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Al present, the State & Central Cooperative Banks declare dividend as per the \gb
provisions of their Bye-laws read with the relevant provisions of the State's
Cooperative Societies' Act and Rules framed thereunder, We lizive recently
reviewed the position relatiﬁg to dividend payout by the SCBs and DCCBs in the
country during the years 2001-02 & 2002-03. Key findings of (he suid review gre

»

given in Annexure,
d .

5 /Q/ o T obscr'v”c}._cl ‘w;'t_h:__c:onge_rn that despite being vpoimed out in the
k’< - @ . Inspection/Audit Reports, many banks continye to take unrealised interest 1o the
’ income head jn Profit & Loss Account, without making full provision for
equivalent amount showing an incorrect profit figure. Instances have also come to
our notice where the banks had left a huge shartfall in Provisioning against their
impaired assets so as to declare profit/dividend, which was in violation of the

prudential guidelines on income recogunition and assets classification issued by RE]..

3. You will agree that i the light of the ongoing financial sector reforms

(with the increasing need for s.ix‘engtheMﬂg the resources of Cooperative Banks) in

order to enable them to play their role effectively in dispensation of credit for

0 - agriculture and ryral development in the present coinpetitive environmeny, there 13
\ a strong need (o augment the resources availablé wih Cooperative Banks
Furtbior in ne wigy RBI'S dircetives, (e Cooperative Banks will be stbject o

MOore stiingent normyg [or assets classification iy a couple of yearg (by 31 Merel,

2000), and 1o observe (he dclinq{wncy narms of o days (ay againgt 180 days af

) present) for treating a loan accoun as NFA. This itseif may require additiona]
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- resources towards provision against NPAs, apart from getting Jue preparedness

with effective systems and policies in place.

4. Keeping in view the above situation, it is felt that specific prudential and
objective criteria be evolved and applied on an urgent basis, before declaring

dividend by Cooperative Banks. As a first step in this direction, the basis_for

payment of dividend by Cooperative Banks should now shift from_quantum

of dividend to Dividend Payout Ratio. i.e., percentage of dividend payable jn

a_year to the net profit earned during that year. In this connection, we

recommend that the following criteria and norms be applied by you, for
observance by the Cooperative Banks desirous of declaring the dividend in your

State, before implementing ttie same,

A.  Eligibility criteria for declaration of dividend by SCBs/DCCBs :

i) The banks with accumulated 15sses should not declare any dividend
from current profit, if any. Dividend should be declared out of net

v profit, i.e, only after making full provisions aﬁdl making appropriation
of profit towards statutory and other reserves, provisions, etc.. as
requ‘ired under the Cooperative Societies Act/Rules.

i1)  The bank should have complied with the s_tétutory requirements relating

/ to cash reserve and statutory liquidity ratio, provision towards Bad
Debt Reserves, investment fluctuation reserveé, etc., as required under
the relevant Acts.

) iii) The bank should have made full provisions in compliance with

guidelines on prudential norms issued by RBI/NABARD against their

/ilnpaired assets as well as towards -other statutory liabilitics in respect
of staff retirement benefits, Payment of.Gratuity/Bonus Act (wherever
applicable), etc.

iv)  The bank should have rectified all the shortcomings relating to assets

Z @
\/classiﬁcation, income recognition and shortfall in provision against
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/impaired assets as pointed out in the latest Inspection Report of

NABARD.

v)y o The bank's net NPAs aller meeting the requirements indicated in items

vi)

! : whe o A ‘ 0 .
(1) to (iv) above should not lwore than 5% of net loans &_Mes

outstanding as on 31 March of the related year.

Though, minimum Capital to Risk Weighted Assets Ratio (CRAR) is

hot 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 declaring the dividend.

3. Quantum of Dividend Payable

Banks which comply with the above eligibility criteria may be permitted to

declare dividend subject further to the following :

\/{{ The dividend Davout ratio should not exceed 20%. Dividend payout

i)

Hi)

ratio is calculated as a percentage of 'dividend payable in a year' to net
profit during the year', , . |
The proposed dividend should be‘payable out of the current year's
profit, | ' | ._ '
In case the profit for the relevant period includes any extraordinary

profits/income, the payout ratio shall be computed after excluding such

extraordinary items for reckoning compliance with the prudential ratio

ceiling of 20%,

The accounts statements pertaining to the financial ‘year for which the
bank is declaring a dividend should be free of any qualifications by the
statutory auditors, which have an adverse bearing on the profit during
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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v)  Ordinarily, banks desirous of declaring dividend should be expected o ‘z"‘q
! ' \‘!
meet all the requirements stated in para 4. A & B above. However, oy

o

RCS, may in exceptional cases, consider some relaxations in this regard R
on merits of each case. | |
5 It is requested that the guidelines as suggested above, be issued by you to
the Cooperative Banks.forthwitﬁ, with immediate effect, so as to make the same
applicable for declaration of dividend by the banks for the accounting year ended
31 March 2004 onwards,

Please acknowledge receipt.

Yours faithfully

Sone ‘
(D.B, Gore) o .
Chief General Manager‘ \ i
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