Department of Investment and Public Asset Management

Frequently Asked Questions on Revised Guidelines on Capital Restructuring of CPSEs

1. Whether Government has revised existing Guidelines on Capital Restructuring of
CPSESs, 2016?

Yes. DIPAM has issued Revised Guidelines on Capital Restructuring of CPSESs on
18.11.2024 and these Guidelines supersede earlier Guidelines issued by this Department
in May, 2016 on the said subject.

2. Broader Rationale and Features of the Revised Guidelines on Capital Restructuring of
CPSEs

e Provide greater flexibility to CPSEs i.e. both operational & Financial flexibility

e Align the policy with latest developments/evolution in capital market conditions
and financial/capital restructuring of the CPSEs

e Strike a balance between CPSEs capital paid out and capital retained and help
CPSEs to meet their Capex requirements

e Consolidate many clarifications and advisories issued by this Department on
various aspects of CRG.

e Clarity has been given regarding non-applicability of these guidelines to PSBs and
Fls.

e A provision has also been made to periodic review of these guidelines.

e To promote value creation in CPSEs in order to maximize returns for the
Government and other shareholders.

3. Whether CPSEs were consulted?

Suggestions were sought from CPSEs and Administrative Ministries/Department in June,
2024. Many of the CPSEs and few Administrative Ministries/Departments shared their
written comments/suggestions. After due deliberations and consultations with
stakeholders, certain provisions of the earlier Guidelines were modified, clarity was
brought in many of the aspects to the extent possible, and many of the
clarifications/advisories issued by this department on the various aspects of CRG were
consolidated.

4. what are the objectives of the Revised Guidelines on Capital Restructuring of CPSEs?



The main objectives of these Guidelines are:

i.  Toenhance value of the CPSE and total returns for the shareholders
ii. To improve performance and efficiency of CPSEs by providing them more
operational and financial flexibility
iii.  Enable CPSEs to play effective role in economic growth of the country
iv.  Enable more investors to participate in value creation by CPSEs

5. What are the modifications brought in respect of dividend payouts of CPSEs and what
is the rationale?

As per the earlier Guidelines of 2016, CPSEs were asked to pay Minimum annual dividend
to be higher of 30% of PAT or 5% of net-worth. As per Revised Guidelines, CPSEs now to
pay Minimum annual dividend to be higher of 30% of PAT or 4% of net-worth. Further,
Financial sector CPSEs like NBFCs may pay minimum annual dividend of 30% of PAT, as
many NBFCs are unable to meet the 5% net worth criteria due to nature of the business
requiring their high net worth & high capital requirements. Further, advisory on
Consistent Dividend Policy issued by this Department in November, 2020 has been made
part of the Revised Guidelines on Capital Restructuring of CPSEs.

6. What are the modifications brought in respect of Buyback of Shares provision and
what is the rationale?

As per the Revised Guidelines, CPSE, whose market price of the share is less than the book
value consistently for the last six months, and having net-worth of at least Rs. 3000 crore
and cash & bank balance of over Rs. 1500 crore may consider the option to buy-back their
shares. Further Cash & Bank balance component for consideration of Buyback has been
clearly defined. Buyback threshold has been raised keeping in view long term borrowings,
CAPEX/business expansion needs and retention of profit for furthering leveraging in line
with CAPEX needs. Further, CPSEs are also encouraged to pay special dividend if they
considered buyback is not desirable even after eligibility/meeting criteria etc.

7. What are the modifications brought in respect of Issue of Bonus Shares provision and
what is the rationale?

As per the Revised Guidelines, CPSE may consider the issue of bonus shares when their
defined reserves and surplus are equal to or more than 20 times of its paid-up equity
share capital. Bonus shares make downward adjustment in market price and Earning per
share (EPS). Hence, threshold is raised to avoid frequent issue of bonus shares as other
ways of rewarding shareholders also available.



8. What are the modifications brought in respect of Splitting of Shares provision and
what is the rationale?

As per the Revised Guidelines, a listed CPSE where market price exceeds 150 times of its
face value consistently for the last six months may consider split-off its shares. There
should also be a cooling off period of at least three years between two successive share
splits. Stock market has risen more than 3.5 times since May 2016 which resulted
in change in perception of stock affordability, and accordingly, threshold for split has been
increased in line with market reality.

9. Why unlisted CPSEs are exempted from following buyback of shares, issue of bonus
shares and splitting of shares provisions?

Buyback, bonus shares, and splitting of shares are basically capital management tools for
listed companies and not relevant for unlisted CPSEs.
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