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State Bank of India: weighed down by
its own Act
The State Bank of India (SBI) is modernizing itself. It is leveraging technology,
improving the quality of disclosures in its annual report, and behaving as any
market leader should. But its ability to become a beacon of good corporate
governance is being scuttled by the half-century old State Bank of India Act 1955.
It is compelled to hold a physical EGM in June, contradicting the rationale behind
national lockdowns to contain the spread of COVID-19. IiAS believes that the
Bank’s board needs to draw the Government’s focus on refreshing the State Bank
of India Act 1955, so that public shareholders can enjoy the same shareholder
rights as in any other listed company.
State Bank of India1, in its current structure, was formed under The State Bank of
India Act 1955 (SBI Act). For entities that have been created under a special act of
Parliament, parliamentary fiat is germane to their creation: but these Acts mostly
overrule all other applicable regulations. This implies that if there are progressive
changes that SEBI or any other regulator makes for listed companies, SBI need
not follow them. But SBI is listed and is accountable to public (non- government)
shareholders. It must no longer be allowed to operate in isolation.
The SBI Act has been selectively modified over the past half century, but investors
have not been allowed inside the tent. In not making the changes that allow
public shareholders to assert their rights, SBI continues to be governed in a
quaint manner.
IiAS believes that SBI must strive to be ahead of others on corporate governance
practices and as a national champion (which it is) it must set the benchmark for
others to follow. For this, its board needs to convince the Government of India
(GoI) to amend the SBI Act.
E-voting: a necessity
In an age where the Prime Minister’s goal is to build a ‘Digital India’, SBI’s stance
of not providing e-voting is incomprehensible. The SBI Act allows for votes to be
taken either by show of hands or by a poll. This is a relic of the past ages: SBI
cannot even issue a postal ballot, cannot allow e-voting, and holding a virtual
meeting remains a far cry.
Beyond the convenience that an e-voting facility provides, it importantly changes
the way votes are counted. Here each share is counted as a vote (unlike the show
of hands method where individuals count as votes independent of their
shareholding). This is an important shift, since decisions will be weighed by actual
shareholding, rather than by those that have the time to attend a general
meeting.

1

State Bank of India traces its origins to the Bank of Calcutta formed in 1806. Renamed the Bank of Bengal it was one of three Presidency banks,
the other two being the Bank of Bombay and the Bank of Madras. Each of these three Presidency banks were incorporated as a joint stock company
and were the result of royal charters. All three Presidency banks amalgamated on 27 January 1921, as Imperial Bank of India. The Imperial Bank
of India remained a joint stock company but without Government participation.
Pursuant to the provisions of the State Bank of India Act of 1955, the Reserve Bank of India, acquired a controlling interest in the Imperial Bank of
India in 1955, when Imperial Bank of India became the State Bank of India. In 2007, RBI sold its shares in the bank to Government of India.
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Because the SBI Act does not allow for a virtual vote, let alone a virtual meeting,
SBI expects its shareholders to show up to its EGM, where they will vote to appoint
shareholder directors. While India has been under a lockdown for over a month,
grappling with the rapid growth of the COVID-19, State Bank of India has called
for a public gathering of its shareholders at its auditorium on 17 June 2020.
Despite the Ministry of Corporate Affairs allowing all other listed companies to
hold virtual meetings, State Bank of India is weighed down by a luddite Act, which
does not provide for such a meeting. This is a cause of significant concern, since
IiAS believes holding the EGM may pose an unnecessary risk to the health and
safety of shareholders and the bank’s senior management who attend, as well as
those associated with organizing this meeting. Asking for a large physical
gathering also defies the rationale of the lockdowns which is to break the chain
of the COVID-19 spread. This will hold even the lock-down is lifted.
There are other provisions of the SBI Act that have left shareholders feeling irate
in the past. Some of these are discussed below:
Dividends and auditor appointment: ignoring the shareholder vote
Shareholders of SBI do not vote on dividends. Dividends are subject to RBI’s
guidelines and require only a board approval. Similarly, auditor appointments in
SBI (and all other public sector banks, for that matter) do not require shareholder
approval. While this is not to suggest that IiAS is concerned over SBI’s dividend
pay-out levels or its auditor appointments, not providing shareholders an
opportunity to vote on such matters is in a sense a breach of basic shareholder
rights; more so since these decisions require shareholder approval in other listed
companies.
The board: not really independent
SBI’s board structure is defined in the SBI Act: it is required to have a chairperson
and a vice-chairperson, two manging directors, one employee representative
director, upto six directors (minimum two) having special knowledge of the
working of co-operative institutions and of rural economy or experience in
commerce, industry, banking or finance and four shareholder directors. An RBI
nominee and the Government of India (GoI) / Ministry of Finance (MoF) nominee
too are a must on the board (Exhibit 1).
IiAS considers shareholder directors and some of the directors representing
different slices of the economy, to be independent for the purposes of board
composition. In practice though, other than the shareholder directors, all board
members need the GoI approval, which could raise legitimate questions about
the board’s ability to distance itself from the GoI’s agenda and run the bank
independently: the interest of the largest shareholder and that of the entity are
not always aligned.
Mergers and acquisitions: grievance redressal, without a vote
Mergers and acquisitions can change the nature and future of an existing
business. Such transactions may also affect ownership, as issue of shares for
consideration could dilute existing shareholders. Therefore, shareholders must
have a right to vote on such transactions. This right is indelible to equity
ownership and is basic hygiene for a well-governed institution. The SBI Act denies
its shareholders these rights: shareholders can only voice their objections – a
‘grievance redressal mechanism’ will decide whether these concerns have merit.
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SBI has long been the cushion for the banking sector. GoI has used SBI’s size to
merge weaker (- sometimes failing) banks, to protect the retail customers. In 2016
and 2017, the Bhartiya Mahila Bank and a number of SBI’s subsidiaries/associate
banks, were merged into SBI (- these were in part to help the bank bulk up). None
of these transactions were put to shareholder vote. The GoI’s decision to have
SBI infuse Rs. 60.2bn acquire 48.2% in Yes Bank in March 2020 too is part of the
national agenda to avoid bank failures. SBI’s shareholders bear the eventual
impact on capital, dilution and return ratios, without having approved of these
transactions.
Calling for a shareholder meeting: it takes about Rs. 273 bn
Shareholders can requisition a meeting only if they own at least 20% of SBI’s
equity2, which at current market value, aggregates Rs. 272.8 bn in equity value 3.
Admittedly, the 10% threshold set by Companies Act 2013 is high – but at a 20%
threshold, it is virtually impossible for any investor to requisition a meeting. These
are protectionist thresholds, leftovers of a nascent nation and a socialist mindset.
It is no longer relevant, and these thresholds need to be substantially lowered,
recognizing that competition creates efficiency and value.
The Board needs to petition GoI for changes in the SBI Act
SBI’s corporate governance standards are being quelled by the SBI Act, and the
SBI Act can be changed only by Parliament. With the Parliament not being in
session, and not likely to be in session until the COVID 19 spread slows down, the
board must lobby with the GoI to have an ordinance passed by the President of
India to, at the very least, allow the bank to hold virtual meetings.
Thereafter, the board needs to keep the MoF’s focus on modernising the SBI Act
and go through the parliamentary processes needed to secure these changes
permanently.
Note: With the government’s decision to list Life Insurance Corporation of India (LIC),
the government should also use this opportunity to review revise the Life Insurance
Corporation Act, 1956.

2
3

50 shares of SBI carry one vote
SBI’s market capitalization on 19 May 2020 was Rs.1.4 trillion
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Name

Occupation

Category

Tenure
(yrs)

Attendance
(%) – FY19

Other
Directorships

Exhibit 1: Board Composition on 29 April 2020

1

Rajnish Kumar

Chairperson

ED

5

100%

2

2

Arjit Basu

MD - Commercial Clients
Group & IT

ED

2

92%

0

3

Dinesh Khara

MD - Global Banking &
Subsidiaries

ED

4

93%

2

4

Challa Sreenivasulu
Setty

MD - Retail & Digital
Banking

ED

<1

-

0

5

Debashish Panda

GoI Nominee

NED

<1

M

-

0

6

Chandan Sinha

Nominee Director - RBI

NED

4

M

93%

0

7

Sanjeev Maheshwari

Part Time Non-Official
Director – Chartered
Accountant

ID

<1

M

M

M

-

1

8

Ms. Purnima Gupta

Part Time Non-Official
Director

ID

2

M

M

M

80%

0

9

Pushpendra Rai

Part Time Non-Official
Director

ID

4

87%

0

10

Sanjiv Malhotra

Shareholder Director

ID

6

11

B. Venugopal Nayar

Shareholder Director

ID

2

M

12

Bhaskar Pramanik

Shareholder Director

ID

3

M

13

Basant Seth

Shareholder Director

ID

3

C

S
N
o

AC

NRC

SRC

M

CSR

M
M

M

C

M

C

M

73%

0

M

M

38%

0

M

87%

1

M

93%

2

Source: SBI’s website
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Disclaimer

This document has been prepared by Institutional Investor Advisory Services India Limited (IiAS). The information contained herein is solely
derived from publicly available data, but we do not represent that it is accurate or complete and it should not be relied on as such. IiAS shall
not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the information contained
in this report. This document is provided for assistance only and is not intended to be and must not be taken as the basis for any voting or
investment decision or construed as legal opinion/advice. The user assumes the entire risk of any use made of this information. Each recipient
of this document should make such investigation as it deems necessary to arrive at an independent evaluation of the individual resolutions
referred to in this document (including the merits and risks involved). The discussions or views expressed may not be suitable for all investors.
The information given in this document is as of the date of this report and there can be no assurance that future results or events will be
consistent with this information. This information is subject to change without any prior notice. IiAS reserves the right to make modifications
and alterations to this statement as may be required from time to time. However, IiAS is under no obligation to update or keep the information
current. Nevertheless, IiAS would be happy to provide any information in response to specific queries. Neither IiAS nor any of its affiliates,
group companies, directors, employees, agents or representatives shall be liable to any person for any damages whether direct, indirect,
special or consequential including lost revenue or lost profits that may arise from or in connection with the use of this information. The
disclosures of interest statements incorporated in this document are provided solely to enhance the transparency and should not be treated
as endorsement of the views expressed in the report.

Confidentiality

This information is strictly confidential and is being furnished to you solely for your information. This information should not be reproduced
or redistributed or passed on directly or indirectly in any form to any other person or published, copied, in whole or in part, for any purpose.
This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any
locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation or
which would subject IiAS to any registration or licensing requirements within such jurisdiction. The distribution of this document in certain
jurisdictions may be restricted by law, and persons in whose possession this document comes, should inform themselves about and observe,
any such restrictions. The information provided in these reports remains, unless otherwise stated, the copyright of IiAS. All layout, design,
original artwork, concepts and other Intellectual Properties, remains the property and copyright of IiAS and may not be used in any form or
for any purpose whatsoever by any party without the express written permission of IiAS.

Analyst Certification

The research analyst(s) for this report certify/ies that no part of his/her/their compensation was, is or will be, directly or indirectly related to
specific recommendations or views expressed in this report. IiAS’ internal policies and control procedures governing the dealing and trading
in securities by employees are available at https://www.iiasadvisory.com/about.

Conflict Management

IiAS and its research analyst(s) responsible for this report may hold a nominal number of shares in State Bank of India (hereinafter referred
to as the “subject company”) as on the date of this report. A list of IiAS’ shareholding in companies is available at
https://www.iiasadvisory.com/about. However, IiAS, the research analysts and their associates or relatives, do not have actual/beneficial
ownership of one per cent. or more securities of the subject company, at the end of the month immediately preceding the date of publication
of this report. Further, a list of shareholders of IiAS as of the date of this report is available at https://www.iiasadvisory.com/about.
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Other Disclosures

IiAS is a SEBI registered proxy advisor (Registration number: INH000000024) dedicated to providing participants in the Indian market with
independent opinions, research and data on corporate governance issues as well as voting recommendations on shareholder resolutions of
about 800 listed Indian companies (https://www.iiasadvisory.com/iias-coverage-list). Our products and services include voting advisory
reports, standardized services under the Indian Corporate Governance Scorecard, and databases (www.iiasadrian.com and
www.iiascompayre.com). There are no significant or material orders passed against the company by any of the Regulators or Courts/
Tribunals.
The attached article is a general governance-based commentary on the subject company.
IiAS confirms that, save as otherwise set out above or disclosed on IiAS’ website,

• IiAS, the research analyst(s) responsible for this report, and their associates or relatives, do not have any financial interest in the subject
company.

• IiAS, the research analyst(s) responsible for this report and their associates or relatives, do not have any other material conflict of interest
in any of the subject company at the time of publication of this report.

• The subject company has not subscribed to any of IiAS’ services and IiAS has not received any remuneration from the subject company
in the past twelve months.

• None of the research analyst(s) responsible for this report, and their associates or relatives, have received any compensation from the

subject company or any third party in the past 12 months in connection with the provision of services or products (including investment
banking or merchant banking or brokerage services or any other products and services), or managed or co-managed public offering of
securities of the subject company.

• The research analyst(s) responsible for this report has not served as an officer, director or employee of the subject company in the past
twelve months.

• Neither IiAS nor the research analyst(s) responsible for this report have been engaged in market making activity for the subject company.
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About IiAS
Institutional Investor Advisory Services India Limited (IiAS) is a proxy
advisory firm, dedicated to providing participants in the Indian market with
independent opinion, research and data on corporate governance issues as
well as voting recommendations on shareholder resolutions for almost 800
companies. IiAS provides bespoke research, valuation advisory services and
assists institutions in their engagement with company managements and
their boards.
In addition to voting advisory, IiAS offers two cloud-based solutions - IiAS
ADRIAN, and comPAYre. IiAS ADRIAN captures shareholder meetings and
voting data and provides packaged data that can be used to gain insights on
how investors view specific issues and gain greater predictability regarding
how they might vote. comPAYre provides users access to remuneration data
for executive directors across S&P BSE 500 companies over a five-year
period.
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