DIVIDEND DISTRIBUTION POLICY

The provisions regarding payment of dividend are as under:

1. Article 114 of the Articles of Association of the Company

2. Clause 4.9 of the Formation Agreement entered into between Government of India
and National Iranian Oil Company dated 18.11.1965

3. Guidelines on Capital Restructuring of Central Public Sector Enterprises dated
27" May 2016 issued by Ministry of Finance, Department of Investment and
Public Management (DIPAM), Government of India dated 27" May 2016.

The Extracts of the above provisions are as under:

1. Article 114 of the Articles of Association of the Company:

DIVIDENDS

114.

Subject to the provisions of the foreign exchange loans contemplated by
Article IV of the Formation Agreement, the Board of Directors shall
recommend to the shareholders that not less than fifty percent (50%) of the
net profits of the Company after providing for taxation shall be paid by way
of dividends to the shareholders in respect of each financial year, unless all
the Directors agree otherwise. The amount of net profits shall be
determined in accordance with relevant provisions of the Companies Act
2013.

The Company in General Meetings may declare dividends but no dividend
shall exceed the amount recommended by the Board, but the Company in
General Meetings may, by a vote of shareholders representing not less than
eighty-eight percent (88%) of the share capital of the Company, declare a

smaller dividend.



2. Clause 4.9 of the Formation Agreement of the Company:

4.9  Subject to the provisions of the foreign exchange loans contemplated by
this Article, not less than fifty percent (50 percent) of the net profits of the
Refinery Company after providing for taxes will be paid out as dividends
for each financial year, unless otherwise agreed by the parties hereto. The
amount of net profits after providing for taxes will be determined in

accordance with the accounting practices generally accepted in India.

3. Guidelines on Capital Restructuring of Central Public Sector Enterprises
dated 27" May 2016 issued by Ministry of Finance, Department of
Investment and Public Management (DIPAM), Government of India
dated 27" May 2016.

The Ministry of Finance vide circular F.No. 5/2/2016-Policy dated 27" May
2016 (Attachment — 1) has issued consolidated guidelines for CPSEs on the

following:

Payment of Dividend

Buyback of Shares

Issue of Bonus Shares

Splitting of Shares

TIMELINES FOR APPLICABILITY OF GUIDELINES

Thetimelines forapplicability of these guidelinesareasunder:

Topic Timeline
Payment of Dividend | From FY ending on or after 31* March 2016
Buyback of Shares From FY starting from 1% April 2016 or
Issue of Bonus Share | thereafter
Splitting of Shares




As per the guidelines every CPSE shall ensure compliance of these guidelines through
an agenda item along with a compliance note in the Board meeting of the company
convened for finalization and approval of its annual accounts. Further, requisite
approval of shareholders / members shall be obtained in the AGM / EGM to be held

immediately thereafter.

The relevant provisions of the above guidelines with regard to payment of dividend are as

under:

a) Every CPSE would pay a minimum annual dividend of 30% of PAT or 5% of the
networth, whichever is higher subject to the maximum dividend permitted under

the extant legal provisions.

b) Nonetheless, CPSEs are expected to pay a maximum dividend permissible under
the Act under which a CPSE has been set up, unless lower dividend proposed to be
paid is justified after the analyses of the following aspects on a case to case basis
at the level of Administrative Ministry / Department with the approval of Financial

Advisers.

(1) Networth of the CPSE and its capacity to borrow;

(i) Long-term borrowings

(ii) CAPEX / Business Expansion needs

(iv) Retention of profit for further leveraging in line with the CAPEX needs; and

(v) Cash and bank balance.

c) The analysis should confirm that the retention of funds augmenting its net-worth is
being optimally leveraged to ensure higher investment by the CPSEs. The report
for exemption, if any, in this regard will be submitted by the CPSEs through their
Administrative Ministry to Secretary, Department of Economic Affairs and
Secretary, Department of Investment and Public Asset Management (DIPAM)

before the end of second quarter of the financial year.



d) The above guidelines on payment of dividend, bonus shares, buyback and splitting

of shares would be subject to the provisions of the Act under which a CPSE has

been set up, as amended from time to time and any other extant regulations / rules.

In case, any CPSE is not able to comply with any of the above guidelines, specific
exemption has to be obtained from DIPAM, Ministry of Finance, Government of
India through their Administrative Ministry/Department. The Administrative
Ministry will ensure the compliance of these guidelines and refer proposals for
exemption(s) to the DIPAM alongwith their opinion / comments and concurrence
of the Financial Adviser in the matter.

**k*



Attachment - 1

/
F. No. 5/2/2016-Policy

Government of India
Ministry of Finance
Department of Investment & Public Asset Management
 (DIPAM)

Aok ek ok ok

‘Block-lzl‘,/ CGO Complex,
Lodhi Road, New Delhi.
Dated: 27" May, 2016

Subject: Guidelines on i}apitai Restructuring of Central Public Sector Enterprises
(CPSEs )- regarding

Thc aﬁdcssign;:d is directed to refer to the above mentioned subject and to enclose
herewith a copy of the “Guidelines on Capital Restructuring of CPSEs”. These guidelines
are in line with the focus of the Government on adopting a comprehensive approach for

efficient management of its investment in CPSEs, as announced in Budget 2016-17.

2. The Administrative Ministries/Departments are requested to take necessary action

for compliance of the above guidelines by CPSEs under their respective administrative
control. A copy of the guidelines has also been uploaded on DIPAM’s wehsme ie.
www.divest.nic.in

3. This issues with the approval of the Hon’ble Finance Minister.

Deputy Secretary to the Govt. of Indxa
Tel.: 24356‘523

Encl: As above.
- To,

Secreianes to the Ministries/Departments of Government of India
(As per List enclosed) :
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~ Subject: Investment Management of CPSEs- Guidelines on Capital
Restructuring of Central Public Sector Enterprises (CPSEs). 4

} ufPubkcEmerprmes (DPB), Department of Expe ,:.j 5 &m&m

tic Affairs in the Ministr efFinanccimvexsswdgmiclmas from time to time on

" bonus shares, buyback of shares, sphmng of shares and dividend. As announced in

ﬁw Budget 2016—17 the Government is adopting a comprehensive approach for efficient

management of its investment in CPSEs by addressing inter-related issties, such as capital
turing, dividend, bonus shares, etc. |

2. mmmmmgemem;mfora@%medswbelwk&dlntumthemm
afﬂme facus of the Government to, inter-alia, spur economic growth through eﬁimem
yanagement of Gol’s investment in CPSEs. It is, therefore, imperative that Government of
mdia”smtmstsasamagmtys;‘l@armvcstormaCPS:Emmﬂyrepmsmmdthrmgh
‘ ‘the nominee “official director® onﬁxeBaardofﬁ:eecmpany The nominee directors should

discharge their responsibility to ensure efficient allocation of Gol's investment in CPSEs
vfor gmwﬁmndeconom development. itmqumthatan IPropri

8 Yoo et

3. Inthe above background, the guidelines on these subjects need to be
as to campmhﬁnswely capture the various aspects of capital restry A?‘ﬂ
hys in supemssmn ef gmﬁzlims msmd wlwr, the fcllawmg censakdated

gmdelmcsshail applytoaﬂ corporate bodies where Government of India
andf‘a‘r (}ovmem controlled one or more body cerpur&te have controlling interest

[hereinafter would be referred to as Central Public Sector E ises (CPSEs) for these

guidelines ].

4.1.1 Body corporate shall include body incorporated under the provisions of the
‘Companies Act, 1956 or the Companies Act, 2013, or under any other Act as may be
apphcabte except Limited Liability Partnership.

4.1.2 Controlling interest means control over the composition of the Board of Directors; or
_exercise or control over more than one-half of the fotal share capital or able to
exercise more than 50 per cent voting rights in the meeting of the members, Board of
Dmm or any other similar executive sttuct&re, e.g., Governing Body, Executive




4,13 Abodywrpomtamwimhﬁemmen;oﬁndzamd/orCFSEsmcmagﬁmr

subsidiaties  controls the composition of the Board of Directors; or exercises or

: fmelsmm&wen&h&fcfmemmlmcapmlshaﬁbcdmmeémbeab@dy
controlled by Government of India.

42 ’Theﬁc guidelines. forpaymm of dividend, issue of bonus shares and buyback of
shares: shali not-apply tﬂ the body corporate which is pmhibrted ﬁnm distribution of profits
to its members, e.g; companies set up under section 8 of the Companies Act, 2013 or under

exwmmowsmns ofanyaﬁaerActmwhnhhasmulatad losses.

43 The guidelines for paymmt of dividend shall be applicable from financial year
ending on or after 31* March, 2016 and the guidelines for issue of bonus shares, buyback
and’ splmmg of shares shall be applicable from financial year starting 1% April, 2016 or

: 44 CPSEs shall ensure compliance of these guidelines by taking up this matter as an
' agenda item along with a compliance note in the. Board meeting of the company convened
: rz’_“’n ami aﬁpmv&l af 1ts mmuai munt Rﬂqmsxﬁe apprwal of shamhdiéers!

7(2)E-Coord/2005

Economic. Affaxm vidc 0 M 3(3)«3(8)12015 &amd 051011’2916 havc 1ssuui gmdehnes on
dividend payout by CPSEs. However, it is observed that CPSEs are not restr, ; their
; mpﬂnl by issue of bonus shares to maintain healthy balance in cmtal and net-worﬁx
jon of dividend at reasonable rate on a regular interval investor’s
nce. Although dividend is paid on paid up_ share capital, dividend payont should be
mnwzthmfewﬁcetormm shareholder’s money, i.e. net-worth. Hence, return on net-
wa;:ﬁ; in the form of dividend is a desirable parameter for increasing the mvmtor’
dence in the company. Mwex, return on net-worth needs to be compared with
altematwe mvesnnent opportunities available to the investors. Hence there isa felt md for
a clear dividend policy and CPSEs need to take a decision on dividend within a clearly

articulated framework/guidelines of the Government.

52 In sapersessm of earlier guidelines, every CPSE would pay a minimum annual
dividend of 30% of PAT or 5 % of the net-worth, whichever is higher subject to the
mamxﬁﬁm dividend permt@d under the extant legal provisions.

5.3 Nanetheless, CPSEs are expected to pay the maximum dividend permissible under
theAciunderwhichaCFSEhasbeensetup, unless lower dividend proposed to be paid is

2



justified after the analyses of the following aspects on a case to case basis at the level of
Administrative Ministry/Department with the approval of Financial Advisers.

i)  Net-worth of the CPSE and its capacity to borrow;

(i) - Long-term borrowings;

(ili) CAPEX/Business Expansion needs;

(iv)  Retention of profit for further leveraging in line with the CAPEX needs and
(v)  Cashand bank balance.

54 ,mmismmﬁmmatm;wmﬁanofﬁmdssngménﬁngksn&-%ﬁhis ‘
being optimally leveraged to ensure higher investment by the CPSEs. The report for
exempﬁoﬁ,xfany,mélnsregardwﬂibesubmmcdbytheCPSEsﬂmughﬁzw
A_,H“"/-"'VC Mamshy to Semtary Uepartmen of BEconomic Affairs and Smtary,
Department of Investment and Public Asset Management (DIPAM) before the end of
second quarter of the financial year. .

6. Buyback of shares:

6.1 The DPE had issued g

‘March, 2012 regarding buybadc af shares szse gtndzlmes mﬂy provzdes that ifa CPSE
Mdesmbuybmknsownshmesfmmﬂmshmhaldmnmgsummscash,~ epartment of
Disinvestment (DoD) on behalf of major shareholders may tender/offer equity on bchalfof
Government of India. It further provides that CPSEs will amend their Articles of
Association to provide for buyback of sharm provided such provision does not exist in
their Articles of Association.

;6.2 It has been observed that CPSEs are not looking into the merit based capital
: geturin mciudmgthenpbm of buyback of shares if they do not have plans to deploy
surphrsfuads optimally for business purposes. Although CFSEs have been set for specific
‘purpose, some- 0fthem are not able to deploy the cash/bank balances for viable business
expansmn In such cases, buyback of shares improves investors® confidence in the company
and i$ likely to help the company to raise capital in fature when it requires funds for
w@pammn/ diversification for growth. Thus, it supports their market capitalization, which is

in the overall long term interest of the company.

6.3. In supe session of earlier guidelines, every CPSE shall look into and analyse/
dﬁﬁbﬁ!‘&tﬁ in first Board meeting after the closure of the financial year the following
ameters for the purpose of buyback:

() Cashand Bank balance;
(ii) Capital Expenditure and business expansion as committed with reference to the
| CAPEX incurred in the last 3 years;
(i) . Net-worth [Free reserves and paid-up capital, including other reserves (if any)];
3




(iv) Longterm and further capacity to borrow on the basis of its “Net worth*:
(v)  Any other financial commitments in the near future;

(vi) Busm&sfother receivables and contingent liabilities, if any; and

(vzi} Market price/book value of share.

6.4 Basedonfhmanalyszs,xtn@eds’tnbes;leadybrwghtmﬂzatswlnscashandbank
halancewz:htheCPSEs!aallbccon&xderedfw estructuring ‘of capital through buyback.
However, ev Ty having net-worth of atleast Rs. 2000 crore and cash and bank
balance of over Rs. 1000 crore shall exercise the option to buy-back their shares.

7. 'eiss*ife of Bonus Shares:

7.1 The Department Qf[i’u,’“‘f Enterprises had issued guidelines on issue of bonus shares
by Public Sector Undertakings vide O.M. No. DPE/12(6)/95-Fin. Dated 10" November
1995 and 0‘ ,_No DPE/13(21)-Fin. Dated 25” November, 2011 respectively. These

guxéelmes pmvzde that each Administrative Ministry may direct the CPSEs under their
T ,_‘Imatmmmmhsmgmsmcsmexcessofmumcsoﬁh&rpmdup
cap tal should immedia y consider the scope for issuing bonus shares to Gov t of
India and pro-rata to other existing shareholders if partial disinvestment had occurred so far.

7.2  The Department of Expenditure had issued OM dated 24" September, 2004
pmv:dmgfor&mtallpmﬁtmakmg companies must also consider issuing bonus shares to

Governmient. Subsequently, the Department vide its O.M. dated 23 November 2005
strpulated ﬂ:cax PSES havmg latge cashiﬁw reserves and sustainable profitability will issue
bonus shates. The Department of Economic Affairs vide its O.M. dated S January, 2016
provides that CPSEs with large cash/fice reserves and sustainable profits may issue bonus

shares.

73  The Government has from time to time nadam the desirability that CPSEs should

capitalize a portion of their large reserves by issuing bomus shares to the existing
shareholders. The issue of bonus shares helps in bmgmg about a balance between paid up
capital & aecmmxiated mcrves and elicits good public response tc ‘equity issues of the
public enterprises and its market capitalisation.

74  In supersession of all gmdelmes issued earlier, every CPSE should look into and
analyze/ deliberate in their Board meeting/ Finance Committee, the issue of bonus shares

anthsw&eﬁnadwmmdsm'plusmequalwormomthanﬁhmeaoﬁtspaudup
equity share capital. In case, if it is decided not to issue bonus shares, the nominee “official
director” shall ensure that the board analyses the justification for the decision, and reasons

for the same be recorded specifically.

7.5  However, every CPSE shall issue bonus shares if their defined reserves and surplus
is equal to or more than 10 times of its paid up equity share capital,

s
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7.6 Deﬁned reserves and surplus would mean free reserves, the share prennum account,
and the capxtalmdemptmnreservewcoum

8 Splitting of 'Shares:

8.1 Department of Expenditwre vide its OM. No. 7(2)/E-Coord/2005 dated 23"
November, 2005 provides that cormpanies with high market price of shares will consider
swcksphrs However, it does not state when a CPSE needs to consider stock splits and
sxmp!y mentions that CPSEs with high market price of share will consider splitting of
872  Ithas been endeavor of the government to encourage participation of small investors
in the capital market so as to increase the depth of the market, liquidity and trading volume
of the shares. However, high price of shares sometimes acts as a deterrent for the investors
mmwstmﬂzecompany In view of this, the Board of the CPSEs needs to discuss and
decide on the desirability of splitting the share.

8.3. However, a'C?SE where market price or book value of its share exceeds 50 times of |
its face value will split-off its shares appropriately pmwded its existing face value of the
share is-equal to-or more than Rs. 1.

9,  Miscellaneous Provisions:

9.1 - Net-worth as referred to in the above guidelines would have fnc same meaning as
defined in the Companies Act, 2013, as amended from time to time.

9.2 Theabove guidelines on payment of dividend, bonus shares, buyback and splitting of
sbm%wouidbesuh;ectwthfew‘ sions of the Act under which a CPSE has been setup, as
ided from time to time and any other extant regulations/rules.

9.3 In case, any C}’SE is not ahlc to comply with any of the above guidelines, specific
mptior ‘be obtained from DIPAM, Mmmy of Fmaneé, Government of India
ttlraughﬁa&n‘A'*f'”‘” Ministr e Administrative Ministry will ensure
the compliance of these gméehm:s and refer proposal for exemption(s) to the DIPAM
\gwith their opinion/comments and concurrence of the Financial Adviser in the matter.

9.4  The Department of Public Enterprises (DPE) which conducts an annual survey may
consider an: approptiste modification, if required, in their existing format to adequately
capture various aspects of the above guidelines for the efficient management of Gol’s
investment in CPSEs. The findings of the Survey may also be suitably incorporated in its
anntal pubhaaﬂon on “Public Enterprises Survey™.

wkERE





