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" Dear Sir, e T W% Y‘IJ,

Declaration of . _i__\{;ci“;mlg__by_SI:xtc/CexiI'.rzll Cooperative Banks

Al present, the State & Central Cooperative Banks declare .dividend'as_;ﬁ‘er the

© Cooperative Societies' Act and Rules framed thereunder, We have recently

¢ | reviewed the position relating {o dividend payout by the SCBs ang DCCBs in the

country during the years 2001{-02 & 2002-03, Key ﬁndrings.of the said review are

. given in Annexyre, - -

¥

gi/ 2 | It is obsér‘\{gg_l wzth concern {hat despite being ‘pointe.d. Out in -the
. lnspection/Audi! Reports, n‘lany banks continue to take u_nréaiised interest 1o the
income head jn Profit & Loss Account,l without making full provision for
equivalent amoun; shawing an incorrect profit ﬂgu're. 'lnsiamCEé have alsg COIA]E to
our Jloiice where the bzmks had left a hu'ge shortfall in provisioning against 'thei::
impaired assets so as to declare profit/dividend, whijch was in violation of the

Prudential guidelines on income recognition and assets classification issued by RE]..

3. You will agree that iy the light of the ongoing financial sector reforms
(with.the increasing need {or strengthening the resources of Cooperative Banks) in

o)

order ta enable them to play their role effectively in dispensation of credit for
agriculture and ryrg development in the present compelitive environmen, there i
a strong need (o augment the resources available wi(h Cooperative Eliﬂnks.
Farther, in wne wig RBI's dircetives, (e Cooperative’ Bank will be subject
MOre stingent noimyy for assers classification in 4 couple of yearg (by 31 Marcl,
2(.1.(.'36)1 and 1o obgerve (o dclinqiﬁ:ncy DS of ©0 dayy (ay agalingl 180 days at

present) for treating a'loan' account ag NEA. This itself may require additional

provisions of their Bye-laws. read with the relevant provisions of the State's
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/impaired assets. as pointed out in the latest [nspection Report of
NABARD,

V)i The bank's net NPAs afler meeting the :eqwrcmuns indicated in items

," (I) 1o (iv) dl)UVE should not be more than 5% of net loans & a_ci_\iggc_g_es

———

outstanding as an 31 March of the telated year.

vi) Though, minimum Capital to Risk Weighted Asséts Ratio (CRAR) is
not prescribed for Cooperative Banks so far, it is desirable that to start

with, the minimum CRAR of 5% be fixed by the RCS for the purpose

of dvcldrmb the dividend.

B, Quantum of ledend Pavable

Banks which comply with the above ehglbihty crltu‘}a may be pcrmltted to

declare dividend subject f'urther to the followmg

Vf{- The dividend navout eatio should not exceed 20%. Dividend payout -

ratio is calculated as a percentage of 'dlwdend payab!e ina year to 'net’
profit during the year', '

i) The ploposed dividend should be payable out of lhe current” yt,ars

r

profit,

ii1) In case 1he profit for the relevant period includes any extraordmary |
proﬁts/mcome the payout ratio shali be computed nfter ifter excluding such
evlraordmary items for nwlconm&, tomphance w1th the piudenual latxo
cetling of 20%,

" iv) The accounts statemcnts pertaining to the ﬁnancnal -year for which the
bank is declarmg a dividend should be free of any quahﬁcatnons by the
statutory auditors, which have an adverse bearing on the profit duting
that year. In case of any qualification to that effect, the net profit should
be suitably adjusted while computing ‘the dividend payout ratio.
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