RAJYA SABHA
Tuesday, the 14th July, 2009/23 Asadha, 1931 (Saka)

The House met at eleven of the clock,
MR. CHAIRMANM in the Chair.

ORAL ANSWERS TO QUESTIONS
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Deep discount bond of IDBI

%141, SHRI SATYAVRAT CHATURVEDI:
SHRI MOTILAL VORA:

Will the Minister of FINANCE be pleased to state:

(a) whether Industrial Development Bank of India (IDBI) had launched a deep discount
bond (Series-1) in 1992 and the rate per bond was fixed at Rs. 2700/-;

(b) whether it is a fact that while selling these saving bonds to the investors it was assured
that after 31 March, 201/ investors will be paid rupees one lakh per bond but no interest is being
paid to bond holders since 31 March, 2002;

(c) whether the bank has been deducting income tax from bond holders on interest
amount exceeding Rs. 2500/ -; and

(d) if s0, the steps being taken by Government to save the interests of bond holders?

THE MINISTER OF FINANCE (SHRI PRANAB MUKHERJEE): (a) to (d) A statement is laid
on the Table of the House.

Statemenf

(a) and () Yes, Sir. In January, 1992 the erstwhile Industrial Development Bank of India
(IDBI) had issued Deep Discount Bond (Series-1) with face value of Rs. 1lakh at an issue price of
Rs.2,700 per bond with a maturity period of 25 years from the date of allotment. These Bonds
were allotted on 31st March 1992, As per the terms of the issue, the investors had the option to
withdraw and the IDBI had the option to redeem the bond at the end of every 5 vears from the
date of allotment at the deemed face value of these bonds prescribed at the time of the public

TOriginal notice of the question was received in Hindi.
T1The question was actually asked on the floor of the House by Shri Motilal Vora.



issue itself. The face value of Rs. 1lakh was pavahle only if the investor or the IDBI did not exercise
the option to withdraw/redeem the bonds, as the case may be, during the total maturity period of
25 years. Theseterms were specified in the Offer Document dated 15th January 1992 issued by the
IDBI while making public offer of these bonds, and was also printed on the face of the Bond
Certificate. As the IDBI exercised the call option at the end of 10 years from the date of allotment,
as per the terms of the Offer Document, no interest is payable on these bonds for the period
beyond 31st March, 2002.

(c) In terms of section 193 of the Income-tax Act, 1061, tax is required to be deducted at
source in case interest income exceeds Rs.2,500/- during the financial year. IDBI Bank is
accordingly deducting tax at source at applicable rates from interest income exceeding
Rs.2,500/ - during a financial vear in case of bondholders who have not submitted declaration in
Form 15G/H and/or Certificate u/s 1974 of the Act.

(d) IDBI has redeemed the bonds in accordance with the terms of Offer Document and has
made attempts to inform the bondholders to submit the bond certificates for redemption of the
bonds. IDBI has already paid redemption proceeds to around 90%%6 of the bondholders. However,
IDBI has not been able to pay the proceeds to the remaining bondholders because of non-receipt
of discharged bond certificates from some of the bondholders in spite of individual notices and
repeated advertisements in the newspapers about redemption of these bonds. In order to make
further attempt in reaching the bondholders who have not vet submitted the certificates, the IDBI

has issued fresh intimations to such bondholders as late as in April, 2000,
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SHRI PRANAB MUKHERJEE: Sir, | have already stated the factual position. Yes, the IDBI
issued this Bond from 31st March 1992, The terms and conditions were laid down. The minimum
requirement was that one has to buy at least one Bond of Rs.2,700 with the prevailing rate of
interest at that point in time. Another was that if somebody buys a Bond, after the maturity period
of 25 years, in 2017, they will get Rs. one lakh per Bond of Rs.2,700. But even when
this offer was made, there were conditions for either of the parties, namely, the bondholders and
the IDBI. The bondholders will have the right to withdraw at the interval of every five years and the
IDBI will have the right of redemption/call option at the end of every five-year period.
And when it will be withdrawn at the end of five years or it will be redeemed at the end of five years,
each bondholder will be paid according to the deemed face value of the Bond on that day. These

were the terms and conditions which were laid down very clearly at the time of the offer.

So far as the number of such Bonds is concerned, about 11 lakh bondholders were there.

After ten years, it was found that interest rate variations were substantially changing. Then the



IDBI also wanted to  redeem it. At the end of the tenth vear, that means year 2002, a substantial
number of bondholders were paid back the money. | am told that about 11 lakh were original

subscribers and about ten lakh claims have already been settled.

SHRIMOTILAL VORA: Sir, | am satisfied with the answer given by the hon. Finance Minister.
But I would like to know this from the hon. Minister. The bondholders were given the assurance
that after the maturity period of 25 vears, they would be paid Rs. one lakh. The bank has used the
call option and now it is paying Rs.12,000 to the bondholders.

| understand that Q0 per cent of the bondholders have been paid the money. But the ten per
cent of bondholders have not been paid on time. MNor have they been given the interest on it. They

have only given Rs.12,000.

| would request the hon. Finance Minister to kindly enquire into the fact how the bank
authorities have used the call option after five years. There is no doubt that there was an
agreement in the Bond that the bondholders can withdraw and bank can also use the call option.
But, Sir, only Rs.12,000 have been paid to them. Mo interest was paid on it. On the other hand,
they are charging income tax on it from the bondholders. | would request the hon. Finance
Minister to enguire into the fact and the bondholders, who have not been paid the money due to

them, should be paid the money immediately.

SHRI PRANAB MUKHERJEE : Sir, even as late as April this year, the remaining around one
lakh bond-holders have been intimated by the IDBI to come and collect their deemed value at the
end of the tenth vear, that is, 2002 which will be Rs.12,000. Now, as the hon. Member is aware,
IDBI has also transformed its character. From a financial lending developmental institution, now, it
has converted itself into a commercial bank. Earlier there was no question of paying interest. But,
as it has transformed itself into a commercial bank, now, the Reserve Bank has instructed that
those who have not yet withdrawn their money or those whose money has not yet heen paid,
should be paid at the rate of savings interest, that is, 3.5 per cent. So, now those who have not

received back their money will be entitled to interest.

SHRI D. RAJA: Sir, when the Industrial Development Bank of India was established, the role
assigned to it was development finance. Over the vears, | find, there are attempts to change the
role of IDBI. It is being encouraged to function as a commercial bank and not as a development
finance bank. Sir, tomorrow, there is going to be a strike in IDBI. |would like to know: YWhat is the
response of the Government to restore the role of IDBI as development finance bank ? Yhat is the

response of the Government to the strike?

SHRIPRANAB MUKHERJEE : Sir, so many institutions change and transform their character
with the passage of time. It has not happened today. This transformation took place on

1.10.2004. Therefore, almost five years have passed when they had transformed themselves



from the development financing to commercial banking. There is no dearth of developmental
financing. There are other institutions to meet the requirements. So far as the strike is concerned,
| am not in the management of the IDBI. There are so many financial institutions and organisations.
Sometimes, there are disputes between the employees and the employer. They settle these

disputes through their own mechanism. That is their job.

DR. K. MALAISAMY : Mr. Chairman, Sir, | am asking a very fundamental question. VWhat is
the basic objective of this deep discount bond issued by IDBI? To what extent, this objective has
been achieved? Whether it is to the advantage of the bond-holder or to the advantage of the
bank.

SHRIPRANAB MUKHERJEE : Sir, the basic fundamental objective is to collect money. These
bonds were issued in 1992 in the financial situation prevailing at that point of time. Simply if you ask
the public to deposit money in a bond, they are not going to do it unless this becomes attractive.
S0, Sir, it will have to be that interests of both the bond purchasers and the bond givers are being
provided for.

Irregularities in SSA

*142. SHRI SYED AZEEZ PASHA: Will the Minister of HUMAN RESOURCE DEVELOPMENT
be pleased to state:

(a) whether Government has received complaints regarding misuse of funds and other
irregularities in Sarva Shiksha Abhivan (SSA):

(b) if s0, the details thereof during the last three years, State-wise;

(c) the number of officers against whom action has been taken for their involvement in the
said cases, State-wise; and

(d) the steps taken or proposed to be taken to check such cases in future?

THE MINISTER OF HUMAN RESOURCE DEVELOPMENT (SHRIKAPIL SIBAL): (a) to (d) A

statement is laid on the table of the house.
Statement

(a)to (d) The performance Audit report on Sarva Shiksha Abhiyan for the period 2001-02 to
2004-05, submitted by the Comptroller and Auditor General of India in August 2006, indicates that
an amount of Rs. 53 crores can be classified as expenditure not covered under the SSA
guidelines.

In addition, reports from States have indicated instances of financial irregularities. Andhra
Pradesh reported an embezzlement of Rs.14.98 crores under DPEP/SSA accounts in 2006-07.
An FIR was lodged and the State CID investigated the matter. The State Government suspended
three accounts officials and transferred another three out of the State Project Office of SSA. In
Haryana (2005-2007), 11 officials involved in financial irregularities have been proceeded against
wherein services of two officials have been terminated. In Karnataka, action has been taken
against 21 officials and an amount of Rs.8.58 lakhs recovered from them. In ‘Vest Bengal an





