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TAMILNAD MERCANTILE BANK LIMITED, THOOTHUKUDI

Directors Report for the year 2006-07

Your Board of Directors have great pleasure in
presenting the Eighty Fifth Annual Report together
with the audited Balance Sheet as on 31st March
2007 and the Profit & Loss Account for the year ended
31st March 2007.

1. OVERALL ECONOMIC REVIEW

The real GDP for 2006-2007 was placed at 9.2 % as
against 8.1% in the previous year. Industrial activity
expanded strongly with real GDP originating in
industry estimated to have risen by 10.2% in 2006-
2007 as compared with 8% in the previous year. Real
GDP originating from agriculture and allied activities
is estimated to have registered a growth of 2.7% in
2006-2007, closer to the trend growth but lower than
6% in the previous year. Real GDP originating in the
services sector increased by 11.0 % during 2006-
2007 as against 10.3% a year ago. The growth in
activity in financing, insurance, real estate and
business services and community, social and
personal services at 11.1% and 7.8% respectively
were comparable to 10.9 % and 7.7% in 2005-2006.
Industry and services comprising 82% of the
economy registered double digit growth. Inflation
measured by variations in the wholesale price index
on a year on year basis increased from 4.1 % at end
March 2006 to 5.7% on March 31,2007. During the
year the financial markets shifted from conditions of
easy liquidity to occasional spells of tightness
necessitating injection of liquidity through the LAP.
The uncollateralised call/notice money market
experienced occasional tightness during the last

'quarter of the year. Call rates peaked at 54.32 % on
March 30,2007.
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Expressing renewed concerns about the rapid
expansion of Bank credit for three years in
succession and the' surge in capital inflows, the
Reserve Bank of India's third quarter review in
January 2007 called for concerted actions in fiscal,
external, monetary and prudential policies.
Provisioning requirements on standard assets were
further enhanced and risk weights were increased
with regard to exposure to sectors such as real
estate, capital markets, consumer loans and
systemically important non-banking financial
companies. There was a renewed emphasis on
quality of credit. It has been the endeavour of the
Reserve Bank to develop a robust, efficient and
diversified financial system so as to anchor financial
stability and to facilitate effective transmission of
monetary policy.
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2. BANKING SCENARIO 2. sutBialaaisJOTidlan iflanso

The acceleration in real activity propelled a sizeable
expansion in monetary and Banking aggregates in
2006-2007 for the fourth year in succession.

The overall credit growth of scheduled commercial
Banks increased by 28% (previous year 31.8%).
Credit to industry constituted 35.3%i of the total
expansion in non food bank credit followed by
personal loans (28.7%), services (23.7%) and
agriculture (12.2%). Priority sector advances grew
by 25%.

The benchmark prime lending rates of Public Sector
Banks and Private Sector Banks increased
substantially from the earlier lowest of 10.25% to
present highest of 16.50%. Many Banks had PLR in
between the above.

The aggregate deposits of scheduled commercial
Banks increased by 23% (previous year 18.1%).
Demand deposits growth slowed to 16% from 27.5%
in 2005-06 but time deposit growth of 24.5% was
notably high vis-a-vis 16.4% in the previous year.

Commercial Banks investments registered an
increase of Rs.4002 crore during 2006-2007 in
contrast to a decline of Rs.13,237 crore in the
previous year. Commercial Banks holdings of
Government and other approved securities declined
from 31.4% of the banking system's net demand and
time liabilities (NDTL) in March 2006 to 28% in March
2007. Several Banks were operating their statutory
liquidity ratio portfolios close to the statutory minimum
level.

3. BUSINESS PERFORMANCE

In tune with banking industry trend, your Bank's
credit growth also outpaced deposit growth. The
Bank had a successful year in its 85th year of
operations and recorded a continued good
performance. During the year under review the total
business excluding inter bank deposits increased
from Rs.8223 crores in March 2006 to Rs. 10035
crores at the end of March 2007 registering a growth
of 22.04%. The Bank had also improved its
performance under various parameters and
business segments. Thereby your Bank crossed an
important milestone of Rs.10,000 crores business.
There was noted improvement in recovery and
asset management, thereby resulting in lower
percentage of both Gross and Net NPAs.
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Some of the highlights of the Bank's performance
during the year are indicated below:

<> The deposits of the Bank increased from
Rs.5203 crores to Rs.6020 crores during the
year, a percentage increase of 15.70%

©.6020
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15.70

•=> The advances increased from Rs.3126 crores
to Rs.4047 crores during the year, a growth of
29.46%

O The other income grew from Rs.78 crores to
Rs.83 crores.

•=> The Gross NPA came down from 7.02% to
•4.54%.

<=> The Net NPA was substantially reduced from
2.17% to 0.98%.

There was an increase of Rs.95 crore in the total
income of the Bank from Rs.626 crores in the
previous year to Rs.721 crores during the year
representing 15.18% growth.

The major contributing factor for this income was the
increase in interest income by about Rs.90 crores
and increase in other income from Rs.78 crores in the
previous year to Rs.83 crores during the current year.
The increase in total expenditure was at Rs.90
crores. The expenditure rose from Rs.525 crores
during the previous year to Rs.615 crores during the
year. This resulted in a net profit of Rs. 105.78 crores
as compared to Rs.101.19 crores in the previous
year. The net owned funds of the Bank was in the
order of Rs.759.15 crores registering an increase of
15.58%. Earnings per share was Rs.3719/-. The
capital adequacy ratio inspite of high risk weightages
on assets was one of the highest in the Banking
Industry at 16.77%. The Bank was able to reduce its
NPAs and the ratio of net NPAs to net advances stood
reduced to 0.98% as against 2.17% in the previous
year.

4. PROFIT AND APPROPRIATION

(5.4047
sisrffiSTT Qj.3126

e_ojfrrE>gii 29.46

i>gj 55.83

O GnDtt(f>a;> GlffiusoajIrDSiSTrbfB sussr 7.02
4.54

2.17 r5gd 0.98

6U(TF>LDrT6!JTLi) (5.95

(5.626
15.18

>)6ii6ii(T5i_Li> 55.721

<s6ror(B siren gj.

6iKTF>LDiT6irrLb ([5.78
su([5LDiTSinLb ^asLDrrssTf&rtgi (s,ao\iu

iLJ ([5. 90 (Sarri^
©.83

an QLDFT^ Offeusijasfr 55.90- (Ban 19
sii[BJ<50LL51sin GlffsosiiaefT 55.525 (BarripiiSlsiSl^rBgi] (5.615

sorruib aL.p3^ SU^LLD 55. 101.19
su^LLb ([5.105.78

aJi rflarr Q^rrrB* (opso^snib ©.759.15
STS5TP3 ,S)STTS!D6U S16iDI_rtjgJ 15.58

a&6Siir(36n6TTgj. spei
©.3719

16.77

aL«iflasi
ai_6
2.17

4.

uLUSsirfes Qffiusb

0.98

During the year your Bank has generated an
operating profit of Rs.231.20 crores against
Rs.194.32 crore in the previous year registering an
increase of 18.98%. The net profit stood at Rs.105.78
crores (previous year Rs. 101.19 crores) after making
all necessary provisions under various categories as
per prudential norms prescribed by Reserve Bank of
India. After adding thereto the surplus brought
forward from 2005-2006 Rs.0.31 crore there is; an y^^,
available balance of Rs.106.09 crores which has
been appropriated as under:

GiiDnff>ff>
©.194.32 (Bam^Lurra
18.98

©.231.20 (Babm^Lurra
asraQstrfffrg). ^ffusurrsoffr®

6ii©i_Lb

©.101.19
(2005-2006)

©.105.78
njarr ^sorruib

s_sfr5TT ©.106.09

. 0563103
©.0.31 (Sarri^6!nujLL|Lb
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Transfer to:

TAM1LNAD MERCANTILE BANK LIMITED, THOOTHUKUDI

Rs. jncrores (©urriu

•=> StatutoryReserves
•=> Capital Reserve
•=> General Reserve
•=t> Proposed Dividend for the year
O Tax on Dividend
O Balance carried over

31.75
0.61

70.20
2.84
0.57
0.12

106.09
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5. DIVIDEND

Considering the continued satisfactory performance
and the overall growth in the business of your Bank
during the year and also keeping in view the increase
in the amount of earning per share of the Bank, your
Directors have proposed to recommend, a dividend of
1000% to the shareholders as recommended by the
Board in the previous year.

6. CAPITAL AND RESERVES

The Capital and Reserves of your Bank stand
increased to Rs.759.15 crores from the previous
year's level of Rs.656.79 crores, showing an increase
of 15.58% after effecting the proposed appropriations.
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7. CAPITAL ADEQUACY

The accretion to capital funds during the year
amounted to Rs.102.36 crores which raised the net
worth of the Bank to Rs.759.15 crores. The Capital to
Risk Adjusted Assets Ratio (CRAR) stood at 16.77%
as on 31-03-2007 which is more than the minimum
required level of 9% stipulated by Reserve Bank of
India.
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TAMILNAD MERCANTILE BANK LIMITED, THOOTHUKUDI

8. DEPOSITS GROWTH 8. SSKMUH rflffl

The aggregate year end deposits of the Bank as on
31 st March 2007 were Rs.6020 crores, thus recording
a growth of 15.70% over the position as at the end of
the previous year against the industry's reported
growth of 23%. In view of the continued thrust given
by the Bank, both low cost and nil cost deposits
(excluding inter-bank deposits) have recorded an
increase of Rs.200.57 crores over the previous year
showing a growth of 13.58% and representing
24.55% of the increase in total deposits. The interest
rates of the Bank on deposits are kept in line with the
prevailing trends in the banking industry.

In tune with industry trend there was an increase in
cost of funds. The average cost of deposits increased
to 6.16% for 2006-2007 from 5.96% in 2005-2006
owing to the general upward movement in interest
rates during the last quarter of the fiscal. Taking note
of the trend in the interest rate scenario and the
dwindling spreads on deployment, the Bank has
adopted a prudential and cautious approach in
accepting high cost deposits.
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QurrgjeurrOT
6)51i_

6jrrjj(Lp<sLb arrrreKiTLDrra SMSIJULI
su\Lig. sSiaSiffrib 2005-06-ib sutTFiLa^so 5.96

2006-07-tii 6U(TT)i_Lb 6.16

2004-2005 2005-2006 2006-2007

YEAR

9. ADVANCES PORTFOLIO

Your Bank continued its lending activities in
conformity with the credit policies announced by the
Reserve Bank of India. Total advances of your Bank
increased by Rs.920 crores during this period and
reached the level of Rs.4047 crores showing a growth
of 29.46% against the industry's reported growth of
28%. The increase in the average advances was also
significant during the year at 20.16%. Advances
made to export sector by the Bank increased to
Rs.204.66 crores as on 31.03.2007 from Rs.183.47
crores as on 31 st March 2006. The average yield on
advances increased to 11.21% from 10.01% in the
previous year. Though the Industry showed signs of
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hotting up of interest rates and most of the Banks
increased their prime lending rates, your Bank
insulated itself from the heat and maintained its PLR
at 12% throughout the year.

The Bank continued its thrust in lending to small scale
industries, agriculture, other priority sectors and
weaker sections. The level of advances to priority
sectors at Rs. 1892.05 crores was 46.76% of the total
advances as on 31st March 2007 as against the
requirement of 40% prescribed by Reserve Bank of
India.

The Non Performing Assets (NPAs) have a direct
bearing on the earnings and profitability of the Bank.
Recognizing the importance of recovery and
reduction in the level of NPAs, the Bank has initiated
several measures in this regard during the year under
report. These include (i) vigorous follow up of all suit
filed and long pending NPAs (ii) making earnest
efforts to recover and regularise the accounts which
have turned out to be NPAs for the first time (iii)
identifying potential NPAs for effective follow-up,
etc. The Bank also made very special efforts to speed
up cases in DRT and DRAT. The Bank has also
installed a software at all Regional Offices and Head
Office for a close and effective monitoring of NPAs.
The Bank has constituted exclusive cells at Head
Office, Regional Offices and at certain major
branches to speed up the recovery process. Action
under Securitization & Reconstruction of Financial
Assets & Enforcement of Security Act (SARFAESI)
2002 of the Govt. of India an important tool for
recovery has started yielding good results. The Bank
has also taken recourse to the compromise route to
settlements whenever, the proposals are found
reasonable.

To ensure standard assets do not slip into NPAs, for
intense monitoring of special mention accounts, a
sophisticated software which gives early warning
signals has been installed in the Bank. Due to the
various vigorous steps taken, the gross NPAs as a
percentage to gross advances have come down from
7.02% to 4.54%. The Net NPAs to Net advances have
come down to 0.98% from 2.17% in the previous year.
The slippages were also substantially arrested.
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10. INVESTMENTS AND TREASURY OPERATIONS 10. gp&sfiffiffiefr urfjpm a©si|.6\}

During the period ended on 31st March 2007 your
Bank has made a total turnover of Rs. 1025.69 crores
and the total income from treasury operations stood at
Rs.9. 1 5 crores (previous year Rs.6.06 crores).

The Investments of the Bank stood at Rs. 231 6 crores
as on 31st March 2007 as against Rs.2362 crores at
the end of previous year. The Investments Deposits
Ratio of your Bank was brought down to 38.47%,
thereby enabling accommodation of the higher credit
demand during the year.

The average yield on Investments came down during
the year from 9.81% to 9.49%. The income from
Investments, comprising interest and dividend earned
during the year was Rs.219.50 crores as against
Rs.230.34 crores during the previous year.
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11. FOREIGN EXCHANGE BUSINESS

During the year, the Bank completed the process of
total integration of Treasury and Foreign Exchange
Division. The International Banking Division at
Chennai has been shifted to new spacious premises
at Avvai Shanmugam Road, Royapettah, Chennai
with all the state of the art infrastructures. It also
housed the Bank's integrated treasury division and
the Bank's payment & settlement division aiming still
higher degree of class of service to the clients.

11.
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The Bank's International Banking Division at Chennai
performs the tasks of foreign exchange business
development, maintenance of correspondent banking
.relationships, setting up of lines of credit for business
operations etc also ensuring the business control
within the regulatory norms. Aseparate cell for RTGS
has been set up and strengthened and your Bank is
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one of the forerunners in RTGS in the city. The Bank
has set up a cell for NEFT.

eumie& rF>ebijff,$(S6vG\u RTGS-siT
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The year under review witnessed a good growth in the
foreign exchange business volume. The total
merchant foreign exchange turnover grew to
Rs.3922.78 crores from Rs.3076.49 crores over the
previous year, thus registering a growth of 27.51%.
The inter-bank turnover also has grown to
Rs.11691.21 crores for the year 2006-07 from
Rs.8542.76 crores achieved during the jprevious year.
The profit on foreign exchange business as on
31.3.2007 was higher at Rs.11.51 crores as against
Rs.9.05 crores during the previous year.

The Bank has a global network of 545 correspondent
banks overseas with whom Bilateral keys have been
exchanged. It facilitates smooth and fast flow of
international business. Membership with SWIFT has
enabled the Bank to give timely and efficient service to
its foreign exchange client fraternity. The International
Banking division of the Bank has to its credit, the
speedy service relating to adjustment of all the inward
remittances within 24 hours of receipt in its 15 nostro
accounts in 9 foreign currencies.

Our International Banking Division, Chennai is
providing information about forex market and the
indicative rates based on the ongoing forex market
trends every two hours in the Bank's website, which
has been well received by the customers all over the
world. The monthly newsletter being published by the
division furnishing the details and analysis about the
forex market is also considered to be useful among
the customers, desk officers etc.

As a significant step forward in the Bank's pursuit to
improve the NRI business and also with a view to offer
speedy and cost effective funds transfer service to the
expatriate community in the Middle east, the Bank has
tied up with the UAE Exchange Centre LLC, Abu
Dhabi for money transfer services and the Bank is
offering a web based speed remittance system apart
from the traditional draft drawing arrangement. The
Bank is in the process of establishing tie up
arrangements with more number of such exchange
companies.

Given the buoyancy of the growing Indian economy,
globalised business trend, liberalization in money
remittance schemes and increased multi currency
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