
U 51 //

CHAPTER
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4. INTRODUCTION s

As a result of the deliberate and purposive effort 

made by the government a fairly wide network of financial 

institutions, had emerged in India, Prior to the setting, 

up of the Industrial Development Bank of India ( ID3I ), 

to cater to the requirements of terra-finance of the 

industrial sector. This institutional framework had, 

indeed, served, with a fair degree of success to meet the 

growing needs of the expanding industrial sector. The 

totality of its contribution, however, was not adequate 

interras of the magnitude as well as the range and pattern 

of financing; for rapid diversified growth. The existing 

frame work lacked an effective mechanism to coordinate 

and intergr^te the functioning of the diverse institution 

in the field. Thus, there was need for a co-ordnating 

machinery which could establish working relationship 

with other financial institutions and build up a pattern 

cf inter-institutional co-cperation that can facilitate 

the evolution of a rational and cohesive structure of
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financial institution, adapted to the changing needs of 

emerging industrial structure with its growing complexity 

of inter relationships. Further, a central development 

institution was essential to provide dynamic leadership in 

the task of promoting a widely-diffused and diversified, 
yet, viable, process of industrialisation.1*-

It was against the back-ground of this rutionale 

that the IDBi was set up in July 1964. It was a wholly 

owned subsidiary of the reserve bank, and as an apex 

agency in.the field of Development finance. It was to 

be both a financial institution and a development agency. 

This chapter deals with the resources of IDBI.

4.1 SI§QU§9I§-0F_I1D131I. :

The rapidly growing operations of the IDBI have 

not been correspondingly met with generation of internal 

resources. Reliance on external resources has been 

increasing over the years. Borrowings from the RBI and 

from market continue to be important sources of the IDBI 

in addition to repayment by assisted companies. The cUnul- 

ative resources of the IDBI since its inception in July 

1964 upto the end of June 1977 arrgegated Rs. 2,090.9

crores.
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IDBI's financi&l resources may consist of

i) Capital-

ii) Market Borrowings.

iii) Reserves and Reserve Fund.

iv) Borrowings from Reserve Bank.

v) Borrowings from government of India.

vi) Deposits from companies.

vii) Borrowing, in Foreign currencies.

viii) Development Assistant Fund.

ix) Other sources-gifts, grants, donations.

Sales of investment, receipt of interest and

commission.

4.2 CAPITAL :
t

The authorised capital of the IDBI is Rs. 100 

crores which can be increased tc Rs. 200 crores by 

the government of India. Before its delinking from 

the Reserve Bank of India, its authorised capital was 

Rs. 5° crores. The paid up capital of the IDLU as of 

June end 1977 was Rs. 40 crores. In terms of the public 

Financial Institutions laws ( Amendment ) Act, 1975 

the share capital of the I DU has been transferred 

from the RBI to the Government of India and it has 

become a government-owned autonomous institution-with 

an outstanding amount of Rs. 50 crores, the paid up 

capital of the IDBI at the end of 30 June 1977 const­

ituted 2.4 per cent of its cumulative assistance.
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During the year, 1985-86, Government subscribed 
a further amount of Rs. 30 crores to the share capital 
of IDBI increasing the paid-up capital to Rs. 445 
crores as at the end of June 1986. The authorised 
capital of the Bank stood at Rs. 500 crores. A bill 
amending IDBI Act has just been passed by parliament 
which, inter alia, Provides for enhancement of the 
authorised capital to Rs. 1000 crores the bill authori- 
seds the Government to increase it further to Rs-2,000 
crores by issuing necessary notification. Since, the 
inception of IDBI. i.e. July 1964 to June 1986 tilcrease 

in paid-up capital was Rs. 445 crores.

4*3 ^§KET_BCRRCWilGS :

Industrial Development Bank of India is also 
authorised to raise its financial resources by the issue 
of bonds and debentures, like any other development bank - 
At a request from IDBI, the central Government may 
guarantee the bonds and debentures, issued by the Bank 
as to the repayment cf the principal and the payment 
of interest at the specified rate.

With substantial rise in its operations, IDBI 
has been increasingly relying upon market borrowings, 
particularly after 1971* When the government took
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the decision that IDlil should not depend on it for its 

finance but augment its, resources from market borrow­

ings. The market borrowings of the IDBI are through 

bonds and debentures. The outstanding amount of 

borrowings under this head as on 30 June 1964-65 stood 

at Rs. 753*5 crores and in 1965-66 stood at Rs. 755*0 

crores i.e. 24. per cent and 19*2 percent respectively 

to total resources*

During the year 1985-86, IDBI raised an amount 

of Rs. 755 crors from the market by issue of four series 

of bonds, as against Rs. 753*5 crores during 1984-85*

The issues were made in September 1985 ( for an amount 

of Rs. 253 crores ), December 1985 (Rs. 15^ crores ), 

March 1986 ( Rs. 95 crores ) and June 1986 (Rs.253 

Crores ) . The coupon rate for the first three issues 

(with a maturity period of 13 years ) was 9»75$j this 

was increased to 11$ ( for a maturity period of 15 

years ) for the last issue Market borrowings at this 

level constituted ( 21.9$ ) of the total requirement 

of funds ( excluding closing cash balance ).

Cumulatively up to the end of June 1986, IDBI 

raised Rs. 4285*7 crores by way of market borrowings 

of which bonds for Rs. 136.9 crores were allocated 

for OAF operations. Bonds with face value of Rs.115*4 

crores have been redeemed so far.
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If .If §ISHRVIS_AN$_RESIRVI_1WD :

The industrial Development Bank cf India has 

created three types of reserves, namely (i) Reserve 

Fund (ii) Technical Assistance Fund, and (iii) In­

vestment Reserves.

Technical Assistance Fund was established in 

1977 with the-objective of Providing financial support 

to worth while programmes and activities related to 

IDBI's developmental and promotional role, such as 

conducting techno-economic surveys and other studies 

of interest, organising entrepreneurial development 

programmes and Programmes for upgradation of skills, 

apart from providing direct support, where called for, 

to IDBI's own sponsored Technical censustancy organi­

sation.

As on 30 June, Reserve and Reserve Fund amounted 

to Rs. 328.36 crores and in 1986 it amounted to Rs. 

497*26 crcres.

Table Mo. IV-1 shows the IDBI's Reserve and 

Reserve Fund since 1965 to 1986.

It is seen from the table that every year 

Reserve and reserve Fund has been increased. The 

total amount was Rs. 1,89,461 lakhs.
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The Reserve and reserve fund has been increased 

because the total resources of IBBI have been increased 

considerably, the developmental and promotional acti­

vities of IDEI have increased and therefore, there is 

tremendous spurt in Bank's profit. Out of the profit 

of Rs. 108.1 crores, a sum of Rs. 58.6 crores was tra­

nsferred to Reserve Fund 9 Rs. 42 crores in 1984-85 ) 

and the sum 0/ Rs* 15 crores in the special Reserve 

fund was also transferred to this *und, raising the 

amount in the Fund to Rs. 313*5 crpres as at the end 

of June 1986.
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TABLF_1V-1

§ISFEVF_ANp_>RFSFRVF_FUND_OF-ipBI.

Year Reserves and reserve Fund

(Amount in lakhs of rupees)

1965 81
1966 209
1967 416
1968 • 696
1969 1030
1970 1459
1971 1823
1972 2138
1973 2497
19.74 2945
1975 3221
1976 3630
1977 4215
1978 5237
1979 6010
1980 7980
1981 n.a.
1982 • 17780
1983 22399
1984 27133
1985 32836
1986 45726

Total : 189461
" N.a. = Not available

Source - Complied from IOBI Opertional Statistic 77-78
Complied from I DEL Opertional Statistic 85-86 

I OBI «oo»nt Re part 1974-80
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4.5 BORROWING .FROM .RESERVE .BANK .OF .IK 01A :

Statute of I OBI has been framed in such a way 

that provision has been made for the Bank to borrow 

from the Reserve Bank for all terms. Short, medium 

and long. I DEI Can borrow money from the Reserve bank 

repayable on demand or on the expiry of fixed periods 

not exceeding.90 days from the date of such borrowing. 

Apart from the repayment of past loans, borrowings 

from the RBI have been the second most important main 

source of funds for the IDB1.

The I OBI oorrows from the RBI (i) from the 

National Industrial credit ( long-term operations ) 

Fund NIC ( LTO ) Fund - A limit of Rs. 300 crores for 

1985-86 ( Rs. 260 crores for 198R—85 ) was sanctioned 

by RHL out of the National Industrial Credit (Long 

Term operations ) Fund which was utilised fully by 

10BI .

Besides long term loans of the NIC ( LTO )Fund 

I OBI also avails itself, a temporary short-term borrow­

ing facility from the RBI against the security of 

usance bills rediscounted by I DEI. During the year 

198R-85 IBBI had to resort to such temporary borrow*’: 

ings to the extent of Rs., 72.5 crores. ( 2.3 percent 

of total ). Thus the cumulative IDBI’s borrowing
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from RBI. Since July 1964 to June 1986 from NIC 

( LTO ) Fund was Rs. 2660.9 crores and from against 

lodgement of usance bills was Rs. 661.1 crores.

4.6 BORROWING .FROM .GOVERNMENT .OF .IN DIA

The IDBI can also borrow from the central 

Government. At the time of its inception itself,

IDBI was provided Rs. 10 crores interest-free loan, 

the object were the same as in the case of ICICI viz. 

to enable the Bank to provide cheaper financial assis­

tance as also to assist it to undertake promotional/ 

developmental activities.

This IDBI's borrowings from the government of 

India comprise (i) the interest-free loan amounting 

to Rs. 10 crores granted at the time of its setting 

up. (ii) Other loans, and (iii) against IDA line 

of credit from the world bank. And (iv) seed capital 

assistance. Upto 1969-70 government of India provided 

budgetary support to the IDBI. Since 1970-71 the 

budgetary support has been restricted only to the 

replenishment of funds distributed by the ID-31 under 

the IDA credit and for other specific purposes.

As on 30 June 1985-86, IDBI's borrowing from 

Government of India against IRA/WB credit was Rs. 17*0
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crores ( Rs. 13.0 crores for 1984.85 ) and seed 

capital assistance was Rs. 10.0 crores ( Rs. 5 crores 

for 1984-85 )• Thus the aggregate borrowing since July 

1964 to 1986 was Rs* 612.3 crores.

4.7 DEPOSITS FROM COMPANIES ;

To augment the resources of the IDBI, the govern­

ment of India,* since, 1976, has exempted, under the 

companies Deposits ( Surcharge on income tax ) scheme, 

companies from payment of surcharge on income-tax provi­

ded the companies deposit with the IDBI is an equivalent 

amount repayable after five years. During the 1976-77 

The deposits by the companies with the IDBI totalled 

Rs* 49*9 crores ( .about 2t4 percent of total funds ).

The scheme was however, discontinued with effect from 

April 1978.

In 1985-86, IDBI received Rs. 123.7 crores by 

way deposists from companies under companies under 

companies Deposit ( surcharge on income tax ) scheme 

1985, as against Rs. 125 crores in 1984-85* The scheme 

is being discountnued from fiscal 1986-87. Other 

deposits and borrowings in 1985-86 aggregated Rs. 25 

crores since July 1964 to June 1986, total deposits 

from companies in lieu of surcharge amounted to Rs.402.9

crores.
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4.8 §2522_I§ 255^ .CURRFNC1ES. :

Industrial Development Bank of India can also

borrow from the international and foreign, institutions/

agencies in foreign currencies for the replenishment
*

of its financial resources. In the absence of any fore­

ign currency resources of its own, it is generally 

the endeavour pf IDB1 to help the applicants secure 

the foreign exchange component for the project from 

ICICI.

In July, 1985# a syndicated loan of yen 10 billion 

( of which 5 billion was on tax-spared basis ) was 

raised in the Euro-market. In November 1985> 1D3I swa­

pped rupee funds for US$20 million raised by Housing 

Development Finance corporation Ltd. under the US Agency 

for International Development guarantee programme by 

issuing notes in the US market. A tax-spared syndicated 

Euro-dollar loan of US $ 25 million was arranged in 

January 1986. Immediately thereafter IDBI entered the 

West German capital market with a public bond issueof 

of at 100 million. In February 1986 IDBI arranged for 

US 4> 30 million by way of tax-spared Revolving under 

writing Facility ( KUF ). With these borrowings, IDBI'S 

foreign currency borrowings since inception have 

aggregated to about US ^ 298.3 million.'./IDBI has been
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able to raise external commercial borrowings on very 

fine terms, reflecting high standing of the country and 

of IDBI.

4-9 ® IbOPMEKT _ASS1 STANCE JFUNO :

A distinctive characteristic of the capital structure 
of IDBI is the institution of the Development Assistance
Fund. The Fund was* set up by the Bank in March 1965 and is

«
intended for financing only such projects where due to 

certain reasons (' e.g.extra ordinarily heavy amount of 

investment involved or low anticipated rate of return on 

capital or too long a gestation periods. ) financial assi­

stance is not available to the project from the other 
development banks/financial institutions nor can it be 

provided by IDBI's out of its General Funds ( It is because 

IDBI' General Funds are small looking to the many pressing 
demands on them )•

But still the project has got to be assisted 

because of its vital and strategic role in the economy. 

Instances of such projects may be petro-chemicals, 

fertilisers, cement, heavy machine building, etc. DAF 

is Financed entirely out of the receipts from the central 

Government and it can be used only with its prior approval 

up to 1967. Since inception upto the
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4.10

end of June 1980, I DHL has sanctioned assistance out 

of DAF 0toi2 projects for an aggregate amount of 

Rs. 306.0 crores in the form of direct loans (Rs. 268.2 

crores )under writing assistance (Rs. 30.5 crores ). 

Overseas buyers' credit (Rs. 3*1 crores ) and deferred 

payment guarantees ( Rs. 5*1 crores ) .

During 1985-86, assistance of Rs. 3*5 crores 

was sanctioned to a company and the same was disbursed.

Cumulatively, up to end of June 1986, IDBI san­

ctioned assistance of Rs. 467*2 crores ( Loan Rs.405*5 

crores and underwriting Rs. 61.7 crores ) under DAF to 

13 companies. Total utilisation of assistance out of 

DAF up to the end of June 1986 aggregated Rs. 425*1 

crores ( Loan Rs. 390 crores and underwriting Rs*35*1 

crores )

DAF earned a profit of Rs. 13*8 crores during 

the year 1985-86 ( Rs. 8.5 crores in 1984-85 ) after 

transfer of Rs. 0*3 crore to GF towards expenses of 

administration of DAF. A sum of Rs. 10 crores out of 

profits will be appropriated to the venture capital 

Fund.

OTHER_S0URCFS :

In addition to the sources mentioned above, IDBI
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can also borrow money from other sources viz. loans 

from such other authority, organisation or institution 

in India as may be approved by the central Government 

and>;gifts, grants, donations or benefactions from 

government or others, A sum of Rs. 2097-3 crores ( as 

against Rs. 1598.6 crores in 1984-85 ) was received 

during 1985-86 as repayment of past assistance, receipt 

of interest, discount, commission and sale of investment 

etc. The amount includes a sum of Rs. 24.4 crores rece­

ived from Exi'm bank, this being the fourth instalment 

of the principal and interest under the agreed terms 

for repayment of IOBI dues. Since inception to June 

1986, IDBI's cumulatively other sources were Rs. 2414.3 

crores.

4-11 ^RESOURCES :

Total resources of IDBI have increased with the 

increasing magnitude of the operations. The total 

resources raised by IDBI during 1985-86 (excluding 

opening cash balances ) agreagated Rs. 3588.6 crores 

comprising increase in share capital of Rs. 30 crores,
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total borrowing of Rs. 1461-3 crores and internal 

generation of funds by way of repayment of past 

assistance, receipt of interest, commission and sale 

of investment etc. of Rs. 209 7*3 crores.

Cumulatively total resources of IDBI since July 

1964 to June 1986 amounted to Rs. 18608.2 crores.
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Table No. IV-2 shows the principal sources of 

funds of 1DBI since inception to the end of June 1986. It 

is seen from the table that there is tremendous spurt in 

total resources of IDBI since 1964 to 1986. Cumulatively 

increase in paid up capital since July 1964 to June 1986 

was Rs. 445.0Aborrowing from government of Ilidia aggregated 

to Rs. 612.3 crores borrowing from RBI-from NIC ( LTO ) 

fund was Rs. 2660.9 crores, against lodgement; of usance 

bills amounted Rs. 66.1 crores, borrowing by way of bonds 

and debentures was Rs. 4419.2 crores. Sale of investment 

in shares, debentures of Joint stock companies ( sale 

proceeds ) was Rs. 53*4 crores, Deposits from companies in 

lieu of surcharge was Rs. 402.9 crores and Repayment of 

borrowers totalled to Rs. 6549*2 crores, resources from 

others ( mainly receipt of interest, commission etc. ) 

were Rs. 2414.3 crores, borrowing from investment institution 

was Rs. 120.0 crores, borrowing from other sources was 

Rs* 35*0 crores, and Foreign currency borrowing was Rs.234.9 

crores thus, the total resources were Rs. 18608.2 crores.

It will be observed that repayment of loans 

sanctioned earlier by the IDBI constitutes the largest 

source of funds for the IDBI Rs. 6^49*2 crores ( 35*1 per­

cent ) to IBBI's total sources, and borrowing by way 

bonds and debentures are also of fairly large dimensions 

amounted to' Rs. 4419>2 crores ( 23*2 per cent )
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to I DHL 6 s total sources, bcrrov/ing from Reserve Bank of 

India is on third number amounted to Rs. 3322.0 crores 

( 17.7 per cent ) to IDBI's total sources and others mainly 

receipt of interest and commission stood fourth number 

aggregated to Rs. 24l4.3 crores ( 12.9 per cent ) to 

ID31 total sources.

Thus, there is tremedous spurt in IDBI's sources 

in the last few years.

I DHL' s resources have been increased considerably 

because with the tremendous spurt in the Bank* s operations 

in the last few year, the volume of resources needed it to 

support its multi-faceted activities has also greatly 

expanded. It is a matter of satisfaction that the Bank 

has so far been able to secure the funds needed by it, 

facilitated by the understanding that the Union Government 

and the Reserve Bank have shown in assessing and meeting 

its requirements. Likewise, the large support that the 

commercial banks and investment institutions have been 

extending to Bank's successive bond issues. In particular, 

the Bank received generous support from the life insurance 

corporation.
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