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XﬁX The Karnataka Bank Ltd.

DIRECTORS’ 86th ANNUAL REPORT

Your Directors have pleasure in presenting the Eighty
Sixth Annual Report, the Audited Balance Sheet as at
31st March 2010 and the Profit & Loss Account for the
year ended, 31st March 2010, along with the Auditors’
Report.
PERFORMANCE HIGHLIGHTS
Performance highlights for the financial year in the key
financial areas are as under: -

(Rs. in crore)
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Particulars As on /for the As on / for the
year ended year ended

31.03.2010 31.03.2009

Deposits 23730.65 20333.29
Advances 14435.68 11810.05
Investments 9992.05 8961.49
Gross Income 2354.68 2270.55
Operating Profit 260.84 480.21
Net Profit 167.12 266.70

The total business turnover of the Bank touched
Rs.38166.33 crore, an increase of 18.74 percent over the
preceding year. The total assets of the Bank increased
from Rs.22857.81 crore to Rs.27035.15 crore recording
a growth of 18.28 percent for the year 2009-10

The total deposits of the Bank grew from Rs. 20333.29
crore as on 31st March 2009 to Rs. 23730.65 crore
as on 31st March 2010, registering a growth of 16.71
percent. During the year, low cost deposits of the Bank
viz Savings and Current Account Deposits have shown
an impressive growth of 36 percent due to the various
measures undertaken by the Bank.

The total advances grew from Rs.11810.05 crore as on
31st March 2009 to Rs.14435.68 crore as on 31st March
2010, an increase of 22.23 percent. While agricultural
advances increased from Rs.993.36 crore to Rs.1609.16
crore, the priority sector advances increased from
Rs.4372.16 crore to Rs.5252.96 crore. The lending
under various socio-economic schemes has shown
satisfactory progress. The priority sector advances
stand at 45.80 percent and agricultural advances stand
at 11.97 percent as at end March 2010.

The total investments of the Bank as on 31st March 2010
stood at Rs.9992.05 crore as against Rs.8961.49 crore
as on 31st March 2009, an increase of 11.50 percent.
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OPERATIONAL PERFORMANCE

Your Directors report that under the tough business
environment in which your Bank operated, the overall
financial performance during the year 2009-10 has
been satisfactory. The gross income of the Bank was
Rs.2354.68 crore and total expenditure (excluding
provisions and contingencies) was Rs. 2093.84 crore
for the year-ended 31st March 2010. The net interest
income for the year ended 31st March 2010 was
Rs. 335.63 crore.

PROFIT

Your Bank earned an operating profit of Rs.260.84 crore
for the year 2009-10 as against Rs.480.21 crore for the
previous year. The net profit of the Bank decreased from
Rs.266.70 crore to Rs. 167.12 Crore.

APPROPRIATIONS

The net profit of Rs.167.12 Crore which along with a sum
of Rs. 0.03 Crore brought forward from the previous year
aggregating Rs.167.15 Crore is appropriated as under.
The corresponding figure for the previous year was
Rs.266.80 Crore.

Appropriation Rs. in Crore
Transfer to Statutory Reserve 88.00
Transfer to Revenue, General 16.38
& Special Reserves

Transfer to Proposed Dividend 62.75
(including tax)

Balance carried to Balance Sheet 0.02
Total 167.15

DIVIDEND

Keeping in mind the overall performance of the Bank and
the positive outlook for the future, the Board of Directors
recommended a dividend of 40 percent for the reporting
year. The dividend payout ratio for the year stands higher
at 32.09 percent as compared to 27.35 percent in the
previous year.

EARNING PER SHARE/BOOK VALUE

The earning per share (basic) and the book value of the
share stood at Rs.13.50 and Rs.136.80 respectively as
on 31st March 2010.
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ISSUANCE OF EQUITY SHARES

During the year under report your Bank issued and
allotted 12115564 equity shares at a price of Rs. 132.75
per share including premium of Rs. 122.75 per share to
Qualified Institutional Buyers under Qualified Institutions
Placements (QIP) as per SEBI (ICDR) Regulations, 2009.
The issue has enabled your Bank to augument its long
term capital requirement and improve the CRAR. Further
285880 equity shares were allotted to the employees of
your Bank pursuant to the exercise of options vested
under the Employees Stock Option Scheme of the Bank.

NET OWNED FUNDS AND CAPITAL ADEQUACY RATIO
The net owned funds of your Bank increased from
Rs.1567.03 crore to Rs 1832.75 crore, registering a growth
of 16.96 percent. The capital adequacy ratio stood at
12.37 percent as per BASEL Il norms (Previous year 13.48
percent). The Bank has been consistently maintaining
Capital Adequacy Ratio well above the minimum of 9
percent stipulated by the Reserve Bank of India.

FOREX BUSINESS

During the year under report, your Bank achieved
a turnover of Rs 8605.93 crore in foreign exchange
business as against Rs. 7850.65 crore in the previous
year. The advances to export sector increased from
Rs.1277.42 crore to Rs.1369.12 Crore.

NON-PERFORMING ASSETS

Your Bank has been focusing on containing the non-
performing assets through better credit monitoring as
well as intensified drive for the recovery of the impaired
assets. However in view of global recession and
delinquencies in select sectors the Bank's, Gross NPAs
as on 31st March 2010 have increased to Rs.549.64
crore (3.73 percent) as against Rs.443.20 crore (3.66
percent). The Net NPAs stood at Rs.188.61 crore (1.31
percent) as against Rs. 116.10 crore (0.98 percent) as
on 31st March 2009.

CREDIT RATING

The credit rating agency, ICRA Ltd. (ICRA) 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.

Further, ICRA and Credit Analysis & Research Limited
(CARE) have re-affrmed LA+ (pronounced L A plus)
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and “CARE A + (Single A Plus) ratings assigned
respectively indicating adequate credit quality to
Rs. 350 crore raised by the Bank during the previous
years, by way of Unsecured Redeemable Non-Convertible
Subordinated (lower Tier-Il) debt instruments.

DISTRIBUTION NETWORK

During the year under report, your Bank opened 17
branches in Patna, Kanakapura, Tambaram, Vellore,
Dhanbad, Kolkata - Bhowanipore, Naganathapura,
Gundlupet, New Delhi - Ashokvihar, Ujjain, Ghaziabad,
Kancheepuram, Chennai-Annanagar (West), Brahmapur,
Serillingampally, Durg and Rajarhat - Kolkata.

Further, your Bank added 46 ATM outlets at various
locations during the year 2009-10. As at 31st March
2010, we had 464 branches, 217 ATM outlets, 8 Regional
Offices, one International Division, one Data Centre,
one Customer Care Centre, 5 Service branches, 2
Currency Chests, 6 Extension Counters and two Central
processing centers, spread across 20 states and 2 Union
Territories. Further, for better ambience and improved
customer service, we shifted 16 branches/offices to new
premises, during the year 2009-10.

EMPLOYEES STOCK OPTION SCHEME
The information pertaining to Employees Stock Options
is given in Annexure | to this report.

MANAGEMENT DISCUSSION AND ANALYSIS
Macro- economic and Industry Developments

The advance estimates of the Central Statistical
Organisation (CSO) released in February 2010 have
placed the real GDP growth for 2009-10 at 7.2 percent.
The Final real GDP growth for 2009-10 may settle between
7.2 and 7.5 percent. The decline in agricultural and allied
activities GDP for the year 2009-10 is expected to be
much smaller at (-) 0.2 percent as per CSO advance
estimates.

Industrial output which was affected by the cyclical
slowdown and international commaodity price shocks in
2007-08 and the global recession in 2008-09 recovered
substantially in 2009-10. The index of industrial
production (IIP) registered double digit growth at 10.4
percent during the year 2009-10 over the corresponding
period of the previous year.

Headlineinflation, as measured by year-on-yearvariations
in the wholesale price index (WPI), accelerated from 0.5
percent in September 2009 to 9.9 percent in March 2010.
Inflation, based on year-on-year variation in consumer
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price indices (CPIs), was in the range of 14.9 percent
— 16.9 percent in January/February 2010. The higher
level of consumer price inflation in the recent months, as
compared to WPI inflation, could be attributed to higher
prices of food articles which have higher weight in CPls.

During 2009-10, the Indian rupee generally exhibited
strengthening trend against the US dollar on the
back of capital inflows and positive growth outlook,
although marked by intermittent depreciation pressures.
Reflecting the easing of supply conditions in the market
led by capital inflows, forward premia generally exhibited
declining trend during 2009-10, with sporadic hardening
on account of underlying demand conditions. The
Rupee/US dollar exchange rate which was Rs. 50.72
per dollar at end-March 2009 appreciated to Rs. 44.89
per dollar as on March 31, 2010. The Indian Rupee had
appreciated by 11.49 per cent against the US dollar
in the year ended March 31, 2010 over its level in the
previous year. Further the Rupee appreciated against
the pound sterling by 6.21 per cent and EURO by 9.73
percent during the above period.

The stronger signs of global recovery taking hold led to
reduction in risks in the international markets, which also
favorably impacted the domestic equity markets during
the major part of 2009-10. Reduction in risk perception
towards EMEs along with continuance of low policy rates
in the advanced economies for the extended periods,
led to revival in capital flows to India, which in turn
contributed to significant gains by the equity markets.

With the recovery seen in the global economy, India’s
external sector witnessed further improvement, as
reflected in the turnaround in exports, buoyancy in
capital inflows and further accretion to the country’s
foreign exchange reserves. During 2009-10, foreign
exchange reserves increased by US$ 27.1 billion to
reach US$ 279.1 billion as at end-March 2010 as against
US$ 252.00 billion as at end-March 2009.

Development in the Banking space

During the year 2009-10, the aggregate deposits of the
scheduled commercial banks (SCBs) increased by 17.1
percent (Rs. 702514 crore) as compared with 18.80
percent (Rs. 646627 crore) in the previous year. Time
deposits recorded growth of 16.2 per cent (year on year)
at end-March 2010 as compared to 22.6 percent a year
ago, while demand deposits grew by 22.8 percent.

During the financial year 2009-10, credit flow from
scheduled commercial banks moderated to 16.70 per
cent as compared with 17.30 percent during the previous
year. Food credit of SCBs increased by Rs.2278 crore in
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2009-10 as compared to Rs.1812 crore in the previous
year. Non-food credit extended by the scheduled
commercial banks (SCBs) increased by 16.9 percent

(Rs. 462571 crore) as compared to 17.50 percent
(Rs. 406287 crore) in the previous year.

Commercial banks’ investment in government and
other approved securities increased by 18.51 percent
(Rs.216273 crore) during 2009-10 compared to the
previous year’'s increase of 20.0 percent (Rs.194031
crore) Investment in non-SLR securities grew by 12.8
percent (Rs.26597 crore) as against the increase of 24.2
percent (Rs.41344 crore) in the previous year.

Opportunities

The fast paced recovery in the Indian economy on the
back of global economic recovery is expected to take
India on a robust growth path. There has been a revival
in investment and private consumption demand. Indian
exports have recorded impressive growth in November
and December 2009 and thereafter the indications
have been encouraging. The favorable capital market
conditions withimprovementin capital flows and business
sentiments are also encouraging and the manufacturing
sector has been showing buoyancy in recent months.
The Government'’s thrust on infrastructure development
may also open up avenues to Banks to finance these
projects. The Policy prounouncement by the RBI, re-
opening the ECB route for corporates to raise funds will
help boost up Investment. The improved employment
situation in the country, higher income levels etc augur
well for the long term sustainable growth of retail lending
in the Indian market. Government’s inclusive growth
agenda may also bring additional business to Banks in
rural and semi urban areas.

Outlook

Though the increasing inflation is worrisome, the policy
measures initiated by the Government and the Regulator
is likely to rien in the inflation and the economic growth
may remain strong in the coming years. However,
surfacing of the recent economic crisis in Greece and
other European counties may over shadow the global
economic recovery which may have its effect on our
economic growth also. Your Bank would like to position
itself to seize the available opportunities and improve the
business. Your Bank having networked all its branches
with its core banking solution, is looking to leverage
its technology to offer various new and sophisticated
products and services.

BUSINESS GOALS FOR THE CURRENT YEAR

In the light of better outlook for industrial growth, your
Bank has envisaged to achieve a total business turnover
of Rs.45000 crore, comprising of deposits of Rs.27500
crore and advances of Rs.17500 crore for the year ending
31st March 2011. In this direction the Bank has opened
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its 9th Regional Office at Hyderabad in April 2010. Your
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 780, by increasing the total number of branches
to 480 and own ATM network to 300 by March 2011.

SEGMENT REPORTING

Pursuant to the Guidelines issued by RBI on Accounting
Standard 17 (Segment Reporting) the Bank has identified
four business segments viz., Treasury, Corporate/
Wholesale banking, Retail Banking and Other Banking
Operations for the year ended 31st March 2010.

Treasury Operations

Treasury operations include the entire investment portfolio
i.e. dealing in government and other securities, money
market operations and Foreign Exchange operations.

During the year-ended 31st March 2010, your Bank has
earned total revenue of Rs.808.29 crore from Treasury
operations with a net result of Rs. (-) 77.68 crore.

Corporate / Wholesale Banking

Wholesale Banking includes all advances, not included
under Retail Banking. The revenue earned by the Bank
during year under this Segment was Rs.661.29 crore
with contribution of Rs. (-) 51.35 crore.

Retail Banking

Retail Banking includes exposure which fulfills the
following FOUR criteria:

a. Orientation criterion - The total annual turnover is
less then Rs.50 crore i.e. the average turnover of
the last three years in case of existing entities and
projected turnover in case of new entities.

b. Product Criterion - The exposure taking the form
of revolving credits and lines of credit (including
overdrafts), term loans and leases and small
business facilities and commitments.

c. Granularity criterion - Aggregate exposure to one
counterpart does not exceed 0.20percent of the
overall retail portfolio.

d. Low value of individual exposure - The maximum
aggregate exposure up to Rs.5 crore

During the year 2009-10, this Segment has earned

revenue of Rs. 839.41 crore and a net result of

Rs. 303.14 crore (+ve).

Other Banking Operations

Other Banking Operations include the remaining business
done by the Bank i.e. distribution of insurance and mutual
fund products, Demat services, online shopping, railway
ticket booking, locker facilities etc.
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During the year-ended 31st March 2010, this segment
has generated revenue of Rs. 45.69 crore and a net
result of Rs. 37.88 crore (+ve).

RISKS AND CONCERNS

Risk is inherent in all kinds of business activities and is an
integral part of the banking business. In normal course
of business, a bank is exposed to various risks namely
Credit Risk, Market Risk and Operational Risk besides
other residual risks such as Liquidity Risk, Concentration
Risk, Strategic Risk, Reputation Risk etc. With a view to
efficiently manage such risks, your Bank has put in place
various risk management systems and practices. In line
with the guidelines issued by the Reserve Bank of India
from time to time, we continue to strengthen our various
risk management systems that includes policies, tools,
techniques, monitoring mechanisms etc.

Your Bank aims at enhancing and maximizing the
shareholder values by achieving appropriate tradeoff
between risks and returns. Your Bank’s risk management
objective  broadly covers proper identification,
measurement, monitoring / control and mitigation of the
risks with a view to enunciating the bank’s overall risk
philosophy. The risk management strategy adopted by
your Bank is based on clear understanding of risks and
the level of risk appetite dependent upon the willingness
to take on risks in normal course of business. A Board
level Integrated Risk Management Committee of your
Bank periodically reviews the risk profile, evaluates the
overall risks faced by the Bank, and develops policies
and strategies for their effective management.

In line with the guidelines issued by the RBI, your Bank
has implemented New Capital Adequacy Framework
and is Basel Il compliant with effect from March 31,
2009. The Basel Il framework, as referred, is based on
three mutually reinforcing pillars. While the first Pillar
of the revised framework addresses minimum capital
requirement for credit, market and operational risk, the
second pillar (supervisory review process) intends to
ensure that the banks have adequate capital to address
all the risks in their business commensurate with
bank’s risk profile and control environment. The third
pillar of Basel Il framework refers to market discipline.
The purpose of market discipline is to complement the
minimum capital requirements detailed under Pillar 1 and
the supervisory review process detailed under Pillar 2. In
this regard, the Basel Il Pillar IIl Disclosure is annexed to
this report as Annexure |I.
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INTERNAL CONTROL SYSTEMS

Your Bank has put in place well articulated internal control
measures commensurate with the size of the Bank
and complexity of operations. A separate Compliance
Department has also been set up. The Audit Committee
of the Board of Directors supervises the internal audit
and compliance functions. The system of regular
inspection, short inspection and EDP Audit (IS Audit) of
all the branches / offices, Concurrent IS Audit of Data
Center and concurrent audit of select branches, Treasury
Department and International Division, etc., form part
of the internal control mechanism. Besides, your Bank
has been ensuring stock audit and credit audit of large
borrowal accounts by professional audit firms to further
strengthen the credit administration. As mandated by the
Reserve Bank of India, Risk-based Internal Audit system
has already stabilized in the Bank and all the branches
have been subjected to such Audit. The Bank has
introduced on line marking of NPA’s with effect from 30th
September 2009 and has also initiated steps for offsite
monitoring of all the borrowal accounts with limits above
Rs. 25 lakh.

HUMAN RESOURCE DEVELOPMENT

The survival and prosperity of any industry depends
upon the quality of its human resource and this is true
even for service oriented Banking Industry. Human
Resource Development is a key responsibility area
for your bank too. Your Bank takes special care to
ensure the growth of each individual employee in every
aspect. Employees are sent for various training and
development programmes to upgrade their skills and
competencies so that they grow as an individual and
contribute towards the growth of the Bank. Your Bank
has its own Staff Training College, with state of the art
infrastructure facilities and expert faculty members to
impart training to the staff members. The Officers are
also being deputed to various training programmes
conducted at Southern India Bank’s Training College
Bangalore, National Institute of Bank Management,
Pune, College of Agriculture Banking, Pune, and Institute
for Development and Research in Banking Technology,
Hyderabad, State Bank Staff College, Hyderabad etc.,
wherever specialized training is found necessary. In
addition, Executives / Senior Managers are also deputed
to premier institutions. During the year 2009-10, 1752
Officers, 1260 clerks and 65 Sub-staffs were given
training under various disciplines to update / improve
the knowledge.

Your Bank enjoys excellent industrial relations and there

is an atmosphere of peace and harmony in the Bank. This
has helped in maintaining a pleasant work environment
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