legal remedies. Thus, a thorough analysis of the 

legal protections, their execution, and their shortcomings is 

crucial to assess the effectiveness of the current legal 

structure in preventing corporate fraud and safeguarding 

depositors' interests. 

This article aims to explore the regulations governing the 

acceptance and misuse of deposits by companies in India, 

assess the effectiveness of the legal protections established 

under the Companies Act of 2013, and suggest 

recommendations to fill existing gaps and enhance the 

corporate regulatory framework. 

 

Legal Framework Governing Deposits In Companies 

The Companies Act of 2013 establishes a detailed legal 

framework for the regulation of deposit acceptance by 

companies in India, with the goal of protecting depositors' 

interests and promoting financial transparency. Sections 73 

to 76 of the Act address this matter, imposing stringent 

conditions and compliance obligations on companies 

seeking to raise funds through deposits. Section 73 forbids 

all companies, with the exception of banking institutions 

and non-banking financial companies (NBFCS) from 

soliciting deposits from the public unless they satisfy certain 

criteria. Nonetheless, companies are allowed to accept 

deposits from their members (shareholders) after passing a 

resolution in a general meeting and meeting essential 

requirements. These requirements include the issuance of a 

detailed circular that provides information such as the 

company's financial status, credit ratings, and the intended 

use of the raised deposits. This circular must also be 

submitted to the Registrar of Companies (ROC). To further 

protect depositors, companies are mandated to maintain a 

deposit repayment reserve account that holds at least 20% of 

the total deposits due in the upcoming financial year. 

Furthermore, companies are required to secure deposit 

insurance and ensure that there have been no defaults in 

repaying previous deposits. Section 76 allows certain 

qualifying public companies to accept deposits from the 

general public, provided they meet specific net worth and 

turnover criteria and obtain a credit rating. These legal 

safeguards are intended to prevent the misuse of depositors' 

funds, encourage responsible corporate conduct, and 

enhance transparency and accountability in financial 

transactions. 

 

Role Of The Serious Fraud Investigation Office (Sfio) 

The Serious Fraud Investigation Office (SFIO) is crucial in 

identifying, probing, and prosecuting intricate cases of 

corporate fraud in India, which includes instances of public 

deposit misuse. Established under Section 211 of the 

Companies Act, 2013, the SFIO is a multi-disciplinary 

organization that incorporates expertise from various 

domains such as law, accounting, forensic auditing, and 

corporate governance. Its main role is to investigate serious 

frauds that frequently involve substantial financial 

discrepancies, international transactions, or significant 

threats to public welfare. Typically, the SFIO is assigned 

cases referred by the Central Government, particularly when 

a company's operations seem to be managed in a way that 

harms investors, depositors, or public trust. Unlike 

conventional investigative bodies, the SFIO possesses the 

power to arrest individuals directly implicated in corporate 

fraud under Section 212(8) of the Companies Act, 

contingent upon approval from the Director of SFIO. This 

authority greatly enhances its capacity to act promptly and 

effectively in high-stakes situations. Notable cases like the 

Saradha chit fund scam and the Satyam Computers scandal 

have highlighted the SFIO's role in revealing entrenched 

corporate misconduct. The office performs thorough 

investigations, reviews financial records, and collaborates 

with other enforcement bodies such as the Enforcement 

Directorate (ED) and the Central Bureau of Investigation 

(CBI) to facilitate successful prosecutions. 

In summary, the SFIO serves as an essential institutional 

framework in India's battle against corporate fraud, 

particularly in protecting the interests of depositors and 

maintaining the integrity of the financial system. 

 

Auditor's Responsibility And Whistleblower Mechanism  

Auditors are essential in upholding financial integrity and 

accountability within organizations, especially when it 

comes to identifying and reporting corporate fraud and the 

improper use of deposits. Under Section 143(12) of the 

Companies Act, 2013, statutory auditors are required by law 

to report any suspected fraud involving sums greater than 1 

crore directly to the Central Government. This regulation 

facilitates prompt action against potentially fraudulent 

activities and ensures that auditors are held accountable for 

their oversight duties. Furthermore, auditors must perform 

their audits in line with established standards and evaluate 

whether the financial statements accurately reflect the 

company’s financial status, including the handling of public 

deposits. In addition to the oversight provided by auditors, 

the Companies Act, 2013 establishes a formal whistleblower 

mechanism under Section 177(9) for specific categories of 

companies, particularly those that are publicly traded or 

have substantial financial responsibilities.  

This mechanism enables employees and directors to report 

unethical behavior, financial misconduct, or fraud internally 

without the risk of retaliation. The whistleblower policy is 

required to include sufficient protections against 

victimization and to ensure that legitimate concerns are 

thoroughly and discreetly investigated. Audit Committees 

are assigned the duty of overseeing this mechanism, which 

strengthens internal controls and fosters a culture of 

corporate transparency. Collectively, the functions of 

auditors and whistleblowers act as early-warning systems 

within organizations. When effectively implemented, they 

not only assist in the early detection of financial 

discrepancies but also serve as deterrents against fraudulent 

actions, including the mismanagement or unlawful 

collection of deposits, thereby bolstering investor and public 

trust in corporate governance. 

 

Penal Provisions And Director Accountability 

The Companies Act of 2013 includes strict penal measures 

designed to prevent corporate fraud and to ensure that 

company directors and officers are held accountable, 

especially in situations where public deposits are misused. A 

key provision in this context is Section 447, which outlines 

the definition of corporate fraud and imposes harsh penalties 

on those convicted. Under this section, individuals found 

guilty of committing fraud that affects public interest may 
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be sentenced to a minimum of three years in prison, with the 

possibility of the sentence extending to ten years, in addition 

to fines that can reach up to three times the amount involved 

in the fraudulent activity. This provision underscores the 

gravity with which the law treats fraudulent financial 

conduct. Moreover, Section 74 requires companies to return 

all deposits received prior to the enactment of the 

Companies Act, 2013, within a designated timeframe. 

Failure to comply can lead to substantial fines and, in some 

instances, imprisonment for the officers responsible.  

Additionally, Section 76A outlines specific penalties for 

companies that accept deposits in violation of the Act or fail 

to repay deposits. Directors and officers who are in default 

may face personal liability, with penalties that include fines 

of up to 2 crore and imprisonment for as long as seven 

years. Section 164 of the Act further strengthens the 

accountability of directors by disqualifying individuals from 

being reappointed as directors if they are convicted of fraud-

related offenses or if the company has not repaid deposits 

for more than a year. Together, these provisions promote a 

culture of compliance and ethical responsibility among 

corporate leaders, ensuring that those who manage public 

funds adhere to the highest standards of integrity. 

 

Challenges and Limitations 

Despite the extensive legal framework established by the 
Companies Act, 2013, numerous challenges and limitations 
persist, undermining the effectiveness of protections against 
corporate fraud and the misuse of deposits in India. One of 
the main issues is the weak enforcement of the law. 
Although stringent penalties are outlined, delays in 
investigations, an overloaded judicial system, and 
procedural hurdles often enable offenders to evade prompt 
punishment. Regulatory agencies such as the SFIO, SEBI, 
and ROC encounter manpower and resource limitations, 
which hinder their capacity to swiftly detect and address 
fraudulent activities. 
Another significant limitation is the lack of awareness 
among small investors. Many depositors do not understand 
the legal status of the companies they invest in or the risks 
associated with their investments, particularly in 
unregulated schemes that falsely promise high returns. This 
lack of knowledge makes them susceptible to exploitation. 
Moreover, corporate opacity and the manipulation of 
financial statements by management frequently go 
unnoticed, even with mandatory audits in place. Some 
companies take advantage of gaps in compliance 
mechanisms, complicating regulators' efforts to monitor the 
misuse of funds. Additionally, while the whistleblower 
mechanism is legally required, it is not always effectively 
enforced, and the fear of retaliation often deters insiders 
from reporting fraudulent activities. These challenges 
underscore the necessity for improved enforcement, 
enhanced public education, and systemic reforms to bolster 
corporate accountability. 
 

Recommendations for Strengthening Legal Safeguards 

▪ To improve the effectiveness of legal protections 
against corporate fraud and the misuse of deposits, the 
following actions are suggested: 

▪  Streamlining Legal Processes: Accelerating the judicial 
procedures related to corporate fraud cases to guarantee 
prompt justice. 

▪  Enhancing Whistleblower Protection: Fortifying the 
legal measures to safeguard whistleblowers from 

retaliation, thus motivating more individuals to report 
unethical behavior. 

▪ Regular Audits and Inspections: Implementing routine 

audits and inspections by regulatory bodies to identify 

and avert fraudulent activities proactively. 

▪ Public Awareness Campaigns: Informing the public and 

investors about the risks linked to deposits and the 

necessity of conducting due diligence prior to investing. 

 

Conclusion 

The legal protections established by the Companies Act, 

2013, represent a significant improvement in India's 

regulatory framework aimed at combating corporate fraud 

and the improper use of public deposits. Key provisions, 

particularly Sections 73 to 76A, impose specific restrictions 

and conditions on deposit acceptance, ensuring that only 

financially stable and compliant companies can solicit funds 

from the public or their members. Moreover, the Act 

includes stringent penal measures under Sections 447 and 

76A, the creation of oversight bodies such as the Serious 

Fraud Investigation Office (SFIO), and the enforcement of 

responsibilities for auditors and whistleblowers, all of which 

have collectively enhanced the regulatory landscape.  

However, despite the commendable legal framework, 

practical implementation still encounters considerable 

challenges. Issues such as delays in investigations, limited 

resources within enforcement agencies, a lack of investor 

awareness, and insufficient protections for whistleblowers 

often hinder the law's effectiveness. The real challenge lies 

not only in formulating regulations but also in ensuring their 

active enforcement and adaptation to the evolving nature of 

modern financial fraud. To progress, it is crucial to 

streamline investigative and judicial processes, improve 

inter-agency collaboration, and foster financial literacy 

among the public. Whistleblower protections should be 

strengthened, and audit standards must be applied with 

greater diligence. Ongoing monitoring, regular policy 

assessments, and enhanced accountability for corporate 

leaders are also essential. In summary, while the Companies 

Act, 2013 lays a solid groundwork for deterring corporate 

misconduct and protecting depositors, ongoing commitment 

and systemic reform are vital for establishing long-term 

trust and stability in India's corporate and financial sectors. 
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