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©) STATE BANK OF MYSORE

(Associate of the State Bank of India)
Head Office Bangalore-560 009

NOTICE

The 56th Annual General Meeting of the Shareholders of the State Bank
of Mysore will be held at the Dr.B.R. Ambedkar Bhavan, Millers Road,
Vasanth Nagar, Bengaluru - 560 052 on Tuesday, 31st May 2016 at
11.30 a.m. for transacting the following business:

“To discuss and adopt the Report of the Board of Directors, the Balance
Sheet and Profit & Loss Account of the Bank made up to the 31st March
2016 and the Auditors Report on the Balance Sheet and Accounts”.

Sharad Sharma

Managing Director

Place : Bangalore
Date : 26.04.2016
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MANAGEMENT DISCUSSIONS
AND ANALYSIS

Macro Economic Scenario and
Banking Environment.

. Growth

The global economic activity has
been characterised by varying
perceptions of downside risks
to recovery in some advanced
economies (AEs) with weak
growth and elevated inflation
amidst tighter financial conditions
in Emerging Market Economy
(EME). Across EMEs, weak
domestic fundamentals, lacklustre
external demand and country-
specific constraints continue to
restrain growth. The uneasy calm
that prevails in financial markets
could be dispelled by return of risk-
off investor sentiment on account
of data pertaining to China or to
US inflation.

On the domestic front, unseasonal
rains and hail have damaged some
winter crops though agricultural
activities have remained resilient,
suggesting that implicit estimate
of GVA is likely to be achieved.

With improved perceptions on
overall economic conditions,
manufacturing purchasing

managers’ index (PMI) suggests
business expectations for Q1 of
2016-17 to be positive. Services
sector activity expanded steadily
turning out to be the main drivers
in H2. The services PMI remained
in expansion mode during H2 on
new business and expectations.
The outlook for services in surveys
is upbeat for Q1 of 2016-17.

Inflation

Retail inflation measured by the
consumer price index (CPI) dropped
due to a larger than anticipated
decline in vegetable prices. Inflation

@) STATE BANK OF MYSORE
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1.1.3.

in the fuel group moderated across
electricity, kerosene, cooking gas
and firewood, easing pressures on
rural inflation. However, CPl inflation
edged up under several sectors
suggesting capacity constraints and
is unlikely to be helped by the 7th
Pay Commission award, one-rank-
one-pension (OROP) award and
cost-push effect of the increase in
the service tax rate.

However there will be some
offsetting downside pressures from
tepid demandinthe globaleconomy,
Government's  effective  supply
side measure and commendable
commitment to fiscal consolidation.
The uneven recovery in growth
in 2015-16 is likely to strengthen,
assuming a normal monsoon, likely
boost to consumption, 7th Pay
Commission recommendations and
OROP. The GVA growth projection
for 2016-17 is accordingly retained
at 7.6 per cent.

Liquidity Framework for
Monetary Policy Operations

Liquidity = conditions  tightened
since mid-December with pick-up
in bank credit and flatter deposit
mobilisation. The Reserve Bank
undertook liquidity —operations
through fine-tuning variable rate
repo auctions beside reducing
Statutory liquidity ratio (SLR) by
25 basis points from 21.5 per cent
to 21.25 per cent.

Net inflows in the form were robust
in Q4. Foreign portfolio investors
(FPIs), became net buyers in
March in both equity and debt
segments.

The reduction in small savings
rates in March 2016, refinements
in the liquidity management
framework and introduction of
the marginal cost of funds based
lending rate (MCLR) magnify the
effects of the policy rate cut.
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1.1.4. Monetary and Liquidity
Measures

On the basis of an assessment of the
current and evolving macroeconomic
situation RBI has decided to:

» reduce the policy repo rate under
the liquidity adjustment facility
(LAF) by 25 basis points from
6.75 per cent to 6.5 per cent;

» reduce the minimum daily
maintenance of the cash reserve
ratio (CRR) from 95 per cent of
the requirement to 90 per cent

» continue to provide liquidity as
required but progressively lower
the average ex ante liquidity to a
position closer to neutrality;

» narrow the policy rate corridor
from +/-100 basis points (bps)
to +/- 50 bps by reducing the
MSF rate by 75 basis points and
increasing the reverse repo rate
by 25 basis points, with a view
to ensuring finer alignment of
the weighted average call rate
(WACR) with the repo rate;

Consequently, reverse repo rate under
the LAF stands adjusted to 6.0 per cent,
and the marginal standing facility (MSF)
rate to 7.0 per cent.

1.2. ECONOMY OF KARNATAKA

1.2.1. Karnataka’s economy is largely
service-oriented, with 64% of the State
revenue coming from services sector,
26% from industrial sector and only
8% coming from  agricultural sector.
The decline of agriculture sector is
attributed to the drought or near drought
like situation prevailing for the last 3
years causing distress to the farming
community besides affecting their
produce.

1.2.2. Karnataka is referred to as
‘Knowledge & Innovation Capital’,
‘Silicon Valley’, ‘R&D Hub’ and ‘Startup
Hub’. It is the state with most peaceful
labour relations, boasts of highest
number of international schools, most
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number of industrial training institutes
and the 2nd highest engineering
& medical colleges in the country.
Karnataka’s state contribution to the
country’s GDP has gone up from 5.5%
to 7% after incorporating correction
in the estimation methodology taking
into considering generous contribution
by IT sector. Karnataka is the Largest
Biotech hub (28% All India's Biotech
companies), largest exporter of software
- 40% Country's software exports,
largest number of startups (36% 5 out
of 8 Indian Unicorns), largest number of
R&D centers (44%), largest producer of
Coffee (71% National output). Bengaluru
ranked “Best place to live and work
for Expats” in India with outstanding
social infrastructure and cosmopolitan
culture.

1.2.3. The rate of growth of Karnataka’s
economy has slowed down from 7.8
per cent during 2014-15 to 6.2 per cent
during 2015-16, attributed to drought in
137 taluks during kharif and 62 taluks
during the rabi crop seasons resulting
in fall in foodgrains production by 16 lac
tonnes. The service sector is growing at
9.1 per cent while the industrial sector
is expected to register a growth of 4.5
percent.

1.2.4. The business growth of our
Bank depends to a large extent on
the Karnataka economy, since 82% of
branches (850 out of 1,037 branches, as
on 31.03.2016) are located in Karnataka.
The budget size and State plan 2016-
17 envisages a total expenditure of
%1,63,419 crs on various developmental
activities and regulatory functions of the
Government, which includes Revenue
Expenditure of %1,30,236 crs, Capital
Expenditure of 326,371 crs. GoK plan to
set up 2 industrial township/smart cities at
Davanagere and Belgaum besides SEZ
already planned at Tumkur, which will
provide increased growth opportunities
for the economy and more particularly
Banking Sector. The commissioning
of Mumbai-Bangalore gas pipeline will
provide further boost to the effort.
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