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INTRODUCTION 

I, the Chairman, Committee on Public Undertakings having been 
autho rised by the Committee to submit the Report on their behalf, 
prese1lt, this 45th Report on Action Taken by Govemment on the 
recommendations contained in the 24th Report of the Committee 
on Public Undertakings (Seventh Lok Sabha) on Industrial Deve-
lopm.'nt Bank of India. 

2. 'The 24th Report of the Committee on Public Undertakings 
was I- resented to Lok Sabha on 30 April, 1981. Replies of Govern-
ment to all the recommendations contained in the Report were 
received in batches on 26, 27 and 30 March, 1982. The replies of 
Government were considered by the Adion Taken Sub-Committee 
of the Committee on Public Undertakings on 22 April, 1982. The 
Report was finally adopted by the Committee on Public Under-
takin(slS on 24 April, 1982. 

An analysis of the Action Taken' by Government on the re-
commendations contained in the 24th Report (1980-81) of the 
Committee is given in Appendix I. 

NEW DELHI; 
April 27, 1982 
Vaiso1chs 7, 1904 (Saka). 

BANSI LAL, 
Chairman, 

Committee on Public Undertaking', 

vii 



CHAPTER I 

The Report of the Committee deals with the action taken by 
Government on the recommendations contained in the Twenty-
fourth Report (Seventh Lok Sabha) of the Committee on Public 
Uudertakings on Industrial Development Bank of India which was 
presented to Lok Sabha on 30 April, 1981. 

2. Action Aaken Notes have been received from Government 
in respect of all the 32 recommendations contained in the Report. 
These have been categorised as follows: 

(i) Recommendatiomlobservations that have been accepted 
by Government; 

Serial Nos. 1, 6, 7, 10-12, 15-17, 19 and 22-32. 

(ii) Recommendationslobservations which the Committee do 
not desire to pursue in view of Government's replies: 

Serial Nos. 4, 8, 13, 14, and 20. 

(:iii) Recommendations/observations in respect of which re-
plies of Government have not been accepted by the 
Committee: 

Serial Nos. 2, 3, 5, 9, and 21. 
• (vi) Recommendationsl0bservations in respect of which final 

replies of Government are stUI awaited: 
Serial No. 1'8 

The Committee will. now deal with the action taken by Govern-
ment 00 so-me of their recommendations. 

A. Guidelines to the IDBI 

Recommendati~n (Serial No.3) 

3. 'l'he Committee had· pointed out that no detailed regulations 
had been made my the Board <If the lOBI in regard to the apex role 
assign.-d to it by the amending Act of 1975 and that there were also 
no gul.-:lelines ft:'Om government. The Committee felt that suitable 
regulations and gll;idelines were necessary in order to first have a 
dear O")ncept of the enlarged-functions and then ensure the effective 
dischLVge Of the functions. 
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4. In reply, government have stated inter-alia as follows: 

"It is also felt that written instructions under the Act would 
tend to be rigid whereas the present arrangement is 
flexible and would evolve according to the needs of the 
situation which is more advantageous for operational 
institutions. For these reasons, it has not been found 
necessary to frame separate Regulations or iSBUe specific 
guidelines in this regard." 

5. Although the Committee arree that needless rigidity shoutd 
not be iDu-odaeetl in the system. they feet that Government should 

• atleast issue some broad guidelines ha'Vin&' seope for ftexibnity of 
operatiorul. 

B. Critical study of Deve.{Opment Financing for Industry 
Recommendation (Serial No.3) 

6. Pointing out that Development Financing is one of the im-
portant instruments to make even the private sector to broadly 
adhere to the national plans and taking note of a study of operation 
of industrial licensing in the country the Committee recommended a 
critical study of the results of development financing for the indus-
try for taking such corrective steps as might be warranted. 

7. In reply, government have stated that the lPattern of deve-
lopment financing in India has been in conformity with plan objec-
tives and priorities and that government have indicated for Il'the 
confidential 'use of the financial institutions a lisf"Of industries eligi-
ble for priority assistance and another list of industries which are 
not to be normally finanaced by the term finanacing institutions. 

8. '!he Committee are eonatrained to reiterate that there should 
be an Independent critical study of the oateome of the Melopaaaat 
ftDandD, for the Industry. The question should, therefore, be neoa-
sidel'ed seriously in eobUItation with the Plannin.g ('.ammJalOIl. 

C. Report on Development Banking in India 

Reeommenclatton (SerIal Me. I) 

9. Noting a beginning made recently to bring out a comprehen-
sive report on development banking in India, the Committee desired 
that the report should be laid before ParUamnet annually. 

10. In reply, government have stated that the report on Develop-
ment Banking in India is more in the nature of refererice material 
on the activities of development banks in the country and 11 not 
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published every year.· Copies of the Report could, however, be sent 
to the Lok Sabha and Rajya Sabha libr~ries for reference purpoaeL 

11. The Committee had riven vari..- SuaestiODII to imJU'ove the 
eov.ap .... the eeon.teate OIl the Bepori _ DeveIopmeat ........ , 
in Inelia IBId theIe have been. aeeept.ed by ~t. 'file eo.. 
mittee reiterate that the Report should be laid before Parliament. 

D. Guidelines for project apprai'ss.t and monitoring 

Rec:om.mendation (Serial No.6) 

12. The Committee recommended that the Planning Conunission 
should issue suitable guidelines for the project. appraisal and moni-
toring by the development banks. The Member Secretary, Planning 
Commission had expressed a view before the Conunittee that there 
was scope for improvement in regard to project appraisal and moni-
toring in view of decline in productivity and profitability of the 
assisted· concerns. 

13. In reply, government have stated that guidelines had been 
issued in consultation with the Planning Commission in June 1979 for 
the confidential use of the financial institutions setting out certaia 
important consideration to be taken into account in the appraisal 
ot projects. 

14. The Committee feel tfuat there is a need for a fresh look at 
tJae. .......... iuued in 1179· tor revisiq theIe in eo ..... ltatlon with 
the PlanniDe Commission. 

E. Coordination of Development Financing 

Reeommendatioa (Serial No.9) 

15. The Committee had desired th.at after a critical study of the 
effect of industrial financing a review of the working arrangement 
between the IDBI and its sister institutions should be made to Me 
whether it should be placed on. formal footing to achieve better 
results. 

16. In reply, government have stated that the present arrange-
ments are working satisfactorily from the point of view of both 
IDBI and the Government. --- -_._------_._._--_._---_ ...• _._-_ .... _---
~hC ti~ of r...,tual verilkalion. II, .. MinillfV of Finane .. (Dcparln~nt of Eeuno ... '" 

~ftdrp) intimated lhat Ihf' Report nn DrvdOJl!tl"nt nanking i. be'ne publi~d annual 
('7ft 19< 9-110 on\\ard •. 



4 

17. As reiterat~ by the Committee there should be a critic"" 
atudyof the effect of development financing and thereafter it should 
be examined whether any modification to the exbting arrangement 
between the IDBI and its sister institutions is nece9sary to achieve 
better felultl. 

F. Role of Commercial Banks in Development Financing 

Recommendation (Serial No. 21) 

18. Observing that in the context of the inadequacy of expertise 
for project appraisal and monitoring available with the commercial 
banks, the advisability of pumping funds under the refinance scheme 
largely through the commercial banks needed to be gone into, the 
Committee had awaited an assessment of the role of the commercial 
banks in development financing. 

19. In reply, government have stated inter-alia that the IDBI has 
agreed to take necessary action in con&"Ultation with the RBI for 
further strengthening the appraisal and monitoring mechanism o'f 
commercial banks for ensuring proper and effective end use of the 
refinance assistance. 

20. The Committee are glad to note the attempt made to strengthen 
the appraisal and monitoring mechanism of commercial banks. They 
nevertheless desire that a study of the role of the commercial banks 
In development financing should be UIlderiaken as alre.dy suggested 
by them. 

G. Backward area development 
Recommendation (Serial No. 24) 

21. Taking note of the seriO'US regional imbalance in the assistance 
rendered by the IDBIand the study under progress by the National 
Committee on Development of Backward Areas (Shivaraman 
Committee) which was likely to iner-aUa bring out a new way of 
classifying the backward areas to ensure more balanced regional 
development, the Committee had. urg~ that decision in that regard 
should be taken early and the promotional activities and the 
identification of potential projects in the backward areas stepped 
up to achieve the end in view. 

22. In reply, government ,have. stated that the Shivaraman 
Committee constituted by the Planning Commission has studied 
matter and submitted it\;; report, which is being examined by the 
concerned authorities. 
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23. The Committee desire that the report of Shivaraman Com-
mittee should be processed early. Besides offering graded incen-
tives for different groups of backward areas, prQlnotional activities 
and the identification of potential projects in the backward areas 
should be stepped up to achieve balanced regional development. 

H. Scheme-wise .costs and. returns 

Recommendation (Serial No. 28) 

24. The Committee had desired that the precise position of cost 
and return for each scheme operated my the IDBI and the other 
financial institutions should be brought out in their annual reports 
and the consolidated position shown in the report 'Development 
Banking in India'. 

25. In reply, government have agreed that data on overall returns 
and cost df funds of institutions could be published in the Develop-
ment Banking Report, but stated that it would not be practicable 
to published similar data in respect of each scheme of the institu-
tions. 

26. The Committee believe that scheme-wise data on costs ,nd 
returns are available with the financial institutions. They are of 
the view that the publication of data in the annual reprots of the 
institutions would be desirable . and that it should be done with 
such explanation as ~ay be necessary to enable correct appreciation 
of the position. . 



CHAPTER II 

RECOMMENDATIONS THAT HAVE BEEN ACCEPTED BY 
GOVERNMENT 

Rec8IIlmeadation (Serial Ne. 1) 

The Industrial Development Bank of India was established in 
1964 as a wholly owned subsidiary of the RBI. Amendments made 
in 1975 to the IDBI Act, 1964, brO'Ught about a verysignifteant change 
in the role of the Bank. It was no longer a mere operating concern 
but was also made the "principal financial institution for co-ordina-
ting, in conformity with national priorities, the working of the 
institutions engaged in financing, promoting or developing industry 
and for assisting the development of such institutions". The per-
formance of the IDBI should therefore be evaluated not onJy on 
the basis o'f quantum and results of its assistance to the industry 
but also having regard to its role in organising the entire range of 
term-loan finanCing for industrial development of the country. 

(Patagraph-1.35 ) 

Reply of the Government 

The Government is in agreement with the observations of the 
Committee obtained in this recommendation. The !!DBI has been 
taking all possible measures to organise the entire range of term-
loan financing for industrial development of the country in accord-
ance with the provisions of the lOBI Act. The IDBI's Annual 
Reports (upto 1978-79) and the Reports on Development Banking 
in India (for the subsequent period) present a comprehensive analy-
SiS in this regard. 

[Ministry of Finance O.M. No. 10(103) IIF-1180 dated 29-3-82J 

Recommendation (Serial No.6) 

The main objective of the financial institutions is to help step 
up capital formation in socially desirable direction. The major deo-
ciding criterion in appraisal 01 projects for assistance is the socio-
ecOnomic benefits. In pursuance of the national priority ot promo-
tig employment opportunities to development banks ought to 

6 
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returns from the national point of view. The project appraisal 
prefer as far as possible labour intensive' proce68es. Financial 
viability of a private sector project may be a necessary condition 
but it is not a sufficient condition. The basic test is the expected 
techniques, thus, assume crucial importance in the context of realis-
ing the planned objectives. According to the Member-8ecretary, 
Planning Commission. there is scope for improvement in regard to 
project appraisal and monitoring in view of the decline in producti-
vity and profitability of the assisted concerns. The Committee re-
commend that the Planning Commission should issue suitable gUide-
lines for the project appraisal and monitoring by the development 
banks. 

(Paragraph--l.40) 

Reply of the Government 

Government have issued guidelines dated 7·6-1979 for the confi-
dential use of the financial institutions setting out certain important 
cordideration to be taken intp accout in the appraisal of project!" 
These considerations, inte7'-aZi4,include evaluation of technological 
choices in order to promote employment. A comparison with likely 
domestic prices and inter-national prices as also been suggested in 
the evaluation of projects. These guidelines had been formulated 
in consultation. with the Planning Commission. 

2. The institutions on their part have also taken a number of 
steps to improve the appraisal and monitoring of projects and are 
also coIltiCious of the need for further improvements especially in 
the monitoring of projects. The review of the project appraisal Cnd 
mQnitoring procedures is a continous process ru'1-<i necessary im· 
provements are, in 'fact, being carried-out from time to time by the 
institutions. 

[Ministry of Finance O.M. No. 10(103) IF·l/SO dated 27-3-82] 

Recommendation (Serial No.7) 

The lOBI has so far in its 16 years of existence sanctioned an 
aggregate assistance of Rs. 5391 crores and di»bursed Rs. 3611.7 
crores. The IDBI has claimed that the assi!tl:lnce rendered by it 
so far has catalysed or will catalyse an investment ot about Rs. 11,700 
crores and directly created or will generate 15,5. lalth new jobs. 
The DBI do not have any reliable data in this regard for the totali-
ty of the assistance rendered by all the term loan financing institu-
tions. It is disappointing to the Committee that this should be 80 
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despite the coordinating role and the overall responsibility for the 
institutional finance assigned to the IDBI. The Committee desice , 
that in future the data on the overall capital fonnatiQn and employ-
ment generation as well as the val'Ue added to the economy on 
account of the activities of all the institutions should be brought 
out annually in the report on the "Development Banking in India." 

(Paragraph-1.41 ) 

Reply of the Government 

The recommendation has been brought to the notice of the IDBI 
and the IDBI has agreed to arrange to collect and present informa-
tion as indicated by the Committee in its future reports on "Deve-
lopment Banking in India." 

[Ministry of Finance O.M. No. 10(103) lIF-1180 dated 29-3-82] 

RecommendatioR (Serial No. 10) 

As at the end of June 1980, the IDB! sanctioned assistance to 
930 companies under the direct project finance schemes consisting 
mainly of project finance, soft loans and technical development fund 
assistace. Assistance disbursed under the Project Finance Scheme 
during the 16 years aggregated Rs. 9.31 crores. The disbursals com-
prised of Rs. 857.5 crores of loan assistance and Rs. 73.5 crores of 
capital subscription. The Committee are concerned to note that 
nearly two-fifths of the total sanctions during the year 1979-80 was 
to meet cost over-runs of the projects assisted earlier and of this 
Rs. 101.2 crores was accounted for by a single project viz. Gujarat 
Narmada Valley Fertilizers Co. Ltd. This shows that something 
is wrong with the initial project appraisal. The result will be un-
doubtedly reduction in anticipated project benefits both in financial 
and economic terms. The position thus calls for an examination 
to evolve suitable and effective monitoring and control techniques. 

(Paragraph-2.S2) 

Reply of tbe Government 

It 1s felt that year-wise variations in sanctions and disbursements 
Of assistance and state, industry and sector-wise cUstribution of 
assistance and distribution of assistance between now, eX!p8llSion 
and cost overrun schemes may not project a correct perspective 
particularly for a financial institution ,like IDBI. Besides being 
lender of last resort, IDBI assistance to a single or a few large· pro-
jects in a year, would necessarily bring about wide variations. Assis-
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tance for cost overruns during 1977-78, 1978-'79 and 1980-81aggre-
gated Rs. 15.9 crotes (20 projects), Rs. 18.2 crores (24 projects) and 
Rs. 57.7 crores (32 projects), and constituted 7 per' cent, 6 per cent 
and 10 per cent respectively C1f total projec.t8Ssistance sanctioned 
during these years as against Rs. 121' crores (26 projects) or 40 per 
cent in 1979-80. It may be added that in the case of large projects. 
the initial cost estimates and appraisals are often based on prelimi-
nary information and it Is only after receipt of designs and laY'" 
outs and detailed engineering from technical collaboratorslconsu! .. 
tants that finn estimates could be made. This accoun18 for the 
large overrun in the case of the single project referred to by the 
Committee. Nevertheless, to minimise the overrun in project cost 
and also for its timely detection the recommendation has been \ 
brought to the notice of the IDBI and the Development Bank has 
initiated steps for setting up a Data Bank besides 'intensifying 
its monitoring mechanism. 

[Ministry of Finance O.M. No. lO(I03)IIIF-II80 date4 29-3-82] 

Recommendation (Serial No. 11) 

The soft loan scheme for modernisation introduced in November 
1976 ca";ered cotton !eXtimi, juu;,-cemelit,qar and specl1led engi-
neering industIies. Of late there has beep a decline in the level of 
assistance . rendered under this scheme, the demand tor modernisa-
tion needed by the textile industry,. the main beneftclary of the 
scheme, having been largely met. The' Committee recommend that 
the scheme should be extended to' other sectors of industry on the 
basis of an assessment of the need for modernisation. It Is not un-
common that request for assistance for modernisation is turned 
down. The Committee, howevez,o understand that an appeal against 
the rejection could be entertained by the Chairman, IDBI. The 
Committee would like this fact to be published for the information 
Df the prospective. users of the assistance. ~ 

(paragraph-2.53) 
Reply of tht" Government 

Besides assistance for modernisation of 5 selected induatries ~ 
Solt Loan Scheme IDBI is extending, since July 1980, assistance for 
modernisation of all other industries too. . 

All cases of. rejection. of proposals for modernisation auJstanee 
are reported to the Senior Executives 'Meetings ot the inatitutions'. 
However, ill view of the recoJnmeDdatf.on cit the Committee, fDatftu-
tions have now decided that henceforth all Casel involving rejection 



to 

of applications would be submitted to lIM once a quarter. The sub-
mission w~uld indicate the reasons for rejection, and the final de-
cision on rejection would be taken by 11M which is pre~ided over by 
Chairman, IDBI. As such a separate procedure for appeals does 
not appear necessary. 

An entrepreneur is always free to make a representation to the 
Chairman, IDBI, as to the Government, and in practice, many en-
trepreneurs do make such representations which are considered on 
merits. 

[Ministry, (if Finance O.M. No. 10 (103) jIF-I/'80 dated 29-3-82} 

it«ommendatioD (Serial No. 12) 

"The fairly widespread siclmess in industry causes grave concern 
to the Committee among the industrial units assisted by the all 
India financial institutions viz. IDBI, IFCI and ICrCI. There were 
122 sick units as on 31 December 1980. Of these, 84 were handled 
by the IDBI for rehabilitation as on 30 JWle 19'80. _~e _~.~~~e 

!. feel that the monitoring @(t l'e.habWta,tion of .. the sick units on all 
I India basis shouid:--bethe responsibility of the IDBI. At present 
. there seems to be no clear concept o'l which types of unit could 

be regarded as sick. There also seems to be some duplication of 
ef'lorts between the RBI and the IDBI. The Committee desire that 

; uniform guidelines should be evolved to determine· which units are 
sick and what follow-up action should be taken to nurse them back 
to normal health. The all India position in this regard should be 
reflected in the report, 'Development Banking in India' brought out 
by the IDB! in future." 

(Paragraph-2.M) 
Reply of the Government 

'£he recommendation has been brought to tne notice of IDBI and 
the Developmerit Bank has agreed that "Development Banking in 
India" would present data regarding sickness and rehaEilitation of 
industrial units as desired by the Committee. 

Sickness in industry is a general phenomenon prevaUing in all 
sectors and in almost all industries; the reasons for sickness as well 
as the extent of sickness vary from case to case. Institutions have 
been following certain criteria for classifying a unit as sick, and 
in respect o'f units assl8ted exclUSively by banks, RBI monitors their 
rehabilitation. While there could be broad unanimity about the 
definition of sickness and the general approah in drawing up 
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.. -ehabiUta't,.JOn meaSUJ;'8B for sick units, it is felt that it is neither 
desirable nor feasible for any single institution to be vested with 
the responsibility for all the sick units. Measures for reviving sick 
units would necessarily involve coordinated efforts by all concerned 
i.e. Central Government, State Governments, commercial banks and 
financial institutions and would require a consortium approach. 

In so far as the banks & financial institutions are concernedl 
instnlctionshave already been given for ensuring coordinated action 
between the various banks" institutions for idealiftcation " rehabi-
litation of sick units. These arrangements are kept under constant 
review for ensuring their effectiveness. • 

In accordance with the new policy on sick units announced by 
Government, responsibility for rehabilitation of sick units has been 
cast on the concerned administrative ministries, the institutions are 
expected to inform the Ministries in regard to Nch units which they 
cannot rehabilitate at their level. Suitable instructions have been 
issued to the institutions for action on these lines. 

[Ministry of Finance O.M. No. 10(103) IIIF-1180 dated 29-3-821 
Recommeadation (Serial No. 15) 

"In terms of the loan agreement, the financial institutions and 
investment institutions are ~powered to have their nominees on 
the Board of Directors of the assisted units. . The Committee note 
that out of 849 lOBI assisted companies as on 31 December 1980, 167 
were without a nominee on their boards trom any institution. It is 
not clear as to how many of these 167 companies are sick. Further, 
no study of the role of nominee directors lias DeeD. made so far. It 
is only recently that the lOBI. has commissioned such a stUdy. Ac-
cording to the Member-Secretary, Planning Commission, the role of 
nominee directors was not quite satisfactory and there was need for 
feedback to government on sectoral trends Ill1d healtft of industry 
for future planning. As per the guidelines issued by Government, 
the financial institutions, in consultation with the IDBI, will be 
responsible for laying down drills for feeding the directors and 
feedback to themselves so that institutional participation in the 
management of assisted com:erns, particularly at the policy level 
develops into a meaningful reality. The Committee recommend 
that Government should give a new look at the institution of nominee 
directors and assess its contribution especially in regard to sick uillts 
in order to evolve fresh guidelines on the basis of the experience 
aained". '.' 

'(paragraph-2.M) 
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Reply of the Govel'lllll8lllt 

A High Powered Committee was appointed by the Government 
to look into the working dl the system of nominee directors. The 
Committee submitted ita Report in AuguBt 1981. The Report con-
tained a number of recommendations for strengthening the system 
of nominee directors for more effective functioning of this institu-
tional arrangement. Government has accepted most of the recom-
mendations and suitable instructions have since been issued to the 
institutiOtll. 

Institutions have also prescribed guiaefines and. standardized pro-
formae for feed back: of information· by the nommee directors and 
have also strengthened the monitoring arrangements. 

[Ministry of ~nce O.M. No. 10 (103) ISO-IF.I. dated 25-3-1982] 

Recommendation (Serial No. 16) 

"The IDBI entered the field ot export finance mainly after the 
amendment in '1972 to the IDBI Act 1964. It extends assistance to 
exporters, overseas buyers credit, overseas invelJtmentftnance etc, 
to industrial concerns as well as persons. The Committee's exami-
nation revealed that there is no clear provision in the Act to cover 
the cash assistance rendered. by the ID!BI for equity participation in 
,oint ventures abroad. The legality of this practice should, there-
fore, be . examined. " 

(Paragraph-3.21 ) 

Reply of the Government 

It may be mentioned that out of the 14 projects assisted by IDB! 
so far, involving an aggregate assistance of Rs. 12.5 crores for equity 
participation in jomt ventures abroad, in respect of only one case, 
cash assistance of Rs. 18 lakhs was extended by lDBI. The lacuna, 
if any, has been taken care of in the EXIM Bank hct wherein 
specific pravision enabling EXIM Bank to provide cash assistance 
has been incorporated. 

[Ministry of Finance O.M. No. 10(103) IIIF-IIBO dated '29-3-B2] 

Recommendation (Serial No. 17) 

liThe IDBl has assisted. so far 10 joint ventures, 41 turnkef 
projects and 90 constructions projects under the exporft finance 
schemes. Further in View of the complexities of the construction ., 
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jobs abroad, the IDBI has been entrusted with the task of scruti-
nising all proposals involving overseas construction contracts irres-
pective of the need or otherwise for any financial assistance from 
the IDBI. This is an important function. The Committee th&re-
fore regret that there is no perfect system whereby the IDBI" ~ould' 
come to know of how the jobs undertaken, fared. It is common 
knowledge that a number of jobs turned out to be unremunerative. 
Unless there is a feedback there could be no meaningful trtrutilly 
of proposals. In regard to the projects assisted by the !DB! there 
is also no effective supervisory: mechanism at present and the lOBI 
is in the process of developing a mechanism. On the whole, the 
Committee feel that the export finance does not directly promote 
industrialisation ,with the country. It is not quite appropriate to 
channelise the finance through the IDBI, which is a development 
bank. The Committee have been informed that 'tor want of a 
better institution, the IDBI has been entrusted with this function. 
They have further been infonned that the proposed EXlM bank 
will take over the work after it is set up." 

(Paragraph-3:t2) 

Reply of the Government 

Legislation to set up the EXIM Bank has lince been enacted 
and IDBI is taking steps to hand over the functions relating to 
export finance to the new institution. 

[Ministry of Finance O.M. No: 10(103) 11IF-1180 dated 29-3-82] 

Recommendation (Serial No, 19) 

"'The IDBI's indirect assistance mainly ftows through its re-
finance for industrial loans and machinery bills redtJcounting. 'nla 
Committee have been informed that the bills rediscounting scheme-
has not been extended to traders except when they happened to 
be the sO,le-selling agents of the machinery manufacturers. The 
Committee desire that traders other than eole«lling agents should 
not be allowed to avail themselV'8I of this facility.'" 

I: i (paragraph-4.25) 

Reply of the Govemment 

Assistance under tb1s scheme 1B not extended to traders for aal~ 
or purch888 of machinery. Only the authorised seD1ng aaentBl 
distributor. of machinery manutacturera are eligible to sell the 
machiner,y. p~V'ided they have paid in fIuJl to the manutactunn 
before drawing BUCh btDs of a:cIaD,.. With a View to helping the 
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farming community, the following categories of purchasers are, 
however . allowed to purchase agricultural machinery, equipment 
on deferred payment tenns under the scheme. 

(i) A selling agent/distributor/dealer of agricultural 
machinery and equipment provided he offers similar 
deferred papment faci1i~ies to the farmers in respect of 
his sales of agricultural machinery and equipment to 
them and will not charge them unduly high prices; and 

(ii) A farming enterprise not doing farming itself but pro-
viding machanised Services to small farmers. 

It is, however, replied that in practice, purchasers in the above 
categories have not so far made use of these facilities, probably 
because of the availability of finance for these purchases at lower 
rate of interest from other sources like co-operative banks, regional 
rural banks, etc. 

[Ministry of Finance O.M. No. 10 (103) /IF. 1/80 dated 
29-3-82]. 

Recommendation (Serial No. 22) 

"Evidently there was not much of control over the utilisation of 
the funds made over to the commercial banks under the refinance ( 
schemes. The commercial banks have reportedly lent for a shorter 
period and got refinance from the lOBI for a longer period. The 
banks have undoubtedly derived a substantial benefit. Some mecha-
nism seem to have been evolved r~en.tly for suitable adjustment at 
the end of each year. This also has not entirely eliminated the 
unintended benefit derived by the Commer~ial banks. This aspect 
deserves critical examination." 

(Paragraph 4.28) 

Reply of the Government 

The observations of the Committee presumably relate to the 
Automatic Refinance Scheme (ARS) operated by the lDBI. Under 
the normal Refinance Scheme (i.e. refinance other than under ARS). 
the repayments to IDBI are generally fixed coterminus with repay-
ments to primary lending institutions. by the. assisted units. In res-
pect of ARS, however, in view of the small size of the loans and 
the large number of units involved, it was though desirable to fix 
repayment schedules on a consolidated basis in respect of each insti-
tution availing assistan,ce.. Accordingly, assistance avai~ed under 
ARS is repayable over a 7 year· period by . the primary lending 



.agency. However, in respect of small road transport operators, the 
primary lending agencies are reported to be receiving back their 
payments within 5 years. lOBI has introduced annual balancing for 
ensuring that the primary lending institutions repay to lOBI am· 
ounts collected by them as repayments from their assisted units as 
at the end of each year. However, in view of the delays in annual 
balancing by certain commercial banks, this could not be strictly 
ensured by the IIDBI. Currently, IDBI is examining the type of· 
modifications that need to be introduced in ARB so that primary 
lending agencies do not obtain any unintended, benefit or Ildvantage 
under the scheme and the repayments by pritylary lending agencies 
to IDBI would as far as possible be co-terminus with the repayments 
fixed for the primary borrowers. 

[Ministry of Finance O.M. No. lO(103)I[F.1180 dated 29-3.821 

Recommendation (Serial. No. 23) 

"The IDBI's assistance to the small·scale sector mainly flows 
through its refinanceschemf'. In view of their low capital output rates 
and shorter gestation period, the development of small-scale indus-
~ries will result in more efficient use of capital in fields where 
economics of scale are not sizeable .. The share of small-ecale sector 
has gone upto 71:;cr cent of the assistance under the refinance 
scheme Consiliering, however, that only 35 p.er cent of the total 
assistance of the lOBI was covered by the refinance, the share of the 
small scale sector in tha total assistance of the IDBI would be only 
25 'PCr cent. The Committee desire that the refinance scheme 
should be made more attractive to this sector and greater promotio-
nal as well as publicity efforts shoUild be directed towards ensuring 
increased flow of assistance to the small-scale sector." 

(Paragraph-4.29) . 

Reply of the Govel'lUDeDt 

Introduction of Automatic Refinance Scheme (ARB), eomposite 
loan scheme, concessional discount rates under Bills Rediscounting 
Scheme and greater rlelegation of powers to the Regional and Branch 
Officers are some of the steps taken by the mBr towards achieving 
the objectIve recomm<:nded by the Committee. The share of ana1l-
scale sector in refinance assistance was 67.9 per cent In' tenDs at 
amount sanctioned and as high as 98.1 per cent in terms of number 
of app~ications sanctioned during 1980-81. In thil connection, it may 
be noted that under the refinance scheme, concess1onal. rates of in-
terest have been sti.pulated for units belonging to small scale sector 
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and for aulatance to artisans etc. under composite loan scheme. The' 
rates at which refinance assistance is extend~ for these purpo~ 
are relatively low as comlJaret\ to the cost of funds to- IDBI. In some 
cases (e.g. compOsite loans) thereftnance rates are even lower than 
the c:ost of funds to IDBI. Thus, the scheme is very attractive to 
small scale units. Wide publicity is given to the facilities available 
under both Refinance and Rediscounting shcemes inter alia through 
seminars arranged in various parts of the C9untry by the Regionall 
Branch Offices of the IDBI from time to time. The promotional and 
publicity efforts wo'uld be continued on an on-going ,basis by the 
IDBI' 'for ensuring increased fiow' of assistance to the small scale 
sector. 

[Ministry of Finance O.M. No. lO(l03)I(IF-ll80 dated 29-3-82] 

Recommendation (Serial No. 24) 

"There is a pronounced ~,.natJ.J!!.b~ in the assistance ren-
dered by th~ IDBI. The Committee regret that the share of the 
North Eaatern region was almost negligible and it was arounci. 1 per 
cent. "Under a s~clal !(ll"ogramme for development of backward 
areu introduced in 197~71, the lOBI sanclioned assistance of Rs. 
1999 crores. An analysis ot assistance has indicated that the top 50 
districts. of 245 backw81d districts assisted by the R'l,lt accounted 
for the bulk of the assistance, their share ranging from 69 per cent to 
85 per cent. Statewise three top districts accounte-1 for 60 to 70 
per cent of the aasiatance to the State. The Committee would like 
to have a similar analysis of the amount actually disb"rg~d, Though 
the Committee realise that the role of the develoP""'ent banks is 
somewhat linuted, regret that the pattern that hl\~ ~"'lerp;ed shows 
that underdevelopment has been allowed to" prenetuate further 
relative underdevelopment. The perpetuation (If tn: ,. '1osition has 
serious socio-economic Implications. The Govern""".,t ar~ yet to 
take a decision on a sugestion made to them by a w(\ .. 1r"'i" In"OUp that 
the present list of backWard distrtct& could be clas~;fl~d into two or 
three broaci groups and separate inCC!otives offered hr the different 
groups. The Committee underriand that a, commi+tee headed by 
Shri Sivaraman has gone into the matter and hopefully a new way of 
dassifytng the backward areas would emerge in order to ensure more 
balanced ,regional development. The Committee would urge that 
decision ~n this regard ahould be taken early. The promotional acti. 
viti~ and)the' tcientiftcatiQll of potential projects in the backward 
areas also req1dred to be ateped up, to achieve the end in view. 

" '(Paragrapha-5.20 and 5.21) 
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Bepq of the Govonameat 

Establishment of industrial projects in backward areas depends 
upon a number of factors such as industrial licencing policy, avail-
ability of infrastructural facHities and the promotional work of the 
State Governments and tht'il' institutions etc. The financial institu-
tions' abiUiy to influence the locational decisions is limited by these 
factors. The institutions would come in 'only at the stage where a 
project comes u.~ for financial assistance. However, in accorrUince 
with the general policy of the Government and in compliance of 
specific guidelines, the institutions have attached high priority t{) 
project located in industrially backward areas and have evolved 
~ertain concessi\)ual terms for such projects in the form of low rates 
of insterest, longer repayment schedules, lower promoters' contribu-
tionetc. With a view to supplementing the promotional activities 
of the State Govemments, the institutions have set up Technical 
Consultancy Organisations in most of the States. Consequent on 
these efforts, the share of the backward areas in the total direct ins· 
titutional finance has steadily risen and is now about 40 per cent. 
In fact, their share in the new projects is in the region of 66 per cent. 

In view of the differing level of infrastructural sUI?port in the 
various backward areas and other relateo. factors like proximity to 
major marketll, raw material sources etc., it may be expected that 
the backward districts walch are favourabJ¥ placed would develop 
at a faster pace and woald attract a greater share of institutional 
finance. However, the ahare c:JI. the top 50 among the 247 identified 
backward are"lS bas been stP.a'dily coming down indicating a wider 
t\ispersal of instltutiona! assistance to other backward areas. . 

The National Committee on Development of Backward Areas 
(Sivaraman Committee) constituted by the Planning Commission, 
has studied the matter and oruhmitted its rEll')ort which is being ex· 
mined by the concerned authorities. 

[Ministry of Finance O.M. No. 10(103) liIF.1180 dated 27-3-82] 
Comments of ,the Committee 

(plellfle aee paragraphs 21 to 23 of Chapter I) 

'ftNomm~dation (Sedal No. 25) 
"There fa d~lf&Y in disposal of applicatiOn! for I81.i8tance and there 

is alao delay in disbursement of asSistance sanctioned despite various 
measures tabn to expedite the work During Ur79-80, 1'7 per cent 
of the applications were delayed by more than 6 months. The num· 
bar of application! pendlDg 88 on 30 June, 1980 wu 780 and the qua. 
tum of 81118tance sought for by the appIicant8 wu RI. 1082.6 ~' 
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The undisbursed sanctions ~vere of the order of Rs. 1424.1 crores. 
Obviously the delay in ~anct!on and tve delay in disbursing the 
'amounts sanctiont!d are also lhe causes of time su,page and conse-
quent cost e'lcalation of projects learUng to request for additional 
assistance from the financial institutions. The Committee desire that 
case studies of a few typical cases of the delays should be made inde-
pendently and on the basis of the outcome of tne studies further steps 
should be taken to s'treamline the procedures to expedite the work." 

(Paragraph-6.71 ) 

Reply of the Government 

As number of stc,=,s have been taken by IDBI to streamline its 
sanction anq dis\;)ursal procedures. However, Government has 
brought the rccommendatiolls to the notice of IDBI and t~ Bank 
has agreecl to the suggested study of a few typical cases of delays. 
Based on such study, further steps could be taken to further stream-
line tne procedul'es and ~xpedite the work relating to sanction and 
disbursement of assisttlncL 

[Ministry or 1 .... inaO(~e O.M. No. 10(103) IIF.I/80 dated 29-3-821 

Recommendation (Serial No. 28) 

"The Committee wou1c1 stress the need to check at the time of 
appraising the projects the price of equipments, imported and indi-
genous, to ensure that there is no inflation of cost. A fool-proof system 
in this regard should be evolved." . . 

(Paragraph-6.72) 

Reply of the Goverument 

The recommendation has been brought to the notice of the JDBI 
"and the l)e,velopment Bank has informed the Government that steps 
will be taken to make the system as foolproof as possible. 

[Ministry of Finance O.M. No. 10(103) IIF.I/00 dated 29-3-82] 

Reeommendatlon (Serial No, 21) 

"Incidentally, there have been cases where the applications w~rc 
8mted to be withdrawn rather than being rejected by some finanCIal 
institutions. This practice, in the opinion of the Committee, is not 
correct as it might land the other financial insitutions in trouble. 
"There should be a system of exchange of information on· projects 
rejected among the financial institutions to safeguard the overall 
illterest of the institutions." (Paragraph-6.73) 
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Reply of the Government 

b Ap~cations which are not considered support-worthy are rejected 
y the Institutions and all such cases are reportf'4 at the. lIM that all 

t~.partieipating institutions are aware of eases of rejection. Similar-
ly, In cases where the applicants do not furnish fWl information in the 
~~ate.d requefsts, the ·applications are deemed by the concerned 
1nstitutlOn to have Hen withdrawn· or closed and the matter is 
reported at the lIM. The IDBI is working on the idea of setting up 
a data back for exchange of information between various institutions. 

!Ministry of Finance O.M.No. l0(103)/IF.I/OO dated 29-3-821 

Recommendation (Serial No. 28) 
"On the whole, the average rate of borrowing of the IDBI is re-

ported to be 4.48 per cent and the average return 8.28 per cent during 
1979-80. The refi.nance assistance for backward area development and 
direct loans for exports are reported to be unremunerative. The 
'highest return is from the bills rediscounting followed by project 
loans and refinance on exports. The Committee desire that the 
precise position in this regard for each scheme operated by the lOB) 
and the other financial institutions should be brought out in the 
annual reports and the consolidated position shown in the' report 
"'Development Banking of India' Steps should. be taken, on the 
b86ill of analysis of costs for each scheme, to cut down overhead 
expenses. In this connection the Committee find thN the administra-
tive cost as percentage of operating margin ranpci from 20.3 to 38.4 
during the period 1971-79. The Committee feel that tilis is on the 
high side considering the fact that a substantial portion of the IDBI's 
lending i,9 through refinance." 

Reply of the Government 

While data on overall return and cost of funds of institutions may 
be published in the Development Banking Report, it would not he 
practicable to publish similar data in respect of each sch.eme of tbe 
institutions. The interest rate structure is deliberately fixed nt low 
levels for certaln schem. taking into account socio-economic consi-
derations as in the cases of eomposite loan scheme, entrepreneurs 
belonging to Scheduled Castes/Scheduled Tribes, small scale. industry, 
projects in backward areal, entrepreneurs in llilly area/regions, 
export finance schemes etc. The rates are kept at somewhat highe~ 
levels for modernisation assJ,stanee under Bills Rediscounting Schem~. 
Detailed data on costs and returns if published on scheme·wise ,buts· 
could be misleading. 
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As regards administrative cost of tte Bank as a percentage of 
its operating margin, the higher level of adm.inistrat~ cost for lOBI' 
during the period 1976-77 was due to the fact that consequent upon 
the ~e1inking of ~Bl, sizable expenditure had to be incuM'eci to 
\lcqUIre new premIses for office as well as residential accommodation 
~t staff. After the initial process of adjustment, the percentage has 
f'e -lined in subsequent years and was lower at 20.3 per cent in 
1 ~8-79. While it is true that a substantial portion of IDBI's lending 
j, 'through bills rediscounting and refinance which are risk-free. on 
til, other hand, IDBI finances exports of capital goods at highly con-
ctmional rates, provides bulk of refinance against industrial loans 
at Mghly concessional rates and also finances large r~ky projects 
wflh long gestation periods. It also undertakes to fianance the 
reuidual gap in the financing 8lTangement of large projects and is 
expected to play the key development role by undertaldng promo-
tlO'lll} activities which involve heavy expenditure. 

(Ministry of Finance O.M. No. 10(103) /IF.I/80 dated 29-3-82] 

Comments of the Committee 

(1llease see paragraphs 24 to 26 of Chapter I) 

•• Recommendation (Serial No. 29) 

'''l'he poSition of defaults in repayment by the assisted units 41&-
turbs the Committee. The amount of overdues was of the order of 
RaJ. 93.33 erores as at the end of June 1980. Of this lts. 51.78 crorea 
were more than 18 months old. The Committee would like this 
PMition to be depicted in the Annual Reports relating the position of 
overdues to the amount ~'le for payment and not to the total amount 
d1lbur11ed. As many "s 244 out of 640 companies assisted by the IDBI 
UJ'lder the Project Finan~e S~heme were in arrears to' the extent of 
R¥. 82.4 crorel, 45 per cent of which was accounted for by 8 com-
panies alone. Of the ·244 companies in default, 54 were reported to 
be sick units,. This gives room for a doubt about the efIlcacy :>f the 

I plQj"ect , appraisal techniques now emplOyed ... ~e C~ttee desire 
that em the bu1s of a post implementation appritl6:1.' ()f such a post 

I implementation appraisal of such projects, necessary improvem~t 
t shculd be JXWie in the project apprailal techniques. The Committee ! fw. ther ieel that in future the deetrabfltty of obtaining penonal 
) ewnntee. should be eonsldtftd UDl_ the. Dlture of a ~ IS 
" IUCh that it II not pouib1e." 

(paragraph--6.75) . 
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Kepi,. at tlae Gov ........ t 

,A. suggested by the Committee, the defaults position of IDBI hal 
beeD Incorporated in the Annual Report of IIDBI for 1980-81. 

'Po8t implementation evaluation of projects is a well established 
practice in other development 1lnanclal institutions such as World [ 
Bank and Regional Development Banks like Asian Development i 

Bank. !DBI has also agreed to undertake post evaluation of projects I 
on a regular basis so as to improve its appraisal and follow up tech~ I 
Diques. ! 

The Reserve Bank of India and the other financial institutions 
have over the years relaxed the requirements rega'1'ding personal 
guarantees by promoters. Such guarantees are now asked for only 
in exceptional cases such as those where the assisted companies are 
closely held ones. Pe'l'Sonal guarantees are oot insisted upon as the 
focus in the !project financing is on the viability o£ the project and 
not so much on security. Even in cases where personal guarantees 
are insisted upon, it is done mainly with a view to securing the full 
involvement of the promoters in the projects rather than from the 
security angle. In many cases, promoters of large projects, whose 
proportionate stake and hence share in the benefit of the project 
would be relatively small, are reluctant to°extend personal guaran-
teefl. Similarly, insisting on personal guarantees from new or tech-
nidan entftpreneurs or from directors of companies managed. by 
professionals would not be desirabl~, in all cases. 

[Ministry of Finance O.M. Noo 10(103) IIIF-1180 dated 29-3.82] 

••. RecommendatioD (Serial No. 30) 

''The IDB! is not aware of the extent of default in repayment by 
the 244 companies in respect of loans advanced. by o~ ftnanc1al 
institutions. This, is surprising to the Committee a9 Section .(IA) 
of the !DBI Act enables the IDBI to collect and exchange credit in-
formation. This should be ensured in future and a consolidate 
picture of overdues should emerge. I, 

(paragraph-6.76) 

Beply of the Government 
The recommendation bas been brought to the notice of the IDBI. 

It has been agreed the !DBI to arrange to collect infonnation on the 
extent of defaults in repayment of loans to other financial instttu-
tioma lind present a consolidated picture of overdues as desired by 
the CDmmittee. 

[Jt1nistry of Finance O.M. No. 10(103)llF-1180 dated 29-3-82] 
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ReeommenciatioD (Ser.ial No. 31) 

"The Committee are concerned about the lack of continuity in the 
top position of the IDat and the vacancies on the Board. There were 
4 Chairmen of the IDBI since February 1976 .and 5 vacancies were 
kept on the Board for two years. The vacancies on the Board were 
reflected in the Executive Committee of the IDBI. The attendance 
of the Executive Committee meetings was to the extent of 50 per 
cent or less in 13 out of 65 sittings held during 1975-80. The Com-
mittee desire that it should be ensured in future that there is a 
(!ontinuity for atleast 3 years in the top position and the vacancies 
on the Boa'rd are not allowed to remain for unduly long time. Fur-
ther, the attendance at the Board and the Executive ConunU~ meet-
ings should be improved." 

(Paragraph-S.7'7) 

Reply 011 the Govemment 
Since the delinking 'Of IDBI from R13lI in February 1976, the fol-

lowing have held the posts of its Chief Executives: 

1. 8hri Raghuraj February 1976 (1 year 3 months) 
2. Shri J. N. Saxena May 1977 to September 1979 (2 years 

5 months) 

3. 8hri R. K. Talwar October 1979 to December 1980. (1 year 
3 months) 

4i. Shri N. N. Pai Since January, 1981. 

2. Shri Raghuraj and Shri J. N. Saxena were initially appointed 
for a period of one yea'r and 2 years respectively but these terms 
were extended by 3 months and 5 months respectively pending the 
selection of the next incumbent to this office. ShriTalwar was 
appointed for a period of 5 years w.e.f. 3rd October, 1979 but sub-
mitted his resignation w. e.f. 31st December, 1980. The present in· 
cumbent Shti N. N. Pai has been appointed for a term of 31 years 
w.e.f. 1st January 1981, which is in conformity with the recommen-
dation of the Committee. 

Goverrunent's effort has been to give a suitable tenure to the 
person appointed as Chainnan,. and Managing Director of the lDBJ. 
The present incumbent has been given a teIlure of 8 years. The pre-
vious incumbent had been given a tenU!'e of 5 years though he re-
signed before the completion of his tenure. There is no evidence 
that the changes in the chairmen have adversely aftected the opera-
tions of the IDBI. Even when the chairmen had changed there was 
continuity of the senior executives at other levels. 
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Presumably tne. rererence to vacancies on the Board of IDBI being 

kept for two years relates to the vacancies on the IDBI Board from 
February, 1976 when the Development Bank was delinked from the 
RBI, to August, 19'77 when the first appointment of the non-oftlcial 
. directors was made by the Government. This time was taken for 
selecting suitable professionals from the various disciplines and for 
completing the formalities requi'red for their appointment. Subse-
quently, there have not been vacancies for long periods on the Board 
of IDB!. As observed by the Conunittee, the Executive Committee 
of the IDBj[ could not be constituted to its full strength pending the 
appointment of the non-oftlcial directors. However, since October, 
1977, the Executive Committee has been having its full strength of 
Members. 

iIDBI has informed that the dates of Board and Executive Com-
mittee meetings are generally decided in advance taking into ac-
count the need for better attendance. The contents of the Memoran-
dum dated March 3, 1981 from the Bureau of Public Enterprises re-
garding regular attendance of all the members at the Board Meetings 
w~re bpght to the notice of the IDBI by the Government. These 
inatructrohs, in turn, have been brought to the notice of the Direc-
tors by the IDBI. ' 

[Ministry of Finance O.M. No. 10(103) IF. ]/80 dated 27-3-82] 

Recommendation (Serial No. 32) 

"The SFCs work under the guidance and directions of the lOBI 
A measure of control is also to be exercised by the IDBI by means 
of inspection once in 3 years. However, only 12 of 16 SFCs have been 
inspected during the last three years. A number of shortcomings in 
their working in regax:d to project appraisal, follow-up and re-
covery of loans etc. have been noticed. The Committee also note· 
that a World Bank team had reportedly an occasion to criticise the 
functioning of the SFCs and opined that if the deterioration in their 
working continued then economic viability would soon be threa-
tened. The overall arrears in the repayment of loans advanced by 
them were to the extent of Rs. 214.6 crores as at the end of March 
1980. The Committee are very much concerned about this situation. 
They desire that the programme of upgradation of the SFCs should 
be put through early and good perfonnance ensured through the 
Director nominated by the IDBI on their Boards. The role of the 
IDBII directors on their Boards is not evidently satisfactory now." 

(Paragraph-6.76) 
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Reply cwf the GovenuDlllt 

A number of steps have been taken by the IDBI to improve the 
arrangements tor supervision and upgradation of SFCs such as the 
introduction in 1979-80 of the requirement that each SFC should 
prepare a Business Plan and Resource Forecast (BPRF) and. that be-
sides annual evaluation studies of the institutional development pro-
grammes prescribed for each SFC there would be a full fledged 
inspection of SFC once in two years. As the State Governments 
concerned have also a major role in determining the performance of 
the SFCs, the State Governments/Ministries were addressed, at the 
highest level for bringing about necessary improvements. 

[Ministry of Finance O.M. No. 10(103) /IF-I/80 dated 29-3-82] 



CHAPTER III 

RECOMMENDATION'S WHICH THE COMMITrEE DO NOT 
DESIRE TO PURSUE IN VIEW OF GOVERNMENT'S REPLIES 

ReeoJDmendation (Serial No.4) 

As an aipex institution the IDBjI ought to be responsible for 
business planning and resources forecasting in respect of the entire 
range of term loan financing of the industry in the country. The 
Committee note that a beginning' has been made in th1s direction 
and a five-year plan has been prepared to coincide with the Sixth 
Plan. The Committee have, however, been informed that there has 
been so far no separate allocation of credit for the expansion of 
existing industrial units and for new projects. There should be in 
future separate allocation. 

(Paragraph-1.38 ) 

Reply of the Government 
While estimating future resoU'rce requirements of IDBI and 

other institutions, a view is taken about the quantum of assistance 
required for creating new capacities and for modernisation and up-
gradation of existing units. No further break-up ,of new capacity to 
be created th!'ough expansion of existing units or through setting 
up of new units is, however, attempted. It is felt that separate 
allocation of funds tor expansion of existing units 1:is-a-vis new pro-
jects and consequently earmarking of S"Uchfunds, may not be desir-
able as this might lead to pre-emption of funds and consequent non",: 
utilisation of availa hIe funds. Given the- tight resources position' of 
institutions, any predetermined allocation of funds between new and 
expansion projects might not be practicable or desirable. ' 

[Ministry of Finance O.M. No. 10(103) liIF-1180 dated 29-3-82J 
Recommendation (Serial No.8) 

The projects are assisted by the. various institutions upto about 
60 per cent rtf the cost of each project. The assistan~ is rendered 
in combination by a number of institutions and in that process there 
has been a lot of duplication of efforts. At present there is some 
vertical division of work between the regional and the all India 

672 L.S.-3. 
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institutions A sectoral division of work which has been attempted 
in the case of soft loans has now virtually been abandoned. The 
Committee feel that in the present context of scarcity of resources 
and limited expertise in regard to project nppriasal, duplication ot 
efforts of all India financial institutions should be avoided. They, 
however, note that the lead bank concept and the proposed partici-
pation certificate scheme· would avoid such a duplication to a large 
extent. The Committee desire that as far as possible each financial 
institution should exclusively deal with a few industries so that 
matters could be made simpler to the assisted concerns and there 
would be no duplication Of efforts by the financial institutions. This 
would also malre for specialisation and better expertise in project 
appraisal. 

(Paragraph-l.42) 

Reply of the Government 

The present system of lead institution concept, both for project 
appraisal and follow-up, which provides for pooling and dissemina-
tion of information on technological changes, has been working 
satisfactorily. Also, the geographical location of projects helps 
entrepreneurs to go to particular institutions. There is very little 
dU{llication of efforts among the institutions at present, and there 
would be further improvement in this regard when 'the Power of 
Attorney arrangement and the Participation Certificate S::heme which 
are already being implemented in suitable cases-are fully evolved. 

[Ministry of Finance O.M. No. 10 (103) /IF-I/SO dated 29-3-a2] 

Recommendation (Serial No. 13) 

Loans are converted into equity since 1970-71 a::. per gutdelines 
given by the Government. The purpose is stated to be to have a 
ahare of the prosperity of the assisted concerns and to particbpate 
in their management. Out of 569 cases where the conversion option 
was stipulated by the all India financial institutions, the option 
was waived so far (June 1980) in 128 cases. The Committee desire 
that since the scheme has been in operation for 10 years now, further 
guidelines should be issued. These guidelines shO'Uld bring out the 
circumstances under which the option could be waived or how and 
at what stage! the conversion should take place. A stage of conversion 
could be a certain level of production attained by a unit. 

(Paragraph-2.55) 
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Reply of the Government 

In the light of experience gained so far with the working of the 
-convertibility scheme, Govemment issued certain fresh guidelines 
relating to. convertibilty clause in August 1980. Uuder the new 
guidelines convertibility stipulation is obligatory only in cases where 
the total institutional assistance exceeds Rs. 1 crore (as against the 
earlier limit of Rs. 50 lakhs) and the convertibility stipulation may be 
so exercised that the total institutional holding does not no.rmally 
-exceed 40 per cent of the share capital of the company. Besides, the 
soft loan scheme and modernisation assistance has been exempted 
from the conversion option. 

The question of exercise or waiver of conversio.n option is consi-
-dered by the institutions in the light of all relevant facto.rs such as 
working of the company at the time of exercise o.f conversion option, 
company's future prospects, managerial competence etc. In respect 
of units with weak or recalcitrant managements, if it is felt necess-
ary to strengthen the voting rights of the institutions for bringing 
about needed changes in management, conversion option is exercis-
ed for achieving this purpose. As regards timing of the exercise of 
convertibility o.ption, it is determined in such a manner that it com-
mences after the operations of the unit got stabilised at a reasonably 
satisfactory level of production and profitability. Thus, the exer-
cise of conversion option is already nnked to level of production 
but in addition linkage with profitability and dlvidend paying capa-
city is also important, to meet the intention behind the government 
guidelines of sharing in prosperity of assisted units. Conversion 
option is waived· in respect of companies which are unlikely to 
declare dividend in the near future or 'whose share are quoted below 
par, or whose equity has been eroded or where existing institutional 
shareholding exceeds 40 per cent of the total equity of the company 
concerned. Fixing the timing of conversion to a certain level of 
Rroduction of a unit as recommended by the Committee, may not 
be desirable or practical as in the inflationary and uncertain condi-
tions, it may si happen that even after achieving a certain level of 
production by a unit, its operations may not result in profit. It is, 
therefore, felt that a certain amount of fiexibility should be allowed 
both in respect of circumstances and the timing for exerciSing the 
conversion of option. 

The d~ision to. waive the conversion option is taken by the Board 
of DirectOrs f)f the institutions if the loan has been provided by a 
Single institutio.n. In cases of consertium ftncing, the decision is 



taken at the Inter Institutional Meeting. Governmet is also keeping 
a watch on the waiver of the conversion option by the Institutions 
by obtaining regular periodical reports in this regard. In these 
cire-amstances, the need for issuing fresh gUidelines in regard to the 
circumstances and timings far exercise of the conversion option 
has not been felt. 

[Ministry of Finance O.M. No. 10(103) IF-1180 dated 25-3-82} 

Recommendation (Serial No. 15.) 

Working capital is an important deterininant of the success of 
an industrial project but in seldom recognised by the financial 
institutions. Barring certain exceptions the IDBI has not extended 
working capital assistance and it is left entirely to be organised by 
the commercial banks. However, at the pa-oject appraisal stage no 
firm commitment is obtained from the commercial bankS who also 
participated in term-loan financing. Often lack of working capital 
is the cause of sickness in industry. The Committee are of the 
view that the commercial banks need not be associated in a big 
way in term-loan financing; in~tead they should be committed to 
working capital accommodation. An arrangement in this regard 
should be worked by the IDBI for the guidance of all the financial 
institutions and enforced .. 

(Paragraph-2.56) 

Reply of the Govemment 

The financial institutions estimate the working capital require-
ments of units seeking assistance at the time of appraisal and the 
necessary margin money for working capital is included in the 
project cost. The actual requirement of working capial would arise 
only after completion of the project. If any of the assisted units 
face shortage of working capital, the matter is taken up by the 
institutions with RBI and the concerned :banks and efforts are made 
to overcome the difficulties faced by the units. Banks which are 
likely to provide working capial finance, are normally associated 
with the appraisal of projects, especially large ones, but the actual 
commitment for working capital limits is made by them, only when 
the project is nearing completion as there is considerable time-lag 
between the appraisal stage and the point when units go into pro-
duction. 

Banks concentrate on giving only short term loans tor working 
eapita1.purp~. J\ccording to.existing policy, Banks can term loans: 
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normally to overall projects c06ting less than Rs. 1.5 crores· or very 
large projects costing over Re. 5 crores where the term loan require-
ments are large. In each case, banks can give term loans only in 
-consortium with the term lending institutions. For ensuring 
proper coordination between term lending institutions & the banks, 
an Inter-Institutional Group had been appointed by RBI. The re-
commendations of the Group were accepted by GOI, RBI & IDBI 
and accordingly arrangements have been made for coordiilation 
between the banks & institutions. 

[Ministry of Finance O.M. No. 10(103) /IF-I/SO dated 29-3-82] 

Recommendation (Serial No. 20) 

"The bills rediscounting scheme is stated to be the most remu-
nerative of all the schemes of assistance of the IDBI. The assistance 
under this scheme is stated to. be essentially meant for replacement 
of mechinery or for modernisation or moderate expansion program-
mes of the existing units. Whereas for the soft loans which are also 
meant for modernisation the interest rate is 8.1 per cent, the normal 
rate charged for discounting of biUs by the primary lenders goes 
upto 11.5 per cent. The Committee feel that this difference 0'1 3.4 
per rent is. not quite justified. The margin of about 2 per cent that 
-the commercial banks get seems high. The Committee are not 
impressed with the plea of the Secretary, Department of Economic 
Affairs, that concessional financing on rediscounting deals is fraught 
with a number of administrative difficulties. As the assistance as 
a whole rendered by the IDBI is purpose-oriented administrative 
diffiC'Ulties cannot stand in the way of a desirable concession. The 
'Committee accordingly desire that the rate of interest applicable 
for discounting/rediscounting of bills should be reviewed and 
reduced." 

(Paragraph-4.26) 

Reply of the Government 

The Committee has raised two issues (i) the justification for 
difference l.in the interest rates under Soft Loan Scheme 
and under Bills Rediscounting Scheme though both are 'for moder-
nisation assistance, and (ii) the need for a margin of 2 per cent to 
commercial banks under the Bills Rediscounting Scheme. In regard 
to the former, it may be mentioned that the Soft Loan Scheme is 
-essentially meant to take care of the backlog of modernisation in 
-only the five specified industries. The concessionalelements in the 
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lending rates under the Scheme were Jntended to suit the needs of 
relatively weak units as well as to serve as an incentive for timely 
modernisation by the not so weak or better off units. The Bills 
Rediscounting Scheme is availed of normally by healthy units for 
their regular replacement, balancing needs, etc. There is also a 
limit of Rs .. 1 crore for avail~ent of this facility by any unit in a 
given year. Modernisation requirements beyond this limit as well as 
requirements for finance on somewha~ softer terms in regard to 
rate of interest and repayment period, are met through modernisa-
tion assistance under project finance Or through soft loans (in res-
pect five industries eligible for Soft Loans). Bills Rediscounting 
Scheme has a number of advantages for the borrowing units in so 
far as no detailed ,project preparQtion and appraisal are necessary. 
Under the Scheme, productive equipments could be acquired with 
minimum delay and could contribute to the profits of borrowing 
units almost immediately. Therefore, the borrowers generally do 
not find it difficult to bear the slightly higher cost of raising funds 
under the Scheme. The slightly higher return under the Scheme 
enables IDBI to undertake a number of developmental and promo-
tional activities including extension of reflnance assistance and con-
cessionalassistance for units in backward areas on which the finan-
cial returns are low. 

The margin enjoyed by commercial banks under the Bills Redis-
counting Scheme would work out to 1 per cent after adjusting for 
interest tax payable by commercial banks, and at this level the 
margin does not appear to be high. 

[Ministry of Finance O.M. No. 10 (103) /IF-l/80 dated 29-3-821 



CHAPTER IV 

RECOMMENDATIONS IN RESPECT OF WHICH ,REPLlES OF 
GOVERNMENT HAVE NOT BEEN ACCEPTED BY THE 

COMMITfEE 

Recomme"dations (Serial No.2) 

"Although under Section 37 of the IDBI Act, the Board may 
make regulations for the purpose of giving effect to the provision 
of the Act which inter alia. may provide for generally the .:!fficient 
conduct of the affairs of the Bank, no detailed regulations have 
been made especially in regard to the apex role assigned to it by 
the Amending Act of 1975. There were also no guidelines issued 
by the Government in regard to .the discharge of the enlarged res-
ponsibilities of the Bank. The Committee feel that suitable regu-
lations and guidelines are necessary in order to first have a clear 
concept of the enlarged functions and the. ensure the effective 
discharge of the functions". (Paragrapl,l,-1.36) 

Reply of the Government 

The responsibilities of IDBI as an apex development bank and 
as coordinating agency of all development banks as envisaged in 
the Industrial Development Bank of India Act are not ~egulatory 
or controlling but are in the nature of ensuring effective co-ordi-
nation and bringing about development of other institutions. There 
is, jn fact, 'B clear understanding about the functions of IDBI even 
as enlarged by the amending Act of 1975 and these functions are 
being effectively discharged. A detailed memorandum on the 
enlarged functions was also adopted by the IDBI Board at its first 
meeting held in March, 1976, after IDBI's delinking from the Re-
serve Bank of India. • Over the years, IDBI has evolved certain 
institutional arrangements 'for exercising its cOordinating role. 
These are the periodical Senior Executives Meetings and Inter-
Institutional Meetings at which all important matters regarding 
institutional finance as well as all major cases are discussed. The 
IDBI 'finds representation on the Boards of other financial 
institutions and similarly other financial institctions are also 
represented on the Board of the IDBI. The above arrangements 
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are working satisfactorily fTomthe point of view of both IDBI and 
the Government. 

2, It is also felt that written instructions under the Act would 
tend to be rigid whereas the present arrangement is flexible and 
would evolve according to the needs of the situation which is more 
advantageous for operational institutions. For these reasons, it has 
not been found necessary to 'frame separate Regulauons or issue 
specific guidelines in this regard. 

[Ministry of Finance O.M. No. 10 (103) jIF -1/80 dated 29-3-82] 

Comments of the Committee 

(Please see paragraphs 1 to 5 of Chapter I) 

(Recommendation (Serial No. (3) 

"The national Five Year Plans are indicative in relation to the 
private sector investments. However, if the mechanism of indus-
trial licensing and development financing is properly used even the 
private sector could be made to broadly adhere to the Plan. As 
regards the' industrial licensing the Dagli Committee on Controls 
and Subsidies in its report presented in May 1979 had observed 
that lately industrial licensiD.!; and the plans were not properly In-
tegrated and added: "The industrial licensing system has not in 
consequence ensured the development of industries prevent the 
growth of capacity in non-essential industries; has not also been 
effective in securing proper regional dispersal of. industries and the 
concentration of economic power", The Committee would com-
mend a similar critical study of the results of development finan:-
'cing for the industry for taking such corrective steps as may be 
warranted," (Paragraph-1.37). 

Reply of the Government 

The pattern of development financing in India has been confor-
mity with plan objective and priorities. The institutions'take up for 
processing and sanction only such projects which have an indus-
trial licence or ,letter of intent and also fit in the plan framework. 
This is borne out by the fact that nearly 80 per cent of IDBI's 
assistance has gone to priority and core industries and a substan-
tial portion of the assistance has gone to backward areas. 

Government has indicated for the confidential use of the finan-
cial institutions a list of industries eligible for priority assistance 
and another list of industries which are not to be normally financed 
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by the term financing institutions. These lists have been prepared 
by the Government in accordance with the plan priorities. 

[Ministry of Finance O.M. No. lO(103)\IF-1180 dated 29-3-82] 

Comments of the Committee 

(Please see paragraphs 6 to 8 of the Report) 

Recommendation (Serial No.5) 

It is the responsibility of the lOBI to assess and bring out the 
results of operations of term loan financing of all the financial and 
investment mstitutions.· Here again the lOBI has made just a be-
ginning to bring out a comprehensive report on development bank-
ing in India. The Committee desire that this report should be laid 
before Parliament annually." (Paragraph-1.39). 

Reply of the Government 

The annual reports of the lOBI and the annual review of its 
operations are being laid before Parliament annually. The Report 
on Development Banking in India 'is more in the nature of reference 
material on the activities of development banks in the country and 
is not published every year. Copies of the Report on Development 
Banking in India could, ·however, be sent to the Lok Sabha 'and 
Rajya Sabha Libraries for reference purposes. 

[Ministry of Finance O.M. No. 10(103) 180-IFI rlated 25-3-82] 

Comments of the Committee 

(Please see paragraphs 9 to 11 of Chapter J) 

Recommenmation (Serial No.9) 

"There is not much of a formal control by the lOBI over other 
financial institutions exept in relation to the IFer and SFCs. How-
ever, cert'ain enabling provisions for exercising a measure of con-
trol have been made in the Articles of Association of SIDCslSIICs. 
The coordination among the institutions is mainly ensured through 
Inter-Institutional Meetings and uniformity on policies secured in-
formally. In this connection the Committee would like to recall that 
the then Finance Minister said when the IDBr Bill was considered 
by Parliament. According to him the lOBI would be concerned 
directly or indirectly with all problems or questions relating to the 
long and medium term financing of industry and would be in a 
position if necessary, to adopt and enforce a sY'1tem of priorities in 
promoting future industrial growth. The Committee desire that 
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after a critical study of the effect of industrial finanCing as recom-
mendea by them, a review of working arrangement between the 
IDBI and its sister institutions should be made to see whether it 
should be placed on a formal footing to achieve better results. In-
cidentally the Committee would commend the idea of having a 
nominee of the Planning Commission on the Board of the IDBI." 

(Paragraph-l.43) 
Reply of the Govemment 

IDBI has evolved over the years, certain institutional arrange-
ments for exercising its coordinating role. These are the periodical 
Senior Executive Meetings .and Inter Institutional Meetings at 
which all important matters regarding institutional finance are 
disC'Ussed. In caSe 'of all the institutions IDBI has nominee Direc-
tor(s) on their Boards through whom IDBI is in a position to in-
fluence their decisions and exer;::ise the coordinating role. The 
other institutions, including State Financial Corporation and banks, 
also have their representatives On the Board of the IDBI. The 
above arrangements are working satisfactory from tlie point of 
view of both IDBI and the Government. It is also :felt that the pre-
sent flexible arrangement is more advantageous for operational 
lteasons. - I •. It' 

In terms of the provisions of the IDBI Act, two director shall be 
officials of the Central Government. The Ministry/Division of the 
Government that are very closely associated with all the activities 
0'1 the development bank viz. Ministry of Industry and Banking 
Division are accordingly represented on the Board of IDBI. Plan-
ning Commission is consulted in all matters where their advice 
could be of use to the institutions. The Planning Commission also 
has an opportunity at the time of annual Plan discussions and at 
other times to review the perfor~ance of IDBI and other institu-
tion and make suitable suggestions. In these circumstances it is 
felt that it would not be necessary or possible to nominate a repre-
sentative of the Planning Commission as one of the two Govern-
ment nominees on the Board of IDBI. .'--. 

[Ministry ~ Finance O.M. No. 10(103) IF-1180 dated 25-3-82] 

Comments of the Committee 

(Please see paragraph 15 to 17 of Chapter I) 

BecODU\lendation (Serial No. 21) 

"Sanctions under the refinance scheme aggregated Rs. 1900.7 
crorea since the inception of th~ IDBI. Commercial banks aTe stated 
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to be the major users of the refinance facility. The expertise for 
project appraisal and monitoring available with the commercial 
banks cannot be regarded as satisfactory. In fact, even the SFCs 
are found to be lacking badly in this respect. The advisability of 
pumping the funds largely through the commercial banks needs to 
be gone into. As the Committee have pointed out earlier, their 
role should be confined to working capital accommodation for the 
industry as far a6 pOssible. The Committee would like to have 
an assessment of the role cJf the commercial banks in development 
financing. If such an assessment has not been made already it should 
be made now." 

(Paragraph-4.27) 

Reply of the Govemment 

As indicated in comments a~ainst Serial No. 14 commercial banks 
concentrate mainly on short terms ftanacing' for working capital and 
their role in term financing has been kept at the nrlnimum. However, 
banks involvement in term financing cannot be entirely ruled out. 
Particularly in the case of small scale and tiny & village indU8tries, 
banks with their wide network of branches and closer contracts with 
borrowers, are in a better position to provide timely assistance and 
monitor the /progress of assisted units. State level institutions, viz. 
SFCs anr\ SIDCs with limited number of branches would find it 
extremely difficult to cater to the entire requirements of this category 
of industries. The refinance mechanism of lOBI should not be viewed 
only as a resource support to banks and State level institutions but 
as an instrument for ensuring the flow of assistance to small, tiny 
and village industries accorciing to priorities. The refinance assis-
tance to commercial banks would, therefore, be in the national 
interest and would need to be continued. 

The RBI has been conr\ucting some special courses for bankers 
at their Training College in Bombay for improving the appraisal and 
monitoring mechanism of commercial banks. ·The lIDBI has also 
agreed to take necessary action in consultation with the RBI for 
further strengthening the appraisal and monitoring mechanism of 
commercial banks for ensuring proper and effective end-use of the 
refinance assistance. 

[Ministry of FinanCe O.M. No. lO(l03)IIF-ll80 dated 29-3-82J 

. Comments to the Committee 

(Please see paragraphs 18 to 20 to Chapter I) 



CHAPTER V 

RECOMMENDATION IN RESPECT OF WHICH FINAL REPLY 
OF GOVERNMENT IS STILL AWAITED 

Recommendation (Serial No. 18) 

"Incidentally, the Committee understand that the performance 
guarantees given in connection with a construction work undertaken 
by Dalal Consultants & Engineers Pvt. Ltd. in Saudi Arabia have 
been invoked. The guarantp(>s were issued by the SBI and the IDBI 
on 50: 50 basis .. The IDBl's Share was Rs. 131.72 lakhs. The Commit-
tee would await the outcome of the efforts for recovering the amount." 

(Paragraph-3.23) 

. Reply of the Government 

The share of IDBI in the guarantee was for Rs. 131.72 lakhs. 
ECGS has provided cover to the extent of 90 per cent of the total 
guarantee committed. Efforts for recovery of the amount from Mis. 
Dalal Consultants are being continued by the IDBI and the assisted 
concern has since submitted a fe;?ayment programme which is being 
examined by IDBI, SBI and EeGC. 

[Ministry of Finance O.M. No. 10 (103) /IF-1/80 dated 29-3-82] 

NEW DEt.m; 
April 27, 1982 
Vaisakha 7=-, --:"1-="'90:"":4--:-::(S=-)·-

BANSI LAL,· 
Chairman, 

Committee on Puolic U'ltdertakings. 
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APPBNDIX 

(Vidl Para 3 of Introduction) 

Analy.i. ofactiQn taken by Government on the reC:omJnt'nciation. containf'd in the 
Twenty fourth Report of the Committet' on Public Undertakings (Seventh Lok Sabha). 

I. 

II. 

III. 

Total number of recommendation. made • 32 

R.c:commendation8 that have been accepted by the Government (Yidl 
recommendations at S. NOI. 1,6,7,10 to 12, 15 to 17.19 and 22 to 
32) . • • • • . • . • . • III 

Percentage to total 65· 62% 

Recommendations which the Committee do not de.into pun\IC in 
view of Government'. replie. (Yidl recommendation. at S. No.. 4, 8, 
13, 14 and 20) . .• ••••. ~ 

percentage to total 

IY. Recommendation. in respect of which replica of Governmrnt have not 
been acc,?ptr-d by the Committee (Yldl recommendatioDi at S. Nos. 
2,3,S,9and21) . S 

Percentage to total 

v. . Recommendation in respect of which final ~Iy of Govern~ent is etill 
awaited (VillI recommendation at S. No. 18). . • • . 

percentage to total 3·12% 
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