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DIRECTORS' 81ST ANNUAL REPORT flder^d

Your Directors have pleasure in presenting the Eighty
First Annual Report, the Audited Balance Sheet as at and
the Profit & Loss Account for the year ended, 31st March
2005, along with Auditors' Report

PERFORMANCE HIGHLIGHTS
Performance highlights for the financial year as reflected
by the key financial indicators are as under:

(Rs. in Crores)
Particulars

Deposits

Advances

Investments

Total Income

Operating Profit

Net Profit

2004-05

10837.06

6287.44

4555.72

1061.08

340.71

147.15

2003-04

9406.94

4667.91

4878.91

1118.73

329.79

133.17

Your bank witnessed satisfactory growth in all the key
business variables during the year. The total business
turnover of the bank touched Rs.17124 Cores, an
increase of 21.67% over the preceding year. The net
interest income rose from Rs213.68 Crores in 2003-04 to
Rs.316.89 Crores, there by registering a growth of
48.30%, due to good growth in advances and
considerable reduction in interest cost.

The total deposits of the bank grew from Rs.9406.94
Crores in 2003-04 to Rs. 10837.06 Crores during the
year under report, registering a growth of 15.20%. The
share of low cost deposits of the bank namely Savings
and Current Account deposits have shown a steady
increase.

The total advances grew from Rs.4667.91 Crores in
fiscal 2004 to Rs.6287.44 Crores in fiscal 2005, an
increase of 34.69%. The share of agricultural advances
increased from Rs.522.49 Crores to Rs.621.12 Crores.
The priority sector advances increased from Rs.1910
Crores to Rs.2094 Crores. The lending under various
socio-economic schemes has shown satisfactory
progress.

The total investments of the bank as on 31st March 2005
stood at Rs.4555.72 Crores as against Rs.4878.91
Crores. Due to volatile interest rates and the expectation
of hardening interest rate, your Bank reduced its
exposure to investments, especially long dated
government bonds. The average modified duration of the
investment portfolio (AFS) category has come down from
6.36 years to 4.40 years.

PROFIT

During the year, your Bank posted an operating profit of
Rs.340.71 Crores, as against Rs.329.79 Crores for the
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fiscal 2004. The net profit of the bank increased from
Rs. 133.17 Cores to Rs. 147.15 Crores, thereby registering
a growth of 10.50%.

APPROPRIATIONS
The net profit of Rs. 14714.64 lakhs along with a sum of
Rs.0.24 lakhs brought forward from the previous year
aggregated Rs.14714.88 lakhs is appropriated as under.
The corresponding figure for the previous year was
Rs.13389.41 lakhs.

Appropriation Rs. In lakhs

Transfer to Statutory Reserve 9000.00
Transfer to Revenue & General Reserve 2825.00
Transfer to Exchange Fluctuation Fund 100.00
Transfer to Development Fund 20.00
Transfer to Proposed Dividend
(including tax there on) 2768.93
Balance carried to Balance Sheet 0.95

14714.88

DIVIDEND
Keeping in mind the overall performance of the Bank and
.the positive outlook for your Bank's future, your Directors
are pleased recommend a dividend of 20% on' the
expanded capital base. The total amount of dividend
proposed to be distributed is Rs.27.69 Crores (including
dividend distribution tax), which is 51.81 % higher than the
amount distributed during 2003-04 (Rs.18.24 Crores).
The dividend pay-out ratio proposed for the year stands
higher at 18.81 % as compared to 13.70% during the year
2003-04.

EARNING PER SHARE/BOOK VALUE
The earning per share( weighted average) and the book
value of the share stood at Rs.34.06 and Rs.80.67
respectively as on March 31,2005.

NET OWNED FUNDS
AND CAPITAL ADEQUACY RATIO

The net owned funds of your bank increased from
Rs.698.15 Crores to Rs.978.04 Crore, registering a
growth of 40.09%. Your bank successfully raised its Tier I
capital by way of a rights issue priced at Rs.20/- per share
in the ratio of 2:1. With this rights issue, the paid up capital
of your bank as on 31st March 2005 increased to
Rs.121.25 Crores from Rs.40.43 Crores as on 31st March
2004. The Directors of your Bank thank you for your
overwhelming support for the rights issue of the Bank.
The capital adequacy ratio increased from 13.03% as on
31st March 2004 to 14.16 % as on 31st March 2005.
The bank has been consistently maintaining Capital
Adequacy Ratio well above the norm of 9% stipulated by
the Reserve Bank of India.
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FOREX BUSINESS
During the year, the Bank achieved foreign exchange
business turnover of Rs.4010.16 Crores as against
Rs.3336.00 Crores for the previous year, registering a
growth of 20.20%. The advances to export sector
increased from Rs.620.25 Crores to Rs.702.32 Crores.

NON-PERFORMING ASSETS
Your bank has been very focused on containing the non-
performing assets, through better credit monitoring as
well as intensified drive for the recovery of the impaired
assets and check any further slippage. To have a more
focused approach toward recovery process, the bank
opened Asset Recovery Branch at Mumbai and Chennai
during the year "under report. Besides taking help of the
SARFAESI Act 2002 for speedy take over and disposal of
the assets of defaulting borrowers, the bank has sold
some of its NPAs to Asset Reconstruction Company of
India Ltd. (ARCIL). As a consequence of this focused
approach at keeping the NPA's at minimum possible
level, the bank's net NPAs as on 31st March 2005 reduced
to 2.29% from 4.98% during the previous year.

CREDIT RATING
The credit rating agency, ICRA Ltd., one of the leading
credit rating agencies of the country has accorded' A1 +'
rating to the Bank's Certificate of Deposit Programme.
The rating symbol, 'A1 +' indicates highest degree of
safety for timely payment of principal and interest.

DISTRIBUTION NETWORK
During the year under report, the Bank opened 12 new
branches at Raipur, Navi Mumbai-Koparkhairnae,
Mumbai Thakur Village, Nasik, Navi Mumbai-Seawoods,
Dehradun, New Delhi-R.K. Puram, New Delhi-Dwarka,
Mumbai-Santacruz (West) , Visakhapatnam-
Shantipuram, Chennai-K.K. Nagarand Mysore-Bogadi in
addition to 2 Asset Recovery Management branches at
Chennai and Mumbai and one Customer Care Centre at
Bangalore. As on Mach 31, 2005, the Bank had 381
branches, 8 Regional Offices, One International Division,
one Data Centre, 3 Service branches, 2 Currency Chests,
10 Extension counters, spread across 17 States and 2
Union Territories. The Bank's own Training College was
shifted to the old Head Office building at Kodialbail,
Mangalore. Further, during the year 2004-05, the bank
shifted 19 of its branches to more spacious premises
and, it merged its Cavalry Road, Bangalore Branch with
Industrial Finance Branch, Bangalore.

MANAGEMENT DISCUSSION AND ANALYSIS
Economic Scenario
It was yet another year of good growth for the Indian
economy, despite the deficient monsoon. The growth in
GDP for the year 2004-05 was 6.9%, which is on top of
higher increase of 8.50% in the previous year. While the
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industry grew by 8.3% as against 6.5% in the previous
year , due to deficient monsoon, the agricultural sector
slowed down. The agricultural and allied sector
estimated to have increased by 1.1% as compared with
9.6% in the previous year.

The average annual inflation as measured by variations in
the whole sale price index (WPI), was much higher at 6.4%
as compared to the 5.4% during the previous year, largely
on account of sharp increases in commodity prices,
especially oil and iron & steel. In fact, the inflation as
measured by WPI reached very high level of 8.7% during
August 2004, prompting the Government as well as the
Reserve Bank of India to take various fiscal and monetary
measures, like hike in Reverse Repo Rate, increase in
CRR, reduction in import tariffs duty to rein in the price
increase. As a result of these measures, the point to point
inflation gradually eased off to 5% by March 2005

On the foreign exchange front, the rupee showed mixed
trend against world currencies. While it depreciated
marginally by 0.8% against US Dollar, it depreciated
6.2% against Euro, 3.1% against Pound Sterling, but
appreciated by 1.9% against the Japanese Yen. Despite
•the widening trade deficit, the foreign exchange reserve
rose to US $ 141.5 billion, an increase of over US $ 28.5
billion during the year, helped largely by surging receipts
which included software services as well as portfolio /
direct investments in to the country.

Banking Scenario

During the year 2004-05, the aggregate deposits of
the scheduled commercial banks grew by 14.1%
(Rs.2,11,963 Crores) as against 17.5% (Rs.2,23,563
Crores) during the previous year. The lower deposit
growth was partly attributed to reduction in NRI deposits
with the banking system. Contrary to the sluggish growth
in deposits, the bank credit registered a strong increase
of over 26% as compared to 15.30% in the previous year.
The incremental non-food credit-deposit ratio was as
high as 100.70%, while the incremental investment-
deposit ratio fell to 25.10% from 58.20% in the previous
year, there by accommodating the higher credit demand
to a large extent.

Going forward, with the economic growth picking up
pace and the investment cycle on the way to recovery, the
banking sector is poised to benefit immensely due its role
as key financial intermediary. The revived credit off take
(both from food and non-food segments) and structural
reforms have paved the way for a change in the dynamics
of the sector itself. Besides gearing up for the
compliance of Basel II Norms, the sector is looking
forward to consolidation and investments on the FDI
front.
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Opportunities Ahead
Your bank has been at the fore front of providing cutting
edge banking technology to the rapidly evolving needs of
the customers and this has opened up new opportunities
to bank. The adoption of core banking solution FINAGLE
in 2000 envisaging 'Anytime/ Anywhere Banking' and
networking of 276 branches/ offices up to March 31,
2005 have enabled your Bank in offering customer-
centric value added products and services like Multi
Branch Banking (MBB), Multi City Cheques, Flexi-term
Deposits (K-Flexi), ATM card linked credit facility
(K-Power), collection of utility bills etc. The Bank is
planning to bring more number of branches under the.
centralized network and launch new products and
delivery channels like demat services, internet banking,
Cash Tech for fast collection of cheques etc. Besides, the
bank has entered in to an agreement with 'Cash Tree' for
sharing ATM network of other Banks, which will provide
access for our customers to more than T200 ATM network
of other banks in addition to the already existing shared
access to over 800 ATMs of Corporation Bank. The bank
has put in place the necessary infrastructure for switching
over to RTGS for customer transaction there by benefiting
our customers to reduce transaction time and settlement
risk. During the year, the Bank has launched 'Moneyplant'
International Debit Card to facilitate wider access to
ATMs both domestically and internationally and also at
merchant places.

SEGMENT REPORTING
The Bank has identified two business segments viz.,
Treasury and Other Banking Operations.

Treasury Operations
Treasury Operations-mainly comprise of surplus Statutory
Liquidity Ratio (SLR) and non-SLR investments. During
the year -ended March 31, 2005, the Bank has earned
total revenue of Rs. 295.07 crore from Treasury (Previous
year Rs. 409.20 crore), with a net result of Rs. 81.80 crore
(Previous year Rs. 140.22 crore).

Other Banking Operations
Other Banking Operations mainly consist of Advance
portfolio of the bank and SLR securities to the extent of
SLR requirements. During the year-ended March 31,
2005, the Bank has earned total revenue of Rs.766.01
crore from Other Banking Operations (Previous year
Rs. 709.54 crore), with a net result of Rs.183.29 crore
(Previous year Rs. 83.85 crore).

Risks and Concerns
Risk is the integral part of the banking business and your
bank aims to achieve an appropriate trade off between
risk and return and there by maximize shareholder value.
Of the various types of risk the banks are exposed to, the
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more importance are credit risk, market risk (which
includes liquidity risk and price risk) and operational risk.
Effective risk management is critical to the bank's
success. Under the supervision of the Board of Directors,
your Bank has already formed committees of executives,
for identification, measurement, monitoring and
management of risks, to mitigate their adverse impact on
its financials. Your bank has finalized its "Road Map for
BASEL II implementation" and has initiated the necessary
steps to streamline systems, strategies for a smooth
transition to BASEL II framework.

Internal Control Systems
The Board of Directors of the Bank have already put in
place well articulated internal control measures
commensurate with the size of the organization and
complexity of operations. The Audit committee of the
Board of Directors is supervising the internal audit and
compliance functions. The system of regular inspection,
credit inspection, short inspection and concurrent audit
of select branches form part of the internal control
mechanism. Besides, the Bank has been ensuring stock
audit and credit audit of large borrowal accounts by

'professional audit firms to further strengthen the credit
administration. The Bank has already introduced Risk-
Based Internal Audit system, as mandated by the
Reserve Bank of India. Adequate measures have been
taken to work under the computerized environment.
The computerized operations are subject to EDP/IS audit
to mitigate the associated risks. IS audit of Data Centre,
Bangalore was done by an external IS Audit firm, as
prescribed by the Reserve Bank of India.

OPERATIONAL PERFORMANCE
We are happy to report that the overall financial
performance of the bank during the year 2004-2005 has
been satisfactory. The total income of the bank was
Rs.1,061.08 crore and total expenditure (excluding
provisions and contingencies) was Rs.720.37 crore for
the year ended 31.03.2005. Further the total interest
expenditure of the bank reduced from Rs.634.77 crore as
on 31.03.2004 to Rs.523.04 crore as on 31.03.2005.

Human Resource Development
Your bank believes that the knowledge and skill levels of
its employees are the key to the achievement of its
corporate goal and hence attaches top priority to impart
adequate training to its employees. To keep its
employees fully geared up to meet the challenges of
changing market dynamics, changing regulatory
requirement and the diverse range of activities that the
bank is undertaking, the bank imparts the necessary
training through its in house Training College. To
supplement the in-house training facilities, your bank has
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also been regularly deputing its officers to participate
in programmes, workshops and seminars on various
specialized financial areas conducted by leading
organizations.

As in the past, the Bank has maintained a cordial and
healthy industrial relationship with the employees. The
number of people employed by the Bank stood at 4393 as
on 31st March 2005. The business per employee (excluding
inter-bank) has improved from Rs.3.20 Crores as on 31st

March 2004 to Rs.3.81 Crores as on 31st March 2005.

Corporate Goal
In the light of increased optimism for industrial growth,

your bank has envisaged to achieve a total business

turnover of Rs.20000 Crores, comprising of a deposit

target of Rs.12500 Crores and advance target of Rs.7500

Crores for the year ending March 31, 2006. The Bank is

confident of achieving the same through better customer

services and operational efficiency. Besides, the bank
has plans to increase its total number of business units to

500, by increasing the total number of branches to 400
and own ATM network to 100 by March 2006.

BOARD OF DIRECTORS
During the year under report, Sri B.V. Acharya retired as

Director of the Bank, with effect from 26th November,

2004, on completion of 8 years' of Directorship. The

Board places on record its appreciation of the active

involvement and useful services rendered by Sri B.V.

Acharya all these years.

During the year, Sri S.R. Hegde, Advocate and retired

Legal Advisor to Reserve Bank of India and Dr. N.

Seshagiri, Former,Special Secretary to Govt. of India in

the Ministry of Information Technology were inducted as

additional Directors of the Bank with effect from 26th

March 2005. The Board welcomes Sri S.R. Hegde and

Dr. N. Seshagiri and seeks their guidance.

The Board expresses its deep regret and sadness at the
demise of two of it guiding spirits, Sri K.K. Rao, former

Director of the Bank and Sri R Madhava Rao, Legal
Advisor of the Bank. The Board places on record its

sincere gratitude towards the valuable services and

guidance provided by them all these years.

CORPORATE GOVERNANCE
Your bank is committed to best practices of Corporate

Governance to protect the interest of all the stakeholders

of the bank, namely, shareholders, depositors and
customers and aims to maintain transparency at all

levels. A detailed report on Corporate Governance

practices is given in the Annexure to this Report.
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