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CHAPTER IV

RESQOURCRS , FUNCTIONS AWD MANAGEMENT OF IFCI,-

Introdugtions

he Yndustrial Finence Corporation of Indin is the
pioneer of Development banking in India. It was eaﬁabli;
shed by @ parliasmentary Act in July 1948, UWith i+4s
egtablishment, a new chapser was opened in the history of
Industrial Finance, In the posht independence era a agt;
§é§§m%f development banks hapebeen set up, one after
another, The activities of these development banks have
related often 40 parallel fields, the forms of aosistance
provided hove bheen mors of less similar ond the functions
have ofteon been overhapping., They have beon playing an
inereasingly important rele in thelyr regpective spheres
and their contribution 40 the development of couniry's
industrisl economy as reflected in the marmitude of the

apsistance furnished by them has boen subsﬁantial,

Industrial Finsnce Corporation of Indig {(can be called
shortly as IFGI) is a national level develonment benk, got
up with the objective of providing medium and longZ term
finance to 0ligible indusirial conCerns in India. Iie
role now extends to the entire industrial speetrum of the
country encampassing principally a) project finagncing

operations and b) promotional activities,
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Project Finencivg: Under its project financing operations

IFCI provides dirveet Financial asgistance for the setting
up of mew indusirial vrojects as also for the expawvsion,
diversification and modernisation of existing ones, in
the form of rupee and féreigg curreucy;ulaans. imdere
vrdtings and/or dirvect subscription to shares/dcbentures
a8 also guaraﬁtees Tor deferred payments and foreigsn loans
to 211 medium and iarge gized industirial projects set u§
or proposed to be met up in the couvntry iﬁ the cooperate

and ecowoperative sectors,

Promotion Roles In its prometional wrole, the thrust of

IFCI'3 endeavour is on providing *supportive wsssures?
to improve the productivity of hupan and material
resources and to accelerste the process of industrialiste

1
tion in its mulbifaceted form,

Resources of INCI,

The vesources of IFCI comprise 4ts paid up share
capital, retained earnings repayment of loang by borroe
wors, szle/redemption of investmente, borrowing from the
merket by issue of bonds, borrowings from the Central
Government snd IDBI oo also the borrowings raised from
foreisn eredit institutions and internal capital market,

A development Bank must have sufficient funds for

the fellowing purposes iw
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1) Industrial development, 2) developnment of backward
reglons through industriszl development, 3) to nmeet
expenses of administration, 4) to provide for adeguate
reserve and 5) paymeént of dividends,

* Thers ig no categorical answer as to hovw larse the
resources of developnent bank should have, No formulae
to determine the proper ma-nitude of a given bank's
capitalisstion, The Bawk ought o have sufficient
capltal to enable it to mele an impact on the industrial
development, and to earn enough for expenses the accumie
letion of adequate reserves and in the case of a private

institubtion payment of a sagtisfoctory diviﬂend?"u

ghare Capitals

Originalily the svthorised capitel of IFCI was to be
Rupees five Crores devided inte 2000 shares of 85, 285,000
each, When IFCI bill was roferred to the select Committoe,
cortain chonsces were suggested by that commitiee ond as a
restlt thereof the authorised capitsl wes enhenced %0
Rupees Ten Crores devided inbo 20,000 shares of fs. 5000
esch, The reduction in the féce velue of the shaves wag

made o make them less unvieldy and easily markatable,

Upto the 30%th June,; 1964, the paid up capiltal of
PICT was B, 7 Crorssy which hed earlier been increased

from i, 5 crores. in 1961-82, In 1964, vhen IDBI wes set



T

up as sn apex instit Lrti«:;:i. The IFCI's share capital was
originally contributed by the Central Goveranment, the
RBI, 1ife Insursnce Compsenies, comrercial and cowoperative
banks, With the ectablishment of IDBI 4in July 1964 the
shares held by the Central Government, snd RBI were
'ﬁransi’ez’raﬁ to the I’L‘Bi, This was done for operational
convenlence, and 4o provide IIBI with an Oppértuﬁity end
an instrument 4o resgulate and coordinate 4the activities
of different development ’ban%:g in & bobter and nore
effectlive mapner, In order 4o ensble IDBI {o hold
50 percent of paid up capital, Further issue of ghare
capital of ks, 1.35 Crores wss made., Thig situation cs::n;.
tinues gp vo thig date, The remoining 50 percent of
ghare capital ig divided into scheduled bauks (20 percent)
insursnce concerns {22 percent) and cowoperative banks
(8 percent).

The paid up capiial of IFCI rose from 5 Crores
{in 1950-51) %2 &, 3%.00 Croves ( in 1950.51) to B5,35.00
Crores ( in 1984«85). In the year 1984e85, an addition
of Bs. 7.5 Croves is made in the paid wp capitel of IFCI
by ealling the balance amount of 33.2500)'» per share on
10000{i¥inth series) shares of s, 5000/« each and making
sn additional issne of 20000 shares {Tenth series) of
Hse 5060/-? each on which 50% of the amount by way of
a;g:plic@ian money per shere was called up,
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" PABLE MO, I
Paid up Capital of IFCI,

g3, in Crores,

¥ear ﬁ Amownt of @ﬁiﬂ \
up ghare capital
| Upto 1960-61 - | 5.00
1961-62 | 6.0
1962-63 7.00
196465 ‘ 8.35
197273 911
1973=74 $0.00
1979=80 15 400
1980.8¢ . 17.50
198182 - 20,00
198283 22.50
1983-84. 27,50
1984=85 | 35 00
bos
Sourge » IFCE

TECT Annual Reports smd E B .I, Reports on Currency

and Pinanco,.

Psem Pable No, I gives thé dote about share capital

It 1s seen that there is geven fold incregse in the pald-up
eaé;ital. From 1072-80; thers is continecouns incrsamge in
the paid copitsl of IFCI,
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The Shars capiial of the IFCT is guarented by the
Central Government, with regard 4o g;ayméea% of a minimum
dividend and iﬁte:w@st. FPor a long Yime thore were
restrictions on the dividend which the IFCI could distria
bute, but recently they weore removed,

No individuals are entitied te be share holders, In
order to avoid the conceniration of shares, in the hands
of a few private imgbltutions, 1t has provided in IFCT
Act itself thab 'm:: financial institubion will bo given an
opporsunity to hold more than 10 percent of the shares set
gpart for the ¢lass of financisl Institotions %o which
it belangszq In b.rief? the number of individusl financisl
instivubions belonging 0 m particular clags can not be
legs ihm ten, Diversification of share holding has beon
dope with +he inbentlon of adoption of such policiaaoby
TFCI, which are in the larger interests of industry,
eormmorce oic, snd are not desisned to meet the requivew
ments of those businessmen only vho are present on the
Board of TECY,

An importent thing aboubt the pattern of share
holding in IFCI is that individual investprs have not besen
permitted to subscribe o its capital, TPurther thore 18

plep no shorve holding by forelgn invesdors,

By subScribing t0 the share Capital of IFCI, the

Governmont and the Reserve Bank ( whose holdings have
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been transferred to0 IDBEI) have lent atrenght to the
institudion, given inducenant $o0 private finsncial
instisutions o Invest in IFCI sharss and inspired a
senge of confidence aMngst the industriaslists and the
intrepreneurs, Formerly, the Govermment end the Reserve
Bank held 40,7 percent of the share capital of IFCI,now
the holdines have been transferred, as stated esrlier,
o IDBI and they hove elso been incressed %o S0 porcenk,
This hog mpade IFCT a ssmigovernment owned and overmmend
domingted development bank. Government is egerciging
most of its powers ocithey throurh IDBI or with iis
consuliation, Needlese %o day, IIBY is likely ho wew
the problems of develorment banking in a betier perapechive

than the government ninightries, acting divectly,

It is s very gond Teuture of IFCI's sharcholding thel
scheduled banks have been 2llowed to subseribe Lo ita
cnpital, scheduled banks collect small saving fror a large
number of neovle/invesiors sga&tered throughout +the (
country, Their sssoclatdion with IFOI's share capiial hag
1ed 4o the mobilisabion of amell private gavings for
development banking. ¥ed only this, the presence of the
divectorn, eleckad by Yhe Scheduled banks, on the Board
of IPCI, also gives o praciicel criembation to the
thinking of and the declisicens talen by the Board, Almost
ginilar 4o the position of the scheduled banks is the ,
ponition of the cooperative banks so far a8 the contrie

bubion 4o IFCI's capital is concerned., IFCY hes been
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givifng o substantisl smount of its assisbence to the
cowoperative socicties, Cooperative ba%;}cs are the :i.msti..
pukiony which can umdergtond the problems and linmitations
of the cooperative socleties in the best manner, Hence
thely pregsence on IFCI Baard 1s essential, which in most
of the cases ip generally possible only through aantribu;.
tion tH the share capitsd, Besides this, the small
devosits cellected by the cooperative banks from s large
number of pavers are aleo in this way mobilized for e

onpital formation through  development banking,

Similerly insurante compemies, investment trust and
other Tinmmeial imstitutions elso conbridbute o +ths
mobilisation of gmall savings for large scale capital
formation, A large number of the ghares held by insiie
tutiong mnder this category belang 4o the ILife Insurance

Corporation of India,.

In brief, 1% is cbmerved that the distribubion of
IPCY shares between various shercholdevrs 18 guite balanced
contribubion has been made by both, the government and
the private :?inamial ig:stitutimag the cerporebion is
neither vholly state owned no¥ tobally free from the hold

of the government,

Shaves of the Corporation ave transfersble but within
the class of institutions to which they belong, For
instancey a scheduled bank can transfer IFCI shares held

T3
. ,,ﬂmm-er;m IR

521, B :
:
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by it but onmly +to another scheduled bank, Such is +the
arrangsment Lo regulate the overall shavchplding by

different closses of Linancial institvbtions,

Borrowings:s Apart from poid up capital reserves and

repayments of pasht asgistanee, the mnajor source of funds
for IFCI's operation i borrvowings., Borrowing comprises
w0 types 1) Bond issues and ii) Borrowings from institie
tions such as Central Government, IDBI, The Reservs Bank
of Indis and the Foreign Feinancial Institutions_develop;
ment bapks, All these borrowings can be resoried o
vithin %the overall Debiteequity raiic limlt of 10:1.

1) Bele of bonds and debenturss in the morkets This

funcbion is very important from various standpoints b.z,
the cost of raising finance which 4is {the important
factor determining the rate at vwhich finsneirl assistance

is provided by the corporabion, remaing a low,

The ITPCI honds carrﬁ governuent of India;s guarantee
as to repayment smd peyment of intercet, Thats why the
IFCI has had congiderable success in selling iis obligae
tiong both by public issue and through nerotiation with
banka, IFCI paper i eligible for rediscounting with the
Reserve Bank of India, 90 that there is Yit*le practicle

differsnce botween such obligations and government bonds,.

IF0I Act hma placed a limit upon IFCI upto vhdch 1%

can iscue bonds and debentures. The limit isy i1l the
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debtwoguity ratio becomes 10,1, Formerly $he linmdt was
only 5:1. There is however no provigion in the ach regors
ding the procedure under vwhich the debt equity ratio of
1{0=1 con he relowed. This implies that if IFCI wishes to
ctogs thisg ratio, IFPCI act will have to b6 amended g proces
dure thet will tske its owm %time., This flov in the Ack
can be removed by asuthorising.. IFCI to cross the limib
with the pricr apnroval af the Ceniral Government =nd IDBI,
This will introduce flexibility in operations and would help
" the industrial concerms without dslay, 1f and when the need
arises.

IFCI hos been issuing bonds to replenish its financial
resouress, whenever tha capital market conditions have
‘warranted such icsucs, Fow IFCT ean 2180 raise long ternm
fingnclial resources by requesting IDBI 4o subscribe to its
bonds and debentures.Upbe 1985, the Proportion of capitel
raiged by this way was 49.5% of the total capital.

There has alvays been over gubescriphion to the bonds
flneted by IFCI, a feature which shows the confidence,

investors place im IFCI.

Bonds_Outotanding of TFCT

Bs.dn Crores

Yoar - Total Bond outotanding
1 2
3 fgso ) 5 .30
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2

RN

1952 " 580
1954 7460
1961 22,24
1963 28,24
1965 3148
1966 33448
1967 39.61
1968 43:30
1969 47.24
1970 52,74
1974 57,69
1973 72,01
197'4 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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% Yith the inclusion of 7.6% Bonds in yen
currency to the tme of B, 25,09 Crores, the mﬂ;;
stending amounted to Rs.1107.00 Crores.,

Source » RBI Reporis orlurrency amnd finzmae;e

and IFCI Annval Reporis,

I% 1z geen from Table II that the percentage of bond

isgue i incroasing,.

Recently IFCI seems $o emphasise on the borrowvings
from the market by way of bonds and 4o reduce its dependence
on borrowings from the Ceniral Government, With this
pbjective in the view, the IFCI is now having :issueg of
bordg every year, Thig enables it to be in constent tourh
with the investors and the Capitai narket, The bonds isgued
by the IFCI are ruarantesd by the Government and are deemed
to be Centrel Government securitles in termg of soectlion
20 of thd Indian Prust Act and a.ré elisible securities for

investment of provident funde,.

Borrovwings = from Central CGavernment-IFCI has borrowed

smounts from the Central Government as and when required
since 1956-57. Amovmis have zlse been repaid to the

Governnent vhen received fron the industris). concernsg.

It is seen from Table No, III that TFCI's borrowing

from Government is decrsasing..
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TABLE N0, ITI

IFCI's Borrovings from CSovernment,

%3, in Crores,

Wi

Year Quisteanding borrovings
1 2
195657 64,00
1957-58 | 1500
1958=59 10,00
1959=60 8.25
1960=61 ‘ 15.25
196162 17.7
1962=63 23.75
159635=64 29.7
1964=65 37.60
1965=66 50,94
196667 67.69
1967=68 72,29
1968=69 81.47
196970 ’ £20.99
197071 76.04
1971=72 79.04
197273 71.35
1973=74 67.35
1974=T5 a 63.47
1975=76 59.50
1976=T7 5334
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1 2.
1977=78 45,35
1978=T79 59.09
197080 33.85
1930-81 17.62
198182 13.40
198283 1043
193384 9,49
198485 9,47

Source 'w ®,B,I, Reporis om Currency and finence,
and IFCI Annual Reporis,

Firures for years 198384 and 1984485 are baken
from 37th Anrusl Repors of IPCL, 198485,

Borrowings from Industriel Development Bank of Indis

{IDBI):

The IFCI is also authorised 4o avall of direct loan
and refinance facility from the IDBI, the apex institubion,
P11 1973, this sourcé was not aveiled by IFCI,

Nable IV shows the data regarding ITCI's borrowings

from INBI,
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TARLE MO, IV

IFCI's Bervowines from IDBI.

fsy in Crores,

1 2
197475 5,00
197576 5 400
197677 5 400
197778 5 400
1978~79 14,50
1979480 24,60
1980.81 28,50
1981=82 . 75.00
195283 86.50
198584 8375 .

s 198485 121,25

Source » HBI currency and finance reporis ond
IFCI Annual Reports. |

The figures for years 198%5=84 and 1984«85 ars
taken from 37th Aununl Report of IFCI 198485,

Borroving from HBI =

Tor reoplenishing i%s resourcess for short periods, it
can resort to the borrowings from the EBI, aj repaysble on
demand or on the expiry of the periof not exceeding 90 days
agpinst the Ceﬁtrai Governmnent Securities or b) repayable

on the expiry of fizxed periods not exceeding 18 months
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agrinst securities of %the Gentral Government of any
maturity againgt bonds ilssued by IFCI ruasrantsed by
Government and meturing within a veériod not ezceeding
18 nmonths from the date of borrowings provided the amount
borrowed at any tine doos not exceed %, 3/ Croros in the
ageregate, IFUIWborrbws from HBI spazingly and temyara;
rily. 45 goon asn funds are available from other smourcos, .
they are aéjusteé,

As on Mavch 1971, a sum of B, 166/= lakhs wag out;
ptonding teﬁaréé Resorve Bank of Indis, From 4972, theore

is no amound oubsianding urnder this head,

Borrowines from Poreisn Inmstitutions:
The IFCI (Amendment) Act, 1952, empowers the IFCI 3o

vorrow in Foreign Currency, If obialns Foreirn Currencles
from AID (U,8.4.)s ¥FY {¥Yeot Cermany) BFCE (Frence) end
oDA {UX,}) for granting subelosns o indusirizl units fouw
import of machinery from abroad,

Depositg:
The IPCI 4is sunthovrised to accept deposits from the

Public, staete Govermment and loeal autherities repayable
after the expiry of a period which shall not be lesa than
5§ yenrs from the date of making the deponits. The total
anount of such deposiks has been limited to B, 10 Crores
ot any time, Tt has not accsepied depomits so faor,

In gddition to the financial rasourceés raised by IFCI

through the technigues enumerated sbove there is the steam
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of ploughed back profita, 4As on the 30th Juwme 1985, net
profit of IFCI vap Bsy 22,3%1 Croreg. In the yoar 1684.85
IFCIts roserves agreegoted fs, 114,32 Grores, These
execeeded the waid up Capital of IFCI by 25,79,32 Crores,
which have boen thilised for granting financial assistonce,
This should in the long run, prove +o be & viial source’
of finance for 1‘“‘!‘1?.’ Here lies the role which the devew:
lopment Danks can play in generating saﬁngf;s from their
gpevations and utiligding the seme for capital, formpation

in the country.

4.6 Tobal Resources

Potel resources of IFCI have increased with the
increasing masnitude of its opevations, 45 on the 30%h
June, $985, IF0I's total resources {Rupeces and TForeign
eurrency both) aggregated ks, 2479.90 Crorves comprising
shore capital ( %, 35,00 Cr,) bonds (&, 1212,81 Croves),
Loans from Government (R, 119.33 Chores), and Losns in
Poreisn currency from Poreism credid Institutions
(ésa. 183.56 Crs ,,)4 The following Pable V shows the percen;

34
tege of each source of funds,

From thig Table ¥V IPCI's relisnce on ngrked

borrovings 1s clear,
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TARLE N0, V
Sources of Punds 1948. 85.

Sources Total Funds S2479 90 Percentage
ol to botal

Share Capital 1.9 %
Internal Generaokion . 9.4 %
Recoveries 22,3 %
Borrovings from Market 49,5 %
Borrowings from Government

and IDBI , 10.0 %
Poreign Credits | 5.8 %

Hxbternal Commercial
borrovings 1.6 %

Source = 37th Annual Repord of IFCT 1984.85,

4.7

Honagement of IFCI

*

ITCI is managed by a Board of Dirsctors which is
agsisted in the discharge of ite functions by the Central

Comnittee, Advisory Committees, Officers and Staff mevbers,

Board of Directors:

Hanagement of IFCT is entrusted %o a Board of
Directors which excerciges all its powers, It is provided
in IFCI Aet iiself that in discharging the dutles, the
Beerd will be guided by the principles of sound business

managFement and shall have due regard for the Interests of

industry, commerce and the general gubiic. Purther IFCI

Lok provides thet IDBI and the Central CGovernment will have
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the power to issue instructions on matbers of policy to and
make rules for IFCI, The Central Govermment hes Haken
advantoge of this clansge and josned direciives te IFC

on different occasions, putting forth the principles it
wishes the corporation 4o follow, There must sweeping
powers may be considered justified by the Government bhecavse
of its mubstantial contribution to IFCI's rescurces buk
wlegs hondled delicately by very expert hands, they may
regult in the curtailment of IFCI's sutbnomy, lack of
initiative and lmpractical approach to various problems of
development banking, prerequisites for the management t:hera;is
of differ from the gqualifications of a bureaucrat, It 1a
2leo stated in IFC Act that if IFC does not zbide by the
instructions given to it by IDBI, the Central Covernment
will have the power to supersede IFCI's Board of Directors
the acht of the Government will not be chellengesble in

any court of law.

The Board of Directors of IFCI consists of 13 members
One Chairman ond 12 Diresctors, OChrieman is & vholetime
official and is appointed by the Central Government, altob
consulsation with the IDBI (farmerly it is used %o bo the
RBI)., His term of office is 3 years co. until his
snccegsor is appointed. The Chairmen can be removed at any
time by the Government, The most imporésnt thing in thig
respoct is that the person sppointed by the Government as
Chairmen of IPCI should nob merely be a burecancrat ora
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‘%méﬂcez’. He should olso postess soumd imowledge of the
techngues of and the approaches to development banking,

Qut of the remaining 12 Direciors, four are nominakod
by IIBI., It bas been the practice of IDBI 4o hove three
outside nomineces, three being erperts in the avren of
indugtryy 1abouz’:réesaami&si The forth nominee is the
General Manager of the TIBI, which holds 50% of IFCIS ghare
capital, two by tha Central Government, two by the scheduw
led bankse, buo by the cooperative benks and the remining
two by the other Finsncisl Inebitubtlons like Insursnce
Companies, investment trusks etc, Thus seven ocub of the
total of thirteen members { the mejority) of +the Bomxd of
Dirsetors are nominated by the Central Government and
IDBI jointly, This 18 one of the major fectors which have
ingfhenced the operatiomal sfagesy of IFCI, The Directors,
Other than those nominated by IIBI snd the Central Govorne

ment hold office for a 4term of four yaaré.

Central Committoes
Bsfore 1955, the IFCT had an Excoutive Commitiee, the

fonction vhereof was 4o apaist the Board of Dirvectors, in
genersl superintendence and direction of the vorik of the
Corporation, IFCI BEnquiry Commithtee found thet the Boerd
of Direchor was not +taking due inbterest in administrative
matters {inclvl@ing the grant of losns) and the then
nanszing Divector and the Execubive Commitiee were having
full vesponslbilities in this regavd. The Boavrd was found

to hove given no dircetions except the ‘General Regulations!



4.9

- 54
regarding the maymer in which aceomodation grented by
I¥CI could be gecured. As an albernative, the Conmnittee
gugsested the svbstitution of the Executive Committoe by
a Loan Commithee. Thé Governmendt has, by an amendment to
IFCI Acty replaced the Bmpeubive Committee, by a Central
Committoe which consistz of the Chairman, two directors
@lected by the nominated Divectors and dwo Dirsctors
elected by the slected Divectors( the Diresctors elected by
the Sharsholders of IFCI other than IDRI) The Central
Committee 18 the mein orgen which in practice tronsacts
the entire business of the Corporation the Board being a
body for providing ususlly the Formal Asmertt, Subject %o
such general and gpeclal directions whick are given from
time t0 time by ithe Board, the Contral Commities can
den) with any mebier within ;a the campetonkee of IFCI,
It conduchks ite meetings abt important indusitrisl/business
centres of the country like Bombay,Calcubins Delhi mmd
Madras for a ¢loser 4ouch with the industrisl anmd business
inberests,

Advisory Comnitteess

Advisory Commitiecs have a special role 4o play in
ony development bank, For any such institution it becomes
almosh impossible to have on its regular pald staff 211
the experts of aill the byanches. It therefore hocomes
necossary for it to take the benefit of such experts on

an adhoe basic. With this end in view Advigory Commidteans
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are constituted, The TPCY has also standing sdvisory
Committess Tor six major groups of industries, these
heing roconstituted from time 4o time, Before an a.p‘pli;.
eatlon for finenelel assictence is placed before the
Central f.‘:efamm%ea it ip ersmined and digcussed by the
Advisory Comilttee conceyned, The Chairmen of the IPCI
ia the exwofficio Chaivian of the Advicory Committocm,
which besides a Tow Directors of the (orporation,
include oubside Bxperts, besides officers of the Govorne
ment, mogtly from the DOPD, This yrovides the Corporstion
with an opportunity to know the honest views of disponw
psionate poople on the projects faken up by it, This
also avelds washage of the time of the Cenmbral Committee/

ord of Directors, |

It is critisized that the decisions of these commitiees

are largely influnenced by the thimking of the Government
reopresentativesy thus diminishing the scope for a &evelo;a;
ment bank +o tske an independent viewy in respect of
projeets which might have been given an industrisl lieence
and other permiis by the Central Government end 4fficial
agonties, Another defect of the system of standing
Advisory Conmittees is the possibility of at least some of
the memberg being infiuenced 30 support particulsr project
In this regard the adhoe committee approach of the INBI
i better, However in view of thu fres that the IFCI deals
with a large nunber of projecks, the adhoe Comulttee

ap roach may be difficult £0 adoph..Probebly there ig no
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albornative 4o the Advizory Commitbes Syston, One reform
that could be conpidered is %o have a non official ag the
Chairman of each of the Advisory Commitiees rather than
$he IPCI's Chairman,

Officerg and Stef? mepberss
Por 1to dey to day work, IFCI has required a large

number of officers and shaff megbera, 1% is of utnost
Importence hers that the officers and the Staf? should be
Yraingd in industrisl finenes and thelir tralning ghould be
development banking oriented, It ig hardly of any use to
heve many exporis of short term moriey market in o develop.
nont bank, Arrangement should slso be mede for providing
training /refresher courses 4o the officers and membors of
the gteff in collzborstion with the Universities, meonggenont
instituten,; development banks, etc. In przciice, these
officers constitute., The pivot of the Corporation, hence
they should be of high moral =nd academie qualitiesc

Functions of IFCY
In $erms of the preamble to IFCI Act, 1948, IFCI has

boen eshablished for the purpeose of ., making medium and
leng term coredits. more readily aveilable to industrial
concerng in Indis, perticularly in circumghsnces vhere

normal ‘t’\tam}cing accomodation is inaporopriate™ IFCT has been

_gesiqned the role of marginal. development bank i,e. on

institubion which would appear on the scene with ite

finoncinl assistonce only vwhen such finoncisl asssistance
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1s not readily forthcoming on reasonable termg from
other gourcss,

While spesking at the Delhi School o? Beononics,
Delhi, Ilate Lals Sir 'Shri! Ram, the first Chairman of
IFCT mode 1% amply clear that .. ™ the object of the
‘Corporation is not going %o be limited to providing
financial e4d alone, The Gdrporation.should provide best
popgible tochnical end manageriel sdvice no% only %o the
induatriel concerns in which it would take an interest
but also o others, especially to those which coulf not
afford 1% on their own,.. In the discherge of Tunchions
entrusted to it, the Corporstion would be gulded by the
idea of Pfurthering the national interest end it Llooks
forvard to being able to make a practical contribution
tovards promoting the industrigiisetion of the eﬁﬂatry

and the economic well being of thé peorle ™,

I wFCT has limited the operational area to large
seale industrial concerng only, The small scgle indusirisl
units have been debarred, Similarly IFCI does not provide
financicl asgistance for proprietory industrial concéras

or Tirms or privete limited compgnies,

A8 o mahter of feet it is the teorm *ITndustrial
concern®™ (nentioned in IFCI Act) which determines the
operational area of IFCEYI, According $o gection 2{c) of
IFCT Act Industrisl coneern means any public ilimited

eompeny or cooperebive socilety intorporated by a Central
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Act or anAct of the legislature of a Sta%e or under any
law for the time being in force and registeored in India
{which is engaged or is %0 be engaged) in the manufacture
or processing of goeds { or in shipping) or in mining{ or
in hotel industry) o in the generation or distribution of

electricity or any other form of pover,™

The objects and scope of IFCI will have to underge
congtant chenges with the chonzing cconomicy industriszl,

aocial, cultural, =nd technologliesl climates,

The development banke in the developing countries like
India have to adopt their lending stratesy and chjectives

towards realisation of the followlng ohjectivesn,

1) Redistribution of income mnd of productive ssseds,

ii) Self reliesnce  1ii) Socigl justice iv) Prevention of
concentration of economi¢ power V) regianélly balanced
growth and v) promoticn of a class of new and technician

entreproneurs,

Econonmie growth with more or less simuliencous and

just distribution of iis benefits 1s the primary cobjoctive,

The Bocial objectives of the country have %o be turned
Anto performance areas snd within the territory of theirv
statutes The Gevelopment banks have o definé their
shjectives in a moumer So as to serve these socizl
objectives. Translated Anto blve print for achion,

ecriberia Tor +he allocabtion of assistonce, they deline
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priorities for assistance by the development banks, Today

the priority aress in the country aresw

i) Projects coming up in the smgll aéale sem‘:or;

ii) Projects coming up 12'1 the hé.cirsz@rd resiong, |

31ii) Projects promoied by new and tacfmiciazz antreprencurs.

iv) ©Projects producing goods of mass consumption and

v) Projects in the nature of expert promoting and impord
substituding indughbriad) units, ’

In additien +0 these, what mey be called long term
priorities the developmend banks have also to work with
ghort term prioritises by sdophing +heir lernding stratezy
of chenging circumstances so 23 not to create inflotionery
conditions,s o not 0 creste idle eapacity in certein
sechors where demend i¢ slack or critical raw maberials or
utilities are not easily aveilable or not s create
gltunticn of chortsges oF glunts of ceriain commodities at
some futvre dates, The flow of dpmend end sup+ly have to
be rogulatad so as not 50 crente an imbalence bebveen the
tvo in present as well as in future, The Pinepclal
institutions have an lmportant role tc play here aince
they deal with future projoctions and have 4o %oke macro
viev of the economy, vhich an assigtance seeking enfraprew
nour may lack, Thig is very ensentlzl becavse projects
are indivisible,are vrofitcble only ab certain level of
cepaclty ubtilisation, and therefore, production can increase
only in gpurts, IBvery atitempt therefore has t6 be meie to

vegulate supply ( ard gubse o%zent cloimg on ray nad ariols)
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by phesing out assistance, and 1f necessary by eeriailing

[
sasistance o coertaln sochbors for o short time,

Funciiong: The corporation is authorised o carry on and
trgnsact the following bueiness,

1) Grant of Loamng ~ The most important snd sither
to popular function of IFCI has bheéen the grant of Loaus
and advences to indusirial concerns, The maximum period
for which IPCI can grant lsen i 28 years. Joong arve
provided by IFCT in both the currencies Rupee and
Forelegn exchange, IFCI do2s not pravide loans for Fintne
cing exclusively the working capitsl requirements of the
indugtriel concerns but whemever working capital requirce
ments form a part of the cost of the project placedbefors
it, TFCY entergins the application, IFCI does nod provide
rupee spsistance for sumg b8low M, 10 lakhe except in the
cases of ‘over-run! FThe maxinum amount of assistnrnee vhich
can be provided to any single borrower without the pricr
approval of ITBI is B, 2/« Crores, The intentions behind
the floor limit are the aveidauce of compotition with

S¥C 1y, operational convenience, concentration on relatively
large mized wmids ete, The celling is relaxsble in actual
practice, it would not bake long for IFC Lo obfain ITBI
Ciearance for crossing the ceiling because of the wvery
eloge ties between the two banks,

2) Guaranteeing: Another important funetion of IFCI is

to provide gusrenhess in respect of the contocts entered

ins by tho industrial concerns,fuarantees oy be provided
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by IFCI in different forms viz, in respect of 1) Loang
ralsed in the public market, 1i) Borrowings from the
banks, 141) Deferred payments » Domestic, iv) Deferred

payments Bxternaly end v) Loans raised abroad,

IFCI is empowered to provide suarsntecs in respech
of the Imans vaised by industrisl concerms in the publie
market provided the period, of the loans 90 raised does
not exceed twentyfive years. Thig provision hag been made
on the ‘'one hand 4o induee industrial concerns to borvow
in the public market and on the other hand to encdurage a‘.
investors to invest more freely.@uamntee by an institution
like I¥CI & gn all India Development Bank, shoulid induce

the investors.,

411 IFCI (Amendment) Achk, 1960 came into force,IPCI
had mo power fo provide guarantees in respect of the loens
raisefl by industrlal concerns from banks (Commercial benks
and shate Cooperative banks) Thisg amendment heg conferred
such g power upon IFCI, This i8 @ very good technigueq
of stimulating the flow of bank Tinance 4o indusiry, A
margingl development bank like IFCI, should not, 2g far ag
possible, geek to provide assistance, to the industrial
concerns out of 1ite own resources, it8 successg would be
judced by the smownt/guality of assishtance it is able %o
Ainspire the existing finsncial institutions to furmish %o
‘industry, Buch is the role offeatalytic! sgent, Prior
to the gboVe mentioned amendment, IFCT itself had ¢ ;\ é*\
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provide short derm Pinance to industriel concerns in
cerbain caoses, though 1t 18 not the funchion of IPCI 4o
indulge in short periecd finance,

The corporation can gusrantee deferrved payments, due
Prom any induebtrial concern in comnection with itn
importo of capital goods from forelgn countries. The
stipulation in this respect is that prior approval of the
Cemtral Government should bé +tsken by IFCI before 1% issyes
any such guerantee, Such an gpproval is ugually furnished
by the government gquickly, This function was assigned to
THECI In 1957 by ah awendment t0 the IFCI Act in view of +he
chronic Forelem exchsnge chorboge with which the counbry
was confronted, The foreipn exchange position ghill
continuves to be slarvming, In the abeence of such guarantees,
deferrad payment Lacilities are normally not oxbtended by
the foreisn exporters which makes the posifion of the

importers enbroseivng.

To sncourcge deferred payment facllities in comnection
with the domestic purchasss of capliel goodd, IFPUT was
empovered in §960. This would not only save, %o some
extent , valuable forelgn exchange bubd also sbinmulabe domesthic

production of capitel goods,

Power hag also been vested in IPCI, by the 1960
amendmont to IFCI Ack to guarantee the loans rvaised by

the industrinl concerns from bars/financisl institubions



n63n

gbroad , Here 2lso rriocr governmment anprovel 18 requived,
This would shinute the flow of foreign assistomee, from
financial inshitubions abrond begauae mostly they insist
on such gusrantees. This foelliby would also be helpful
to the *Indian entreprenecurs if and vhen some foreign
lending sgenoy ig willing %o lend directly 1;9‘ the mztm;-

preneur on the basis of this iype of 2 gusrantes,

3} Undewr writing ¢« IFCT hes also the right bo underwrite

+the issues of giockg, shares bonds or debentures by the

indugtrial concsrng, Bub axy ghocks shares, bonds or
debendures zcquired by IF0I y In discherge of ita unaar;
writing obligsotions can be retained by it as pert of its
aosets for o poried of 7 years only., "o retein the secturie
ties beyond %hié 1imit, senchion of IDBI has o be cbtained,
In viev of the right of S!;b scription to industrisl serzu;
rities conferred upon IFCI in 1960, the time limit has

lost ite e:?.g;niﬁcmme.‘

Direct Subscrintions
For long since its inception in 1948, IFCT had nok

pover to subscribe directly to the share capitsl of :?.mius-a-
trial concerns,. Iﬁr vas in reeponse to the repeanted repre«
gembations/requests made in the metier by different

aceneins ; that the IPCI (Amendment )Act, 1960 empovered the
Corporation o subseribe directly 4o the shars capital of

indupirics,



Provision of Advice:

IFCI is authorised t0 perform an importent developw
nenbal Tunction, viz,; provisicn of technical, menagerisl
ond aﬁm;nistrative: advice/ruidance to industrial concerns
On many occaslong expertlse prove more helpful than finance,
Due to the wmderdeveloped state of entrepreneursship in’

India, this function of IFCI sssumes special significane,

Other Punctions:

The most importent functlon in this category is that
pf IFCT soting a8 ah agent of +he Ceniral Government or (
(xith 138 mpproval) of the World bank in vespecs of their
fealings with an indusirial concerns in the form of srant
of Tioan and /oy subscription to debentures, Thidis to
facilitote the World Bank Government financing of industry -
in Indin, ITCI is also avthoriged to do all such things
vhich are related to its ebove mentioned functions the
provigion being sn enabling clauwse, IFCI by sn amendment
in IPCY fck, iz suthorised to acquive { with the approval
of IDBI) the control of the other development banks in
India, ‘

In thig Chapter Financial resources of IFCT and the
sources of ralsing finsnces from verioug sgoncies have
been sivdied. Some importent Tindings are IFCI ig not
depending on Ceniral Governnend for Loen purposes and at
the same time it is relying on merked borrovings. The

exbent of finonelal assistance given by IFCI to various
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sectora, industries will depend on the exbent of finsncial
regources raised by IFCI, It is found the needs of growing
Industrinlioation and efforta of IFCI to supply the
financhks according 40 needs, are keeping pace wigh each
other, Similarly the organisation and mensgenent nepects
have been highlighted,
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