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DIRECTORS' 82nd ANNUAL REPORT skod£oi>82<8e

Your Directors have pleasure in presenting the Eighty

Second Annual Report, the Audited Balance Sheet as at

and the Profit & Loss Account for the year ended, 31st

March 2006, along with Auditors' Report.

PERFORMANCE HIGHLIGHTS

Performance highlights for the financial year in the key

financial areas are as under:

(Rs. in Crore)

Particulars

Deposits

Advances

Investments

Total Income

Operating Profit

Net Profit

2005-06

13243.16

7791,57

5548.58

1184.84

328.29

176.03

2004-05

10837.06

6287.44

4555.72

1061.08

340.71

147.15

Your bank witnessed satisfactory growth in all the key

business variables during the year. The total business

turnover of the bank touched Rs.21035 Crore, an

increase of 22.83% over the preceding year. The total

assets of the Bank increased from Rs.12526.72 Crore to

Rs. 14953.27 Crore recording a growth of 19.37%. While

the operating profit decreased marginally on account of

decline in treasury income. The net interest income rose

from Rs.316.89 Crore in 2004-05 to Rs.365.97 Crore,

there by registering a growth of 15.49%. The substantial

reduction in NPAs resulted in less provisioning therefor

and the net profit improved by 19.63%.

The total deposits of the bank grew from Rs. 10837.06

Crore in 2004-05 to Rs.13243.16 Crore during the year

under report, registering a growth of 22.20%. 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.6287.44 Crore in fiscal

2005 to Rs.7791.57 Crore in fiscal 2006, an increase of

23.92%. The share of agricultural advances increased

from Rs.621.12 Crore to Rs.737.33 Crore. The priority

sector advances increased from Rs.2094 Crore to

Rs.2772 Crore. The lending under various socio-

economic schemes has shown satisfactory progress.

The total investments of the bank as on 31 st March 2006

stood at Rs.5548.58 Crore as against Rs.4555.72 Crore
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as on 31 st March 2005, showing a growth of 21.79%. The

average modified duration of the investment portfolio

(AFS) category has come down from 4.40 years to 3.77

years.

PROFIT

During the year, your Bank posted an operating profit of

Rs.32829.14 lakh, as against Rs.34070.83 lakh for the

fiscal 2005. The net profit of the bank increased from

Rs. 14714.64 lakh to Rs. 17603.39 lakh.

APPOPRIATIONS

The net profit of Rs.17603.39 lakh which along with

amount transferred from Investment Fluctuation

Reserve (IFR) Rs.12000.00 lakh and a sum of Rs.0.95

lakh brought forward from the previous year aggregated

Rs.29604.34 lakh is appropriated as under. The

corresponding figure for the previous year was

Rs.14714.88 lakh.

31, 2006* dra.5548.58•&

31, 20osdodo dra.4sss.72

Se 21.79
4.40

3.77

dTO.32829.14

dro.34070.83

dra.17603.39

2005 dS^

d.O.14714.64
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off. •gdood
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slrad®. 12000.00
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Appropriation Rs. in Lakh aaoiistrtrteb

Transfer to Statutory Reserve 10600.00 ss^teBJ&ssQf^apr

Transfer to Capital Reserve 125.46 wodro^aoewfirt

Transfer to Revenue& General Reserve 14575.00 Mmo&siisbsBstia^

Transfer to Development Fund 30. 00
ozpda aort

Transfer to Exchange Fluctuation Fund 120.00 *

Transfer to Proposed Dividend °° "

(including tax there on) 4148.01 eroded eazpozia^

Balance carried to Balance Sheet 5.87 aXialraES sorties®

29604.34

DIVIDEND oazpaod

Keeping in mind the overall performance of the Bank and asi) tssodrf storcf

the positive outlook for your Bank's future, your Directors d& Araerfrttfji) rtdo?

do. u r̂t̂ O,

i 10600.00

125.46

IjTOQUjaprt 14575.00

30.00

120.00

drSrt (Sort^2o^) 4148.01

OJJToeO^ 5.87

29604.34

idSo^d^odo, ado adeFsi^do sl,Sz&
are pleased to recommend a dividend of 30%. The total

amount of dividend proposed to be distributed is
Rs.41.48 Crore (including dividend distribution tax),

which is 51.10% higher than the amount distributed

during 2004-05 (Rs.27.69 Crore). The dividend payout

ratio proposed for the year stands higher at 23.56% as

compared to 1 8.81 % during the year 2004-05.

30

dj2.4i.48
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(dj3.27.69
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EARNING PER SHARE / BOOK VALUE

The earning per share (weighted average) and the book

Sf 6sJ ̂ oa wcracxij/ ̂ jsij
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value of the share stood at Rs.14.52 and Rs.91.63
respectively as on March 31,2006.

NET OWNED FUNDS
AND CAPITAL ADEQUACY RATIO
The net owned funds of your bank increased from
Rs.978.04 Crore to Rs.1111.13 Crore, registering a
growth of 13.61%. The capital adequacy ratio decreased
from 14.16% as on 31 st March 2005 to 11.78% as on 31 st
March 2006 after taking into account the market risk
on investment as per Reserve Bank of India guidelines.
The bank has been consistently maintaining Capital
Adequacy Ratio well above the norm of 9% stipulated by
the Reserve Bank of India.

FOREX BUSINESS
During the year, the Bank achieved foreign exchange
business turnover of Rs.4638.59 Crore as against
Rs.4010.16 Crore for the previous year, registering a
growth of 15.67%. The advances to export sector
increased from Rs.702.32 Crore to Rs.894.81 Crore.

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. Asset Recovery
branches and steps under SARFAESI Act 2002 for
speedy take over and disposal of the assets of defaulting
borrowers and sale of some impaired assets to Asset
Reconstruction Company of India Ltd (ARGIL)
contributed to reduction in gross NPA's. As a
consequence of this focused approach at keeping the
NPAs at minimum possible level, the bank's net NPAs as
on 31st March 2006 reduced to 1.18% from 2.29% in the
previous year.

CREDIT RATING
The credit rating agency, ICRA Ltd., one of the leading
credit rating agencies of the country has accorded 'At +'
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 one each at Kolkatta Salt Lake, Ranchi,
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Padubidri, Gangavathi, Bangalore - Vidyaranyapura,
Bangalore - Amarjyothinagar, Varanashi, Bangalore -
Banasawadi, Mumbai - Mulund (W), Ponda Goa, Delhi -
G T Karnal Road, and New Delhi - Paschim Vihar;
Upgraded Tiptur K R Extension Counter and Tumkur HMS
Education Society extension Counter into full-fledged
branches. In addition, the Bank has opened an extension
counter at Bangalore - Metropolitan Magistrate Court and
47 new ATM outlets at various locations during the year
2005-06. As on March 31, 2006, the Bank had 395
branches, 8 Regional Offices, One International Division,
one Data Centre, 3 Service branches, 2 Currency Chests,
9 Extension counters, 75 ATM outlets spread over 18
States and 2 Union Territories. Further, during the year
2005-06, the Bank shifted its 22 branches and Mumbai -
Regional Office to new spacious premises.

MANAGEMENT DISCUSSION AND ANALYSIS

Economic Scenario
It was yet another year of good growth for the Indian
economy, with a satisfactory monsoon. The growth in
GDP for the year 2005-06 was 8.1 % as against 7.5% in the
previous year. While the industry grew by 8%, as against
7.4% in the previous year, the agricultural and allied
sector estimated to have increased from 0.70% to 2.3%
during the year.

The average annual inflation as measured by variations in
the wholesale price index (WPI), was much lower at 4% as
compared to the 5.1 % during the previous year, mainly on
account of revival of monsoon, reduction in iron & steel
prices. In fact, the inflation as measured by WPI reached
very high level of 6% during April 2005.

The foreign exchange market remained orderly in
2005-06 with the exchange rate exhibiting two-way
movements. During the year 2005-06, the rupee
depreciated by 1.9 per cent against US dollar but
appreciated by 4.4 per cent against the euro, by 5.5 per
cent against the pound sterling and by 7.50 percent
against Japanese yen. The foreign exchange reserve
rose to US $ 151.6 billion, an increase of over US $ 10.10
billion during the year.

Banking Scenario
During the year 2005-06, the aggregate deposits of
the scheduled commercial banks grew by 22.8%
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(Rs,3,87,471 Crore) as against 12.8% (Rs. 1,92,269
Crore) during the previous year. The acceleration in
aggregate deposits is led by both demand and time
components. Growth rate of demand deposits exceeded
that of time deposits due to sustained pick up in non-food
credit and buoyant primary capital market with funds
getting temporarily parked in demand deposits. The bank
credit registered a strong increase of over 36.0% as
compared to 27.0% in the previous year. The incremental
non-food credit-deposit ratio was remained above 100%.
With the credit demand continuing to record strong
growth and outpacing deposit growth banks liquidated
their existing investments in government papers as wells

Non-SLR securities.

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.

Opportunities Ahead

Your bank has been at the forefront of providing cutting
edge banking technology to the rapidly evolving needs of
the customers and this has opened up new opportunities
to the Bank. The adoption of core banking solution
FINAGLE in 2000 envisaging 'Anytime / Anywhere
Banking' and networking of 319 branches / offices up to
March 31, 2006 has 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, Visa International
Debit Cards etc. Being always at the forefront in bringing
the best in banking technology to its customers, your
Bank has launched further new products like Internet
Banking and 'Cash Tech' for fast collection of cheques,
and has also forayed into DP (Demat) activity under the
aegis of CDSL.

The Bank is planning to bring more number of branches
under the centralized network and carry out diversified
activity like enabling web based booking of tickets of

ssdra wassde^d dx>oridrW£>rf
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Railways and Airlines, Mobile Top Up Services, Donations
(through web) to temples (Hundi) / Trusts etc and
undertaking distribution / marketing of Mutual Fund
products of select Asset Management Companies.
Having at present 75 own ATMs, the Bank is planning to
increase the same to 125 by 31.03.2007.

Bank has corporate agency arrangement for distribution
of both Life and General Insurance products with MetLife
India Insurance Co Pvt Ltd and Bajaj Allianz General
Insurance Co Ltd respectively and this arrangement has
contributed substantially to enhance other income of the
Bank. Further, Bank foresees great potentiality in this line
of business, which will supplement other income of the
Bank.

Bank is also facilitating inward remittance facility through
Western Union Money Transfer and this arrangement has
enabled vast section of population to receive hassle free
remittance from abroad.

While the bank had pioneered 'ATM network sharing' by
an agreement with Corporation Bank who now have 901
ATMs by virtue of the Bank becoming a member of ATM
networks like 'NFS' and 'Cash Tree' a card holder of the
Bank today can access his bank account at over 7500
ATMs under these two networks, while the Bank's tie up
with Visa enables our card holder to access his account
at over 9.45 lakh ATMs and over 22 million POS globally
under the Visa network.

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, 2006, the Bank has earned
total revenue of Rs. 219.80 crore from Treasury (Previous
year Rs.295.07 crore), with a net result of Rs.11.50 crore
(Previous year Rs.81.80 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,
2006, the Bank has earned total revenue of Rs.965.04
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esftd. Sdi t33,.o&>& a

,o V a
«533Do±>rteb

crore from Other Banking Operations (Previous year
Rs.766.01 crore), with a net result of Rs.284.12 crore
(Previous year Rs. 183.29 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 more important 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 within the time period

stipulated by the Regulator.

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 Bank 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 and all the branches have been

subjected to such audit. Adequate measures have been

taken to work under the computerized environment. The

computerized offices are additionally subject to EDP/IS

audit to mitigate the associated risks. Concurrent audit of

Data Centre (Including Disaster Recovery Site) by a

competent external IS Audit firm, has been put in place

during the year.

31, 2006
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