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CHAIRMAN AND MANAGING
DIRECTOR'S STATEMENT

Dear Shareholders,

I am presenting the Annual Report of the Bank together with audited

financial statements for the year ended 31.03.2006.

At the outset, I convey my greetings to you all and solicit your continued

patronage and support. As you will observe, the working results were

short of expectations particularly in respect of profits and dividend.

The Bank had to provide depreciation of Rs. 185 crore on investments

which resulted into lower net profit of Rs.50.79 crore for the year

2005-06 as against Rs. 177.12 crore for the previous year.

Consequently, the Board has declared a lower dividend of 4% for the

year 2005-06.

During the year, the Bank had taken a conscious decision to shed high

cost term deposits of Rs. 5600 crore to reduce cost of funds. As a

result, the level of total deposits declined to Rs. 26,906 crore as on

31.03.2006 as against Rs. 28,844 crore last year. However, there was

higher growth of around 21% in low cost deposits i.e. current and

savings. The Bank added 6.24 lakh accounts under current and savings

deposits during the year. The share of low cost deposits in aggregate

deposits increased from 33.19 % as on 31.3.2005 to 43.34% as on

31.3.2006. The growth in advances was over 26% by reducing exposure

in investments. Impact of these measures will be felt in the current

year and onwards.

Salient features of the Bank's performance during the year ended

31.3.2006 were as under:

1. Nine branches and an extension counter were opened taking total

number of branches to 1300 and extension counters to 32

2. Total business increased to Rs. 43,376 crore. Per employee

business was Rs. 3.06 crore

3. Capital adequacy ratio was 11.27% after considering capital

charge on market risk

4. The ratio of gross non performing advances to gross advances

declined from 7.00% to 5.53%

5. The ratio of net non performing advances to net advances reduced

from 2.15% to 2.03%

6. Core banking solution was finalised and 100 branches shall be

operational) sed by March 2007.

7. Operationalised 145 ATMs and initiated steps to add 200 more

ATMs by September 2006.

8. Actively participated in all lending programmes under social

banking. Flow of credit to agricultural sector increased by 32%

over previous year.
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9. 368

10. H6K1C£ TT^f % feflj

oTRT

6 f^Teff if STTF'ft

fel. fef.

cf?f f.

9. Covered 368 branches under Real Time Gross Settlement

Scheme (RTGS)

10. Effectively handled the work of Convener, State Level

Bankers' Committee for Maharashtra and lead bank

responsibility in all the six districts of Maharashtra.

Equity shares of the Bank are actively traded on Bombay Stock

Exchange Ltd and National Stock Exchange of India Ltd.

The Bank has repositioned its strategies and has evolved action plans

to achieve all round growth particularly in core activities and to enhance

the shareholder value.

•fffel,

3T1WT

With warm regards,

Yours sincerely,

(M. D. Mallya)
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BANK OF MAHARASHTRA
'Lokmangal', 1501, Shivajinagar, Pune: 411 005

NOTICE

NOTICE is hereby given that the Third Annual General Meeting of the Shareholders of Bank of Maharashtra will he held on Monday the 26th June 2006
at 10.IX) a.m. at Ya.shawamrao Chavan Natya Griha, Kothrud Pune 411 029 to transact the following business:

To discuss ihe Balance Sheet as at 31" March 2006 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: Pune

Date: 4lh May 2006

NOTES

(M. D. Mallya)
Chairman & Managing Director.

1. APPOINTMENT OF PROXY

A SH AREHOLDER ENTITLED TO ATTEND AND VOTE AT THE
MEETING IS ENTITLED TO APPOINT A PROXY TO ATTEND
AND VOTE INSTEAD OF HIMSELF / HERSELF AND SUCH
PROXY NEED NOT BE A SHAREHOLDER OF THE BANK. The
Proxy form, in order to be effective, must be received at the place
specified in the Proxy form not less than four days before the date of
the A n n u a l General Meeting i.e. before the closure hours of
Wednesday, the 21st June 2006.

2. APPOINTMENT OF AUTHORISED REPRESENTATIVE

No person shall be entitled to attend to vote at the Annual General
Meeting; as a duly authorised representative of any body corporate
which is a shareholder of the Bank, unless a copy of the resolution
appointing him / her as a duly authorised representative , certified to
be (rue copy by the Chairman of the meeting at which it was passed
shall have been deposited at the Head Office of the Bank not less
than tour days before the date of the Annual General Meeting i.e. on
or before the closure hours of Wednesday, the 21st June 2006.

3. ATTENDANCE SLIP CUM ENTRY PASS

For the convenience of the shareholders. Attendance slip-cum-Entry
pass is annexed to this Report. Shareholders / Proxy holders /
Authorised 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
sta te on At tendance s l i p - cum - Entry pass " Proxy" or "
Representative" as Ihe case may be.

4. BOOK CLOSURE

The Register of Shareholders and Share Transfer Register of the Bank
will remain closed from Monday, the 19th June 2006 to Monday,
(he 26th June 2006 ( both days inclusive) for the purpose of Annual
General Meeting and for ascertaining the entitlement for payment
of dividend.

5. PAYMENT OF DIVIDEND

Payment of dividend to shareholders as declared by the Board of
Directors shall be paid to those shareholders whose names appear
on Ihe Register of Shareholders of the Bank as on 26th June 2006
and in respect of shareholders holding their shares in dematerialised
form as per the list provided to the Bank by the Depositories as on
18th June 2006 and the dividend warrants shall be mailed within 30
days from the date of Annual General Meeting.

6. TRANSFERS

Share certificates along with transfer deeds should be forwarded to
the Registrar and Transfer Agent at the address given in para No. 8
below for the transfer of shares of the Bank.

7. ELECTRONIC CLEARING SERVICE FACILITY (ECS)

With respect to payment of dividend, the Bank provides the facility
of ECS to all shareholders of the Bank, having their bank accounts
in any of the following cities:

Ahmedabad, Bangalore, Bhubaneshwar, Chandigarh, Chennai,
Delhi, Guwahati, Hyderabad, Jaipur, Kanpur, Kolkata, Mumbai,
Pune, Nagpur and Thiruvananthapuram.

Shareholders holding their shares in physical form, who wish to avail
ECS facility may authorise the Bank with their ECS mandate in the
prescribed form annexed to this Report. The request for payment of
dividend through ECS for the year 2005-06 should be lodged with
Registrar & Transfer Agent of the Bank M/s. MCS Ltd at the address
given in para No. 8 below on or before 15.6.2006.

Shareholders holding shares in electronic form may please note that
their bank account details as furnished by the respective Depositories
will be considered for sending dividend through ECS / dividend
warrants. Shareholders who wish to change such bank account details
are requested to inform their depository participants only about such
change with complete details of Bank Account on or before 15th
June 2006.

8. CHANGE OF ADDRESS

Shareholders holding shares in physical form are 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. MCS Ltd (Unit: Bank of Maharashtra)

'Harmony' Plot No. 6, Sector No. 1,

Khanda Colony, New Panvel (West) Mumbai 410 206

Tel No. (022) 27492003 - 10 Fax No. (022) 27492005

9. Shareholders / Proxy holders / Representatives are requested to bring
their copies of Annual Report to the Annual General Meeting.

10. Shareholders who wish to seek any information on the accounts are
kindly requested to write to the Shares Department of the Bank at its
Head Office, which should reach the Bank atleast one week before
the date of the Annual General Meeting so as to enable the Bank to
keep the information ready. Shareholders may note that information
/ clarification shall be provided only at the Annual General Meeting.
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BANK OF MAHARASHTRA
'Lokmangal', 1501, Shivajinagar, Pune: 411 005

DIRECTORS' REPORT 2005-06

The Board of Directors have pleasure in presenting the Annual Report
of the Bank together with the Audited Balance Sheet and Profit and
Loss Account for the year ended 31 st March 2006.

MANAGEMENT DISCUSSION AND ANALYSIS

1. ECONOMIC ENVIRONMENT

1.1 Gross Domestic Product (GDP)

The GDP registered a growth of 8.1 percent in 2005-06 as per the advance
estimates of CSO, as against 7.5 percent during the previous year. The
strong performance of Indian Economy was led by sustained growth in
the industry and the services sectors. The growth story was also well
supported by the phenomenal credit supply in the economy.

The GDP growth was attributed to recovery in the industrial sector with
special emphasis on the manufacturing sector. The industry grew at 7.8
percent as against 8.4 percent in the previous year. The manufacturing
sector contributed the most with a growtfi of 9.4 percent coupled by an
impressive growth in the electricity, gas and water supply sectors. The
services sector achieved higher growth of 9.8 percent compared to 8.6
percent in the previous year. The construction industry also supported
the growth of the services sector mainly on account of acceleration in
industry. The agriculture sector saw a revival in the year, which grew at
the rate of 2.3 percent in comparison to the earlier figure of
0.7 percent.

Gross Domestic Saving (GDS), as percent of GDP at current market
prices, increased to 29.1 percent in 2004-05 from 28.9 percent in 2003-
04 despite a fall of 1.5 percent in the savings of household sector, owing
to higher savings registered by corporate and public sectors. Similarly,
the investment rate increased by 2.9 percent to reach 30.1 percent of
GDP in 2004-05.

1.2 Inflation

The average WPI inflation rate eased to 4.5 percent during 2005-06
from 6.4 percent a year ago. WPI inflation year on year was 3.5 percent
as on April 1, 2006. Mainly the price movements of petroleum products,
which alone contributed about 40.8 percent to the inflation, influenced
the inflation outcome during 2005-06.

The inflation also firmed up in the second half of 2005 in a number of
economies in tandem with the movements in international crude oil
prices, with oil prices reaching a record high of US $ 70.8 a barrel in
August 2005.

Although fuel prices were the key driver of domestic inflation during
2005-06, domestic petroleum products prices still lagged the increase
in international crude oil prices. Apart from fuel prices, prices of primary
food articles posed some upward pressures on inflat ion during
2005-06. The prices had hardened during the first half of 2005-06,
reflecting last year's shortfall in domestic kharif production and worries
about a poor ensuing crop due to the unsatisfactory progress of the South-
West monsoon.

1.3 Fiscal Deficit

As per the revised estimates mentioned in the Budget, the fiscal deficit
of the Central Government for 2005-06 was estimated at Rs.1,46,175
crore (4.1 percent of GDP) compared to the budget estimate of
Rs.1,51,144 crore (4.3 percent of GDP). There was decline in non-tax
revenue whereas the tax revenue remained almost at the same level as in
the budget estimates.
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The Central Government continued to maintain surplus cash balances
with the Reserve Bank during the year and the same was at Rs. 48,928
crore as on March 31, 2006 as compared to Rs.26, 202 crore a year
ago.

2. MONETARY AND BANKING DEVELOPMENTS

2.1 Money Supply

The growth in money supply (M,) on a point-to-point basis was at 16.2
percent during 2005-06 compared to 13.9 percent a year ago. Among
the components, the growth in aggregate deposits of the scheduled
commercial banks (SCBs) at 16.1 percent was higher than that of 14.1
percent in the previous year. Similarly, there was an increase in the
currency with the public, which increased from 12.7 percent to 16.8
percent.

Monetary and liquidity conditions remained largely comfortable during
2005-06 although there was some tightness in liquidity conditions during
the last four months of 2005-06 reflecting partly the impact of the
redemption of India Millennium Deposits (IMDs), The Reserve Bank,
therefore, injected liquidity through unwinding of the Market
Stabilisation Scheme (MSS) and repo operations under the liquidity
adjustment facility (LAP) along with some private placement of the
Central Government securities. As a result, trie banking system was able
to meet the sustained pick-up in credit demand from the commercial
sector.

In view of the rising demand for commercial credit, banks restricted
their incremental investments in Government paper. The gilt portfolio
of commercial banks registered a decline of Rs. 15, 562 crore as on March
31, 2006 over the previous year in contrast to an increase of Rs.42,473
crore (net of the conversion effect) during the previous year.

2.2 Flow of Funds
The total flow of funds from SCBs to the commercial sector moved up
during the year. The food credit also increased due to higher procurement
operations.

The net bank credit to the Government increased by 3.8 percent
(Rs.28819 crore) as against 0.9 percent (Rs. 6776 crore), net of
conversion a year ago.

The increase in total flow of funds from SCBs to the commercial sector,
including non-SLR investments, was 27.4 percent (Rs.3, 30,866 crore)
as on 31.03.2006 as against 30.2 percent (Rs. 2,79,326 crore) a year
ago.

The Reverse repo rate was increased by 25 basis points to 5.25 percent
effective from October 26, 2005. In view of the macroeconomic and
overall monetary conditions, it was further increased from 5.25 percent
to 5.50 percent with effect from 24.01.2006. The fixed repo rate under
LAP was kept at 100 basis points over the reverse repo rate.

3. BANKING TRENDS

3.1 Interest rates

The year witnessed rise of interest rates in the later part. Due to the
phenomenal growth in credit expansion where incremental credit deposit
(CD) ratio crossed the 100 percent mark the banks increased the interest
rates on deposits to fuel the credit supply.

The interest rates of public sector banks (PSBs) on deposits of over one
year maturity moved up from 5.25-6.50 percent in April 2005 to 5.75-
7.25 percent in March 2006. During the same period, the benchmark
prime lending rates (BPLRs) of PSBs and foreign banks remained
unchanged in the range of 10.25-11.25 percent and 10.00-14.50 percent,
respectively. The BPLRs of private sector banks moved to a range of
11.00-14.00 percent from 11.00-13.50 percent in the same period. The
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median lending rates for term loans (at which maximum business was
contracted) in respect of major PSBs stood at 8.50-12.50 percent in
March 2006 as against 8.00-12.50 percent in December 2005.

3.2 Deposits

Aggregate deposits of SCBs increased by Rs.3,79,060 crore during 2005-
06 and stood at Rs.20, 87.670 crore, as on the last reporting Friday of
March 2006. The growth rate was 22.19 percent during 2005-06 as
compared with 13.76 percent recorded during the previous year.

3.3 Bank Credit

As on 31.03.2006, bank credit stood at Rs. 14,96,474 crore, reflecting a
rise of Rs.4,04,466 crore during the year. The CD ratio stood at 71.68
percent. The credit expansion was vigorous during the later part of the
year.

As regards credit, the SCBs registered a growth of 36 percent as against
30.9 percent a year ago. Retail credit, powered by the increased individual
disposable incomes, expanded at rates ranging between 22-41 percent
since 2001-02 and accounted for 26.7 percent of the incremental non-
food credit in 2005-06. The share of advances to 'individuals' increased
from about 10 percent of total bank credit in March 2002 to nearly 25
percent in January 2006. It is noteworthy that loans to commercial real
estate rose by 84.4 percent in 2005-06, constituting 4.4 percent of
incremental non-food credit. Housing loans increased by 29.1 percent
and accounted for 14.6 percent of incremental non-food credit. While
the flow of credit to industry as a whole showed a modest increase of
15.6 percent in 2005-06 from 11.3 percent a year ago, bank credit to the
infrastructure industries, especially power, grew by 28.8 percent on top
of 32.9 percent a year ago. There was substantial increase in credit flow
to industries like food processing, iron and steel, cotton textiles, vehicles,
chemicals, gems and jewellery and construction. Agricultural credit
increased by 22.4 percent as compared wi th 18.9 percent in the
corresponding period of the previous year.

3.3.1 Food Credit

Food Credit recorded a rise of Rs. 1,771 crore as on 31.03.2006
over the previous year and reached the outs tanding level of
Rs. 41,787 crore.

3.3.2 Non-food Credit

As on 31.03.2006, non-food credit stood at Rs. 14,54,687 crore as against
Rs. 10,59,308 crore a year ago. The growth rate was 37.3 percent during
2005-06 as against 27.5 percent during the previous year.

3.4 Investments

Indirect credit by SCBs to the commercial sector in the form of banks'
investments in bonds, debentures, shares and commercial papers (CP)
declined by 13.0 percent (Rs.12,238 crore) as compared with an increase
of 5.3 percent (Rs.4,775 crore) in the previous year.

The decline in statutory liquidity ratio (SLR) investments accommodated
the higher credit demand to a large extent. For the first time since the
nationalization ef banks, investment by SCBs in Government and other
approved securities declined during the year. Thus, major support to the
market-borrowing programme of Central and State Governments came
from non-banks. Commercial banks' holdings of Government and other
approved securities remained in excess of the statutory minimum
requirement of 25.0 percent of net demand and time liabilities (NDTL).
Such holdings, however, declined from 38.2 percent of the banking
system's NDTL in March 2005 to 31.9 percent in March 2006. While
the excess SLR holdings amounted to Rs. 1,56,504 crore in March 2006,
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