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CHAIRMAN'S STATEMENT

The annual report oudines the highlights of the Bank's performance
in the year 1999-2000 and sketches an outline of future strategy
for growth.

- The year gone by produced mixed results. Our operating profit
was Rs. 683 crore compared to Rs. 705 crore list year. However,
after adjusting for the exceptional credit of interest on income tax
refund (Rs. 43 crore in 1999-2000 compared to Rs. 225 crbre in
the previous year) the operating profit in fact recorded an increase
of 33.3%. The pressures of provisioning, however, caused a fall in
net profit, which was mainly due to higher slippages and ageing of
NPAs. The provisions made also include Rs.49 crore for standard
assets, a practice- introduced this year as per RBI guidelines. The
Bank pursued the prudential policy of making all due and adequate
provisions for NPAs, with a view to strengthening the balance sheet.

Total business of the Bank during 1909-2000 increased by Rs.6440
crore (deposits, advances and investments) to touch around Rs.
90000 crpre as at March-end 2000. Business per branch has
increased to Rs. 2883 lakh in ̂ 999-2000 from Rs. 2033 lakh during
1996-97. Similarly, business per employee of the Bank has also
increased to Rs. 135.65 lakh from Rs. 83.50 lakh during the
same period. \

Capital adequacy of the Bank at March-end 2000 stood at 10.57%.
The Bank's strategy during the year will be to consolidate its business
and leverage its capital to expand the more profitable but qualitative
assets.

1

Over the last decade, Indian banking sector has undergone
appreciable transformation with regard to performance benchmarks,
profitability and competitiveness. Government's initiatives in
bringing corripetition;friendly reforms coupled with 'rapid
developments in computer and communication technology have
unlocked vast opportunities for innovations in produces, services
and delivery channels offered by banks. The scope of banking has
also expanded gradually with inclusion of Leasing and hire purchase
services, factoring, capital market services, depository, bullion
business, and now insurance. All these have changed the paradigm
in the Indian banking with emergence 'of a new set of rules of the
game.

Your Bank has continuously evolved itself to meet the changing
needs of its customers. With its vast reach, the Bank's customers
come from different strata of the society with diverse banking
needs. The Bank has gone" for segment banking, to .suit the
varied needs and resources profile of^the customers. The
product range, delivery channels and technology levels are
accordingly determined to suit the expectations and, needs of
the niche segments. To meet {he demand of sophisticated
banking products from growing numbers of high net worth
individuals and entrepreneurs, the Bank has developed the
concept of elite Commercial & Personal Banking branches with
pfeasant ambience, hi-tech environment and skilled & friendly
staff.'As at March-end 2000, the Bank had 20 Commercial &
Personal Ban'kirig Branches which it plans to increase to
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100 by 2002. Besides, the Bank also has set up specialised branches
to cater to the specialised banking needs of Corporates, Small
Scale Industries, Hi-tech Agriculture, Capital Market and
Housing segments. Dedicated pool of skilled personnel and
required infrastructure have been created at such branches.
Such focussed approach in niche segments would be the
hallmark of Bank's future growth strategy.

The Bank has positioned itself to offer the complete range of
financial services to its customers.Towards this end, the Bank has
entered Credit card business, Bullion Banking, Infrastructure
finance, Depository Participant services and is now working on
plans to offer insurance products. During the year the Bank
launched VISA-Gold cards and will shortly introduce Photo
Signature cards. With enhanced services and drive, the card
business turnover of the Bank touched Rs. 432 crore during
the year. The Bank also launched retail sale of lOgm gold coin
to mark the turn of the millennium. Besides, the Bank is
offering investment banking services through its wholly-owned
subsidiaries and venture capital finance through a joint venture.

The Bank is constantly upgrading and adding to its product range,
in its endeavour to meet all felt needs of the customers and demands
of the market. The phenomenal possibilities offered by rapidly
developing technology are a(s_o influencing our product design and
range. During the year the Bank gave renewed emphasis on personal
banking and corporate banking segment in the wake of rising living
standards and growing number of entrepreneurs in the country.
Housing Loan scheme was relaunched as BOI Star Aashiyana
scheme with enhanced limits and liberal terms. BOI Star Suvidha
Personal Loan Scheme was introduced to target the personal
banking segment. A special scheme known as Star Cash
Management Service was launched, which will provide better
cash/fund management to our corporate clients by quicker
transmission of data and speedy col lect ion/clear ing of
instruments. The Bank was also actively involved in structuring
and offering hedge products for long term forex cover and other
derivatives.

In its continuous quest to offer value added services, the Bank has
drawn arnbitious plan to network its key branches to provide
'Anywhere, Anytime Banking' to its customers. To build
communication backbone for this project, the Bank has taken
approval from Department of Telecommunications for inter-city
and intra-city line circuits across the country to begin with and
christened it as BOINET, a wide area network, first of its kind by a
nationalised bank.

The Bank is also one of the first nationalised banks to integrate
money, securities and forex operations of the treasury and has plans
to convert it into global treasury. Treasury has emerged as a major
strength area and profit centre of the Bank and during 1999-2000,
trading operations of the Bank contributed handsomely to the Banks
profits.

While diversifying its activities in the emerging profirable'areas,
the Bank has been alive to the risks incidental to working in a
deregulated environment, and arising from integration and
globalisation of financial services. The Bank has an established
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Asset-Liability Management Committee (ALGO), which has
been steering its funds management and product pricing
effectively. During the year the Bank further expanded its risk

jc -A -™A-Bfij management apparatus adopting an integrated approach to risk
~j ̂  fc. ' , JL i management covering credit risks, market risks and operational

Nrv v _v risks.

The Banks presence in major financial centres of the world, has
%. become its distinct strength areas at a time When India is fast

gaining prominent place on the global business map. The Bank
is further developing new products and expanding its presence
in .new growth centres. The Bank plans to capitalise on this
strength by developing skills and product range in the spirit of

__ % |£g- ,__ __ a truly international bank. As part of its business strategy, the
Bank also plans to enhance correspondent banking relationship
with Indian banks not having their offices abroad.

The Bank's transition to fhe new millennium was very smooth
and I am happy to say that the task of effecting modifications
in the banking software packages towards making them Y2K
compliant was carried out totally in-house thereby keeping the
cost to the minimum. The Blank's employees are its biggest
strength and the Bank is constantly pursuing HRD policies to

> enhance their skills level.

In the current competitive environment, the Bank is well aware
of the, challenges ahead. ,The market offers exciting

%
. •*. -M v v _n. a. • • A. possibilities for .augmenting operations and profits as proved

. «1WH MH^HcMI *T*n ?IW^iT «T5R ^T^Wi^noRT^?. u L _r j j L i_ i A •by the performance recorded by some peer banks. During
^ . ^ the current year, the Bank has set ambitious target for

3> <«kH, q^^T SK-qicM'Ki trfW3> r<rl1^pcqto>l8rn'?T8r3 HMTTpT operating profit. One key strategy would be an aggressive

NPA recovery drive with a view to recovering uncharged
income, releasing locked in funds for profitable
redeployment, freeing provisions, and improving overall asset
.quality Other steps would encompass more business by
improving servicing of existing clients, targeted increase in
fee-based business, simplification of system for faster
decisions, thrust on 'personal banking products,
rationalisation of operations and staff, active treasury
operations and enhanced profits from overseas operations.

I am'sanguine that with strong underlying fundamentals,
committed staff and professional Board, the Bank would take
decisive and determined steps for emerging stronger from the
present challenges and evolve as the 'Bank of Choice'. It would

*f i&ft 1c[?TT 3RR ^TT tffiUI aqra T^Tt fattfft ^3R ^ our endevour to steer the Bank on such a course in the current
yea"r and thereafter, with the aim of enhancing stakeholders'
value.

(K. V. KRISHNAMURTHY)
CHAIRMAN ^MANAGING DIRECTOR

Mumbai,

20QO 26th June, 2000
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Bank of India
Head Office : 14th Floor, Express Towers, Nariman Point, Mumbai - 400 021.

NOTICE

NOTICE is hereby given that the Fourth Annual General Meeting of the shareholders of Bank of India will be held on Friday,
the 4th August, 2000 at 2.30 p.m. at Birla Matushri Sabhagar, 19, Marine Lines, Mumbai 400 020, to transact the following
business:

"To discuss the Balance Sheet as at 31st*March, 2000 and the Profit and Loss account for the year ended on that date, the
Report of the Board of Directors on the working and activities of the Bank for the period covered by the Accounts and.the
Auditors' Report on the Balance Sheet and Accounts."

Place : Mumbai
Date ,: 29.06.2000

(K. V. KRISHNAMURTHY)
Chairman &t Managing Director

NOTES:

1... APPOINTMENT OF PROXY

A shareholder entitled to attend and vote at the Annual
General Meeting is entitled to appoint a Proxy to attend
and vote instead of himself/herself., The proxy form, in
order to be effective, must be received at the place specified
in the proxy form not later than 4 days before the elate of
the Annual General Meeting.

2. , ATTENDANCE SLIP CUM ENTRY PASS

For the convenience of the shareholders, Attendance slip
cum Entry Pass is annexed to this Report. Shareholders/
proxy holders/representatives are requested to affix their
signatures at the space provided therein and surrender
the Attendance Slip cum Entry Pass at the venue. Proxy/
Representative of a shareholder should state on Attef idance
slip cum Entry pass "Proxy" or "Representative" as
the case may be.

3. PAYMENT OF DIVIDEND

The interim dividend of 10% declared for the year
ended 31.03.2000 which has been paid on 31.05.2000
is treated as final.

BOOK CLOSURE
, The Register of the shareholders and the Share
Transfer Register of the Bank will remain closed
from Wednesday, July 26, 2000 to Friday August 4,
2000 (both days inclusive),for the purpose of Annual
General Meeting.

'TRANSFERS

Share certificates along with transfer deeds should
be forwarded to trie Registrar and Share Transfer
Agent at address given in para 6 below.

CHANGE OF ADDRESS

Shareholders arc requested to intimate changes, if any,
in their registered address, to .the Registrar and Share
Transfer Agent of the Bank at the following address :

M/s. PCS Industries Ltd.
Unit : Bank of India,
Hyfa Building, 1s' floor,
Andheri-Kurla Roadi Sated Pool,
Andheri (East), Mumbai - 400 072.

Shareholders /Proxy holders / representatives are
requested to bring their copies of the Annual Report
to the Annual General Meeting.
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DIRECTORS' REPORT
The Directors have pleasure in presenting the Annual Report of
the Bank along with the Statement of Accounts of the Bank for the
year ended March 31, 2000.

BUSINESS ENVIRONMENT

Economy
During the year, business confidence level was high as.political
stability at the centre spearheaded reform process with clearance of
many important bills viz. the Information Technology Bill, Foreign
Exchange Management Act, Insurance Regulatory and
Development Act, Recovery of Debts Due to Banks and Financial
Institutions (Amendment) Act, Telecom Regulatory Authority of
India Ace, the Securities Law (Amendment) Bill, etc. The industrial
growth showed uptrend during 1999-2000 after a spell of slow
down during last three years from 1996-99 recording a growth of
8.0% compared to 3.9% last year. The service sector maintained
its growth trend at 8.5% compared to 8.3% lastyear with boom in
knowledge based industries. Agriculture sector, however, grew
marginally by 1.3% compared to 7.2% last year because of which
GDP recorded marginally lower growth of 6.4% as against
6.8% in the previous year. The average rate of inflation as
measured by WPI was 3.1% in 1999-2000 as compared with
6.9 % last year and average inflation in CPI (IW) was 3.5%
compared to 13.1% lastyear.

On external fronr, exports and imports grew by 11.7% and 10.5%
respectively during 1999-2000 compared to similar growth of
- 1.1% and 2,5% last year. Current account deficit remained
under control on the strength of rise in remittances from
abroad. Total foreign investments comprising of FDI, fresh FII
inflows and foreign equity issues were US $ 5.1 bn., during
1999-2000, more than double the amount of US $ 2.3 bn.
invested during previous year. In March 2000 the exchange
rate of the rupee was Rs. 43.52 against the dollar, gradually
depreciating from'Rs. 42.69 in April 1999 i.e. 2.8% depreciation
as against 11.8% iast year. Foreign exchange reserves increased
by US $ 5.5 bn. during the year to reach US $ 38 bn. at
March-end 2000.

Banking Developments
Broad Money (M3) increased by 13.9% (net of Resurgent India
Bonds-RlBs) which is well within the targeted growth of.15.0% to
15.5 %- Reserve Money grew by 8.0 % as compared to 14.65%
last year. Deposits of All Scheduled Commercial Banks increased
by 18.4 % (net of RIBs) and credit by 21.9% during 1999-2000
as compared to 16.3 % and 13.8% respectively in the previous
fiscal year. Interest rates remained low through the year as
RBI reduced CRR by 1% and Government reduced PPF and
small saving deposit rates by ] %.

Various structural reforms were initiated during the year, aimed at
improving the competitiveness of the financial markets in India. In
the Urfion Budger for FV2001, some impor tan t policy
announcements were made relating to finance and banking sysrem.
These include reduction in government holding in Public Sector
Banks to 33%, constitution of Financial Reconstruction Authority
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(FRA) for weak banks, autonomy to the Board of Directors, setting
up of Credit Information Bureau, etc. The process of interest rate
deregulation was carried forward further by allowing banks to
operate different PLRs for different maturities, to offer fixed rate
for all term loans subject to the Asset Liability Management
guidelines, etc.

To further deepen the Money Market, select non-bank institutional
participants were given access to the repo marker. Money Market
Mutual Funds, Gilt Funds and Liquid Income Schemes of Mutual
Funds with predominant investment in Money Market instruments
were given cheque writing facility. Interest Rate Swaps and Forward
Rate Agreements were allswed to enable the banks, Primary Dealers,
and All India Financial institutions to hedge interest rate risk. RBI
has also introduced Liquidity Adjustment Facility in place of General
Refinance Facility, which aims at ironing out volatility in the Money
Market.

EFFICIENCY PARAMETERS

Profitability
Pressure on interest rates continued rhrough the year. The Bank
had reduced PLR from 13% to 12% at the end of previous
financial year in line with market trend to remain competitive.
However, deposit rates could not be realigned to that extent
due to their downward structural rigidity. Operating profit of
the Bank during 1999-2000 stood at Rs. 683 crore compared to
Rs. 705 crore last year. However, after adjusting for the
exceptional credit of interest on income tax refund {Rs. 43 crore
compared to Rs. 225 crore in the previous year) the operating
profit in fact recorded an increase of 33.3% over last year. The
Bank's strategy during the year was to leverage its strength in
treasury operations, place emphasis on mobilisation of low
cost deposits, good quality assets and recovery to improve its
profits. Net profit of the Bank stood at Rs. 173 crore.

Cost of funds
Cost of funds of the Bank has come down to 6.24% during 1999-
2000 from 6,34% last year. The decline in the cost of funds came
from reduction in cost of deposits to 6.64% from 6.92%. In view
of downward-rigidity in the deposit rate of interests, the Bank
increased its share of low cost deposits in total deposits to 33.53%
from 32.62% using its large network of rural and semi-urban
branches, proactively aligning rates on bulk deposits and dispensing
high cost Certificate of Deposits to reduce its average cost of deposits.

Average Cost of Deposits (%)

Average Cost of Funds (%)

1997

7.50
6.68

1998

6.92
6.29

1999

6.92
634

2000

6.64
6.24

Operating Costs
The Bank has identified containment of operating expenses as
priority area. Capital and revenue budgeting has spread
consciousness down the line to contain controllable expenses.
Besides, reengineering of procedures is also carried out to make
services and products of the Bank cost effective. These measures
had desirable effect and the other controllable operating expenses
were contained during the year.
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«

%

(March-end)

Operating Costs to
Average Working Funds (%)

Operating Costs to
Net Income (%)

Total Staff
Staff Cost to Net Income (%}

Increase in Staff Cost (%)

1997

2.96

64.46
53295
43.81

8.51

1998

2.77

62.61

52518
41.32

7.84

1999

2.55

64.46
52571
46.57

19.90*

2000

2.53

67.15
51962

48.03

8.16

8.59% T5T. 3TF2T 1 0.69% 1 0.47%

. 82%

14.2% T$&fX 15.3%

^>Tyfrigid te^^ 6.8% ^S^JT 5.0

* Increase in staff cost in FY 99 was, higher owing to provision
for arrears pursuant to wage revision of staff.

Yield on funds
The yield on funds of the Bank during the year carne down to
8.59% from 9.16% in the previous year. This is due to decline in
yield on investments of the Bank to 10.47% from 10.69% and
yield on advances to 10.78% from 11.34%. • '

Spread
Interest spread of the Bank during 1999-2000 declined to 2.35%
from 2.82% last year. Lower interest rates during the year had greater
impact on the yield of funds than the cost of funds since effect of
change in interest on advances is reflected in the profit immediately
while effect of change on deposits comes with a lag. As a result,
the cost of funds reduced by 10 basis points whereas yield on
funds declined by 57 basis points.

Non-InterestIncome
In view of pressure on interest spread, the Bank's strategy is to
improve non-interest income. During the year, flexibility was built
into the system to attract more non-fund business by competitive
changes where ever required. Measures were implemented to make
remittance service more customer friendly.

(March-end)
Commission, Exchange and Brokerage

Profit on sale of investments (Net)
Profit on exchange transactions (Net)
Others
Total

<[|3N <*iil^l H (Amount Ks.

1999
284

8
120
162
574

in Crore)

2000
293
167
112
214
786

Non PerformingAssets (NPA)
Gross non performing assets grew during the year from the level of
Rs. 3032 crore to Rs. 3464 crore. This was despite a reduction of
Rs. 457 crore achieved during the year through recoveries and
upgradarion of NPAs to Standard category. The increase in NPAs
has come from domestic segment, where gross NPA ratio has
increased to 15.3% from 14.2% last year, whereas foreign gross
NPA ratio has declined to 5.0% from 6.8% last year. The general
recovery in the economy did not have sizeable impact on several
borrowers. Several units made references to BIFR during the year
causing additional slippages. The Bank has set up Settlement
Advisory Committees in all zones and regions as per the guidelines
issued by the RBI to effect speedy settlements in chronic NPAs
particularly in the small sector. These have been active during the

10
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