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REPORT OF THE BOARD OF
DIRECTORS
To the State Bank of India, Reserve Bank of
India and the Central Government in terms
of section 43(1) of State Bank of India
(Subsidiary Banks') Act 1959.

DEVELOPMENTS
ECONOMY

IN THE

. 17 ,945

Developments in the economy during
1998-99 have been influenced by certain
uncertainties on the external front and
concern about the pace of economic recovery
While South East Asian crisis has shown
some signs of abatement, other external

developments such as the overall global
economic slow down and the problems faced
by the Japanese and Russian economies have
made the external environment unfavourable
for growth. On the domestic front, agricultural
output has shown a remarkable turnaround

by posting 5.3% growth (estimated) in
1998-99 as against a decline of 1% in the
previous year. Industrial production continued
to be sluggish at 3.8% and is yet to show
indications of recovery. However, the
contribution of service sector to GDP is
continuing at a satisfactory rate. The GDP
growth in 1998-99 is estimated at 5.8% in
the Economic Survey 1998-99 as against 5%
growth recorded in the previous year
(1997-98). The overall balance of payments
position has remained strong despite the
surge in trade deficit to the extent of $ 8.2
billion in 1998-99 as compared to $ 6.8
billion in the previous fiscal. The forex reserves
have risen to $ 29.5 billion in 1998-99 from
$ 25.9 billion in 1997-98, which has been

signficantly contributed by Resurgent India
Bonds of $4.23 billion. The Indian Rupee
has generally remained firm during the year.

MONETARY AND BANKING
DEVELOPMENTS
In the money and banking sector, broad
money supply grew by 17.8% during
1998-99(1997-98 growth was 17.9%), which

has been mainly driven by a good accretion
in bank deposits during the year.

The rate of inflation hovered around 5-6% in
1998-99 except for a spurt during Sept-
Oct. 1998. Aggregate deposits of Scheduled
Commercial Banks increased by 18.5%
(Rs. 1,11, 861 crores) during the year
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compared to 19.7% growth (Rs!99,811
crores)in 1997-98. The inflow of Rs.17,945
crores from Resurgent India Bonds boosted
the bank deposits during the year. Time
deposits showed a sharp increase of over
Rs. 1,00,000 crores (20.06%) mainly on
account of reduction in minimum period of
time deposits to 15 days from 30 days.

The non-food credit growth was lower at
Rs 37,594 crores (12.1%) in 1998-99
vis-a-vis Rs.40,789 crores (15.1%) in
1997-98. The total flow of funds to the
commercial sector from the banking system
(i.e., credit growth plus investments in bonds,
debentures, shares, commercial paper etc.,)
during 1998-99 was higher at Rs.54,304
crores (15.8%) compared to Rs. 53,377
crores (18.4%) in 1997-98.

During the year, the Reserve Bank of India
announced far reaching changes in the
capital adequacy and asset classification
norms for the Banking sector to be
implemented from the year 2000-2001
based on the Marasimham Committee
Report-ll.

A few key policy changes are outlined below:

# Capital Adequacy Ratio to be 9% effective
31st March, 2000.

# State Government guaranteed advances
which have turned sticky to be provided
for as in the case of other non-performing
assets from March 2000 in four stages.

# Banks to implement the Asset Liability
Management guidelines of RBI from
1999-2000 in order to improve their
handling of liquidity and interest rate risks.

Your Bank has initiated adequate steps to
address the impact of the changes in RBI
Policy.

KARNATAKA SCENARIO

The plan outlay for Karnataka in the 9th Five
Year Plan 1997-2002 has been fixed at
Rs.23,400 crores (at 1996-97 prices) which
is 57% higher than the Eighth Plan
expenditure of Rs. 14,894 crores.

Irrigation and Power sectors have received
the highest priority (42.37% of the total plan
outlay), 30.79% outlay has been earmarked
towards the social sectors. Work is in
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progress to complete the Krishna Basin
Project before the close of 1999. On
completion of the project, more than 3 to 5
lakh hectares of land will get irrigation facility.
With the increased irrigation facilities and
consequent increase in agricultural
production, economic development of Morth
Karnataka districts, particularly, Bijapur,
Bagalkote, Gulbarga and Belgaum will be
accelerated in the coming years.

The Kaiga Atomic Power Station is likely to
be commissioned during the current year
and it is expected to improve the power
supply position in the State. Thrust is also
being given to complete various hydel,
thermal and wind projects to further improve
the position. The Konkan Railway became
operational during the year 1998 giving a
boost to economic development of coastal
Karnataka, particularly Dakshina Kannada
and Gttara Kannada districts. A number of
large and medium industries have already
been set up in this region. Karnataka has
become the preferred location for high
technology industries like electronics,
software and telecommunication providing
good investment opportunities in the State.
TVS Suzuki & Volvo have taken up projects
in Karnataka, besides the Kirioskar group of
companies.

The Bank's performance in Karnataka has
been much better in 1998-99 compared to
1997-98. The Bank's share in ASCB
Karnataka deposits increased to 10.33% in
Dec 1998 from 9.89% in March 1998.
Similarly, in advances, the Bank's share
improved to 9.09% in Dec 1998 from 8.64%
in March !998

Karnataka continues to be the nucleus of the
Bank's business contributing 71% of
deposits, 63% of advances and 83% of
branch network of the Bank.

The improvement in power sector; increase
irrigation fac i l i t ies , development of
infrastructure like rail and road, and the
development in information technology have
given thrust to economic development in
the State which Is the principal area of cur
operation. In order to exploit the emerging
business opportunities, we opened 12
branches in Karnataka during the year
1998-99 which includes 7 branches in
Bangalore city alone. While expansion of
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branch network, particularly in Bangalore,
Mysore, Mangalore and other important
centres in the State will continue to receive
our attention, thrust will be given for branch
mechanisation to improve business and
customer service. Improvement in credit
deposit ratio in the State will also be given
priority, besides improving our share in ASCB
deposits and advances.

REVIEW OF BANK'S OPERATIONS

The Bank's net profit declined to Rs.33.58
crores in 1998-99 from Rs. 50.54 crores in

1997-98 mainly due to narrowing interest
spreads & increase in operating expenses.

The Bank's business turnover increased from
Rs.7,628.94 crores at the end of March 1998

to Rs.8,829.76 crores at the end of March

1999 recording a growth rate of 15.74%
compared to 11.04% growth in 1997-98.

INCOME

The total income of the Bank increased by
15.22% during 1998-99 from Rs.709.09
crores to Rs.817.04 crores in March 1999.
While interest income increased from Rs.
612.56 crores to 696.98 crores (13.78%),
the non-interest income increased by
Rs.23.53 crores (24.38%) from Rs.96.53
crores to Rs.120.06 crores constituting
14.69% of the total income as against 13.61%
in the previous year.

LXPENSfcS

The total expenditure increased by Rs. 114.27
crores (19.62%) from Rs.582.43 crores in
1997-98 to Rs.696.70 crores in 1998-99.
While interest expenses increased by
Rs.69.67 crores (18.27%), the operating
expenses increased by Rs.44.60 crores
(22.17%). The interest expenses at
Rs.450.94 crores constituted 64.73% of the
total expenses as against 65.46% in 1997-98.
The cost of deposits went up from 8.24% in
1997-98 to 8.36% in 1998-99 due to higher
growth rate in term deposits and higher
payment of interest towards bulk deposits.
During the year, the growth of current
account deposits was affected as the
minimum period of term deposit was
reduced to 15 days and many corporates
and other institutional/Govt depositors
converted a portion of their current account
balances into short term deposits.
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The operating expenses increased due to

normal increase in staff expenses and
provision for wage arrears .

The operating profit declined to Rs. 120.35

crores in 1998-99 from Rs.126.66 crores in

1997-98, The decline was mainly due to

pressure on interest spread caused by

competitive rates on deposits and advances

and impact of high operating expenses which

could not be wholly compensated by increase

in non-interest income. Consequently, the

net profit declined to Rs.33.58 crores from

Rs. 50.54 crores. The profitability ratios

declined as the ROA (Return on Assets)

decreased to 0.49% from 0.86% and

ROE (Return on Equity) to 13.85% from

23.21%.

The Capital adequacy ratio came down to
10.23% in March 1999 from 11.61% in

March 1998 due to increase in the Risk
Weighted Assets and relatively lower

accretion to capital funds.

The Bank has been progressively increasing
the dividend pay out from 15% in 1994-95 to

22% during 1997-98 which is maintained

for the current fiscal also.

The aggregate deposits of the Bank stood

at Rs.5,383.31 crores at the end of March
1999 compared to Rs.4,597.03 crores at the
end of March 1998 recording a growth of

Rs.786.28 crores (17.10%). While the core

(non- CD) deposits increased by Rs. 1,110.29

crores, the Certificate of Deposits declined to
Rs. 18.22 crores vis-a-vis Rs.342.23 crores as
on 31.03.1998. The Certificates of Deposits
were consciously run down in order to reduce

the interest costs. The deposit growth during
1998-99 was much higher compared to the

growth of Rs.416.46 crores (9.96%) in
1997-98. The Bank's deposits in Karnataka
increased to Rs.3,818.47 crores from

Rs.3,154.68 crores during the year. Deposits

under personal segment increased by

Rs.389.64 crores (16.28%) in 1998-99
compared to Rs.279.01 crores (13.20%)
growth achieved in the previous year. The
share of rural and semi-urban branches
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