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INTRODUCTION

I, the Chairman, Committes on Public Undestakings having been authorised by the
Committoc to prescnt the Beport on their bebalf, poesent this Fifth Report on “Industrial
Development Bank of India’.

2. The Committee took evidence of the representatives of Industrial Development
fank of Indin on 2nd March, 2001. The Committes 0ok evidence of the representatives
of the Minisiry of Finance (Badking Division} on 12th March, 2001,

3. The Commitize on Public Undertakings {2001-2002) considered and adopted the
Report at their sitting held on 21t June, 2001.

4. The Commuittes feel obliged to the Membets of the Committes on Public Undertakings
{2000-2001} for the useful work done by them in taking evidence and shifting
information. They would also like to place on record their scase of deep appreciation
for the invalumble mssintance rendeved to them by the officiaby of the Lok Sabha
Secretariat attached to the Committee.

5, The Committee wish fo express their thanks to the Minictry of Finsnce (Banking
Division) and Industrial Development Bank of India for placing before them the material
and informution they wanted in connection with examination of the subject. They also
wish to thank in particular the representatives of the Ministry of Finance (Banking
Division) & Industrinl Developinent Bank of Indin who gave evidence and placed their
conskdered views before the Commitiee,

MNew Dmun; YUAY KUMAR MALHOTRA
12 Juby, 2001 Chairmian,

2t Asadha, 1925 (S) Committes vn Public Undertakings.




CHAFTER 1

ROLE AND OBJECTIVES
A Genersl Backgroand

1.1 Industrial Development Bank of India {IDB]) was established on luly 1, 1964 8
& wholly owned subsidiary of Reserve Bank of India under an Act of Parliament to
provide credit and other facilities for the development of industry. In view of the
manifold increass in its activities and diverse tesponsibilities, the ewnership of [DBI
was transferred to the Government in February, 1976 and it was made the principal
financial institution for co-ordinating the activities of institutions engaged in the
financing, promotion or development of industry in the country.

1.2 The IDBI Act was amended in 1994 1o , inter afia, permit IDB1 10 raise equity
from the public subject to the holding of the Government of [ndia not falling below
%1 per cent of the issued capital. Pursuant (o the amendment to [DB1 Act, IDBI made
its initial public offering of equity shares in July 1995 aggregating Rs. 2,184 crore.
Simultancously, the Government lso offered for sale 2 part of its holding of equity
shares in the capital of IDB1 aggregnting Rs. 157.5 crore. Cn comgletion of allotment of
the shares offered to the public, the Goverament shareholding in IDBI reduced 1©
73.14%. Further consequent upon conversian of 24,70 crore equity shares into-
preference shares by Government of India on June 5, 2000, and forfeiture of partly
paid-up shares, GO1's helding has come down from 72.14% 1o 58.47% in [DBL. As at
present, the Central Government's equity holding is 58.47% and the public holding is
4153% ’

1.3 When the Committes wanted to know the ideal percentage uplo which the
shares of IDBI can be offloaded to the public, IDBI in a written reply stated:

“In teems of IDBI Act, the Central Government should hold not less than 31%
i the Equity Share Capital of TDBI. [DBI had submitted a capital restructuring
plan to improve the market sentiment. The capital restructuring plan has boen
partly implemented and as a result Govt. holding has come down to 53.47%, The
restruchiring plan also envisages an intemational offering of TDBI shares through
ADR/GDR issue. This proposal can be implemented depending on market price
of IDET shares ™

1.4 On being asked whether Gav propose 1o reduce its shareholdings in TDBI to
\ess than 51%to provide level playing field to IDBIL, the Ministry of Finance stated the

following in a written reply:
“In terms of TDB1 Act, the Central Government may hold not less than
51 per cent in the equity share capital of [DBI at all times. The prgsent share
holding of the Government in 1DB1 is 58.47 per cent. ‘There is no proposal at this
stage under the consideration of the Govemment to reduce Government share
capital of IDBI to less than 51 per cent. Share holding pattern is not a major
constraint for 1DBI to respond to the emerging challenges in lonig term finencing
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of the indusmial secior. Government does not exercise any controls oa IDREI
affecting its autonomy and flaxibility in its business aperation. However, aspeca
of public accountabitity and Parlisment have 1o be kept in mind. There are
already Fls in the private sector in the country. The time has not come to
privatise all FIs in the country.”

Objectives

1.5 TDBT s role as a catalyst to industrial development encompasses 3 wide spectrum

of activitics. It can finance all types of industrial concemns covered under the provisions
of the IDBT Act.

The main objective of IDBI is to provide financial assistance for cxtablishment of

new projects as well as for expansion, diversification, modernisation snd technology
upgradation of existing industrial enterprises.

1.6 When asked how far IDBI has been able to achieve its role and objectives, IDBE

stated, in a written reply as under -—

“IDBI has played a pionesring role in fulfilling its mission of promoting
industrial growth in tune with national plans and priotities. Its support was not
only instrumental in establishing a well developed, diversified and officient
industrial structure, but also added a qualitative dimension to the pracess of
industrial development in the country. In addition to financing the long and
medium term needs of al? types of industrial projects, the Bank was required to
play a special rele in planning, promoting and developing industriss to fill the
Eops in the industrial structure, co-ordinating the working of institutions engaged
in such activities and assisting in their development, providing technical and
administrative assistance for promotion, management or éxpansion of indusiry,
undertaking market and investment tescarchfsurveys and techno-economic
studies 1o coatribute 1o the development of industry. The Bank has played a
major role in channelising finance into industries, both by way of direcily
financing industries as well by providing refinance through other State-level
institutions/banks. The critical rols played by the bank in encouraging industrial
development is reflected in flows of astistance over the yoars.”

1.7 When the Committee cnquired sbout the desirability of amending the IDBI

Act to make IDBI function in a more cffective manner, the IDBI in a written reply
siated (—

“tDBIhnsheenmupunStnmoryCupunﬂmmdi:mmu
are guided by the IDBI Act. Tn iodsy's operating environment, in order to
survive competition, Fls nced 10 have sufficient managerial mnoncmy and
operational flexibility. Seatutory controls over IDBT operstions have resulind in
its slow response to new emerging needs of the corporate and fmancial sector,
Presently, ay deviation from the provisions of the Act, necessitates an
mmhﬁnwmufﬁnvmmNMMMillw
and time-consuming procedure. It ix felt that greater managerial sutoaomy and
operaticnal flexibility is required 1o be imparted for enabling IDB to determine
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the definition of “Industrial Activity™ [Section 2{c}], Transaction of kinds of
business [Section 9(1)], matters rclating to restruciuring of capital [Section 4,
4(C),(D), (E)]. and constitation of the Board of Directors {Section ). Such
powers may be delegated 1o the Board of Directors obviating the requirement of
seeking Government approval and going through the process of issuing
Government Notification/Amendments to IDBL Act. This would also provide a
more level playing field to IDBT across similar financial institations which are
incotporated as companies under the Companies Act, 1956. Tt will enable
restruchuring of capital without any approval under goveming siamutes and
induction cof professianals on the Board from diverse fields relevant to the F1's
business. It will also provide more operational flexibility in formulating its own
policy and functioning based on business needs and empower it with the abiliry
10 reapond to the fast changing needs of the financial system and increase
efficiency level. This would oversil be in line with Government objectives of
providing greater sutonony in te banking and the financial sector__..........."

1.8 In this connection, the Ministry of Finance in a written reply stated as
under—

“IDBI has been assigned xn important role m planning, promoting and
developing industries 1c fill the gaps in the mdustrial sector in [ndia, co-ordinating
the working of institutions engaged in financing, promoting or developing
industries and assisting in the development of such institutions, providing
wechnical and sdministrative assistance for promoting, managing or expansion
of industries and undertaking market and investment research and service as
alkotechnical and administrative assistance fof promoting, Managing of expansion
of industries.......... It is also the objective of the Government to ensure that
IDBI discharge its primary role of meeting the long-term resource requirement of
the industries for which it was originally set up. In wrder to enable the [DBEI o
meet its requirements in the changing scenario, Government has facilitabed greater
functional autonomy and operational Bexibility from time to time. The functioning
of IDBI as per the objective, for which it was set up, has not been hampered at
any time for want of&uppurtfmmﬂwﬂwmnmentafduelUpmcﬂdnmmd legal
hurdles.

The business of the Bank including the definition of industrial activity is in
tume with the primary objective of seting up the Bank as well as the provisions
of the IDB1 Act. Thedefinition o Industry is aleeady very wide and includes all
conceivable activities for an industrial undertaking. Moreover, whencver

of activity is required, Govt. issuc notification for the plrpose.
Amendiment of the Act is not required for the purpose. Recently, Govt have
issucd notification to declare *construction’, *poad transpont’ and entertainment
industry including films' as industria} concerns, efter examining their relevance
and viability for [DBI. Tn respect of restructuring of capital Goyt. have not taken
any decision to corporatise or privatise SDB so far. Capital structure of TDBILis
ot required to be changed frequently. As the majoriy owner, Govermment need
to conaider sll aspects before taking any decision and needs to be consulted.



C

4

Board members are from diverse relevant ficlds, Three Professional Directors
have already been appointed on the Board of the 1DB] vige Banking Division's
letter dated 30th March, 2061, There is no further proposal pending with the
Gavt. at this stage. DB Act provides ful] flexibility and autonomy to tive IDB] in
its operations. Bank is free to raise funds from different sources and also to lend
as per ity norms and policies. There is na Government control on its operations,
Regarding amendment 1o the [DHE] Act, as and when a proposal from IDBL, duly
approved by its board is received, Government would be willing to consider the
same within the overall palicy of the Government”

Level playing field with Banks

L.# it has been brought to the notice of the Committee that cost of funds

offered by the Commercial Banks js much lower and due to this factor, Banks are
offering lower interest rates which has resulted in direct competition by them
with 1DBI.

1.10 Whenthe Committes sought the opinion of IDBI regarding level-playing fletd

for TDBI with the Banks, the IDBI stated in a written reply the following:

"Cost of deposits of commercial banks is low because they accept deposits
of shorter maturity. Current accounts maintained by commercial organisations
and industries with commercial banks and payable on demand, camry no interest
rates. Financial institutions do nat have recourse to auch accounts nor can they
accept deposits/bonds, which have maturity period of less than one year,
Instititions have limited accessibility to raise short-terms funds frough term
money bonds having maturity over one year. However, markst for term money is
not developed. If institutions are allowed to accept deposits of shorter maturity
they would be able to raise funds at lower cost. '

in the past, FIs were not perinitied to offer ratas higher than those offered by
State Bank of [ndia on its FDs. DB had approached RBI in this regard and this
restriction was removed. The Union Budget 2001-2002 proposes to introduce
uniform rules regarding TDS, which used te be Rs, 10,000/ for banks and
Ra. 2,5004- for FIs,

Commercial banks alse have advantages of large branch network. With
a view to having overall ieve] playing field, IDBI bas sought Government’s
permission 1o float tax-free bonds which would enable it to rajse funds at
low cost. However, as mentioned above, while some steps have been taken
to improve the ability of F1s to raise short-term funds, compleie level playing
field with the banks remains to be created, Moving to universat banking
will enable [DBI (0 raise funds in a cost-effactive manner. Forthis purpose,
IDB1/Board has recently approved appointment of reputed internationa)
consultahcy organisation for charting out the road map to move towards
utiiversal bani."

1.11 Commenting on the issue of providing IDBE & complete level-playing field with

the banks, the Ministry of Finance in a written reply stated as under:
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“The DFls would contiztue to have a special role in the Indian financial system
until the debt market demonstrates substantial improvements in terms of Liquidity
and depth. Any DFI which wished to become & bank has the OpLion to transform
into » bank provided the peudential norms as applicable to banks are fully satisfied
to this end. A DFi would need to prepare a transition path in order 1o fully
comply with the regnlatory requirement of a bank. Simultaneously, the regulatory
framework of RBI in respect of DF1 would also need to be strengthened if DF[s
are given preater access to short-term resources for meeting their financing
requirements. The Parliamentary Standing Committee on Finance in their 8th
Report has recommended that the approach to universal banking should be
gradual and sufficient precautions, especially, in the realm of devising a regulatory
mechanizm fmmﬁdaﬁmofmg::hﬁmshmddbemkmdiligmﬂy. Govemment
/RBI agree with the above recommendation and in the light of the above, IDBI's
transition from a DFI to a Universal Bank would also receive attention at
Appropriate stage.

The banks are alsa not getting concessional finance. However, barks have
access to the market for collecting deposits at lower rate, which they lend mostly
for short-term requirements. TDBI an the other hand mainly provides funds on
long-term basis for development of industry and infrastructure. However, IDBI
have been given concessions in the form of infrastructure bonds. Complete
Jevel playing ficld between bank and Fis in this present form is neither feasible
nor desirable. However, necessary adjustments in regulatory regime have to be
made.”



CHAPTERT]
ORGANISATION AND MANAGEMENT

A. Bosrd of Directors

2.1 IDBI i:mmagedhyanardofDirmmhudedbyﬂuCluimunmdeaging
Director. The Board of Directors comprises eminent industrindists, professionals,
management experts and representatives of the Central Government.  Day-to-day
operations of IDB) are carried out under the supervision of Chairmam & Managing
Director assisted by » Deputy Managing Director, Executive Directors and other
executives. IDB1 has a poot of competent and experienced professionals drawn from
various disciplines. [t has decentralised its operations and delegated authority to
ensure efficient working and serviving of clients,

Under the [DBI Aci, the Board of IDBI shall consist of Chairman and Managing
Director appointed by the Central Government, One Whole-time Diroctor appointed
try the Central Govenument, Two Central Govamment Officials, Three Nominee Directors
appainted by the Central Government having professional knowledge and expertise
useful to IDBI (the same person may e appointed as the Chainman and Managing
Director) and maximum four Directors elected by the public shareholders other than
Central Government.

2.2 The present compasition of the IDBI Board of Directors is given below:

1, Shri $.K. Chakrabarti —  Chairman & Managing Director (Acting)
Directors

2 Shri Piyush G. Mankad —  Central Govi, Nominee

3. Shri Devi Dayal —  Central Govi. Nominee

4. 5hri Tarun Das — Representing shareholders

5. Shri Dipankar Basu —  Representing sharcholders

6 Dr. 5K Gupta ~—  Representing shareholders

7. Dr.KSParikh — Representing shareholders

2.3 It was stated by IDBI that the following are the vacancies on the Board of
Drirectors in IDB] as on 27.2. 2001 ;—

Category No. of vacancies  Vacancy lying vacant since
Chairmm & Managing One Febvuary 01, 2001

Director

Persons with special Three {0 March 10, 2000
knowledge and professional (i October 24, 2000
experience (@) November 16, 2000
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2.4 During evidence of the representatives of IDBI, when the Committee enquired
about the reasons for not having & regular CMD in IDBY, the Actg. CMD stated as
uncler:

“Chairman has not been appointed as yet. | was the Whole-Time Director,
and | have been asked to take chargs o the Acting Chairman....................It
was well known that by 31% of Jsnuary, 2001, Shri G P Gupta witl be retiring. | will
also be retiring by 30* of April, 2001. Therefore, the Government had taken some
sction, but 1 30 not know about the problems of the Government.”

2.5 When the Committee enquired about the action taken by [DBI 1o fill up the
vacant posts on the Board, the following was stared by 1DBI in awritten reply:

“Minisiry of Finance, GOl has abready initiated the steps to £ill up the vacancy
of Chairman and Managing Director,
We have written to GOL vide our leters dated April 03, 2000, July 04, 2000,

July 27, 2000, September 22,2000, October 03, 2000 and January 02, 2001 to
fill up the vacancies of Director under Section 6(1Xd) tving vacant.”

2.6 On being atked about the reasons for not taking advance action to Fill up the
post of regular CMD and the other vacancies in the Board, ¢ - Ministry of Finance in
a written reply stated as under:

“ & ction for filling up the post of CMD, IDB was initisted in August, 2000,
An advertisement was igsued in October, 2000 inviting applications from the
eligible and suitable persons for the post. The applications received were shor-
listed and were placed before the Appointments Board. The Appointments
Board in its meeting held on 11% October, 2000 approved the constitution of 4
Sub-Committee for conducting interviews to finalise selection of a persen for
the post of CMD, IDBL. The Sub-Committee conducted the interview of the
short-Histed candidates on 20* January, 2001. A proposal for appointment of
CMD has been submitted by Banking Division 1o obtain the approval of
competent suthority.

As regards filling up three vacancics of Non-official Directors on the Board
of IDBI, orders have since been iasued on 30* March; 2001 for appointment of
three Directors under the relevant section of the Act.”

2.7 \\mmumhndlhmuﬂwgmwmrormkhgwinunmutomch
r-mniuhthﬂHHﬂdeth:wﬁ&mmﬂwhﬁnIhwing:

“ Action is generally initiated six months in advance to fill op the anticipared
vacancies of whole time directors in public sector tanks and financial instittions.
hwmmm,ﬂ:umﬂmfwwmmﬂwhuh
time directors of public sector banks and financial institations is made oh basis
of the recommendations of the Appointments Board. The Appointments Board
has been conatituted by the Government to make the recommendations for
appointment of whole time directors on the boards of public sector banks and



The Board meets periodicaily and makes recommendations for consideration
of the Government for filling up of the existing and anticipated vacancies. The
recommendations made by the Board are processed in the Ministry of Finance
{Banking Division) and formal proposals are thereafter submitied for the approval
of the Appointments Committes of the Cabinet afier ohaining vigilance clearance
in respect of the executive proposed for appointment and the consent of the
exccutive concerned. After obiaining the approval of Appointments Committee
of the Cabinet, the appointment is notified in the Official Gazette.

.- Panelsofnames of sconomists, management expents, chartered accountants,
lawyers, academicians, industrialists ete. are obtained from organisations like
NCAER, 1EG, [Ms, Institute of Chartered Accountant of india, Indian Law
Institute, repuzed universities, FICCL, €1, ASSOCHAM and other chambers of
rommetce, ete. In addition, recommendations are also received from various
other sources. A data bank is maintained in the Banking Division inclading ali
such names/recommendations. Afier a scrutiny of the names received from the
various sources, persons are short-listed keeping in view their edocational
qualifications, professional experience, etc.

The names of persons praposed 1o be nominated as part-time non-officiat
directors on the boards of the nationalised banks and Fls are approved by the
MOS Finance Minister. In some cases, as required under the statue, consultation
with Reserve Bank of India is done. Thersafter the clearances from the four
angles i.e. Central Excise, Customs, Income Tax and FERA, in respect of these
persons are abtained from concerned agencies. Afier receipt of these clearances
or obtaining affidavil to the effect that no case or inquiry is pending/contemplated
by any of the four agencies against the person, the proposals are submitted to
the Appointments Committee of the Cabinet. The appointmenis are notified
after receipt of ACC's approval end the requisite declarations from these
persons.”

B. Compenastion Packegr for Employees

2.8 It was stated by [DBI that in the changed environment, [DBE] has been bnding it
difficolt to attract and retain: specialist professionals an account of its Jow remunerstion
package. IDEI has a pool of talented professionals who is constanily lured by atiractive
femuneration packages offered by other corporates. As IDBI has to compete with
varioys financial service providers in the system for its fund requirements and businesa
Opportunities, it needs to offer 2 market related compensation package to its employces
in order to atiract and motivate them to achieve the overal! objectives ofthe organisation.
During the last three years, a total of 133 executives have resi gned out of which 82 are
Management Trainees and other executives at middle management level.

2.9 During the evidence of the representatives of [DBI, the Cominittee have besii
informed that the salaries and perquisites of the employees are much iower than those
of similar institutions in the market. As g result, many professionals had left IDBL. In
19946, the Board of IDEI approved a compansation package of salaries and perquisites
for IDBI employees and sent the same 1o the Government for approval. But the
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Government did not take any action on it despite repeated reminders. Recently, 1DBI
has sent another much lower compensation package and that has also not been
approved by the Government.

2.10 On the issue of compensation package of salaries and perquisites for 1DBI
emplayees, the Ministry of Finance stated the following in a writien reply:

*1DBI1 is one of the development financial institutions.of India. There are
other financial institutions including banks, in which, Government is hokling
majority share capitat. Government atco believes that employees of these
institutions should enjoy remuneration commensurate with their qualifications
and inputs. But the compensation packages have to be determined keeping in
view the total operating cost and available profitability of the institution and
overall compensation patterns in the couniry including in the Govemment.

A revised compensation package for the employees of the [DB] was submited
to the Board of IDEI. The Board has decided that whereas linkage with RBI pay
scabes may be maintined, the facilitics and perguisites for officers may be decided
by the Board itself and a scheme for payment of performance linked incentives
linked to Bank’s profitability may be introduced for officers. The pay scales have
already been revised. Perks and facilities have to be decided by the Board. A
proposal on incentives based on performanse and linked to the profits of [DB1
has been received from IDRI on 237 January, 2001 which is under examinaticn for
taking a decision. The Government has to keep in view the operative cost of the
Fla, which affects their lending rates and competitiveness. Moreover, whatever
patern is decided in IDBI and cther Fls, banks will alse demand similar package
and compensation. The Government has to keep in mind the moot question
whether Public Sector DFls can afford pay scales and compensaticn package
offered in the private sector and remain competitive in the market.”

2,11 To a query as to whether the concurrence of the Government is at all required
for compensation package for the employees of the IDBI in view of the Section 26{1) of
IDBI Act, the Ministry of Finance, in a written reply stated as under \—

“It is true that Section 26(11 of the Act envisages IDBI appointing employees,
as it considers necessary or desirable for the efficient performance of ity
functioning and determining the terms and eonditions of their conduct and
services. However, as TDBI is a public sector (majority ewned) FI and as pay
scales applicable in IDBI will affect those in other Fls and banks, Government
had besn approving the compensation package in 1DBI since beginning.
Compensation package in IDBI has been following the RB) pattern. Section 37 of
the snid Act further stipulates that the Board of IDBT may, with the previous
approval of the Centml Government, make regulations not incensistent with the
Actto peovide for all matters for which provisions are necessary or expedient for
the purpose of giving effect to the provisions of the Act. Such regulations may,
intey-alia, provide for duties, conduct, salary, allowances and conditions of
services of officers and other émployess of the Development Bank. Therefore,
Service Regulations would require specific approval of the Central Government.”



On being enqguired about the com
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parative pay package of CMD and
vis ICICL, [DBI stated the following in their

reply;

Category/Poat DBl ICKCT

CMD Basic Pay Rs. 26, 000~ p.m. | Basic Pxy : Ra.3,00,0000- p.m,
DA As per DA payable Allowances : Rs. 63,7504 p.m.
to Central Govt. employees | Mote:—Alsg entitled to get
(3B%.of pay we.f 1.1.2000) | performance bormxt uptn 100% of
CCARs. 300 p.m. st Mumbai | annual Pey and Employee Stock
HRA 30% of pay pm. at options as directed by the Board.
Mumbai i case he stays in
his own sccommodation or
makes private arangements.

Management | Consolidated Temunesation | Basic Pay  :Re, 16,000/ pam.

Trainee of Rs. 11,000/~ per month Allowances : Rs. 13,417/-pm.
{No separate allowances) Cost to the :Rs.29.417/- p.m.

Company(CTC)




CHAPTER I
PRODUCTS AND SERVICES

A Fimancis] Prodects -

3.1 IDBI offers a wide range of financial peoducts. It is constantly making efforts to
respond to the financial needs of the industry by expanding the scope of its existing
products and services and introductory new innovative products.

Project Finance : Project Finance is provided for setting up of new projects as well as
for expansion, diversification, modemisaticn and technology upgradation of existing
enterprises. Assistance to industry is provided in the form of term-loans, both in
rupees and in foreign currencies.

Non-project Finance : 1DBI also provides diversified financial products of nor-project
nature to meet the specific needs of existing enterprises having good performance
recurd and sound Snancial pesition loans are provided for capital expenditure and for
meeting long-tem working capital requirements.

1.2 IDBI scis largets cvery year for sanctions as well disbursements in respect of
project and non-project schemes. The targets and actuals of sanctions and
disbursements in respect of project and non-project schemes for the three years, from
1997-98 1o 1999-2000 arc given below .

Sanctions
(Rs. in Crore)
150T-4% 1997-95 Vazintion 150E.99 199050 Variation (99000 1999-00 Yeriatien
Targt  Aciunli ™)  Taped - Actunle ™1 Tupel Aciuals )
Project Finuoce 13500 14011 4 ITISG 14495 16 17794 14173 =20
Mon Project Finanee 455§ ThdD 72 ¥0 RIS -8 6035 12177 %
TOTAL 10048 214350 1l 26360 11984 =13 24730 26350 &
Dishursements

{Rs. in Crone)

190708 19976 159798 199057 199099 199809 1999-00 |9%99-00 1 95t
Targel  Aciesly Tuga:  Actusls Tagt  Actusls

Project Finance 5645 7923 -8 10130 673% <311 Re19 £TTT =21

Men-Project am 8221 T &225  TO59 13 5%56 BG83 &5
Finance
TOTAL 12116 14151 17 16355 13798 16 13875 15454 11
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3.3 When the Committee wanted to know the specific reasons for the shorfal]

in achieving the targats for £993-99 in tespect of both Project Finance and Non-Froject
Finance and also for the shortfall in achieving Project Finance targets in 1999-2000,
IDBT stated in a written reply the following:

“'The targets for both sanctions and disbursements are fixed based on the
perception Obtaining at the beginning of the financial year. The critical inputs
iz regard to sanctions are the perceived investment opportunities available in
the country and likely flow of application based on the perception. As IDBI is
involved in the project finance business, the long-term investor confidence
assumes a cruckal role. As may be recalled that 1998-99 was g year when the
growth rate of Index of Industrial Production (IIP) declined to 4.1% from 6. 7%
2 year ago. Many important industries like cotton textiles, basic metals and
alloys, machinery and equipment etc. showed a decline. Export performance
also remained dormant during 1998-99 due 1o slump in world wade coupled
with erosion in totnpetitive advantage of Indian exports on account of steep
depreciation in East Asian currencies. Al these factors affected the investors'-
sentiments adversely which, in tumn, hindered IDEI from achicving the targets.
Lower than targeted sanctions under project finance during $999-2000 are
attributable mainly to excess capacity created eartier in several industrial sectors
which acted as a dampener on fresh capacity creation.”

3.4 The Committee pointed out that there has been continued shortfall in the

disbursements in the Project Finance from the year 1997-98 onwards. When asked
what factors can be influenced by the efforts of [DBI which can help in the off-take of
sanctioned loans by the respective project authorities, [DBI in a written reply stated as
urnder ..o

“Disbursements depend upon the draw a schedule of the client, which is
linked to stages of project implementation. A major pottion of sanctions during
1998-59 and 1997-98 were given to infrastructure sectors, where due to varions
policy related issues the borrowers were not in a position to draw funds. Purther,
indifferent conditions prevailing in the-primary equity market during 1998-99.
alse affected the promoters” ability to raise equity component for their projects,
which affected the financial clasure and project implementation schedule. Ajl
these resulted in non-achievement of disbursement targets under project finance,
As the ground realitics are not much differant in 2000-01 as compared with
1999-2000, the status of disbursaments vis-3-vis the targets has remained more
or less the same.

1DBI has a very close relationship with its clients and #t artemps to provide
all possible help to them in implementing their projects, including providing
Equity support to the deserving cases 5o as to help them in meeting their financial
closure, However, disbursements as explained above are contingent on the
promoters’ ability to meet their commitments on time and in fall measures. Tt
is felt that any attempt by [DBI to relax its standards might lead to increase in
ron-perfomiing gsests.
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The project implementation generally takes time. 1n order to optumally manage
the funds and reduce the interest Liability, the bomowers approach the instiutions
for dishursements only when the funds arc actually peeded. 1t is also in the
interest of the institutions to refease the funds when these are needed to meet
expenditure relating to the project and sufficient progress is made in project
implementation. The institutions satisfy themselves that the pre-disbursement
conditions are complied with, loan decuments are executed and the stipulated
security for the loan like mortgage is created. The infrastructure projects
invariably have long gestation period as well as Jong implermnentation schedule.
Disbursements of funds to such projects depend on achievement of financial
closure(i.e. requisite approvals, tying up of means of finance, establishment of
escrow account and opening of Trust and Reteation Account) and project
implementation schedule.

As disbursements are connected with the impiementation schedule of the
project they can be boosted only through strict adherence to schedule by the
promoters. In order to facilitate this CGiovemmment may initiate measures that
would improve the business confidence index. These measures may include
revival of primary capital market, PSU divesiments, and other such cenfidence
building indicators.” '

3.5 When asked on what basis the targets and disbursements are fixed, IDBI
a written reply stated as under :—

“Annual sargets for sanctions and disbursements are fixed taking in view
investment climate, industry scenario and business strategy of the Bank. As
IDBI's operations are spread across the country, the industry situation tends to
be different in different regions. IDBI, therefore, follows a two-wiy System
process in fixing its annual targets for sanctions and disbursements. This is
done by gathering assessment of various business groups within the organisation
regarding likety level of business. This is done on the basis of factual mformation
like pending applications and flow of applications as also the amount of
undisbursed sancsions. Such evaluation will also depend on subjective
gssessment regarding flow of fresh proposals and pace of project
implementation. Such msscssment by varius business groups is aggrepated
and then the top management takes a holistic view in the context of overall
business it geeks b achieve. §t may thus be seen that IDBI bas been fixing
targets for sanctions and disburscments on realistic basis.”

3.6 When the Committee enquired about the action taken to bridge the gap
batween the targets fixed and the actuals realised, 1DBI fumished the following
information: :

“Gap between targets fixed and actuals realised arise due to following
factors:
(i) Flow of fresh proposals is kess than anticipated.

(i) The pace of utilisation of assistance sanctioned pets delayed.



14

Allempts are made in serting targets to make realistic assesament on the two factors
mentioned above, so that reatistic target are fixed. In addition, achicvement of targets
is monitored continuously and periodic views of performance are submiticd to the
Board. The reasons for shortfalls in achievement of targets are analysed and corrective
measures are taken,”

3.7 Data on targets fixed for sanctions/disbursements during 2000-01 and
achievements during the first 9 months are given below:

{Rs. in Crore)

scheme Sanctions Disbursements
T Targets  Actuals (April- Targets  Actuals (April-
(2000-2001) Dec. 2000y (2000-2001) Deex. 20040}
Praject 16048 o099 10050 I
MNon-project 12502 Hes 3563 5710
Others L340 e 1067 1Ny
Total 30000 19306 20000 104073

It may be noticed that shortfalls in achievermments of targets are under project
lending. The Bank wouid be able to achieve targets under non-project lending as also
nther schemes of nssistance. The gencral investment climate, delays in achitving
financial closure of infrastructure projects have affected flows of project assistance,

3.8 Itwas pointed by the Committee that disbursements are connected with the
irplemmentation schedule of the projects and they can be boosted anty through strict
adherence to schedule by the promoters. When the Committee enquired about the
measures initiaied by the Govt. to improve the business confidence index, the Ministry
of Finance furnished the following information in a written reply:

"It is true that disbursements are connected o the projects adhering to the
implementation schedule. Keeping 1o the schedule depends not only on sincerity
of the promoters but also on several other factors like availability of funds,
capital goods and infrastructure, ete. Being the premier institution for providing
development finance, as per Section 9 (1) (h) of the Act, bank is also expecied 1o
undertake research and survey for evajuating and dealing with marketing and
investment. Ensuring time schedules and anticipating slippages are also part of
an appropriate research, evaluation and mohitoring process. Therefore Bank
also is responsible for developing innavative methods to achieve adherence 1o
time schedule to the extent possible while disbursing financial assistance to
indusirial units.

The Government has outlined various incentives for industry in the Unijon
Budget 2001-2002, which, by increasing demand for ‘indusirial products and
reducing their transsction costs, will improve the business confidence index and
Sput new investments in projects. The major proposals include reduction in
interest rates, abolition of SICA, legisiation to facilitate foreclosure and
securitisation, amendments in varions labour Acts, me., which would faciljte
restructiring of Indian industry and improve its -c -1 setitiveness.



15

Other incentives inciude higher allocation to Textibes Ministry, increase in
Technology Upgradation Funds (TUF), dercgulation in industrial prices which
will atiract fresh investments, rationalisation of retention price mechanism in
fertilisers, phased decontrol of urea by 2006, linking feadstocks to intemational
prices, decontrol of sugar as well as forward trading in it, reduction in price
contral over Drugs & Pharmaceuticals, dereservation of certain S5I items,
providing weighted deduction for R& D, modernisation of agricultural
infrastructure, ctc.

The Budget has also addressed the problems of inadequacics in infrastnicture
impeding the growth of other sectors of the economy as also the efficiency
levels of the mdustrial secior of the economy in general. Tax holidays to
infrastructure will give a boost to Jong-term productivity growth to the Indian
industry. Benefits to developers of Special Economic Zones will accelerate
industrial and ¢xport growth.

The important measures for the development of capital market include
reduction in dividend distribution tax as also tax exemption of long-term capital
gﬂmfmmvmﬂhnmm,mMuhnufannvmm&cmiﬁm
Act, incentives for retailing of securities, setting up of clearing corporation,
electronic fund wansfer, increase in maximum limit of F1i investment in a listed
stock to 49% cte. There is a definite movement towards capital account
convertibility as shown by measures like liberalising investments ahroad,
permitting of two-way fundability of ADR/GDR issues, listing of Indian companies
oo stock exchanges abroad, £t

Tax £xemptions for cotporates would also induce greater private investments
in infrastructure, 1T, agro-processing, which would gencrate much-needed

demand for further investment in the manufecturing sector through multiplicr
effect.

The export sector, which has shown buoyancy in the year 2000-01, woulkd
further gain momentum with tax-free sops for export activity in the Special
Economic Zones. Alithese mmrﬁwmﬂmgcminmtnﬂivﬁy
and attract more capital to industry and business.

Withdrawal of concessional Long Term Funds
1.9 The Committes have been informed that IDB1 could not reise jong term

fur.dsummnahl:mndumfumm:smeundu-dﬂehped Indian Drebt
Markei, stoppage of concessional long term funds by RB1 from 1991 onwards,
withdrawal of tax free status to IDBI, ete.

110 On the guestion of borrowing funds from the market, [DBI stated in &

written reply the following:—

« & fier withdrawal of concessional fund support from Govemnment of India
gince 1994, [DBI has been borrowing funds from the markst at market related
rates both from Wholesale and Retail segment. The potential of raising funds
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from Banking Segment (Wholesale) is constrained by exposure Jimits which has
been brought down to 20% of Net Worth from the earlier limit of 25%. Therefore,
o maintain cosk-efficient mobiliztion of long term resources at reasonable cost
by [DBI, Government may consider the following .—

{} A part of Provident Fund investments to be provided for compulsory
investment with [DB1.

(i) Similarly, other long term institutions like insurance companies, pension
& gratuity funds shall have compulsory investment requirement in IDBI,

(il) Government shallinvest a partof the funds under postal savings schemes
at concessional rate in 1DB] bonds.

{iv) IDBI 1o be notified as mirastructure company inder Section 10(234G) of
Income Tax Act, thereby facilitating raising of long term funds at
concessinnal rates with exemption from tax on income from such bonda
in the hands of the investor.

[CBI has raised overseas fuads both directly from overseas market (ECB/
Syndicated loans) as also through bilsteral'multifaterat Lines of Credit. However,
[DBI does not borrow overseas for lending in rupees and the Foreign Carrency
borrowings are only for providing FC loans to industrics, Details of such
borrowing during the last 5 vears are given below:—

(R=. in Crore)
Yo Market borrowing Lines of Credit Total
199596 191948 | c s 200270
195687 LO50.4% 7564 126,12
195798 1074.00 73457 1808 57
195899 Nl 5@ s
19992000 42800 25300 537.00

3.11 When the Commitice wanted to know the viewpoint of the Minisiry on the
issucs referred above, the Ministry of Finance stated im 2 written reply the following:—

“The Narsimhan Commitee {I) had recommended that DFIs should seck bo
obtain resources from market at competitive rates. As of now bonds ssued by
DFIs are no Jonger eligible to be considered ax SLR assets for banks. DFIs are,
therefore, meeting almost entire requirement of funds at market related interest
rates. Pension Funds, Provident Funds etc. are managed as per the provisions
of the relevant Acts of the Parlisment. 1t is bot prudent in the liberalised scenario
1e carmark resources of PF and Pension funds for investment in any particular
FI. The Governing Bodies/Trustees of these funds make investment in such
manner 5o as o give maxinum return to the subscribers. In so far as the Postal
Savings are concemed, 0% of it are transfarred to the States and States will not
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permit sy diversion of revenues from them. IDBI gives boang, out of its funds,
for various types of projects including infrastructure project and therefore, it
may not be ¢alled infrastruciure  company. The income of IDBI from loans to
infrastructure project is exempted from tax under section 10(23)(h) of Income Tax
Act.”

C.  [alrastructure Undertuking Status

%312 As mentioned in the carlier paragraph, IDBI has been requesting the Govt for
being declared as infrastructute Undertaking under Section 10(2I¥G) and also for
permission to issue Capital Gains Bonds under Section 54 EC of IT Act.

313 It has been stated by the Ministry of Finance that the issue of infrastructure
underiaking status hes been declarcd carlier. Some financing and refinancing
institutions involved in funding priority sector arc Allowed io issue capital gains bonds.
IDBI does not Fall into that category and therefore, it may not be feasible to permit them
to jssue capital gains bonds.

314  Inthis regard, when the Committee enquired whether IDBE or its subsidiary,
SIDBI have been considered for beng permitted to issue such bonds for mobilising
resources at Jower interest rutes, the following information was fumished by IDBI in 2
written reply —

“Financiat institutions {including IDBI} and Mutual funds etc, were earlier
permitted to issue Capital Gains Bondw/Deposits undet Section S4 EA & EB of
1.T.Act. However, these sections were replaced by Section 54 EC in the Bodget
for the year 2000-01. [DRY/SIDBI were not included as eligible institutions for
issuing Capital Gains Bonds under Section 34 EC. Quly NABARD and NHAI
were designated for issuing such bonds, Inthe Budget for 2001-02, in addition
1o NABARD and NHA], REC has been declared eligible to issue such
[, S .

* DB has requested Gove for MMMHIMMWUMS@M]W}(G}
of Income Tax Act thersby facilitating radsing of long term funds &t conccysional rates with
exemption from tax on inpome from sech bonds ia the hands of the investor.



CHAFPTER IV
Non-Performing Assets/NPAs/Quistanding Loans

A Noa-Performing Assets{NPAs)

4.] As per the information furnished by the [DBI, the details of Non-Performing
Aszeto{NPAS) are as folkowa:

{Rs. in crore)
Asset Class Ason313.1999 Aso0031.3.2000
Sub-standard 46155 4084.1
Doubtfiil 35548 53652
Loss 55 02
Total 82358 9849.5

Buring the evidence with the representatives of IDBI, Actg. CMD, IDBI
informed the Committee that the total amount involved in the Non-Performing Asscts
{NPAx)is around Rs. 10,000 Crore.

4.2 Explaining the concept of Non-petforming Asseis(NPAs), the Special Secretary,
Ministry of Finance, (Banking Division ) stated during evidence as follows:

=, .. A [oan i3 suppased to be non-perfogning — it becomes NPA —
whmﬂmmhmnnﬂwloanhunmbmpmdformqwmmmcpmmpn]
instaiment has not been paid for one year. Then it becomes a non-performing
asset of a doubtful category. A fRer two years then it becomes a non-performing
nsset of 8 donbtful cutegory. Then after that, it becomes an ethical error. When
you think that recovery is not possible, then you provide for this as a loss asset.
So, after two years or three years, when they find that recovery is not possible,
then they peovide for this as a loss asset, But as soon a1 an account becomes
NPA, even of a sub-standard type, there is 8 requirement of making a provision.
That means if there is 8 loan which has not been recovered, then vou have to put
sa much money in your batance sheet as a provision. And that is deducted from
your profit. So, this tnoaey against the fos8 is already availahle with the financial
instinution and this money is written off over a period of time. So, it is not that

it is not taken care of "

4.3 The NPAs have boen broadly categorised under the following categories:
{iy Cases with temporary problems.
{i) Cases where restructuring has been done and require close monitoring.
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(i) Cases where restructuring under consideration.

(iv) Restructuring invelving change in management, One Time Settlement
{OTS), induction of strategic partner.

(v) Suit fijed cases/legal action conternplated.
(vi} BIFR cases.

4.4 When asked what sirategics have been adopted for reduction in NPAs, IDBIL
informed that the following strategies have been adopted by them for reducticn in
PAs:

“i) Reduction of existing NPAs; and
{iy Prevention of Potential NPAs.

Reduction of existing NPAs: NPA maybe — (2} Terminally sick cases; (b) Tumaround
cases; (¢) Wilful defauliers.

In respect of terminaily sick cases, logal measures like filing of suits‘complaints with
debd recovery tribunals etc. are being taken; and wherever feasible, IDBI tries o go
in for ane time setticment for recovery of ducs or encourage Mergers of sick company
with a healthy company.

In respect of mmaround cases OTS is encouraged, as also time bound rehabilitation
packages arc worked cut in respect of vighle unirs. The possibilitics af merger or buy-
out by healthy companies are explored. 1DBI also takes measures 10 change
management, wherever possible.

In case of wilful defaulters. immediate legal action is taken besides ropotting the ¢ase
to RBI, Personal guarantees, if any, are invoked and shares placed as security, if any,
are sold.

Prevention of Potential NPAs

(2) Potential NPAs are identified carty using indicators like delay in payments,
imregularities with banks, declining margins, inordinate increase in debt,
fall in stock prices, etc.

(b) Need based relief packages arc evolved so that timely assistance can be
given 1o units to help them overcome their difficultict.

{c) Rigorous follow-up is done including regular visits to units and
regular interaction with bankers to enable co-ordinated efforts for recovery
of dues.” .

4.5 The Commitice have been informed that the debt servicing capabilities of many
industries have been severely impaired due to lower demand, competition from imports,
slaw-down in exports, lower margin etc.
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4.6 The: rate of industrial growth from 1997-98 onwsrds in the country is given in the
table below:

Growth in Index of Industrial Production {IIP) (Base 1993-94=100)

Year Percentage Growth
1997-190% &7
1998-1999 4.1
19992000 ' 6.5
2000200 H{Ape.-Dec.) 57

4.7 When asked whether the growth in the industrial sector can help IDBI in raducing
the NPAs, the [DBI in B writien reply stated a3 follows:

"The growth in industrial sector hax got positive correlation with the quality
of asset portfolio of IDBI. One of the major causes of NPAs is the gencral
recession in the demand for industrial products. The portfolio of IDBT in the
last few years has been affected by recessionary conditions in certrin industry
seciors resulting from excess capacity creation, increased competition from
imports {due v lowering of tariffs } and slow-down in cxports following the
South East Asian crisis. In the initial period of reforms, there was a sizeable
build-up of capacity. However, the projected growth in demand did not
materialise due 1o recession, curtailing of development expenditure of
Governtnent and 4 shortfall in the anticipated FDI inflows. Cheaper access to
import-substituics due to progressive reduction in import duties over the kaw
fow years has also adversely affected the domestic industry. Consequently, the
adverse ¢ffect on the profitability, performance and liquidity of the major
industrial sectors has had an impact on the loan recovery of IDBI also,
nzgravating the NPA problem. The improvement in industrial acene would
surcly help in reduction in NPAs."

4.8 When the Committee enquired about the measures taken by the Ministry to
tackle the issue of NPA, the Ministry of Finance stated in a written reply the
following :

“Government of India snd RBI have advised financial institations inchuding
1DBI to take several steps for recovery of dues such as evolving and effective
implementation of a recavery policy, filing of suits with Civil Courts, filing of
casex with DRTs, compromise settlement through Settlement Advisory
Committes, monitoring and following up of NPAs at various levels. The DRT
Act has been amended to improve it functioning by providing more powers
such as power 1o altach property, sppoint receiver etc. A Draft Bill prepared on
the basis of reccommendations of Commitiee consisting of officials of Banking
Division, RBI and others on Sccuritization, is carrently under consideration of
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the Ministry. A Bill on foreclosure is also being prepared wherein the banks and
Fls will b able 1o realize securities without intervention of courts. Simubtansously,
a proposal for Corporate Debt Restructuring is also pending for finat decision in
consultation with RB1. There is also a proposal under the consideration of the
Govermnment to amend the Companies Act 1¢ include the provisions for sefting
up of » Natinnal Tribunal which will have the jurisdiction and pawers presently
exercised by the Company Law Board and power to consider rehabilitation of
companics, a mandate presently entrusted to BIFR/AATFR as well as the power
for expeditivus winding up of companies. Thus all the above measures are
under processing and implementation.”

4.9 To check the increasing trend in NPAs, the Actg, CMD, 1DBI suggested the
following during the evidence: —

. (i} Abolition of Sick Industrial Companies (Special Provision) Act,
1085,

(il} Formation of an Asset Reconstruction Company, and
(i) Provision for Corporate Debt Restructuring.

4.10 Commenting on the above suggestions, the Ministry of Finance stated in a
written reply as follows :

“There is a propusal under the consideration of the Government to repesl
SICA. Thiy proposal has been made realizing the fact thal the SICA has not
schieved the desired result in addressing the problems of industriat sickness
and protection of workers rights, Govemment propose to address the issue in
much more effective mannéer. Therefore in addition to the decision 10 repeal
SICA 1985, there is also & proposal 1o amend the Comipanies Act 1o include the
provisions for setting up 8 National Tribanal which will have the jurisdiction
and powers presently exercised by the Company Law Board under the
Companies Act 1956 and the power to consider rehabilitation and revival of
Company, s mandate presently eatrusted to BIFR/AAIFR under SICA 23 well
as the power for expeditious winding up of company. The matter ia under
active consideration in the Government.

IDBT has suggested setting uwp of Asset Restructuring Company and voluntary
corposrate debt restructuring mechanism under the aegis of RBI etc., for reducing
the NPA3, These proposals are under examination in consuitation with RBI and
other FIs. It is not feasible at this stage to forecast when a final decision in this
regard will be taken.”

4.11 About the recovery of loan from the defaulting concemns, it has been informed
10 the commitice that close monitoring Committees have been set up to closely monitor
the recoveries from the assisted concerns. Recourse to lega) proceedings is taken as a
{ast resort after exhausting all amicable avenues of recovery. In genuoine cases,
restructuring, OTS proposals are considered bry the Bank after detailed scrutiny by the
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committees set up for the porpose Legal Proceedings have been filed before various
Debt Recovery Tribunais (DRTsVCotrts in §51 cases a5 on 31* December, 2000 (out of
which in 33 cases deevees! consent decreesirecovery certificates have bees issued
ard an aggregate principal amount of Rs. BG crone has been recovered). However, the
legal process has been found 1o be too slow and recovery of dues by the iegal process
has not been very substantial, In this connection, IDBI has already suggested certain
measures such as setting up of Asset Reconstruction Company, Voluntary Corporate
Debt Restructuring Mechanism under the acgis of RBI, setting up of additional DRTs,
increase in their pecuniary purisdiction, development of securiiisation market eic.

4.12. When asked why the Company is not discharging the names of defaulters,
the Comminee have been informed that under Section 29 of the IDBI Act, IDBI has
been prohibited from divy Iging any information about the affairs of its cotistituents. In
view of this statutory restriction. [t may not be legally possible for the Commpany to
disciose the names of defaulters.

4.13 Expressing the views on the amendment of [DBI Act enabling the Banks to
disclose the names of the defaulters, the Ministry of Finance in 8 written reply have
stated ag follows: —

“The Banking Diivision has asked the RBI to ensure that all Fls including
DB foliow RBI's instructions on wil ful defaulters. RBI published names of
persons/defaulters against whom suits have been filad, Majority of the default
cases including wilful defauhees are coverad in it. RRI also collects separately
information on wilful defaulters on quarterly basis and it is circulated among
concemed Fls and banks. The proposat for amending Secrecy Laws to permit
disclosure of particulars of defaulters of cerain categories wcluding witfil
defaulters is under the consideration of Govt. Since there are other genuine
reasons for default, such as adverse industrial relations, industry scenario,
Govemment policies, intemational compelition e1c., it may not be appropriate
1o disclose the names of all defavkers for denying further facilities,”

R, Debt Recovery Tribunaks (IR Ts)

and the financial institutions, its implementation has been half-heartsd and tardy.
Considering the large number of existing cascs (estimated at 45,000 a5 of December
2000) which are expected 1o grow substantialiy in near firture, the present number of
DRTs would still be too inadequate to handle these cases. DRTs slso lack in basic

4.15 It has also been stated that a separate cadre of specially wrained DRT Judges
3hould be created to man the DRTs instead of retying on retired judges or deputess,
iDBI further stated thar the Government had taken legislative action by way of
amendmetits to the Recovery of Debts Due to Banks and Financin] Institutions Act,
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1993 {(Amendment A<t 1 of 2000 for the purpose of ensuring expeditious disposal of
cases by the DRTs. The said amendments have enabled the banks wnd financial
institutions to seck appointment of receiver and interim relicfs by way of injunction
and sitachment of property. 1t may, thus, be observed by way of passing the Amendment
Act 1 of 2000, the Gavemment has taken concrete steps towards making the DRTs
more effective and efficient. For expeditious disposal of cases by DRTs, [DBL has aiso
requesied the Government for increasing the number of DR Ts as also for raising their
pecuniary jurisdiction from Rs. 10 lakh to Rs. 50 lakh. The said suggestions were
forwarded by IDBI to the Government of India {Banking Division) vide IDBI's letter
dated August 11,2000 While the number of DRTs have been increased 10 21 and a few
more DRTs are proposed 1o be esiablished as announced in the Budget Speech of the
Finance Minister, it is fell that DRTs also need 10 be provided with adequate
infrastructure facilities to enablc them to discharge their functions more cfficiently.

4.16 On the issue of DRTs, the Ministry of Finance siated in a written reply as
follows:

“Currently, there are 22 DRTs in various parts of the country. There 13 also a
proposal to enhance this number by another seven DR Ts taking the tofal 1o 29.
With this expansion in the number of DRTS, it would be possible o expedite the
disposal of cases in DRT. Various steps have been taken to strengthen DRTs and
imprave their functioning.

[nitialty, each DRT was sanctioned |9 posts including the post of Presiding
Officer. Subsequently, the manpower strength of cach DRT has been raised to
30 employees. Power has been delegated fo the Presiding Officer of each
Tribunat to fillup the vacant posts upto the level of Section Officer on deputation
basis. Postings of Presidimg Officers, Secretary/Registrars and Recavery Officers
are made in the Tribunal as and when vacancies occur. Basic infrastructural
facilitics have been made available to all DRTs. Al the DRTs have been housed
in suitable rented accommodation. Fumiture and fixtures, staff car and other
necessary amenitics such as Bar Room, toilets water, etc., have also been
provided. Funds are placed at the disposal of each DRT as per their requirements,
As on 31.12.2000, 43244 cases involving an amount of Rs. 74343.64 crores
and §3.11 crores have been filed before DRTs out of which 13092 cases
involving Rs. 8827 .77 crores have been dispased off. Gow. are ofthe view that
the 29 DPF T3 established/being set up will be able to dispose of cases
expeditiousi, .

Banks giving loans for lower aus4nts and if minimum linit is increased
from Rs. 10 lakhs 1o Rs. 50 lakha for filling casés in DRT, majority of loans by
banks will be excluded. As the pendency before civil courts is still very large
there is a dernand for reducing the limits 1o less than Rs. 10 lakhs. Considering
all aspects of the master, there is po need for increasing the ceiling from Rs. 10
[akh to Ry, 50 lakh, smendment in the DRT Act to raise the ceiling will ot be in
the interest of the financial system.”
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4.17 [t has been proposed in the Budget for the current year (2001-2002) to
bring in a legistation o facilitate foreclosure and enforcement of securities n
cases of default in order to eneble whe financial institutions to realise their
outstanding ducs. :

413 When enquited about the likely benefit of the proposed egislation, the
Ministry of Finance in a written reply stated :

“The Banks and Financial Institutions, for recovery of their dues, had to
take legal action earlier by filing civil suits in District Courts and High
Courts and presently before the Debts Recovery Tribunals (DRT3). The
procedure under the Code of Civil Procedure, 1908 was time COnsSuing.
DRTs inherited several outstanding ¢ases from Courts and are unable to
dispose of the cases within the time frame of 6 months envisaged under the
Recovery of Debts Due to Banks and Financiat Institutions Act, 1993, Against
this background the proposed foreclosure and enforcement legislation
would go s long way to help the Banks and Fis to realise their securities
and recovery of the NPAs in the following manner.

Certain institutions like the State Financial Corparations, National Housing
Bank and earlier Industrial Finance Corporation of India and Industrial
Reconstruction Bank of India had provisions in their respective statutes for
taking over possession of the assets hypothecated and mortgaged to the
institutions in the event of defauk,

Some of the advantages are:

(a) Right to take possession and appoint a receiver of the mortgaged property
as well as hypothecated, without intervention of the court.

(b} Right of private sale of mortgaged assets without intervention of
court for afl security interest including equitable mortgage and
hyposnecation,

{t) Scparate central registry for notifying the charges on the properties.

(d} Special provisien for speedy recovery of does by DRTs,

The above legislation will thus achieve expeditious sale of assetd mortgaged/
hypothecated. Tt will also save expenditure on preservation and protection of
assets and will result in productive wtilisation of salvageable assets, etc. The
budget proposal will induce the promoters 1o settle the dues or attempt to
restructure their liahilities."
€ Recovery ol dues from Goversment UndertakingvGovernment Guaranieed
Cazes

4.19 The Committee have been informed that [DBI is facing problems in the case of
recoverics from Government Undertakings and Government Guaranteed cases. The
as3isted Lnits are not able to repay the dues nor the Central Government and the
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respective State Governments who guarantesd the Joans are discharging their guarantee
obligations. As on March 31, 2004 the overdues from such guaraniees as also from
pubdic sector undertakings; was Rs. T01 .21 crore, the details of which are given below;

{Rs. in crore)
Guarantes Overdues
Central 50.77
State 60659
Central and State 2178
PSUs ‘ 2007
TOTAL o121

420 When the Committes enquired about the nature of problems faced in geiting
the guarantes obligations discharged from the respective State Governments and from
the Central Government 1DDBI, in a written reply, statad as follows:—

“IDBI has not invoked any guarantes given by the Central Govemment.
However, IDB] had invoked guarantee in respect of a number of loans guaranteed
by the State Governments. These loany continued to be outstanding since the
Seate Governments concerned did not clear the defaules. 1DBI had to make
provision as alse no income could be camed in these cases. TDBI has issued
letters to various State Governments giving details of loans where the State
Governments have issued guarantees and are in default to IDBI. Some of the
State Governments have initiated steps to clear the dues/enter into One-Time
Settlements (OTS) with 1DBI.

IDB] feels that Central Government should impress upon the State
Govemnments to initiate dialogue with the industrial units for whom the State
Governments have given guarantees, for early clearance of dues. In case it is
difficult for the vnits to pay, the State Governments concerned should clear the
dues of IDBI without any further delay.”

4.21 In this regard, the Ministry of Finance, stated in a written reply as follows :—

“Banking Division would again teke up with the State Governments and the
concerned Central Government Departments the need for honouring the
Government guarantess given to the DF1s in respect of advances made to P5USs.
However, State (Governments are representing that as financing of a project is
done by Fls / banks on the basis of viahbility of the project itself, effort should be
made to secure the money first from the borrowers themselves.”

D. Quistanding Loans

422 Asperthe information furnished by the IDBL. that the total loan outytanding
against the various industries as on 31* March, 2000 by way of rupec and foreign
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currency loans, stood at Rs. 46,821 crore compared to Rs, 42,570 crore as on
31st March, 1999, registeting an increase of 10%.

4.21 On being enquired about the steps taken 1o recover the putstanding loans from
the concerned agencies/parties, DRI in a written reply stated :—

“IDBI sanctions term loans to industrial units at ceriain rate of interest for g
tenure ranging from 3-10 years end the laan is to be repaid after g moratoriuom
of t-2 years depending on the nanire of project. The outstanding Joan is repaid

“in quarterly instalments as per the repayment schedule fixed and remains
outstanding till the loan is repaid. When the industrial units fail in making
paymenits of interest or principal on due dates these become overdues,

The loan cutstanding and overdues for public sector and private sector as on March
31, 2000 are given below —

{Rs. inv crore)
8. No. Sector Loans Q45 Overdues
i, Private 500 187725
p Public 100 padig]
Others 4212 160.15
Total 4682 205048

There are no defaulters among MNCs 1o IDE].

Mechanism for recovery of dues and various steps being taken by JDBI

Accounts becoming NPAs are closely monitored for upgradation. Close monitoring
teams have been set up for the purpase of focussing specific attention on large cases
facing difficulties. The cases are regularly reviewed by the Dealing Groups at Head
OfYice and In-charges of Zonal and Branch Offices. Defauiting borrowers ace calked for
discussion for clearance of overdues and approvals sought by the bomowers are
withheld til} defaults are cleared. In cases of persisient defaults, possibilitics of
negotiations for One-Time Settlements (OTS) of boans are explored and agreements
entered into. Periodical visits to defaulting units are also taken up for recovery and
nontinec directors are advised to pursue the matter at Board tevel for &learance of
defanit. In cases of wilful defauits, show cause notices are served and if the defalis
are not cheared, legal proceedings are initiated, ™

4.24 When the Committes enquired about the role of the Goverrment in the recovery
of foans, the Ministry of finance stated in 2 written reply as follows —

“The Government and RB{ have advised Fls inchyding TDBI to take several
steps for recovery of dues such as evolving and effective implementation of
recovery policy, filing of suits with civil courts, filing cases with DRTs,
compromise scttlement through Advisory Settlement Committees and
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monitoring and follow up of NPAs of both public sector and private sector at
various kevaly. In order 1o improve the recavery, Govt. has recently amended the
DRT Act making the provisions more effective. It is also proposed to amend the
Companies Actto provide for expeditions restructuring and speedy winding up.
The guidelines for recovery and disbursernents framed by the Fls themselves
and the Govt. do not give any directions in this regard. However, when RB]
recently issued certain guidelines on One Time Settlements Govt. was consulted.
Government reviews the performance and recovery of Fls from time to time.”



CHAPTER ¥V
FINANCIAL PERFORMANCE.

5.1 The net profit (after tax) of the Bank dropped from Ra. 15013 crore in 1997-98 o
Ra. 12589 crore during 199%-99 and Ra. 947.0 crore during 1999-2000.

The main ressons for decline in net proft during 1998-99 and 1999-2000 as statad
by IDBI are (i) increase in the keve] of NPAs (Non-performing Assets); (ii) fall in
margins; ad (iii) mr;rease in cost.

It was also stated that the Bank had formulated 3 strategies to raverse decline
the trend in peofitability. These comprises :—

(D to improve the asset quality,
(i) to maintain and increase value of tusiness; and
{W) o reduce the cost of borrowings.

52 When the Committee enguired about the result of the ameliorative actions taken
by IDBI, the company stated in a written reply as follows :—

“[DBI has taken steps to improve asset quality, maintain and increase value
of business and reduce the cost of borrowings.

To improve asset quality, TDBI is fellowing a strategy of close monitoring
of problem faces and has focus on One Time Settlements and increase vahie of
business, 1DB] has also decided to ¢xtend Non-project finance in a bigger way
whirh is given to meet the funding needs of companies with good credit rating.

Measures were also initlsted to restructure IDBIs exquity capital so that market
sentiment towards IDBI's equity is improved. Under the plan, Government
converted part of its equity into preference capital. Subsequently, a bonus issue
was made in the ratio of 3 additional shares for every 5 shares held, As aresult
of this restructuring exercise, level of Government holding has come down o
384T

As a result of exercise of call option visible impact is reflected in the cost of
upee botrowings. Average cost of nupes borrowings during April-December
was 12.82% which was lower by 37 bps as compared 10 average cost during
April-Decamber 1999 (13.19%). This trend i3 expected to gather momentum
as the full impact of call options gets reflected in booked interest.”

£.3 It was also stated by 1DBI thet Profit After Tax during Apeil-hure 2000 at Rs. 224
crore were lower by 23% over April-June 1999 (Ra. 291 crore). Profit After Tax during
sacond oumter i e. July-September 2000 were 19. 7% Jowet than in July-September 1999
(3. 305 crore). Profit After Tax during 37 quarter i.2. October-December 2000 at Ra. 155

28
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crore were higher by 10.2% as compared to October-December 1999 {Rs, 140 crore).
Profit After Tax during April-December 2000 at Rs. 543 crore was, however, lower by
14.7% s compared to April-Decemnber 1999 (Rs. 637 crore).

5.4 The reasons for decling in profitability during the year 2000-2001 was stated to
be as follows :—

(a) increase in cost of funds
M) level of NPAs
{€) Tlower capital gaing due to trends in the secondary capital market.

3.5 When the Commitice wanted to know whether the Ministry are satisfied with
the action taken by 1DB1 to reverse decline the trend in profitability, the Ministry of
Finance sated the following in a written reply —

“'IDB] has initiated steps to expand business and improve income and margins.
In order to bring about a change in business mix, it hes increased investments in
equity through equity participation scheme (for investments in selected unlisted/
listed companies, which have high potential for growth and profitability), and
secondary market operations for improving returns. With a view to enhancing
overall profitabilicy, 1DB has been giving thrust to fee based sctivities like
Merchant Banking, Corporate Advisory Services, Credit Syndication, Debentizre
Trusteeship, Forex Services, ste. 1DB] has been providing advisory services
for privatisation of PSUs/Corporate restructuring in collaboration with
intemational players by forming consoctioms. [DET entered into & joint venture
agreement with Principal Financial Group, USA, a Fortune 500 company, to
induct the latter into its subsidiary (IDB1 Investment Management Co. Lid.)
since renamed as TDBI Principal Asset Management Co. {I-PAMCY). Both 1DBI
and Principal have pocled their respective expertise and strength to expand the
business of FPAMC. IDB] Capital Market Services Led. a wholly owned subsidiary
of 1IDB], has commenced operations as primary dealer and is » leading player in
the gilts market. [n order to take advantage of emerging opportunitics in the [T
sector, [DBI has set up an 1T subsidiary, IDBI [niech Lid. To undertake sctivities
in the areas of e-commerce, pottals, shared services and 1T services. The
company will explore possibility of entering into a joint venture with an
international firm. 1DBI] has also set up a dedicated VC fund for 1T and other
knowledpe-based industries.

[DBI Bank which was set up by IDH] ax 2 modem, fechnology driven
commercial bank to offer commercial banking products and other business
services to coepotates and other business segments, has widened its product
range over the years and plans to increase it retail reach by introducing state-pf-
the-art technology platform.

IDBI1 constantly responds to the challenges of the competitive environment,
reviewing its business processes. [n order 10 reposition itsell in the emerging
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environmment it has appotted a consultant firm of nternational repute, viz. Boston
Consulting Group to assist in organisation / busingss restructuring of IDBI and
draw up a road-map to becoming a provider of world class financiai solutions
1o [ndian and global customers,

The impact of the strategies adopted by IDBI would be felt in the next year or
two. However, IDBI is continuousty monitoring the above stralegies in order to
make mid-course corrections. [DBI has to pay more emphasis on credit appraisal
and better monitoring so as to ensure that funds given by IDB] are properly
utilised and its money retumed by borrowers. 10BI has to fix responsibifity of
individual officers for recovery of principal and interest from the borower by
taking all possible measures. Work cubure and motivation limits have to improve
to make 1DB! compete successfully in the market place.”



CHAPTER V1

RECOMMENDATIONS/ORSERVATIHONS OF THE COMMITTEE
Recommendation No,1

Inodequacy of Autonomy to DRI

1. The Committes note that the aew emerging ueeds of the Corporste and
Financial Sector require immediate declslon-making and quick response by
Fluancinl Institutions, expechally by the Industrial Development Bank of 1ndia.
The Committer Mnd that nccording to the preseni arrangements, the Board of
Direciors of the IDB] does not enjoy sdequate managerial sutomomy and flex Ibility
to determine the elghble " Endwsirial Aztivity' uader Sectlon 2(cc) and the nutore
of business that [IDBI may underiale under Section W(1) of the IDB1 Act, 1964, in
view of the righl procedures prescribed ia this sistute, Matters relating to
restracturing of capital and the constitution of the Board of IHrectors ere agsin
completely contrelied by the government under the Industrial Development Bank
of Lndia Act, 1964 (Act No. 18 of 1964} Presenily any devintion from the provisions
of the Act mecessitates am pmendment of the Art or the [ssue of o Notiflcation by
government, which is a time-consumiag prolonged procedure that resulisin a
very slow resposise to the emerging needs of the Corporate Sector. The Com mittee
are mot, convinced of vesting such sweecping powers in government, when It
happeas (o hold only 58.47% of the puid-up capital and not the catire share
capital The Committee, therefore, feel that the status of the JDBE as & Staintory
Corporation requires a re-look and there is need to impart more aperational
Neaibllity to IDBI to formulate its own policy xud lo fumction according to the
business needs and also to guickly respond to the fast changing needs of the
Muancial system. For this purpase, the Commities feel that the [DE] 1hould
undergo & metamorphosis so that i functions anly st a completely professionally
Board-managed company — (o achleve greater levels of efficiency and
profitabdity. The Committee feel that IDB] should have st least the same kimd of
flexibility i i3 operations as that ¢njoved by ICICI, which s a comparable
institwtion i this sector. The Commitiee, therefore, recommend that this bazie
questina about [D¥BI skould be analysed and resolved within three months from
the daic of presentation of this Report. The Commitice feel that sach n step would
eunble the restruciuring of capital without any approvals under the governing
statutes and will farther kelp induction of professiounds from diverse flelds
rebevant to the business of the flnancial institutions. This step will definitely be
in line with the pronownced objectives of providing grester autonomy in ihe
banking and financial sector we fouad In variows policy documents of 1he

govEramest
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Recommendation No. 2
Government Sharehoiding in 1DB]

2. The Committee note that at present the equity holding of the Central
Government In IDBL i 58.47% and the IDE] Act, which was amended in 1994,
inter-alia, permitted the ralsing ofeq uity from the public subject to the cordition
thet the holding of the Union Government should mot fsll below 51% of the
Itsued capitsl. The Committee frel that for the future growih of the huslness of
the 1DBL, it woukd be necessary fo maintsin Capital Adequacy Ratlo a3 prescribed
by the Reserve Bank of Indla. The Committee fecl that there is scope for further
reducing the shareholding of the Government in [DE] and such a reduction In
sharehoiding would improve ihe public perception of IDBL and would ennble It to
raise fuads from the capital market on maore favourable terms and would also
belp to raise interest-free funds from the interoational market on the lines of
1CIC1 and HDFC. Sinee the IDBEis required to play a major role in financing
infra-structure projects, theve is need for improving the Image of the IDBI by
considlerably reducing Government shareholding in the Company, The Committee
feel that the Government of Indis would ot be required to infuse fresk capltal
inta [DB, If such s seasure is iaken. The Committex, therefore, recommend
that the Government should consider red uclug its aharcholding in IDBI
considerably, The Committec wish to point out that Government of Indls haa
made its intention clear to reduce its control in the Public Undertakings as a
part of its pollcy of liberalisation and sixa to reduce its ahareholding in the
Publl¢ Seciors Banks. Therefo re, the Committer feel that reduction in
government sharcholding in 1DBI will provide a fevel playing field to TDBI with
other Banks and other fimancial Instituilons,

Recom mendation No. 3
Declaration of IDB! as an infra-Structure Undertating

3. The Committee have been informed that IDBI hay, since its inception upto
the end of March, 2000, saactioned by way of direct flaance a sum of Rs. 30,994
crores 10 the Infrastructure sector. Tt has also sanctivned another Ry, 10,248
crores by way of indirect finance to the Infra-steucture sector during that period.
Thus, o total of Rs. 41,242 crores has been sanctioned by IDBI in favour of the
infra-atructure sector, out of which the disbursement W to the tunc of Ry 16,994
crores 30 far. Although, the Minivtry of Finance bas sisted that IDBI malaly
provides funds on loag-term basls for development of indusiry and infru-structure
prd as such many a time infra-structurs bonds were raised by IDBIL, the Committee
fimd ihat this organisation kas mot been declared ws ap infra-sirmcture
Undertaking under Section 10(2Z3)(G) of the Income-Tax Act and also it hag not
been permitted to issue Capital Guing Bonds/under Section S4EC of the [ncome-
Tax Act. The Committes find that onty NABARD, Natigual Highways Authority
of India and Rural Elkectrification Corporation have been empowered to lasue
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auch Bonds |n the Iatest budget for 2001-02 under Section S4EC of Income-tax
Act, The Committes note that earlier Financial Institutions includin g the IDBI
and Mutusl Funds etc. were permiitced to isswe Capital Gains Bonds / Dreposity
under Section S4EA and SIEB of the Income-Tax Act. But now, these Sections
have been replaced by Section S4EC In the Iatest budget, which n efTect excluded
IDBI and its subsidiary SIDB] from issuing Capital Galns Bonds/ Deposits. The
Committee feel that there is need for decinring [DB1 as an Infra-structure
Undertaking mader Section 10{23%G) and alyo for permitting it to issue Capital
Gains Bonds under Section S4EC of the Tocome-Tax Act keeping In view lia
pioneering role in financing the development of infra-stracture In the country.
The Committee, therefore, recommend that neceasary legistative measures muy
be initiated to confer these facilities on IDB immedintely to help it in s resource
mobillaation efforts. The Committee are sure that this step would facilitate
raising of long-term fumds nt concessional rates with exemption from Isx on
income from such Bonds in the hands of the investors and would alse help IDBI
in funding huge infra-structure projects. This would alsa mean that the ineome
derived by the Financlal lostitutions by way ofiaterest from long-term finance
given {0 an cotrepreneur whally enpaged In infra-structure activitics is totally
exempi from Income-tax. The Commitice dealre that the Goverament should
cobsider thin question lm the context of difficulties experienced by 1DEI Lu cost-
efficient moblilisation of long-term resources at reasonable cost in the existing
market scenario. The Governpent should also wppreciate the fact that the
infrastructure sector requires huge lnyestments and funds for this sector |y not
at all Mlowing from Forcigm Direct luvestment Channels sud the initiatives of
veature capliniists are im ihelr Infancy to provide any succour to It, With no
proper debt market with adequate liquidity and depth n the country and with the
vagaries of & poor capilal market oftes kit by various scama, the capital-intensive
infeastructure sector ls not Hkely to get the required fundlog in the days to
come, Therefore, in respect of IDRI the Committee are unable to agree with the
recommendations of Narasimben Committer (I) that the Domestic Financial
[astitutions should seek to obtain resources from the market at competitive
rates, as thix is well-nigh impossible in the corrent scenario and would make
IDBI sick in the days to come, as is evidenced 1n the recent decline of 27.03
percent lu its profits at Rs, 691 crores for the year 2000-20{41, compared (o
R3. 947 crores in 1he previous yenr.

Recommendation No. 4
Granting of Financial Assistance by 1DBI for Setting up Projects vutside India

4, The Commitier note that at present Indiam Companies encounter several
difficulties and constraints in settlug wp of ventures abrond which abso Include
raizing of debi/finance off-shore from interoational finamces. The domestic
financial institutions with thelr ln-depth knowledge of the Indian Promoter
Cowmpanies and abig with their better understanding of their business would be
in 1 position to participate effectively in financing such projects. According to
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the prescat statute, 1DBI can help financing overseas operations only for the
purpose of exporting & product of industrial oncern, exportiag of capital gonds
from indis and execution of turo-key projects ontside Iadis by an Indlan concern,
Therefore, IDBI Iy required mow to be autherised to take up nctivities relating to
provision of Nusece for varipns activities of the indwstria) CORCETRS located
oatside Indis. Forthis purpose, IDR] has approached the Ministry of Naancs: for
the issue of a Notification suthorising IDBI to grant Muamcisl asgistance to
industrial concerns for setting wp profects outside India under Section 9(1)(m)
of the IDBY Act, 1964, The Com mittee understand that la this process, the REL
Is also being consulted, The Committee feel that an Ergent declsion in thia
mafter should be taken and they recommend that the whole issue should be
decided within three months from the date of presentation of this Report,

Recommendations No, 5
Investment of Surpius F. oreign Currency Funds in Overseas Securities Marker

5. The Commitiee find that IDB[ many times hay hupe forcign cerreacy
fands which are tem porarily idle and the cont of carrying Jt is slways therefore
high, The Committee feel that [DRI shoul be permitted by the Government to
upe there idle funds effectively by investing in Portfolle Mansgement Schemes
offered by intermationally repated Banis. The Committce, therefore, recom mend
that fecessary approval in this regard msy be granted to [DBI at an early date.

Recommendation No. §
Withdrawal of Concessionaf Resource Support to 1DB!

6. The Committee Nud that due o an wnder-developed debi market in Indis,
there is absence of m steady source of long-term funds for meeting the financing
needs of big capital intensive industrics and lafrastracture initiatives whick
invoive & long gestailon period. In this contest, the Com mittee wish to point out
that the IDB? wonld contimne to knve a special role in the Indian Financial Sysiem
especially in the matter of meeling the Nsaccing needs of capital intensive
Imdustries nnd imitlstives for developlng the infrastructure, The Committes
wish to point out that Development Bunks abroad Whick are akin to IDB] are
provided special dispensation by the Governments internatlonally sH over the
world by way of granting access to low cost funds etc. Countriet like China,
Jopan and Slogapore are exam ples for such goveromental support to Devedopment
Banks. But the Committes ta ibeir witer surpeise have found that in the name of
financial sector reforms, (he Government of India has withdrawn the tax-free
status of IDBI in 1991 in & bid to create o level playing fMield with the Banks,
without appreciating the critical role played by EDBI in sustaining the tdevelopment
actlvity. The Committee alio find that simultaneonsly the Covernment also
withdrew in 1991 the concessional resomrre 1y pport, namely, loan/equity
mﬂﬁumlhuﬂw“mtoﬂldh,ﬂwmm bonds that qualify
for SLR investmments, special allocation from RET funds ¢te. The Commitiee,
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therefore, recommend that the Government should reconsider ihe whole matter.
The Committee, in this coniext, recommend that s team of professionals from
RBE, Financial Instituibons and the Government shonld siwdy the candels that
abtain in Chins, Fapan and Singapore so that sppropriate sirategy caa be ndopted
in [ndia for granting Government support to IDBL

Recommendatioa No. 7
Restrictions on [DBI ta raise Shari-term Funds

7. The Committee note that 1DB] has been raising fomds from the market on
miarket related terms, namely Interest cost and maturity, in view of the fact that
its nccess (0 lomg-term comcessioma resonrces of funds bay been withdrawa.
Besides, in 2 competitive environment, it hay become necessary for IDBI to
diversify its product ranged by offeriag additional prodocts and services in
addition to project finsncing, Thersfore, IDBE b compelied to aet very much om
the line of other commercial Banks, But the Committee nots that there sre
reatrictions om 1B to raise short-term funds, while the Banks are able to ralse
demand deposits and other Yrw cost funds which enable them to offer term finance
at comparaiively lower rates, IDBI has been harred from sceeptiag ruch short-
term low cost funds. Besides this, current accounts maintained by com mercinl
orgamisations and the industrics with the Commercial Panks ¢arry oo lnterest
rates. The Nuancia) institutions do not have recourse to such nccounts nor con
they accept deposits or bonds which kave maturity period of less than one year.
The Commercial Banks alao Bave the sdvantages of large Branch metwork which
gives mecens to a large section of retall depositors. The Commilitee, therefore,
recomamend that the Government should consider remaving of restrictions on
IDBI to rakse short-term funds 3o that there is level playing field between IDBE
snd the Banks in tapping dewand deposits.

Recommendation No. B

Earmarking of Resowrces of Some Part of Provident Fund/Pension Fund erc.
Jor Compulsory Invesiment

8. The Comtmittee note that IDB] at present has to meet aimost the entire
requirement of their fumds at market related rates both from wholesale and
retsil segments from the year 1991 sawards, after the Government of India
withdrew its concessional Tends support. The Committee foel that IDBI requires
long-term fuuds to match the duration of the long-term loans it grauts and they
take mote of the fact that the durstion of the (erm loans manctioned by IDBI
ranges from 7 to 10 years and im respect of infrastracture, the durstion of the
term is even loager. Siace the long-term debt murket hay sot developed well in
India to raise sdequate resources, it would be difficult for the IDBI to fiad long-
term funds on 2 sustained basis ata reasonable cost. Therclore the Commitee
recommend fhat the Government should Jay down guideliaes in such 2 manner
which ensures that at least same part of the funds such as the Provident Pund,



34

Pension/Geatulty Fuunds, Posta] Savings Funds are compulsorily invested with
IDBI to belp its financing needs, The Commiitee hope that the Government
would take & positive actlgn In this matter, keeping in view the fact the overal]
intpact of reduction in interest rate on National Saving SchemesPubllc Providen;

1.9% Im 1999-2000 from 3.9% In 1997-98 and the aversge cost of funds has
increased due to raising of fresh funds ot higher costs. The overali bmpact of the
current reduction of Interest ratey would further erode this operating margin
due ta the fact that the maty FINg w3sets are more tham ihe maturing liabilicies 1n
the next two or thres Years,

Recommendation No. 9
Problem af Non Performing Assers iNFAy)

8 The Committes have becn informed thai the value of Non Performing
Assets{gross} of IDBJ a3 on 31 March, 2000 was R, 9849.5 crores. A loan ™
considered to be non-performing, when the interest on the loan hss not been paid

from the profit. The Govern ment bave advised TDBI to take seyeral steps for
recovery ol dues such aa evelving and lwmplem enting 2 recovery poficy, Mlng of
autts in Civil Courts, fillng of cases In Debt Recovery Tribunals (DRTs),
Compromise Settlement throy gh Settlement Advisory Committee, regular
Btonitoring and follow-up of NPAs a¢ varios levels etc. The Commitee have beep
further informed that IDB[ faced difficulties jn recovering the NPAs and the
cor¢ problems faced in tackliog the NPAs by it are: (i) absence of speedy and
efficacious legal remed ies; (il) absence of de bt/mortgnge market and
securitisatlon facilities: (iil} lack of eMective restracturing wechanism ang {iv)
cutdated insolvency laws resuiting in delnyed liguidation proceedin [7R

In order to tackle these probicms, 1DBI feels that the DRT mechanism should be
strengthened, apart from taking oibver measures such as creation of s Carporate
Debt Restructuring Mechan ism wnder (he aegis of RBI, securltisation of loans,
establishment of Asset Reconstruction Companies, foreclosure and enlorcement
of securitles etc.— alt of which Fequire urgent legislation. The Committee mote
that siready the Government have proposals o bring in legisiatiog on fortclosure
and enforcement, Corparate Debt Restraciy ring and for setting ap a National
Tribunal for reha bilitatlon of Compaties apart from repeal of Sick Industr(al
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Companies Act. The Commitice wish toimpress upos the Government that there
is am emergent need (o have these lnws passed and sciify them lor implementstion
in view of the sonring NPAs which hay wdversely afTecied the henlth of many
Financial Institutions and of ihe nation’s economy. They, iberefore, recommend
that the Government shonld accord overridiog priority to these bllls in their

leghlailve agendn and get the Bills passed positively in the Monsoon Session of
Parlnment

Recommendation No. 10
Grand of Withholding Tax Exemption to DB

10. The Commiites mote that the Government have been granting exemption
from withholding tax im respect of interest payable on External Commercinl
Borrowings (ECBa) rabsed by [DB], But, ns per provisions jm the current Budget,
no such exemptioa will be avaflable ou ECBs underinken sfter 1 June, 2001. The
Commltice feel that levying of such withholdiag tax will ignificantly increase
the cost of incrementals ECBa ruised by IDE], since the leadery will insist on
recelving full interest without any deduction of witholding tax as per exhting
internationn] practice. The Committee, therefore, recommend that the
Government should comsider restoring this exemption to [DBl having regard o
the organisation’s role in financing large industrial projects, particulariy those
in the infrastrecture seclor.

Recommendstion No. 11
Publication of List of Wilful Defauiters

L L. The Commities note that under Section 29 of the IDBI Act, %64 the IDB1
has been prokibited from divuiging any information about the affairs of its
constituents. Te view of this statutery restriction, it is not legally possible for
IDB] to deciare the names of defaulting companies. The Committee fiad that this
atatutory provision relating 1o obligation of IDBI to Adelity and secrecy has not
served the desired purpose and instead they find that this provision has been
grossly sbused by wilful defanlters to unduly enrich themselves. The Com mittee
feel 1hat it is high time that effective leghilative measures are browght lu to
amnend 1he IDBI Act, 1964 to dispense with this statutory protection to the
constituenis of IDBL The Committec feel that the recent directives of RBI to
include a provision in Loan Agrecments to ennble publication of the name of
berrower in case of wilful defaalt will become workable only whea the legiiative
prokibétions are removed. The Committee firmly believe that disclosure of Rames
of defaulters by making them public will inducs the borrewers to settle their
dues and would prevent them from induiging in unethbleal practices of siarting
new compates after committing default in view of public exposure of their
activities. The Committee, therefore, recommend thai the Government should
amend the Banking Regulation Act znd the IDBI Act to cwable disclosure of
sames of the defaultens.
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Recommendation No. 12
LDebt Recovery Tribunais {DRT:)

12. The Committee are sutprised to note that atthough Debt Recovery Tribanak
(DRTs) for handling tive recovery cases of Banks and Finaacis] Institutiony have
been specially created, their Tupetioning has mot helped much in the eapeditious

be set up for finanelal institutlons, a3 their cluims are wormally lsrger than the
calms involved in the cases of bunks, Tn order to improye the disposs! rate and
1o reduce pendency, the Committee recommend that DRTs should be 3¢t upat

try high-value cases anly, thus considera bly bringiag down the work load on
them. The Committee desire that a code of procedure to be followed by all DRT:
should be framed Imumediately, as at present esch DRT Tollowing its own set of
Procedures imparting wacertainty snd lack of clarity iu the matter. Apari from
this, there is need to provide proper Infrastructure and adequate ataff to the
DRTs. The Commities with to point out in this connection that many DRTs do
not have proper premises to function and infrastructure facllities ure YEry mach
lacking in them. The Committes recommend that urgent measnres should be
taken to ensure that the full complement of sinff and machinery are fu place im
sl the DRT in & time-Bound EARRT,

Recommendution No. 13
Compensation Package for IDBI Stafy

13. The Committes have been informed by the Minkstry of Flaance that the
pay package of a Management Traince in [CICLis Re 29,417 per month, while in
IDBI a Management Tralace is Eiven 8 comsolidated remuneration of Ry, | 1,000
per month. Apart from this iuktial indyetion Jevel, there i n vast difference in
the pay package in all levels upto the top-most post of Chairman-cum-Ma
Direetor, The Committee have been imformed by the Ministry of Finance that the
busic pay of the CMID of IDBI 4 Rs. 16,000 per mouth, while the ICICT grantsa
basic pay of Re. 3 lakhs per month. In sddition, the ICICI CEQ gets sliowances
& perks and performance bonus amounting to Re 3 lakh per month. Besides
ICICL, there are siso other miyc-w;h;eurmiu,mmﬂrlu ering
swny the talented professionais of IDBI with sftractive remuserstion
Tt has been difficuit for IDBI to retain its specinlist professionsls and akbso to
attract fresh talents on acconnt of fts low pay-structure. The Commitiee fing
that the Ministry of Fimance are wot in favour of revising the com pensation
package for the empleyees, a3 the Banks wil? also demand similar package amd
compensation. However, the Gwm-utmmmﬂdeﬂqlml seat by
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the Board of [DBI to grant & scheme for payment of performaace -linked
incentives. The Commiliee recommend that the decision in this regand should be
faken within three months from the date of presentation of this Report. The
Committee also wish to point vut that the legal provision conialned in Sectlon 37
of the TDBI Act, 1964 by which the government would be the final authority to
dechde the scales of pay of the officers of the [DE], bs not consnnance with the
apirit of Scctlon 26{1) of the same Act which esérgizes that IDBI would determine
the terms aad conditions of services of the etployees. Besides, 1n 1995, the
Parlisment nmended IDBI Act deleting Section 5{4) to confer functional sutonomy
to the Board of Directors and had walved off the Governmental control on [DBI
through isswe of guidelines e mattery of poticy. The Committee desire that the
legisiation as it exizis todey should be interpreted to comfer sutonomy i¢ Board
of Directors im matters goveralng personmel policy, including the salary
struchure, 85 the survival of this orgsnisation crucially depends upon the qualicy
of the personue]l manning it and their commitment 40 the justitution o this
highly competitive scennrio. The Commitize are of the firm view that the only
way to schieve the overall objectives of the organisation i to offer a market
related compesaation package to 1DBI employess to waintain high levels of
motivation and therefore, iDBI Board should have freedom to dechde the salary
and allowsnces and perquisites of its staff.

Recommewdations No, 14
Facancies in the Board of Directors

14. The Committee mote that ihe post of Chairmen and Managing Director of
10BI has been lylng vacant with effect from 1% February, 2001, They aho noie
that three vacanches of Nom-official Directors which occn rred om 14 March,
2000, 24* October, 2000 and 16* November, 2000 respectively were Mlled up
only on 30% March, 2001. The Commitice have been Informed that TDBY had
written to the Central Goverament In April, July, September and Oxtober, 2000
pod also Ja Jamuary, 2001 for filling up these vacamches As per the procedure for
making appointments to the Board of Directors of the financial insititutions,
action i generally initiated six months in sdvance to fill wp the anticipated
vacancies, The Commiittee pre surprised to wote that although action for filling
up the post of Chalrmen and Managing Director was initiated iz August, 2000,
20 one has been appointed so far sgaiaxt the sakl yacancy, The Committor farther
pote 1hat {he officer of the [DB] whe wat functioning a5 Acting CMD had also
retired om 30% April, 2001 and kas been given another extension of three moaths.
The three vacancies of Noa-official Directors which were filled up on 30" March,
2001 remained vacant for n period ranging from four months to twelve months
The Committee sirongly deprecate the manner in which the vacancics on the
Board of Directors of the country’s premier fiaancial institution are being Olled
up. They abso wonder as to how such mn important public sector fisancial
institation 15 nllowed to remais headless for months together whep there is
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stroag business competition from the private sector institutions. The Committes,
iberefore, recommend that the decisions to fill ugp the yacancies should be taken
much in advance and 1he person 30 selected shonld be in position lmmedintely on
the ocewrrence of the vacancy, They also recommend that the post of Chairsinn
and Mannging Director and other vacancles, if any, on the Board of IDBE should
be filled up without any loss of time. The Committee understacd that the
Government s looking for persous owtside the organisation also to fill up the
post of CMD. The Commitice feel that the Govt. should follow the policy of fliling
ep the top posts in such monolith financia) corporations from withio the
organisation, as there is mo other comparable equivalent orginlsation nvailable
in Indla, which can offer the requisite experience and experiise relevang for the
funcilony of IDBI aud from where auch personnel with required expericuce and
expertise conld be appoinied. The Comamitiee, therefare, recommend that the
Government should appoint personuel to top positions from within IDBL, a3 they
do im the case of LIC snd State Bask of [ndis which are oa0ouolithy in their fleld.
Asy exercite to locate persons from outside would mean omly A waste of the
scarce resouroe of time nnd would act as 3 disincentive to the persons within who
have spent their entire career bullding up the institution and swch » step will mot
be im the interest of the institution also. The oaly comparable institution to IDBI
b the ICICY and getting persons from that institution is mot possible in view of
the very kigh compensation they get from 1CTCE, while ihe pay scales of IDBI are
Yery poor (o attract anyone from there.

New Devmn; VIAY KUMAR MALHOTRA,
12 Judy, 2001 Chairman,

21 Ashada 1923(5) Commitiee on Public Undertakings.




ANNEXURE S

MINUTES OF 14th SITTING OF COMMITTEE ON
PUBLMC UNDHERT AKINGS HELD ON 2ad MARCH, 2001

The Committes sat from 1600 hre. to 1645 hrs.

Prof. Vijay Kumar Malhotra — Chebrman

MEMBERS
2. Shri Sudip Bandyopadhyay
3. Shri Vil Mutterwar
4. Shri Rajiv Pratap Rudy
5. ShriDevendra Prasad Yaday
SPCRAETARIAT

1.  Shri Bal Shekar — Director
2 ShriR.C Kakkar — Under Secretary
3. ShiRajKumar — Under Secreiary
4. Shri T.G. Chandrasekhar — Assistary Director

RerresenTATIVES 0F IDBI
1. ShriSXK Chakmabarti _— Chairmen & Mg. Director (Acting)
2  ShriAXK.Doda —_ Extrutive Diroctor
3  ShriSK Kapur — Exsearive Director
4, ShriV.P.Singh — Executive Director
5. ShriV. Venkateswark — Adviser (Markcting)
6  ShriDB. Ushir — Legal Adviser
7. Dr. K. Kameswararan — CGM (Resesrch & Planning Dept.)

2 The Committee took the evidence of the representatives of Industrial
Dcvelopnmnﬂmkuflnﬁn{mﬂl}hmudimwﬁexmimﬁmnfmﬂl.

3. A copy of the verbatim proceedings has been kept on record.
The Commilies then odjowrned
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ANMEXURE I

MINUTES OF 156 SITTING OF COMMITTEE ON
PUBLIC UNDERTAKINGS HELD ON 12th MARCH, 2001

The Committes sat frorn 1600 hr. to 1645 hrs,
Prof Vijay Kuwnar Malhotra — Chatrman

MEMBEXS
2. Shri Shiv Raj Singh Chauhan
3 Shni Ram Tahal Chandhary
4. ShriK.E. Krishnamwthy
5. Shri Tarit Baran Topdar
6. Smt. Ambika Soni
7. Shel Suresh Kalmadi
i  Shrik Kalavenkata Rao
9. ShriB.P Singhal
SERETAMIAT
|.  ShriM.Rajagopalan Neir — Ji. Secretary
2 ShriBal Shekar — Direcror
3. ShiRC. Kakkar —  Under Secretary
4. SheiRaj Kumar — Under Secretary
5 5hriT.G. Chandrasskhar — Assistomt Director
REPRESENTATIVES OF MINISTRY OF FaancE ™ CosnECTION With Exananvanon o IDBI
1. ShriAjuKumar — Finance Secretary
2 ShriDeviDayal —_ Spl. Secretary (Banking)
3 Shti UK. Sunha —_ Joint Secretary
4. Shri Shekhar Agarwal — Toint Secretary
5. ShriME. Rayaly — Financial Adviser
6  ShriP.M. Sirajuddin — Director
7 ShriDXK Tuagi — Drirector

2. The Committee took the evidence of the representatives of Ministry of Finance
in connection with examination of IDBL
3. A copy of the verbatim proceedings has been kept on record.
The Committee then adjourned
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ANNEXURE III

MINUTES OF THE 3RD SITTING OF THE COMMITTEE ON
PUBLIC UNDERTAKINGS HELDON 21S5T JUNE, 2001
The Committce sat from 1600 hrs. to 1645 hrs.
Prof. Vijay Kumar Malhotra — Chairman

MEMBERS
Lok Sabha
2 Shri Sudip Bandyopadhysy
3.  Shri Ram Tahal Chaudhary
4. Shri Shiv Raj Singh Chauhan
% Shrimati Sangeets Kumari Singh Deo
&  ShriKE. Krishnamurthy
7. Shri Vilas Multerywar
8 Shri Dinesh Chandra Yaday
Rafya Sabha
9, Shri Suresh Kabnadi
10. Shri K. Kalavenkaia Rao
1. Shri Jibon Roy
12. ShdB.P.Singhal
I13. Smt Ambika Soni
SECRETANIAT
1. ShriS.BalSheksr —  Direcior
Shri LN, Gaur —  Under Secreiary
3. ShaiRajKwmar —  Under Secrefary

x [ 1) L i+ h
3. The Commmittes considered the Draft Report om Industrial Development Bank of
Indin nnd sdopted the sEme with minor modifications.

4. The Committee authorised the Chairman 1o finalise the Repart on the basis of
wmﬂcnﬁmbyuhwnwhsmmmdmdmﬂumem
Parlisment.

The Committes then adiowrned to meet agein at 1100 hrs. on 22 June, 2001.
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