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Government may allow some PSBs to skip dividends amidst
increased burden of sticky loans

By Dheeraj Tiwari, ET Bureau | Jan 20, 2016, 04.00 AM IST Post a Comment

NEW DELHI: The government may exempt some state-run lenders from paying dividends
due to increase in their bad loans. In the previous financial year, too, about 10 banks,
including IDBI Bank, Indian Overseas Bank and United Bank of India did not pay any dividend
to the government. In this fiscal, the government has set a target of Rs 10,277 crore through United Ban...
dividend income from banks and financial institutions. In 2014-15, it collected Rs 4,000 crore
as dividends from banks.
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- . . . . . IDBI Bank
A finance ministry official said the matter is being looked at and if some banks are not in a an

position to pay dividends, the government will allow them to retain capital and plough it
towards their business requirements.

As per existing norms, public sector banks (PSBs) are required to pay a dividend of 20% of paidup equity capital or net profit to the
government. In the quarterly performance review meeting of PSBs in November 2015, the ministry had said Bank of India, IDBI, Indian
Overseas Bank, Bank of Maharashtra, UCO Bank and United Bank of India require special focus to arrest growth in bad loans. "The
government is fully committed to meet PSBs' capital requirements. Already some banks are looking to tap the markets.

Each has a unique case and it will be looked at accordingly," said the official, requesting not to be identified. As per finance ministry data,
PSBs' gross nonperforming assets increased 25.19% to Rs 3.14 lakh crore at the end of September 2015, from Rs 2.5 lakh crore a year
ago.

IDBI Bank, in which the government is looking to bring down its stake to below 51%, has proposed to come up with a qualified institutional
placement offer of Rs 3,771 crore. The country's largest bank, State Bank of India, has extended the period of approval for raising equity
capital of about Rs 15,000 crore till March 2017.

A managing director and CEO of a north India-based bank said the government should exempt banks from paying dividends for the next
two years at least. "The government should take a token consideration or no money at all. After all, they have to infuse capital in banks
and the money is simply re-routed," he said on condition of anonymity.

ET VIEW
Banks need funds and quick resolutions of bad loans

Acoherent capital-raising plan to make provisions for bad loans in the system makes eminent sense. Rightly, RBI Governor Raghuram
Rajan had suggested reducing the dividend if the bank is not in a very healthy situation. It is a good idea for the government to exempt
PSU banks — that are sitting on a pile of bad loans due to stalled projects - from paying dividends. They need funds to make extra
provisions for these loans. However, the government should also adopt the new bankruptcy code for speedy resolution of bad loans. It
calls for cooperation by the Opposition.
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