
CHAPTER IV

4. Introductions

The Industrial Finance Corporation of India is the 

pioneer of Development banking in India* It was establi­

shed by a parliamentary Act in duly 191-3* With its 

establishment* a new chapter was opened in the history of 

Industrial Finance. In the post independence era a net- 
weSsTof development banks has-been set up* one after 

another* The activities of these development banks hate 

related often to parallel fields# the forms of assistance 

provided have been more ©r less similar and the functions 

have often been overlapping. They have been playing an 

increasingly impost ant role in their respective spheres 

and their contribution to the development of country*® 

industrial economy as reflected in the magnitude of the 

assistance furnished by them has been substantial*

4*1 Industrial Finance Corporation of India (can be called

shortly as IRC I) is a national level development bank# set 

up with the objective of providing medium and long term 

finance to eligible industrial concerns in India* Its 

role now extend® to the entire industrial spectrum of the 

country encaro-passing principally a) project financing 

operations and b) promotional activities*.
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Project finanetr#t tinder Its project financing operations' 
IFGI provides direct Financial assistance for the setting 
up of sew industrial projects as also for the expansion, 
diversification and modernisation of existing ones, in 
the form of rupee and foreign currency, loans, under- 
writings and/or direct subscription to shares/debentures 
as also guarantees for deferred payments and foreign loans 
to all medium and large sised industrial projects set up
or proposed to be set up in the country in the cooperate

>

and co-operative sectors.

Promotion Boles In its promotional role, the thrust of 
IFCI*S endeavour is on providing ’supportive measures* 
to improve the productivity of human and material 
resources and to accelerate the process of industrlallsa-

iiion in its multifaceted form.

4*2 Resources of XBCl.
She resources of IFOI comprise its paid up share 

capital, retained earnings repayment of loans by borro­
wers, sale/redemption of Investments, borrowing from the 
market by issue of bonds, borrowings from the Central 
Government end IDBI as also the borrowings raised from 
foreign credit institutions and internal capital market.

A development Bank must have sufficient funds for 
the following purposes
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1) Industrial development, 2) development of backward 
regions through industrial development, 3) to meet 
expenses of administration, 4) to provide for adequate 
reserve and 5) payment of dividends,
* fhere is no categorical answer as to how large the 
resources of development hank should have, Ho formulae 
to determine the proper magnitude of a given hank’s 
capitalisation, fh© Bank ought to have sufficient 
capital to enable it to make an impact on the industrial 
development, and to earn enough for expenses th© accumu­
lation of adequate reserves and in the case of a private

5institution payment of a satisfactory dividend **.

4*3 Share Capital?
Originally the authorised capital of IPCI was to be 

Rupees five Crores devided Into 2000 shares of 8s. 23,000 
each, l&en IfCX bill was referred to the select Committee, 
certain changes were suggested by that committee and as a 
result thereof the authorised capital was enhanced to 
Rupees fen Crores devided into 20,000 shares of 8s. 3000 
each, fhe reduction in the face value of the shares liras 
made to make them less unwieldy and easily marketable*

Opto the 30th June, 1964, th© paid up capital of 

PIC I was Rs, 7 Chores, which had earlier been increased 
from Rs. 5‘ crores. in 1961*»!2. In 1964, when IDBI was set
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up as an apes Institution* fixe I?GX»s share capital was 
originally contributes by the Central Government * the 
SBX* life Insurance Companies* commercial and co-operative 
banka. With the establishment of IEBI in July 1964 the 
shares held by the Central Government» and KBI were 
transferred to the IBBI, fhis was done for operational 
convenience, and to provide IBBI with an opportunity and 
an instrument to regulate and coordinate the activities 
of different development banks in a better and more 
effective manner, In order to enable XBBI to hold 
50 percent of paid up capital. Further issue of share 
capital of fe, 1,35 Crores was made, fhis situation con­
tinues up to this date* fhe remaining 50 percent of 
share capital is divided into scheduled banks(20 pe^ent) 
insurance concerns (22 percent) and co-operative banks 
(8 percent).

fhe paid lip capital ©f IFCI rose from 5 Crores 
(in 1950-51) te », 35,00 Crores ( in 1950-51) to Ss.35.00 
Crores ( in 1984-85), In the year 1984-85, an addition 
of 5s. 13 Crores is made in the paid up capital of IFCI 
by calling the balance amount of fe,2500/- per share on 
10000(ITinth series) shares of 5s, 5000/- each and making 
an additional Issue of 20000 shares (1?enth series) of 
I&, 5000/- each on which 50$ of the amount by way of 

application money per share was called up.
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* mo, i 
Paid up Capital of IFOl,,

8s*, in Crones*

Tear Amount of paid ' , 
tip store capital

tlpfco 1960-61 5*00
1961-62 - - 6*84
1962-6? 7*00 ,
1964-65 6*35
1972-7? 9.11
1973-74 10*00
1979-80 15.00
1980-81 17*50
'1981-82 2Qt*G0
1982*8? 22.50
1983-84 27.50
1984-85

H--—
35.00

Source * imt
TFcrAnnual Reports and E«B .1* Reports on Currency 

m& finance*

$¥css ftshle Mo* I gives the data about share capital 
It is seen that there is Seven fold increase in the paid-Hp 
capital* From 1979-60* there is eoatineous increase in 
the paid capital of IFCX*
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fh® Share capital of the XPOI is guaranted by the 
Central Government» with regard to payment of a minimum 
dividend sad interest* For a long iiiae there were 
restrictions on the dividend which the H8I could distri­
bute^ but recently they were removed.

Ho individuals are entitled to he share holders. In 
order to avoid the concentration of shares» in the hands 
of a few private institutions* it has provided in IPCI 
Act itself that no financial institution td.ll ho given an 
opportunity to hold more than it) percent of the shares set 
apart for the class of financial institutions to which 
it belongs2. In brief* the number of individual financial 
institutions belonging to a particular class can not be 
less then ten* Biversification of share holding has been 
done with the Intention of adoption of such policies by 
1FCX? which are in the larger interests of industry* 
commerce etc. and are not designed to meet the require­
ments of those businessmen only who arc present on the 
Board of XFCT.

Mi ii$ortant thing about the pattern of share 
holding in XF0X is that individual investors have not been 
permitted to subscribe to its capital. Further there is
also no share holding by foreign investors.

By subscribing td the share Capital of IfOI* the 
Government and the Beeerv© Bank { whose holdings have
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been transferred to IDEI) haw lent atrenght to the 
Institution, given inducement to private financial 
institutions to invest in IPCI shares and inspired a 
sense of confidence amongst the industrialists and the 
intrepreneurs, Formerly, the Government and the Reserve 
Baht held 40.7 percent of the share capital of IPCl,no-!r 
the holdings have been transferred, as stated earlier, 
to IBB I and they have also been increased to 50 per font* 
fhis has mad© IPCI a semi government aimed and government 
dominated development bank* Government is exercising 
most of its powers cither through XDBI or i-jith its 
consultation. Heedless to Say? IIBI is likely to vietr 
the problems of development banking la a better perspective 
than the government ministries, acting directly*

It is a very good feature of IP0I*s shareholding that 
scheduled banks have been allowed to subscribe to its 
capital, scheduled hanks collect small saving from a large 
number of people/investors scattered throughout the 
country, fheir association with IFCI*s share capital has 
led to the mobilisation of small private savings for 
development banking. Hot only this, the presence of the 
directors * elected by th© Scheduled banks, on the Board 
©f IPCI, also gives a practical orientation to the 
thinking of and the decisions taken by the Board. Almost 
similar to the position of the scheduled banks is the 
position of the cooperative banks so far as the contri­
bution to IPCI*e capital is concerned. IPCI has been



*» 4-1 •*

giving a substantial amount of its assistance to the
co-operative societies* Cooperative bagks are tlx© insti­
tutions which can understand the problems sad limitations 
©f the cooperative societies in the best maimer* Hence 
their presence on EFCI Board is essential? which in most 
of the cases is generally possible only through eontribu- 
tion to the share capital* Besides this, the small 
deposits collected by the cooperative banks from a large 
number of savers are also in this way mobilised, for a 

capital formation, through development banking*

Similarly insurance companies, investment tract and 
other financial institutions also ©oatribarte to the 
mobilisation of email savings for large scale capital 
formation* A large number of the shares held by insti­
tutions under this category belong to the Mfe Insurance 
Corporation of India*..

In brief, it Is observed that the distribution of 
XFCX shares between various shareholders is Quite balanced 
contribution has1 been made by both, the government and 
the private financial institutions! the corporation is 
neither wholly state owned nor totally free from the hold 
of the government*;

Shares of the Corporation are transferable but within 
the class of institutions to xdxich they belong* For 
Instance* a scheduled bank can transfer IFCI shares held
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by It but only to another sehect«Q.ed bank. Such is tbs 

arrangement to regulate the overall shareholding by 

different classes of financial institutions,

4.4 Borrowingst Apart from paid up capital reserves and

repayments of past assist once, the major source of funds 

for IFCI*a operation is borrowings* Borrowing comprises 
two types f) Bond issues and li) Borrowings from Institu­
tions such ae Central Government. IBBI, The Reserve Bank 

of India and the Foreign F-inanci&l Institutions develop­

ment banks. All these borrowings can be resorted to 

x&thin the overall Debt-equity ratio limit of 10st. 
i) Sale of bonds and debentures in the markets This 

function is very Important from various standpoints fc.g, 

the cost of raising finance which is the important 

factor determining the rate at which financial assistance 

is provided by the corporation, remains a low,

fh© IFCI bonds carry government of India *s guarantee 

as to repayment and payment of interest, Thats why the 

IFCI has had considerable success in selling its obliga­

tions both by public issue and through negotiation with 

banks, IFCI paper is eligible for rediscounting with the 
Reserve Bank of India, so that there is little practiele 

difference between such obligations and government bonds*

IFCI Act has placed a limit upon IFCI upto which it 

can issue bonds and debentures• The limit is? till the
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debt-equity ratio become© iOel. Formerly the limit me 
only 5:1. There is however no provision in the act regar- 
ding the procedure under which the debt equity ratio of 
10-1 can be relaxed* This implies that if IFCI wishes to 
Ctoes this ratio $ IFCI act will have to be amended a proce­
dure that will take its own time* Shis flow in the Act 
can be removed by authorising IFCI to cross the limit 
with the prior approval ©f the Central Government and IEBI, 
This will introduce flexibility in operations and would help 
the industrial concerns without delay# if and when the need 
arises*.

IFCI has been issuing bonds to replenish its financial 
resources* whenever the capital market conditions have 
warranted such issues* How IFCI can also raise longterm 
financial resources by requesting IE©I to subscribe to its 
bonds and debentores. Upto 1985# the Proportion of capital 
raised by this way was 49*5^ of the total capital*

There has always been over sub-script ion to the bonds 
floated by IFCI* a feature which shows the confidence# 
’investors place in IFCI*

TABhB1 II
Bonds Outstanding of IFCI

fe«in Crorm

1 Tsar Total Bond outstanding
1 2

1 1950 5*30
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h ' 2

1952 * 5.80

1954 7*80

1961 22*24

1965 28.24

1965 31.48

1966 33.48

1967 39.61

1968 43*30

1969 47.24

1970 52.74

1971 57.69

1975 72.01

1974 85.18

1975 98.17

1976 127.19

1977 167.86.

1978 211.14

1979 273.03

1980 378,28

1981 433.47

1982 554.55

1985 689.30
| 1984

881,54
| 1985

1081,91 *
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* With, the inclusion of 7.6^ Bonds In yen 

currency to the tune of Ks, 25.09 Crores, the out­
standing amounted to Rs.t 107*00 Crones.
Source « HBT Reports onCurreney and finanee- 
and IPCI Annual Reports*

It is seen from Table II that the' percentage of bond 
issue is increasing*

Recently IfCI seems to emphasise on the borrowings 
from the market by way of bonds and to reduce its dependence 
on borrowings from the Central Government. VHth this 
objective in the view? the IFCt is now having issues of 
bonds every year*, fills enables it to be in constant touch 
with the investors and the capital market* The bonds issued 
by the 1FCI are guaranteed by the Government and are deemed 
to be Central Government securities in terms of section 
20 of thd Indian Trust Act and are eligible securities for 

Investment of provident funds.,

Borrowings - from Central Government-IFCI has borrowed 

amounts from the Central Government as and when required 
since 1956-57* Amounts have also been repaid to the 
Government when received from the- industrial concerns.

It is seen from Table Bo. Ill that IKfl’s borrowing 
from Government is decreasing..



46

fABlB WO* III

I?CIfG Borrowings from Oovermaent.

Rs* :ln Crores.

' Year Outstanding borrowings
1 2

1956-5? 6®00

1957-58 15®00

1958-59 10*00

19B9-60 8.25

1960-61 15.25
1961-62 17.75

1962-65 25.75

1965-64 29.75

1964-65 57.60

1965-66 50.94

1966-67 67.69

1967-® 72.29

1968-69 81.47

1969-70 80.99

1970-71 76*04

1971-72 79.04

1972-75 71.55

1975-74 67.55

1974-75 63.47

1975-76 59.50

1976-77 55.54
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t 2 , .

1977-78 45,35

1978*79 39.09

1979*80 33,85

1980-81 17,62

1981-82 13.40

1982-83 10,43

1983-84 9.49

1984-85 9,47

Source •» B,R .1. Reports on Currency and finsnce, 

and tfOl Annual Reports.

Figures for years 1983-84 and f984*85 are taken 

from 37th Annual Report of IPCI, 1984-85.

Borrowings from Industrial development Bank of India

CXDBI)?

Tho I.FCI is also authorised to avail of direct loan 

and refinance facility from the XXBX, the apex institution, 

fill 1973» this source was not availed by IFCI,

fable 17 shows the data regarding IPC’I *s borrowings 

from XDBI.
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TAM® HO. XT

IFQl*s Borrowings from WEI.

Rs, In crcres.

1 " 2

1974-75 5.00

1975-76 5.00

1976-77 5.00

1977-78 5.60

1978-79 14.50

1979-80 24.00

1980-81 28.50

1981-82 73.00

1982-83 86.50

!983-84 83.75 .

1984-85
!

121,25

Source - HBI currency and finance reports and 

IFCt Annual Reports,

fhe figures for years 1983-84 and 1984-85 are 

taken from 57th Annual Report of IFCI 1984-85.

Borrotrjng from H8X »

For replenishing its resources* for short periods, it 

can resort to the borrowings from the RBI. a$ repayable on 

demand or on the expiry of the period not exceeding 90 days 

against the Central Government Securities or b) repayable 

on the expiry of fixed periods not exceeding 18 months
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against securities of the Central Governrnent of any 
maturity against bonis issue! by IFCt guarantee! by 
Government an! maturing within a period not exceeding 
18 months from the date of borrowings provide! the amount 
borrowed at any time does not exceed Rs* 3/- Croros in the 
aggregate* IFCI borrows from 5BI sparingly an! tempora­
rily. Is soon as funds are available from other sources, . 
they are adjusted*

Is on Hareh 1971 > a sum of E$* 166/- lakhs was out­
standing towards Reserve Bank of India* From 1975, there 
is no amount outstanding under this head*

Borrowings from foreign Institutions*
Uh© IFCI (Amendment) Act, 1952, empowers the IFCI to 

borrow in foreign Currency* It obtains Foreign Currencies 
from AID (C.8 *A*), SFW (iaet Germany) BFC1 (France) and 
OBA for granting sub.loans to industrial units fnb®
import of machinery fro® abroad*

4*5 Deposits^
fhe IFCI is authorise! to accept deposits from, the 

Public, state Government an! local authorities repayable 
after the expiry of a period which shall not be less than 
3 years fro® the date of making the deposits« fh© total 
amount of such deposits has been limited to Bs.10 Crorea 
at any time* It has not accepted deposits so far*

In addition to the financial resources raised by IFOX 
through the techniques enumerated above there is the steam
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©f ploughed hack profits * As on the 30th June 1985? not 
profit of 1FOX was Es, 29.31 Croreo» In the year 1984-85 
XFGI*s reserves agreegated Es, 114.52 Crores, fhese 
exceeded the paid up Capital of IPCI by Rs.79.32 Orores, 
which haw been utilised for granting financial assistance. 
fhts should in the long run? prow to bo a vital source • 
of finance for IFClt Here lies the rd© which the clew* * 

Xopment basics can play in generating savings from their 
operations and utilising the same 'for capital, formation 
in the coimtry.

4.6 total Resources **
total resources of IPO2' haw increased with the 

increasing magnitude of its operations, is on the 30th 

June? 1985* lFOIfs total resources (Bupces and Foreign 

currency both) aggregated Es. 2479.90 Crones comprising 

share capital { &* 35,00 Or.) bonds (Es, 1212.81 Crones), 

loans from Oovermaent (fe* 119.35 Chores)? and loans in 

Foreign currency from Foreign credit Institutions
/f.(ts* 183*36 Crs.) She following fable V shows the percent

mtag© of each source of funds.

From this fable V IFCI*© reliance on marlcet

borrowings is clear.
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mno, v
Sources of Funds 1948» 85*

Sources ToW funds -£zM7g go
evo-rtz

Fereentag© 
to total

Share Capital 1.9 #

Internal Generation , 9*4 f*

Recoveries 22.5 %

Borrowings from Ifsrhat 49*5 $

Borrowings from Government 
and IDBI 10*0 #

Foreign. Credits 5.8 fS

Bxtemal Commercial 
borrowings '**

Source ** 57th Annual Report? of XPCX 1984*85 .
........................... -——------------ — ..................................................................-..................... - -t

4*7 Management of JFCX
4«Mt•• rtIIMNIIHT.Wi NMftft M.I I* I MU fcHiilUMiil * J

IF0I is managed by a Board of Directors ’which is 

assisted in the discharge of its functions by the Central 

Coffin!ttee, Advisory Committees» Officers end Staff ©embers.

Board of Directors;

Management of IPOX is entrusted to a Board of 

Directors which excercises all its powers* It is provided 

in IFCX Act itself that in discharging the duties * the 

Board will be guided By the principles of sound business 

management and shall haw due regard for the interests of 

Industry t commerce and the general public, Further 1FCI 

Act provides that IDBI and the Central Government will haw
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the power to issue instructions on matters of policy t© and 

make rules for If Cl, The Central Government lias taken 

advantage of this clause and issued directives to n?C 

on different occasions, putting forth the principles it 

wishes the corporation to follow* There must sweeping 

powers may be considered justified by the Government because 

of its substantial contribution to IFCI*s resources but 

unless handled delicately by very expert hands, they may 

result in the curtailment of IFOX*s autbnomy, lack of 

initiative and impractical approach to various problems of
«

development banking, prerequisites for the management wherefe 

of differ from the qualifications of a bureaucrat • It is 
also stated in IFC Act that if IKS does not abide by the 

instructions given to it by IBBI* the Central Government 

will have the power to supersede IFCI*s Board of Directors 

the act of the Government will not be challengeable in 

any court of law*

3?he Board of Directors of IFCI consists of 15 members 

One Chairman and 12 Directors, Ohriaman Is s who!©time 

official end is appointed by the Central Government» aftei? 

consultation with the IBBI (farmerly it is used to be the 

RBI) * His term of office is 3 years co. until his 

successor is appointed* She Chairman can b© removed at any 

time by the Government • The most important thing In this 
respect is that the person appointed by the Government as 

Chairman of IFCI should not merely be a bureaucrat or a __
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techniques of m& the approaches to development hanking*

Out of the remaining \2 Directors, four are nominated 

by 1JB1, It has been the practice of IDBI to have three 

outside nominees # three being everts in the area of
qno!

industryf labour* eeonomics* fhe forth nomine© is the 
General Manager of the IIB1# which holds 50$ of JFGIS Share 

capital* two by the Central Government, two by the schedu­
led banks, two by the cooperative banks and the remaining 

two by the other Financial Institutions Ilk© Insurance 

Companies» investment trusts etc* fhus seven out of the 

total of thirteen members { the majority) of the Board of 

Director are nominated by the Central Government and 

IBBI jointly* this is on© of the major factors which have 

in©$benced th© operational at^gegy of IF Cl, fhe Directors
Other than those nominated by ItBX sad th© Central Govern­

ment hold office for a tern of fowr years.

Central Committee!

Before 1955# the IPCI had an fixocutiv© Committee# th© 

function whereof was to assist th© Board of Directors# in 

general superintendence and direction of the work of the 

Corporation, IFOI Bnquiry Committee found that th© Board 
of Director was not taking due interest In administrative 

'matters (including the grant of loans} and th© then 
managing Director and the Executive Committee were having 
full responsibilities in this regard.' fh© Board was found 

to have given no directions except th© ^General Regulations
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regarding the manner la which accomodation greatest by 
XEC1 could be secured • &b an alternative, the Committe© 
Suggested the substitution of the Executive Committee by 
a loan Committee • 39a§ Covernment has > by an amendment to 
35*01 Act# replaced the Executive Committee? by a Central 
Committee which consists of the Chairman# two directors 
elected by the nominated Mreeiore and two Director® 
elected by the elected Directors { the Directors elected by 
#1© Shareholders of IK?I other than XDBI) fh© Central 
Committee is the main organ which in practice transacts 
the entire business of the Corporation the Board being a 
body for providing usually the *$brmal Assert*, Subject to 
such general and special directions which are given from 
time to time by the Board* the Central Committee can 
deal tilth any matter within a the ©a®peten&ee of IF0I*
It conducts its meeting® at important industrial/business 
centre® of the country like Bombay,Calcutta# Delhi and 
Madras for a closer touch with the industrial and business 
interests.

4*9 Advisory, Committees5
Advisory Committees have a special role to play in 

any development bank, Bor any such institution it becomes 
almost impossible to have on its regular paid staff all 
the esperbs of all the branch©®* It therefore becomes 
necessary for it to take the benefit of such experts on 
an adhoe basis*, blth this end in view Advisory Committees
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are constituted, fhe IPO! has also standing Advisory* 

Committees for sis major groups of industries# these 

being reconstituted fro® time to time. Before an appli- 

cation for financial assistance is placed before the 

Centre! Commit tee it is examined and discussed by the 

Advisory Committee concerned« fhe Chairman of the IPCI 

is the ©x-offioio Chairman of the Advisory Committees » 

which besides a few directors of the Corporation# 

include outside experts# besides officer® of the Govern- 

ment, mostly from the DC®* ®ais provides the Corporation 

with an opportunity to know the honest views of dispan- 

ssionate people on the projects token up by it, fhis 

also avoids wastage of the time of the Central Committee/ 

Board of Directors,

It is criticised that the decisions of these committees 

are largely influenced by the thinking of the Government 

representatives* thus diminishing the scope for a develop­

ment bank to take an. independent view# in respect of 

projects which might have been given an industrial licence 

and other permits by the Central Government and Official 

agencies*- Another defect of the system of standing 

Advisory Committees is the possibility of at least some of 

the member© being influenced to support particular project 

In this regard the adhoe committee approach of the IB8I 

is better, However in view of the fnct that the 1F0I deals 

with a large number of projects* the adhoe Committee 

ap roach may b© difficult to adopt*.Probably there is no
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that coiHd be considered is to have a non official as the 
Chairman of each of the Advisory Committees rather than 
the IF0X*a Chatman.

4.to Officers and Staff memberss
For its day to day work, IFCI has retired a large 

number of officers and staff members, it Is of utmost 
importance here that the officers and the Staff should be 
trained in industrial finance and their training should be 
development bashing oriented* It Is hardly of any use to 
have many exports of short term money market in a develop*, 
moat bank. Arrangement should also be made for providing 
training/refresher courses to the officers and members of 
the staff in collaboration -Kith the Universities, management 
institutes, development banks# etc. In practice, these 
officers constitute*- "fee piact of the Corporation* hence 
they should be of high moral and academic qualities ^

4.1! Functions of IFCX
TEHHeH*1i» THTt»>* ru [Bir n* Q|i Iiiniaiffririiirri T Tnrffl-rTi

In terms of the preamble to IFCI Act# 1948? XFOI has 
been established for the purpose of *. making medium and 
long term credits, more readily available to industrial 
concerns in India* particularly In circumstances where 
normal banking accomodation is inappropriate”' IFCI has been 
assigned the role of marginal development bank i.e. on 
Institution which would appear on the scon© with its 
financial assistance only when such financial assistance
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is not readily forthcoming on reasonable terms from 
other sources.

Mills speaking at the Delhi School of Economics,
Delhi, late Dala Sir ♦Shri* Ham, the first Chairman of 
IPOI mode it amply dear that *, 05 the object of the 
Corporation is not going to be limited to providing 
financial aid alone, fhe Corporation should provide best 
possible technical and managerial advice not only to the 
industrial concerns in which it would take an interest 
but also to others, especially to those which could not 
afford it on their own..# In the discharge of functions 
entrusted to itf the Corporation would b© guided by the 
idea of furthering the national interest and it looks 
forward to being able to make a practical contribution 
towards promoting the industrialisation of the country 
and the economic well being of the people %

£ mP0I has limited the operational area to large 
scale industrial concerns only, fhe small, scale industrial 
units have been debarred. Similarly IP01 does not provide 
financial assistance for proprietory industrial concerns 
or firms or private limited companies*

As a matter of fact it is the term ’Industrial 
concern** (mentioned in IPOI Act) which determines the 
operational area of IPCfl. According to section 2(c) of 
1FCI Act Industrial concern means any public limited 
company or cooperative society incorporated by a Central
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Act or aaict of the ie-gislature of a State or under any 
law for the time' "being in force and registered in India 
{which is engaged or is to he engaged) In the manufacture 
or processing of goods ( or in shipping) or in mining! or 
in hotel industry) or in the generation or distribution of 
electricity or any other form of power***

fhe objects and scope of 2FCI will here to undergo 
constant changes with the changing economic* industrial, 
socials cultural* and technological climates*

$he development banks in the developing countries like 
India have to adopt their lending strategy and objectives 
towards realisation of the following objectives#

i) Redistribution of income m& of productive assets,
ii) Self reliance iii) Social justice iv) prevention of 
concentration of economic power v) regionally balanced 
growth and v) promotion of a class of new and technician 
entrepreneurs,

Economic growth with sore or less simultaneous and 
just distribution of its benefits is the primary objective,

2b© Social objectives of the country have to be turned 
into performance areas and within the territory of their 
statute4 3be development banks have to define their 
objectives in a manner so as to serve these social 
objectives* translated into blue print for action,
criteria for the allocation of assistance, they define
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priorities for assistance by the development banks, ?oday 

the priority areas in the country are:*.

1} Projects coming up In the small scale sector,

it) projects coming up in the backward regions*
o

ill) Projects promoted by new and technician entrepreneurs* 

It) Projects producing goods of isaso consumption and 

v) Projects in the nature of expert promoting and import 

substituting industrial units.

In addition to these* what may be called long term 

priorities the development banks have also to work with 

short term priorities by adopting their lending strategy 

of changing circumstances so as not to create inflationary 

conditions * or not to create idle capacity in certain 

sectors where demand is slack or critical raw materials or 

utilities are not easily available or not to create 

situation of shortages or gluts of certain commodities at 

some future dates* 'Dhe flow of demand and supr-iy have to 

be regulated so as not to create an imbalance between the 

two in present as well as in future, Phe Financial 

institutions haw an important role to play here sine© 

they deal with future projections and have to take macro 

view of the economy, which an assistance seeking entrepre­

neur may lack, fhis is Very essential because projects 

are indivisible,are profitable only at certain level of 

capacity utilisation, and therefore, production can increase 

only in spurts, Bvery attempt therefore has to b© made to 

regulate supply ( and subsequent claims on raw materials)
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by phasing out assistance, and if necessary by nertailing 
assistance to certain sectors for a short time5.

Functionss The corporation is authorised to carry on and 
transact the following business.
1} Grant of loans * The most important and either 
to popt&ar function of IFCI has been the grant of loans 
and advances to industrial concerns. The maximum period 
for which 22PCI can grant loan is 3 years. loans are 
provided by IFCX .in both the currencies Rupee and 
Foreign exchange, IFCI does not provide loans for Finan­
cing exclusively the working capital requirements of the 
Industrial concerns but whenever working capital require­
ments form a part of the cost of the project placecfesfore 
it, IFCI enterains the application, IFCX does not provide 
rupee assistance for sums b§low fs* 10 lakhs except in the 
cases of * over-run* like maximum amount of assistance which 
can be provided to any single borrower without the prior 
approval of UBI is Es, 2/- Crores» The Intentions behind 
the floor limit are the avoidance of competition with 
SFC *s, operational convenience, concentration on relatively 
large sised unite etc. She ceiling is relaxable in actual 
practice, it would not take long for IFC to obtain XRBI 
Clearance tor crossing the ceiling because of the very 
close ties between the two banks,
2} Guaranteeing! Another important function of IFCI is 
to provide guarantees in respect of the contacts entered 
into by the industrial concerns .guarantees may be provided
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fey XFCX in different form vis, in respect of i) loans 

raised in the public market, 11) Borrowings from the 

banks, ill) Deferred payments •» Domestic, It) Deferred 
payments External? and v) Loans raised abroad.

IFOI is empowered to provide guarantees in respect 

of the Loans raised fey industrial concerns in the public 

market provided the period, of the loans so raised does 

not exceed tventyfiv© years* fhis provision has been made 

on the 'one hand to induce Industrial concerns to borrow 

In the public market and on the other hand to encourage A 
Investors to invest more freely.guarantee fey an institution 

like IFCi <m an all India Development Bank, should induce 

the investors ,

fill IPCI (Amendment) Act, i960 came into force,IPCI 

had no power to provide guarantees in respect of the loans 

raised fey industrial concerns from banks (Commercial banks, 

and state Cooperative banks) this amendment has conferred 

such a power upon XFCl. fhis is a very good techniejhes 

of stimulating the flow of bank finance to industry. A 

marginal development bank like IFCI. should not, as for as 
possible, seek to provide assistance, to the industrial 

concerns out of its own resources, its success would fee 

fudged fey the amount/quality of assistance it is able to 

inspire the existing financial institutions to furnish to 

'industry. Such is the role of * catalytic * agent, prior -

to the above mentioned amendment, IFCI itself had t AV v\\
SlARYj

Ci
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provide short tsm finance to industrial concerns in 
certain eases* though it is not the function of IF0I to 

indulge in short period finance.

She corporation can guarantee deferred payments* due 

from any industrial concern in connection with its 

imports of capital goods from foreign countries • fhe 

Stipulation in this respect is that prior approval of the 

Central Government should h& tafeen by If01 before It issues 

any such guarantee, Such an approval is usually furnished 

by the government quicfciy-. ibis function was assigned to 

1HK5I in 1957 by an amendment to the I'fCI Act in view of the 

chronic foreign exchange shortage with which the country 

was confronted, fh© foreign exchange position still 

continues to be alarming. In the absence of such guarantees# 
deferred payment facilities are normally not extended by 
the foreign exporters whidh ashes the position of the 

Importers ©mbraesing*

fo encoarege deferrad payment facilities in connection 

with the domestic purchases of capital goods# IFOI was 

empowered in I960. Ihis would not only save# to some 

extent * valuable foreign exchange but also stimulate domestic 
production of capital goods,.

Power has also been vested in IFOI* by the I960 

amendment to IFOI Act to guarantee the loans raised by 

the industrial concerns fro® bers/fin&nelsl institutions
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abroad , Here alee pries* government appro*©! is required, 
this would stimute the flow of foreign assist end© * from 
financial institutions abroad because mostly they insist 
on such guarantees • ®d,a facility would also be h<&Lpful 
to the * Indian entrepreneurs if and when som foreign 
lending agency is willing to lend directly to the entre­
preneur on the basis of this type of a guarantee *

3) t&ider writing * JSOt has also the right to underwrite 
the issues of stocks, shares bonds or debentures by the 
industrial concerns, But any stock© shares, bonds or 
debentures acquired by 1P0I? in discharge of its under­
writing obligations cam be retained by it as part of its 
assets for a period of 7 years only* fo retain the securi­
ties beyond this limit, sanction of H®I has to be obtained. 
In view of the right of subscription to industrial secu­
rities conferred upon IFGI in 1960, the time limit has 
lost its significance,

•Direct Subscriptions
Bor long since its inception in 1948, IfCJ had not

0

power to subscribe directly to the share capital of indus­
trial concerns. It was in response to the repeated repre* 
sentations/requeets made in the matter by different 
agencies, that the XPCX (Amendment)Act, 1960 empowered the 
Corporation to subscribe directly to the share capital of 

industries*
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provision of Advices
IFCX is authorised to perform an important develop*, 

mental function, vis. provision of technical, managerial 

m& adsiaistratiire'aJ'^ce/guiiance to industrial concerns 
On many occasions expertise prove more helpful than finance* 
Due to the underdeveloped state of entrapreneursship in" 
India* this function of XFCI assumes special signifieane *

Other functions;
The most important function in this category is that 

of IPOX acting as an agent of the Central government or ( 
(with its approval) of the World hank in respect of their 
dealings with an industrial concerns in the form of grant 
of loan and/or subscription to debentures* fhisjia to 
facilitate the World Bank government financing of Indus bry ■ 
in India, IFOI is also authorised to do all such things 
which are related to its above mentioned functions the 
provision being an enabling clause. IFCI by an amendment 
in IPCI Set, is authorised to acquire { with the approval 
of IBS2) the control of the other development banks in 
India,

In this Chanter Financial resources of IFCI and the
* ni

sources of raising finances from various agencies have 
been studied ,t Some important findings are I?CI is not 
depending on Central Government for loan purposes and at 
the same time it is relying on market borrowings* ‘the 
extent of financial assistance given by IFCI to. various
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sechors, industries will depend on the extent of financial 

resources raised by IFOI. It is found the needs of growing 

industrialisation and efforts of IFCI to supply the 
finances according to needs# are keeping pace with each 

other. Similarly the organisation and management aspects 

have been highlighted.
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