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@ The Karnataka Bank Ltd.

DIRECTORS’ 85" ANNUAL REPORT

Your Direclors have pleasure in presenting the Eighty
Fith Annual Repori, the Audited Balance Sheel as al
31sl March 2002 and the Profit & Loss Account for Lhe
year ended, 31% March 2009, along wilh the Audilors’
Reporl.

PERFORMANCE HIGHLIGHTS

Pertormance highlights for the financial year in the key
financial areas are as under: -
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31.03.2009 31.03.2008
3 BeSranied 20333.29 17046.19
Deposits 20333.28 1701619
Advances 11810.05 10841.97 horiainidd 11810.05 1084197
Investments 8961.49 paze5z ~ TRatnd 8961.49 §326.52
Total Income 2270.55 1797.90 LR, e 2270.53 1797.50
Operating Profit 480.21 390.60 I By 480.21 390.60
Net Profit 266.70 241.74 IR Y oo 266.70 241.74

Your Bank witnessed satisfactory growth in all the key
business areas during the year. The total business
tumover of the Bank touched Rs.32143.34 crore, an
increase of 15.38% over the preceding year. The lotal
assets of the Bank increased from Rs 19339.82 crore
to Rs.22857.81 crore recording a growth of 18.19%.
The net interest income rose from Rs.458.75 crore to
Rs.473.57 crore. The operating profit increased from
Rs.390.80 crore to Rs.480.21 crore showing a growth of
22.94%. The net profit of your Bank rose from Rs.241.74
crore 1o Rs.266.70 crore registering a growth of 10.33%
over the pravious year.

The total deposits of the Bank grew from Rs. 17016.19
crore as on 31st March, 2008 to Rs. 20333.29 crore as
on 312 March 2008, registering a growth of 19.49%.
While Savings and Current Account deposits grew by
7.66% over the previous year, the increase in retail term
deposils has been substanlial.

The total advances grew from Rs.10841.97 crore as on
31# March 2008 to Rs.11810.05 crore as on 31% March
2009, an increase of 8.83%. While agricultural advances
increased from Rs.821.80 crore to Rs.1175.59 crore, the
priority sector advances increased from Rs.3966.87 crore
to Rs.4372.18 crore. The lending under various socio-
economic schemes has shown satisfactory progress.
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The total investments of the Bank as on 31 March 2002
stood at Rs.8961.49 crore as against Rs.6326.52 crore
as on 31sl March 2008, an incsease of 41.65%. The
modified duration of the investment portfolio under the
AFS category, stood at 1.27 years.

OPERATIONAL PERFORMANCE

Your Directors are happy 1o report that the overall
financial performance of the Bank during the year 2008-
09 has been satisfactory. The total income of the Bank
was Rs, 2270.55 crore and 1otal expenditure (excluding
provisions and contingencies was Rs. 1790.34 crores for
the year-ended 31 March 2009.

PROFIT

Your Bank posted an operating profit of Rs.480.21 crore
for the year 2008-09 as against Rs.390.60 crore for the
fiscal 2007-08. The net profit of the Bank increased from
Rs.241.74 crore to Rs. 266.70 crore.

APPOPRIATIONS

The net profit of Rs.266.70 Crore which along with a sum
ot Rs. 0.10 Crore brought forward from the previous year
aggregated Rs.266.80 Crore is appropriated as under.
The coiresponding figure for the previous year was
Rs.241.76 Crore.

Appropriation Rs. in Crore
Transfer to Statutory Reserve 100.00
Transfer to Capital Reserve 60.67
Transfer to Revenue, General & Special 20.76
Reserve

Transfer to Proposed Dividend 85.34
(including tax there on)

Balance carried to Balance Sheet 0.03
Total 266.80

DIVIDEND

Keeping in mind the overall performance of the Bank
and the positive outlook for the future, the Directors are
pleased to recommend a dividend of 60% as against
80% declared in the previous year. The dividend payout
ratio for the year stands higher at 27.35% as compared
to 25.10% during the year 2007-08.
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EARNING PER SHARE/BOOK VALUE

The earning per share (basic) and the book value of the
share stood at Rs. 21.96 and Rs.128.89 respectively as
on 31% March, 2008.

NET OWNED FUNDS AND CAPITAL ADEQUACY
RATIO

The net owned funds of your Bank increased from
Rs.1379.60 crore to Rs.1567.03 crore, registering a
growth of 13.59%. The capital adequacy ratio stood at
13.48% as per BASEL Il norms and at 13.54% (Previous
year 12.17%) as per BASEL | norms. The Bank has been
consistently maintaining Capital Adequacy Ratio well
above the minimum of 2% stipulated by the Reserve
Bank of India.

FOREX BUSINESS

During the year, the Bank achieved a turnover of
Rs.7850.65 crore in foreign exchange business as
against Rs. 7836.62 crore in the previous year. The
advances to export secior decreased from Rs.1372.62
crore to Rs. 1277.42 crore due (o the impact of global
recession.

NON-PERFORMING ASSETS

Your Bank has been focusing on containing the non-
performing assets through better credit monitoring as
waell as intensified drive for the recovery of the impaired
assets. Asset Recovery branches were opened and steps
under SARFAESI Act 2002 were initiated for speedy take
over and disposal of the assets of defaulting borrowers.
Gross NPAs as on 31% March 2008 were Rs.443.20 crore
(8.66%) as against Rs.379.57 crore (3.42%) as on 31%
March 2008. The Net NPAs remained at a level of 0.98%
as on 31¢ March 2009.

CREDIT RATING

The credit rating agency, ICRA Ltd. (ICRA), one of
the leading credit rating agencies of the country, hes
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 assigned LA+ (pronounced L A plus)
and “CARE A + (Single A Plus) ratings respectively
indicating adequate credit quality to Rs 200 crore raised
by the Bank during the year under report, by way of
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Unsecured Redeemable Non-Convertible Subordinated
(ower Tier-ll) debt instruments. Further, the rating
agencies have also retained the ratings for Rs 150 crore
raised by the Bank by issue of similar instrument during
last financial year..

DISTRIBUTION NETWORK

During the year under report, the Bank opened 16
branches at Moradabad, New Delhi — Karol Bagh,
Thane, Mumbai — Vile Parle, Bommasandra, Bangalore
— Chandra Layouwt, Bangalore — Sadashivanagar,
Mysore —J P Nagar, Belgaum — Udyambag (Extension
Counter upgraded), New Delhi — East of Kailash,
Bangalore — Yelahanka New Town, Pune — Dhankawadi,
Doddaballpur, Uppal Kalan, Bellandur and Hoskote.

Further, the Bank added 30 ATM outlets at various
locations during the year 2008-09. As on 312 March
2009, the Bank had 447 branches, 171 ATM outlets,
8 Regional Offices, one International Division, one
Data Centre, one Customer Care Cenire, 5 Service
branches, 2 Currency Chests, 6 Extension Counters
and two Ceniral processing centres, spread across
19 states and 2 Union Teritories. Further, for better
ambience and improved customer service, the Bank
shifted 15 branches/offices to new premises, during the
year 2008-09.

EMPLOYEES STOCK OPTIONS

The information pertaining to Employees Stock Options
is given in Annexure | o this report.

AWARDS AND RECOGNITIONS

The Bank has won the prestigious Sun and NDTV Green
IT award instituted by Sun Microsystems and NDTV,
recognizing organizalions which have pledged their
positive commitment to the planet and engage in eco-
efficient green technologies to run their business. Sun
Microsystems and NDTV have recognized the Bank's
implementation of core banking in rural branches using
thin clients, solar power modules and VSAT connection
thereby reducing the power and carbon footprint
accounting for global warming, a burning issus all over
lhe world.

MANAGEMENT DISCUSSION AND ANALYSIS
Macro- economic and industry Developments

The growth rate of Gross Domestic Product (GDP)
during the firsl three quarters of 2008-09 slowed down
signilicanily lo 6.80% [rom 8.00% in ihe corresponding
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period of the previous year. The advance estimates of
the Central Statistical Organisation (CSO) released in
February 2008 have placed the real GDP growth for 2008-
09 at 7.10%. The agricultural production during 2008-09
may turn out 1o be better than earlier anticipated.

During the year 2008-09 (till February), industrial growth,
based on the index of industrial production (lIF),
decelerated to 2.80%, down by more than two-thirds
from 8.80% in the corresponding period of the previous
year.

Headline inflation, as measured by year-on-year
variations in the wholesale price index (WPI), decelerated
sharply from its intra-year peak of 12.91% on 2™ August
2008 to 0.26% by 28™ March 2009. Inflation, based on
year-on-year vafiation in consumer price indices (CPIs),
increased since June 2008, mainly due to increase in
the prices of food, fuel and services (represenied by the
'miscellaneous’ group). Due to various measures initiated
by the government and the RBI, consumer price inflation
started declining, but still remained high. 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 highar weight in CPIs.

During 2008-09, the Rupee generally depreciated against
major currencies excepl pound sleding, wilth significanl
intra-year variations, on account of widening of lrade and
current account deficits as well as capital outflows. The
Rupee/US dollar exchange rate which was Rs. 39.99 per
dollar at end of March 2008 fell to Rs. 52.08 per dollar
on 5" March 2009, before recovering to Rs. 50.85 per
dollar at end-March 2009. As on 31 March 2009, the
Indian Rupee had depreciated by 21.5 per cent against
the US dollar over its level on 31¢' March 2008. However,
the Rupee appreciated against the pound sterling by 9.1
per cent

Equity markets weakened in tandem with global stock
markels, refiecting general delerioration in the sentimenl,
Fll outflows, slowdown in industrial growth and lower
corporate profits. The BSE Sensex declined to 8708 on
31« March 2009 from a peak of 20873 recorded on 8%
January, 2008.

As capital inflows reduced sharply during the year 2008~
09, the foreign exchange reserves declined by US $ 53.7
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billion from US $ 309.70 billion as at end-March 2008
to US $ 258.0 billion by end-December 2008, including
valuation losses. India's foreign exchange reserves
were US § 252.0 billion as at end-March 2008.

Industry structure and development

During the year 2008-09, the aggregate deposits of
the scheduled commercial banks (SCBs) increased by
18.80% (Rs.B,46,627 crore) as compared with 21.70%
(Rs.6,14,546 crore) in the previous year. Growth in
time deposits decelerated during the first two quarters
of 2008-08 but witnessed robust expansion thereafter
reflecting some switching of demand deposits and other
savings instruments to time deposits. Time deposits
recorded a higher growth of 22.6 per cent (year on
year) at end-March 2009 as compared to 21.9 % a year
ago, while demand deposits remained almost same
compared to & growth of 0.90% recorded during the
previous year. Other-than mobilization of deposits, flow
of other resources have not been much during 2008-09.

During the financial year 2008-09, credit flow from
scheduled commetrcial banks moderated to 17.30% as
compared with 22.30% during the previous year. The
deceleration in credit expansion was observed across
the banking system, but it was sharper for the private
and foreign banks at 10.90%% (19.90% previous year) and
4.00% (28.50% previous year) respectively.

Food credit of SCBs increased by Rs.1,812 crore in
2008-08 as against a decrease of Rs.2,122 crore in
the previous year. Non-food credit extended by the
scheduled commercial banks (SCBs) increased by
17.50% (Rs.4,06,287 crore) as compared to 23.00%
(Rs.4,32,846 crore) in the previous year.

The lower expansion in credit relative to the accretion of
deposits resulted in a decline in the incremental credit-
deposit ratio of scheduled commercial banks to 64.40%
at end-March 2002 from 73.60% a year ago.

While credil flow (o Agriculture and real eslale was
significantly higher, it was lower for housing. As aresult,
industry’s share in total credit flow increased significantly
in 2008-08.

Commercial banks' investment in government and other
approved securilies increased by 20.0% (Rs.1,94,031
crore) during 2008-09 compared to the previous year's
increase of 22.80% (Rs.1,80,199 crore). Investment in
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non-SLA securities grew by 24.20% (Rs.41,344 crore) as
against the increase of 21.50% (Rs.30,155 crore) in the
previous year,

Opportunities

The Indian financial system faced comparatively less
iurmoil and volatility than in some of the advanced
economies. Under these circumstances domestic
companies may look to local sources of funding. Some
of the sectors of economy may face moderation in
growth rales in this liscal. The rural economy has been
ihe (ocus of attention of successive governmentis both al
the national and state level and significant opportunities
will be available for banks as the penetration of credit
and financial products are retatively low,

Going forward, for the revival of the economy, both the
central and state governments will be putting in place
ambitious plans and programmes for infrastructure
development. This presents 2 major opportunity
for banks and financial institutions to finance these
investments. Small and Medium Enterprises (SMEs)
play a significant role in the economic development of
& country like India opening up significant credit flow
from the banks to these enterprises. Although there will
be moderation in the credit growth in retail and housing
sectars, the tumaround in the economy may augur well
for the long term, sustainable growth of lending in these
segments in the Indian market.

Outlook

Indian economy is likely to see some moderation in
growth rates in 2009-10. It will however witness healthy
growth in absolute terms and will probably remain one
of the fastest growing economies in the world. However,
the impagct of global melt down still lingering, economies
all over the world may take little more time to stabilize.
Under the given circumstances slightly slower credit
growth could coexist with softening interest rates. Given
India's strong macro-economic fundamentals structural
drivers will conlinue (o support growth which is a posilive
sign for Banks as well.

Your Bank, with its technological stronghold, has geared
up to wrest the opportunities thrown open by the
growing Indian economy. Various new and sophisticated
produclts and services are being launched lo satisfy the
needs of its ever demanding customers.
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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.39000 crore, comprising of a deposit target of
Rs.24000 crore and advance target of Rs. 15000 crore for
the year ending 31® March 2010. The Bank is confident
of achieving the same through better customer services
and operational efficiency. Besidses, the Bank has plans
to increass its total number of business units to 675, by
increasing the total number of branches to 475 and own
ATM network to 200 by March 2010.

SEGMENT REPORTING

Pursuant to the Guidelines issued by R8I 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 31 March 2008.

Treasury Operations
Treasury operations include the entire invesiment

porttolio i.e. dealing in government and other Securities,
Money Market Operations and Forex Operations.

During the year-ended 31% March 2009, ihe Bank has
eamned lolal revenue of Rs.753.51 crore from Treasury
operations with a net result of Rs. 34.15 crore.

Corporate / Wholesale Banking

Wholesale Banking includes all advances which are not
included under Retail Banking. The revenue earneg by
lhe Bank during year under his Segmeni was Rs.629.08
crore with a profit contribution of Rs.21.72 crore.

Retail Banking

Retail Banking includes exposures which fulfill the
following TWO criteria:

a. Exposure:- The maximum aggregate exposure upto
Rs.5 crore

b. The total annual turnover is less then Rs.50 crorei.e.
lhe average lurnover of the lasl three years in case
of existing entities and projected turnover in case of
new entities.

During lhe year 2008-09, this Segmenl has earned
revenue of Rs. 850.46 crore and a net result of
Rs. 331.72 crore.
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Other Banking Operations:

Other Banking Operations include only the remaining
business done by the Bank i.e. distribution of insurance
and mutual fund products, Demat services, online
shopping and railway ticket booking, locker faciliies
efc.

During the year-ended 31 March 2009, this segment
has generated revenue of Rs. 37.50 crore and a net
result of Rs, 31.96 crore.

RISKS AND CONCERNS

While Indian banks have limited direct exposure to the
international markets for mortgage linked securities, they
are unlikely to be completely insulated from the turmoil
in the global financial markets. Reduced availability of
global finance through external commercial borrowings
on the back of rising risk aversion in the global markats
could affect domestic growth.

The Bank as a financiel intermediary is exposed to
various kinds of risks both financial and non-financial.
With the expansion both in size and business, the Bank
has established a comprehensive risk management
structure in tune with the RBI guidelines for managing
various risks through appropriate risk-reluin trade-oft
which helps in maximizing shareholders’ value.

The risks faced by the Bank mainly are Credit Risk,
Market Risk and Operational Risk, besides other
residual risks such as Liguidity Risk, Reputation Risk etc.
Your Bank has put in place a sound Risk Management
System under the supervision of the Board of Directors
for identification, measurement, monitoring and
management of these risks. A Board level Integrated
Risk Management Committee periodically reviews the
risk profile of the Bank, evaluates the overall risks faced
by the Bank, and develops policies and strategies for
their effective management.

The Bank had clearly chalked out its plan for Basel I
implementation in line with the RBI guidelines and we are
happy to report that your Bank is Basel Il compliant as at
319 March 2009. In this regard, the Pillar lll Disclosure is
annexed 1o this report as Annexure Il.

INTERNAL CONTROL SYSTEMS

The Bank has already put in place well articulated
internal control measures commensurate with the size
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of the Bank and complexity of operations. A separate
Compliance Depanment has also been set up. The
Audit Committee of the Board of Directors supervises
the internal audit and compliance functions. The
systemn of regular inspection and short inspection of all
the branches / offices and concurrent audit of select
branches, Treasury Department and International
Division etc., 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.
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.
Adequate measures have also been taken to work
under the computerized environment. All the branches
and offices are additionally subjected to EDPAS audit
to mitigate the associated risks. Concurrent IS audit
of Data Centre (including Disaster Recovery Site) by a
competent external IS Audit firm, is also put in place.

HUMAN RESOURCE DEVELOPMENT

Development of human resources is an important factor
for the development of any industry. Banking is not
an exception to that. It involves various aspects like
continuous fraining, rewards by way of promotfions,
appreciations etc. During the year 2008-09, 1517
Officers, 814 clerks and 72 Sub-staff were given
training under various aspects to update / improve the
knowledge. Staff Training College of the Bank has got
state of the art infrastructure facilities and expert faculty
members to impart training to the staff members. The
Bank is also a member of Southern India Bank’s Training
College Bangalore, which has expertise in impaning
lraining. The Officers are also being deputed 1o various
trainings at National Institute of Bank Management,
Pune, College of Agriculiure Banking, Pune, and Institute
for Development and Research in Banking Technology,
Hyderabad, State Bank Staff College, Hyderabad setc.,
wherever specialized training is found necessary. In
addition Executives / Senior Managers are also depuied
to premier institutions like Indian Institute of Management,
Ahmedabad for Leadership Development Programme.

As in the past, the Bank has cordial and healthy industrial
refations with the employaes. The number of employees
in the Bank stood al 4,347 as on 31% March 2009. The
business per employee (excluding inter-bank deposits)
has improved from Rs.5.89 crore as on 313 March 2008
to Rs.6.49 crore as on 31 March 2008.
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BOARD OF DIRECTORS

During the year under report, Shri D Surendra Kumar,
Shr | Jagdish Rao and Shri Jairam G Kimmane retired
as directors of the Bank on completion of 8 years of
lenure. The Board places on record its appreciation of
ihe aclive involvement and useful services rendered by
the retired Directors.

During the year under report Shri S V Manjunath, from
Chikmagalore District, Shri O Harshendra Kumar of
Dharmastala and Dr. H Ramamochan from Kundapura,
Udupi District, were appointed as additional directors of
the Bank w e f 25" October 2008. The Board welcomes
the new directors and seeks their guidance.

CORPORATE GOVERNANCE

Your Bank is committed to best practices of corporate
governance 10 protect the interest of all the stakeholders
of the Bank, viz shareholders, depositors, customers
and employees and sociely at large and aims to
maintain transparency at all levels. A detailed report on
corporate governance practices is given in Annexure |l
to this Report.

DIRECTORS' RESPONSIBILITY REPORT

As per Seclion 217(2AA) of Companies (Amendmenl)
Act, 2000, your Directors report that:

i.  The Accounts for the year 2008-03 were
prepared by following the Accounting
Standards in so far as they apply to banks.

ii. Accounting policies adopted and applied
consistently by the Bank are in tune with the
RBIl guidelines issued from time to time.
Reasonable prudent judgments and estimates
have been made in the accounts, so as to give
a true and fair view of the state of affairs of
the Bank and of the profit of the Bank for the
financial year ended 31st March 2009,

iii. The Bank had laken proper and sullicient care
for mainlaining adequale records inaccordance
with the provisions of the Companies Act, 1956
in so far as they apply 10 banks.

iv. The annual accounts for the year ended 31
March 2009 have been prepared on a “Going
Concem" basis.

STATUTORY DISCLOSURES

Considering the nature of the Bank’s business, the
provisions of Section 217(1) (e) of the Companies Act,
1956 relating to conservation of energy and technology
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absorption do not apply to your Bank. The Bank has,
however, used information technology extensively in its
operations.

The information required under section 217(2A) of the
Companies Act, 1956 read with Companies (Particulars
of Employees) Rules, 1975 is attached to this report as
Annexure IV.

SOCIAL INITIATIVES

As a responsible corporale citizen, it bas been the vision
of your Bank to empower community through socio-
economic development of the poorer people in the
society. As part of its Corporate Social Responsibility
(CSR), initiatives, your Bank has been conlributing its
best for promotion of public interest by encouraging
communily development by focusing on financial
inclusion, rural development, education, health care,
housing, environment etc. Your Bank' s initiatives in this
area are channeled through institutions /organizations
who specialize in these activities. In pursuit of rural
orientation, the Bank has adopted Amasebail village
in Udupi distdct where it is acting as a chanelising
and monitoring agency for the utilizalion funds by the
beneficiaries. In ling with its corporate Mission, the 8ank
attaches due importance to ethics in business and
obligations to the society. Your Bank has atso sponsored
social awareness programmes like de-addiction
programme aiming at social amelioration
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Your Directors would like to place on record their sincere
gratituds to the Reserve Bank of India, other government
and regulatory authorities, financial institutions,
cormrespondent banks for their continued guidance
and support. Your directors also place on record their
gratitude to the Bank's shareholders, depositors and
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gooawill. Your directors express their deep sense of
appreciation to the employees, who have continued to
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and look forward to their continued contribution in scaling
greater heights.

For and on behalf of the Board of Directors

Ananthakrishna
Chairman

Place : Mangalore
Date : 25.05.2009
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Statutory disclosures regarding ESOS under Clause 12 of Securities and Exchange Board of India,

(Emplovees Stock Option Scheme and Emplovees Stock Purchase Scheme) Guidelines, 1999,

Particulars Series | Series | Series
1 2 3
Oglions granled during (he year
ended 31* March, 2009 - - 517600
Pricing formula Rs. 50 per | Rs. 50 per | Rs. 50 per
share/lor | share/for | share/lor
option option oglion
Opilions vesied 380560 9200 -
Oplions exercised 200510 1620 -
Tolal Numbes ol shares arising
as aresult of exerciss of
options 200510 1620 -
Oplions lapsed/iorleiled/
cancelled 46720 2350 8700
Variation o terms of options Nil
Money realized by exercise of
options, including premium 10025500 | 81300 -
Total Number of Options in
force 731570 7430 508900
Employee wise details of grant
to senior Managerial personnel
Savashi
1. P Jayarama Bhat - - 7000
2. Shivaswamy Aithal K B - - 7000
3. P Jaitama Hande - - 7000
4. N Upendra Prabhu - - 7000
5. B Ashok Hegde - - 7000
6.MV C S Karanlh - 7000
7.V N Manohar - - 2000
B. Dr Meera Laetitia B Aranha - - 4000
9. M S Mahabaleshwara Bhal - - 2000
10. S Ramachandra Biat - - 2000
Any other employse who
received a grani in any one year
of the options amounting 5%
of more of the oplions granted
during the year Nil Nil Nil
Identified employees who were
granted options during any one
year equal lo or exceeding 1%
of the issued capital {excluding
cuisianding warrants and
conversions) of the company at
the time of grant, Nil Nil Nil

The Bank follows the intrinsic method for valuing Lhe stock options.
The difference between Employee Compensation cost computed
based on such intrinsic value and employee Compensation cost that
shall have been recagnized if fair value of options had been useg is
explained below.

Sl No Particulars Amount in Rs
1 |Intwinsic value 64468863
2 | Cost as per Black Scholes model 64080399
{Excess charged) / to be charged (388464)

There is no adverse impact on profit and Eaining pes share (EPS)
a)  Weighted average details

Exercise Price (Rs) | Fair value (Rs)
Series 1 50 123
Series 2 50 188
Series 3 50 88.73

b} The Bank has used Black Scholes Model o calculale a
theorslical call price (ignoring the dividend paig during the
life of the options) using five determinants of an options price:
Stock price, stike price, volatility, time to expiration ang short
term (risk freg) interest rate. Significant assumption made to
estimate the fair value of options are as under:

SINo| Particulars Series 1 | Series 2 | Series 3
1 |Riskfree interest | 7.34% to | 7.34%to | 7.40%to

rate 7.42% 7.42% 7.47%
2 |Bxpected lile

{excluding grant 3 years 3 years 3 years

period of one year)

3 |bpecled volatility 18% 17.30% | 20.78%
4 |Expected dividend 35% 35% 50%

5 [Price of the
underlying share at
the time of grant oi
options

Rs. 173 |Rs 240.35 | As. 141.15
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ANNEXURE ||

DISCLOSURE UNDER THE NEW CAPITAL ADEQUACY FRAMEWORK (BASEL Il GUIDELINES) FOR THE YEAR
ENDED 315" MARCH 2009.

1. SCOPE OF APPLICATION

The Karmnataka Bank Limited is a premier private sector bank which was incorporated on February 18" 1924 at
Mangalore. The Bank does not have any subsidiary/Associate companies under its Management.

The Bank presently is not involved in insurance business. However, bank has entered in to a Joint venture
agreement and holds equity investments to the extent of 15% in M/s Universal Sompo General Insurance Company
Limited. The financials of the joint venture company are not considered with the balance sheet of the Bank. The
investment in the joint venture is not deducted from the capital funds of the Bank but is assigned risk- weights as
an investment.

2. CAPITAL STRUCTURE
(Rs in crore)

Particulars No of equity Shares Face value per share Amount
1 |Authorised Capital 200000000 10 200.00
2 |lssued Capital 121588506 10 121.60
3 | Subscribed Capital 121591428 10 121.59
4 |Called up/Paid up Capital 121574878 10 121.58

The Bank’s shares are listed on the National Stock exchange and Bombay Stock Exchange.
During the year the Bank has allotted equity shares to employees under it's Employee Stock Option Plan.

The Bank has also raised Tier Il capital (Subordinated Debt), aggregate value of which as on 31.03.2009 was
Rs 350.00 crore as per the table below:

Date of allotment Date of redemption Rate of Interest Amount (Rs in crore)
30-06-2007 30-06-2017 10.50% 120.50
29-03-2008 29-03-2018 10.25% 29.50
27-09-2008 27-08-2018 11.25% 200.00

TOTAL 350.00

Breakup of Capltal Funds

The Tier | Capital of the Bank comprises of (Rs in crore)
1 Paid up Capital 121.58
2 Reserves 1443.94

Total 1565.52

The Tier Il Capital of the Bank comprises of (Rs in crore)
1 Undisclosed reserves 12.45
2 General Provisions and Loss Reserves 62.60
3 Subordinated debts eligible for inclusion in Lower Tier 2 Capital 350.00

Total 425.05
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The Total eligible capital comprises of (Rs in crore)

1 Tier | Capital 1566.52
2 Tier Il Capital 425.059
Total 1990.57

An assessment of the capital requirement of the Bank is carried out through comprehensive projections of
future business that takes cognizance of the strategic intent of the Bank, profitability of panicular business and
opportunities for growth. The proper mapping of credit, operational and market risks 1o this projected business

growth enables assignment of capital that not only adequately covers the minimum regulatory capital requirements
but also provides headroom for growth. The calibration of risk to business is enabled by a strong risk culture in the

Bank aided by effective, technology based risk management systems.

A summary of the Bank’'s Capltal requirement for credit, market and operational risk and the capital

adequacy ratlo as on 31% March, 2009:

(Rs in crore)

A Capital requirement for Credit Risk
-Portfolios subject to Standardized approach 1156.18
-Securitization exposures 0.00
B Capital requirement for Market Risk 84.01
Standardized duration approach
-Interest rate Risk 48.00
-Foreign exchange risk 3.14
-Equity Risk 32.87
C Capital requirement for Operational Risk
-Basic Indicator approach 89.18
D Total Capital requirement 1329.37
E Total Capital Funds of the Bank 1990.57
F Total Risk Weighted Assets 14770.78
G Capital Adequacy Ratio of the Bank (%) 13.48%
H Tier | CRAR (%) 10.80%
| Tier [ CRAR (%) 2.88%
Capilal Adequacy Ralio of the bank under Basel | is detailed as below
31.03.2008 31.03.2008
i Capital Adequacy Ratio - Tier —1 (%) 10.65 10.36
i Capital Adeguacy Ratio  -- Tier — Il (%) 2.89 1.81
il | Totel Capital Adequacy (%) 13.54 1217
iv | Capital Adeguacy Norms prescribed by the Reserve Bank of India (%) 9.00 9.00
Y Amount of subordinated debt raised as Tier || capital (Rs in crore) 350.00 150.00

RISK MANAGEMENT: OBJECTIVES AND ORGANIZATION STRUCTURE

The various risks laken by the Bank during the course of the business development are idenlilied, measured,
controlled, monilored and reporied effeclively. The key componenls of the Bank's risk management rely on
lhe risk governance architeclure, comprehensive processes and inlernal control mechanism. The Bank’s risk
governance archilecture focuses allention on key areas of risk such as credil, markel and operalional risk and
quantification of these risks wherever possible for effective and conlinuous moniloring.
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a. Objectlves and Policles

The Bank's risk management processes are guided by well-defined policies appropriate for various risk
catlegories, independent risk oversighl and periodic moniloring through the sub-commiliees ol the Board of
Directors. The Boarid sets the overall risk appetite and philosophy for the Bank. The Board of Directors, the
Integrated Risk Management Committee and the Audit Commiittee of the Board review various aspects of risk
arising from the businesses of the Bank.

b. Structure and Organlzation

The bank has a risk management system that is ceniralized with a 3 track committee approach. An Integrated
Risk Management Commiittee (IRMC) evaluates the overall risk factors faced by the bank and directly reports
to the Board of directors. The committees are Credit Policy Committee (CPC), Asset Liability Management
Commillee (ALCO) and Operational Risk Management Commiltee (ORMC).

Credit Policy Committee deals with credit policies and procedures, Asset Liability Management Committee

deals with Asset Liability Management (ALM) and Investment Policy of the Bank and Operational Risk
Management Committes formulates policies and procedures for managing operational risk.

4. CREDIT RISK MANAGEMENT

Bank has developed online comprehensive risk rating system for all borrower accounis where the aggregate Fund
based Exposures is Rs. 25.00 lakh and above or aggregate non-fund based exposure of Rs.200 lakhs and above
irrespective of the amount of fund based Exposure. The rating serves as a single point indicator of diverse risk
factors of counter-party and for taking credit decisions. The risk rating system is drawn up in a stuctured
manner, incarporating different (aclors such as borrower specific characterislics, industry specific characleristics
etc. Bank is also undertaking periogic validation exercise of its rating models and also conducting migration and
default rate analysis to test robusiness of its rating models. Presently the borrowers have been rated in 10 different
categories as detailed below:

Symbols |Risk Level Description of the Risks

Strong Balance Sheet and excellent asset quality.

Excellent management with depth.

Good asset quality and liquidity with stable Balance Sheet.
Probability of serious financial deterioration is minimal.

Average assel quality and liquidity.

KB3 Lower Satisfactory Balance Sheet performance and profitability.
Vulnerability to defaull is remote

Acceptable asset quality with marginally fluctuating earnings.

Slight vulnerability to default.

Acceptable asset quality but highly leveraged and fluctuating earnings.
Inadequate capacity to sustain major setbacks.

Watch list credit.

Borrower's performance has not met expectations.

Marginally acceptable business credit with some potential weakness.

KB1 Minimal

KB2 Lowest

KB4 Low

KB5 Moderate

KB6 Average

KB7 High Generally un-desirable business constituting an undue and unwarranted
credit risk.
KB8 Very High Unacceptable business credit.

Normal recovery of debt is in doubt.

The quality of the asset has deteriorated but not to the point of justifying
a substandard classification

KBS Sub Standard Collection of debt in full improbable.

The quality of the asset is substandard.

KB10 Doubtful/Loss ( Critical) | Expected total loss.

Cannot be classified as active assets of the Bank.

Partial recoveries may occur in future.

Loss asset.
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While “KB4" is considered as the entry-level grade, “KB8" is lreated as the exit grade.

The rating wise distribution of credit Exposure as on 31 March 2008 is detailed as below.
(Rs in crore)

Symbol Risk Level Current year Previous year
Gross Advances | % to Total Gross | Gross Advances |% to Total Gross
Advances Advances

KBt * Minimal 2218.25 18.31 2299.36 20.71
KB2 Lowest 2998.20 24.73 1801.24 16.22
KB3 Lower 1380.47 11.39 1295.72 11.67
KB4 Low 2556.72 21.09 2072.01 18.66
KBS Moderate 678.22 5.59 949.94 8.56
KBS Average 86.79 0.72 101.51 0.91
KB7 High 105.47 0.87 21.99 0.20
KB8 Very High 19.97 0.16 27.07 0.25
KB9 Sub Standard 97.98 0.81 91.01 0.82
KB10 DoubitfulfLoss 345.22 2.85 288.55 2.60
Uniated 1634.68 13.48 2153.62 19.40

Total 12122.97 100.00 11102.02 100.00

* Includes Gold Loan, Deposit Loan and Staff Loans

The Bank has tormulaled a comprehensive LOAN POLICY by incorporating various parameters and prudential limits to
manage ang control default, lransaction and intrinsic/concentration risk. The credil exposures are laken afier subjecling
ithe proposals to analysis ol various risk factors such as financial risk, induslry risk, Managemenl risk, business risk,
transaction risk elc.

The Bank analyses the migration of borrowers in various isk rating categories lo gauge Lhe quality of lhe loan porifolio.
In addition lo the above, lhe bank also conducts periodical review of Ihe loan assets 10 ascertain conducl of the
accounts. The Bank conducts periodical Credil Audil and Slock Audil of large credil exposures to limit the magnitude
of credit risk and interesl rale risk.

Credit Sanction and related processes
1. Know your Customer is a leading principle for all activities.
2. Sound credit approval process with well laid credit-granting criteria is in place.

3. The acceptability of credit exposure is primarily based on the sustainability and adequacy of borrower's
normal business operations and not based solely on the availability of security.

4. Portiolio evel risk analysis and reporting to ensure optimal spread of risk across various rating classes to prevent
undue risk concentration across any particular industry segments and monitor credit risk migration.

5. Sector specific studies are periodically undertaken to highlight risk and opportunities in those sectors.
Rating linked exposure norms have been adopted by the Bank,

7. Industry-wise exposure cellings are based on the industry performance, prospects and the compelitiveness of
the sector.

8. Separate risk limits are set out for credit portfolios like advances to NBFC and unsecured loans that require
special monitoring.

9. With heightened activity in the real estate secior, the Bank has strengthened its risk Management systems to
ensure lhat ils advances are o borrowers having a good lrack record and salisfying the criterion of minimum
acceptable credit raling. Appropriale covenanls are stipulated for risk containment and monitoring.
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Review and Monitoring

1. All credit exposures, once approved, are monitored and reviewed periodically against the approved (imits.
Borrowers with lower credit rating are subject to more frequent reviews,

2. Credit Audit involves independent review of credit risk assessment, compliance with interal policies of the
8ank and with the regulatory framework, compliance of sanction terms and conditions and effectiveness of
loan administration.

3. Customers with emerging credit problems are identified early and classified accordingly. Remedial action is
initiated promptly to minimize the potential loss to the Bank.

Concentration Risk

The Bank controls concentration risk by means of appropriate structural limits and borrower limits based on
creditworthiness. These inciude:

Large exposurss to Individual cllents or group

The Bank has individual borrower-wise exposure ceilings based on the internal raling of the borrower as well as
group-wise borrowing limils. The Bank monilors the level of credil risk (Low/Moderale/High/Very High) and direclion of
change in credit risk (increasing /decreasing/ stable) at the portfolio lavel based on the following six parameters
that capture concentration risk:

1. Highest geographic concentration in a region.

2. Exposure to Top 20 accounts as a percentage of Credit Risk Exposure (CRE).
3. Percentage of lerm loans with residual maturity more than 3 years lo total loans.
4. Percentage of unsecured loans to total loans and advances.
5. Number of single borrower exposures exceeding 15% of capital funds.
6. Number of group exposures exceeding 40% of capital funds.
a) Geographic Concentration (Rs in crores)
Sl No | State/Union Territory No of Branches | Total Gross Loans and | % to total Loans and
Advances Advances
1 |Andhra Pradesh 32 808.46 8.67
2 |Assam 1 14.55 0.12
3 |Chandigarh 1 62.00 0.51
4 |Chhattisgarh 3 47.97 0.39
5 |Delhi 16 1477.80 12.19
6 |Goa 5 55.68 0.46
7 | Gujarat 5 22265 1.84
8 |Haryana 4 358.37 295
9 |Jharkhand 1 7.94 0.07
10 | Kamataka 278 4371.41 36.06
11 |Kerala 11 95.62 0.79
12 |Madhya Pradesh 2 46.96 0.39
13 |Maharashtra 34 2241 .47 18.49
14 | Orissa 2 160.33 1.32
15 | Pondicherry 1 15.51 0.13
16 |Punjab 4 176.40 1.45
17 |Rajasthan 3 324.42 2.68
18 | Tamilnadu 28 1203.30 853
19 |Utiar Pradesh 8 127.71 1.05
20 |Uttarakhand 2 6.09 0.05
21 |West Bengal 8 298.35 2.46
Total 447 12122.97 100.00
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b) Other Exposures

(Rs in crore)

20

SiNo Details of the Exposure No of Accounts | Total Gross Loans and | % to total Loans and
Advances Advances

1 Exposure to Top 20 accounts 20 2752.08 22.70%

2 Term loan with residual maturity 53237 4031.70 33.26%
of more then 3 years

3 Unsecured loan 24555 1190.91 9.82%

4 Individual exposure exceeding 1 289.95 2.39%
15% of capital funds

5 Group exposure exceeding 0 0 0
40% of capital funds

While determining level and direction of credit risk, parameters like percentage of low- risk credit (investment grade
and above) to credit risk exposure and migration from investment to non-investment grade (quantum as percentage
of credit risk exposure) are also considered. The Bank also monitors the rating-wise distribution of its borrowers.

Exposura to Industries

Industry analysis plays animportant pan in assessing the concentration risk within the loan portfolio. Particular attention
is given to industry sectors where the Bank believes that there is a high degree of risk or potential for volatility in the
future. The Bank has fixed internal limits for aggregate commitments to different sectors so that the exposures are
evenly spread over various sectors.

Though the bank has implemented the Standardized Approach of credit risk as prescribed by Reserve Bank of India,
the bank will continue to rate all borrowers by adopling Internal Rating Based Approach. As such, the credit policy
deals with short term implementation as well as long term approach to credit risk management. The policy of the bank
embaodies in itself the areas of risk identification, risk measurement, risk grading techniques, reporting and risk control
systems /mitigation technigues, documentation practice and the system for management of prablem loans.

Disclosure for portfolios subject to the standardized approach
Bank has approved 4 domeslic credil raling agencies identilied by RBl ie CRISIL, CARE, FITCH India and ICRA.

Large corporate borrowers and Public Sector Enterprises are being encouraged to solicit ratings from approved
external rating agencies and wherever such ratings are available the bank will use the same in calculation of risk
weighted assets. The ratings available in public domain are mapped according 1o risk profile and specific risk
characteristics of each rating grade of respective agencies as envisaged in RBI guidelines.

The Corporate exposure after risk mitigation (subject to the standardized Approach) in different risk buckets are as

under:
(Rs in crore)
Sl No Risk weight Exposure Outstanding
1 Below 100% 510.04
2 100% 4741.25
3 More than 100% 11.82
Total 5263.11

Credit Risk Mitigation: Disclosures for Standardized Approach

As stipulated by the RBI guidelines, the Bank uses the comprehensive approach for collateral vatuation. Under this
approach, the Bank reduces its credit exposure to counterparty when calculating its capital requirements to the extent
of risk mitigation provided by the eligible financial collateral as specified in the Basel Il guidelines.
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Types of eligible financlal collateral / Guarantors:

The Bank recognizes only specified types of financial collateral and guarantees (counter-guarantors) for providing
capital relief in line with Basel Il guidelines on credit risk mitigation.

This includes cash (deposited with the Bank), gold (including bullion and jewellery, subject to collateralized jewellery
being notionally converted/benchmarked to 99.99% purity), securities issued by the Central and State Governments,
Kisan Vikas Patra, National Savings certificates, life insurance policies with a declared surrender value which is
regulated by IRDA, certain debt securities rated by a recognized credit raling agency, certain debt securities not rated
but issued by 8anks and listed on a recognized exchange and are classitied as senior debt, certain mutual fund units
where daily Net Assets Value (NAV) is available in public domain .

In addition to the above, in the case of NPA accounts, the following collaterals are considered, as stipulated by the RBI
under Basel Il guidelines:

() Land and building which are valued by an experl valuer and where the valvation is not more than three years old
and (i) Plant and machinery in good working condition at a value not higher than the depreciated value as reflected in
the audited balance sheet of the borrower, which is not older than eighteen months.

Eligible Guarantors (counter-guarantors)

Credit protection given by the following sntities will be recognized:

() Sovereigns, sovereign entities (including BIS, IMF, European Central Bank and European Community as well as
those MDBs, ECGC and CGTS!), banks and primary dealers with a lower risk weight than the counterparty;

(i) Other entities rated AA (-) or better. This would include guarantee cover provided by parent, subsidiary and affiliate
companies when they have a lower risk weight than the obligor. The rating of the guarantor should be an entity
rating which has factored in all the liabilities and commilments (including guarantees) of the entity.

The extent of total credit exposure (under the standardized approach) covered vy eligible financial collaterals after
application of haircuts is Rs 1204.63 crore.

Definition of Non-Performing Assets

Any amount due to the bank under any credit facility is overdue it it is not paid on the due date fixed by the bank.
Further, an impaired asset is a loan or an advance where:

() Interest and/or instaliment of principal remains overdue for a period of more than 90 days in respect of a term
loan.

() The account remains oul of order for a period of more than 90 days in respecl of an overdrafi/cash credil:
- if the outstanding balance remains continuously in excess of the limit/drawing power.

- in cases where the outstanding balance in the principal operating account is less than the sanctioned (imit/
drawing power, but there are no credits continuously for 90 days as on the date of balance sheet or credits are not
enough to cover the interest debited during the same period.

(iiiy In case of bills purchased & discounted, if the bill remains overdue for a period of more than 90 days

(v) In case of Agricultural Loans the installment or principal or interest thereon remains overdue for two crop seasons
for short duration and the installment of principal or interest thereon remains overdue for one crop season for long
duration crops.

(V) In case of advances to project involving time overrun i.e. if the date of commencement of commercial production
extends beyond a period of one year after the date of completion of the project, as originally envisaged.
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A, Total Gross credit Exposure including Geographic Distribution of Exposure

(Rs in crore)

Domestic Overseas Total

Fund Based 1212297 0.00 12122.97

Non Fund based 1844.57 0.00 184457

Total 13967.54 0.00 13867.54

B. Distribution of Credit Risk Exposure by [ndustry Sector (Rs in crore)

Sl No INDUSTRY CLASSIFICATION FUND BASED NON FUNDED

1 Coal & Mining 23.73 3.06

2 Iron & Stesl 282.61 4454

3 Metal & Metal Products 77.23 18.70

4 Other Engineering 142.78 42.47

5 Electronics 21.10 0.63

6 Cotton Textile 444.48 52.99

7 Jute Textile 484 1.02

8 Other Textile 488.82 40.58

9 Tea Industry 28.18 0.14

10 Khandasari & Sugar 34.94 0.02

11 Vegetabls Oil 5.29 0.00

12 Tobacco & Tobacco Products 0.50 0.00

13 Paper & Paper Products 135.36 6.28

14 Rubber & Rubber Products 13.30 10.54

15 Chemicals & Dyes 44.85 895

16 Drugs & Pharmaceuticals 62.94 13.01

17 Cement & Cement Products 175.63 2.4

18 Leather & Leather Products 18.38 0.58

19 Pelroleum Products 2.59 0.95

20 Food Processing 383.20 8,95

21 Gems & Jewellery 369.95 36.94

22 Automobiles 95.96 8.02

23 Computer Software & Hardwace 26.44 11.88

24 Infrastructure Advances 1400.04 655.75

25 All other Industries 381.61 137.61

Gross [ndustrial Advances (A) 4684.53 1107.77

26 Housing Loans 779.14 0.00

27 Commercial Real Estate 832.55 46.51

28 Agriculture- Crop loans/irading 1031.63 4.31

29 NBFC 348.63 0.00

30 Govemment Guaranteed Loans 435.99 0.00

31 Al other Advances 4030.50 685.97

Gross non Industrlal advances ( B) 7458.44 736.80

Gross advances (A+B) 12122,.97 1844.57

22
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The details of the Industry/sectors wherein the bank's exposure in the related Industry/sector has exceeded the 10%
of lotal gross credit exposure as detailed here below.

SINo Industry classification Percentage of the total credit
exposure
1 Infrastructure advances 14.72
C. Residual Contractual Maturity breakdown of Assets (Rs in crore)

iday |2to7 |8to 14| 1528 | 29 Over3 | Over6 |Over1 | Over3 |Over5 | Total
days | days | Days | Days Monthsto| Months | Yearto | Years to | Years
to 3 |6Months| to12 |3years|5 Years
Months Months

Loans &
Advances

Investments | 17.85| 310.89| 129.74| 455.26| 944.34 143.05| 232.58| 511.26| 1244.88|49871.63| 8961.48

Deposits | 391.43| 526.71| 374.49| 286.36|1061.59| 3370.08| 3373.28( 8211.42| 2538.00| 199.89(20333.28
8orrowings | 0.03| 0.03] 0.00( 0.00f 0.00 0.00 1.96 1.96 0.00| 0.00 3.8
Foreign
Currency | 172.36| 343.47| 35.04 102.26/|2106.57 649.59| 611.15 0.00 0.00| 0.00| 4020.44
Assets
Foreign

Currency 32.11|377.16 0.00( 16.95(2226.69 677.21| 650.11| 36.38 2.01 0.00| 4018.62
Liabilities

284.01| 359.98| 361.89| 189.87| 964.01| 1529.75| 1387.72( 2590.19| 3045.14|1097.48(11810.05

D. Movemsnt of NPAs and Provislon for NPAs
(Rs in crore)

31.03.2009 31.03.2008

A Amount of NPAs ( Gross) 443.20 379.56
-Substandard 97.98 91.01
-Doubtful 1 102.81 58.83
-Doubtful 2 82.12 3271
-Doubitful 3 94.75 120.41
-Loss 85.54 76.60

B |[Net NPAs 116.10 106.48

C NPA Ratios
- Gross NPAs to Gross Advances 3.66 3.42
-Net NPAs o net Advances 0.98 0.98

D Movement of NPAs (Gross)

a) Opening Balance 379.57 387.34
b} Additions during the year 162.44 137.70

542.01 525.04
¢) Reductions during the year 98.81 145.47

d) Closing Balance 443.20 379.57
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(Rs in crore)

31.03.2009 31.03.2008
E Movement of Net NPAs

a) Opening Balance 106.48 116.04
b) Additions during the year 93.39 70.47
199.87 186.51
¢) Reductions during the year 83.77 80.03
d) Closing Balance 116.10 106.48

F Movement of provisians for NPAs
a)Opening balance 247.04 244,14
b)Provisions made during the year 47.00 54.00
C)Wirite offfwrite back ot excess provisions 719 (51.10)
d) Closing balance 301.23 247.04

Movement of Floating Provisions
a) Opening Balance 13.00 13.00
b) the quantum of floating provisions made during the year 0.00 0.00
¢) Amount of draw down made during the year 1.31 0.00
d) Clasing balance 11.69 13.00

E. Non Performing (nvestments and movement of provision for depreciation on (nvestments
(Rs in crore)

31.03.2009 31.03.2008
A Amount of Non performing Investments 0.00 1.89
B8 | Amount of Provision held for Non performing [nvestments 0.00 1.89
C Movement of provisions for depreciation on Investments
a)Opening balance 44.31 70.78
b) Add: Provisions made during the year 33.35 0.00
¢) Less: Write offAwrite back of excess provisions 20.83 26.47
d) Closing balance 47.83 44,31

5. MARKET RISK & LIQUIDITY RISK

The objective of investment policy is to assess and minimize risks associated with treasury operations by extensive
use of various risk management tools. Broadly, it encompasses Policy prescriptions for managing systemic risk,
credit risk, market risk, operalional risk and liquidity risk in lreasury operations.

For market risk arising out of various products in treasury and its business activilies, the bank has set regulatory
/ internal limits and ensures the adherence thereof. Migration of ratings is tracked regularly. Limits for exposures
to counter-parties, industries and countries are monitored and the risks are controlled through Stop Loss Limits,
Overnight limit, Daylight limit, Aggregate Gap limit, Individual gap limit, Value at Risk (VaRy), limit for Forex, Inier-
Bank dealing and investment (imits etc.

For the Market Risk Management the bank has a Mid Office. The functions of Mid Office are handled by integrated
Risk Management Department.

The Board, IRMC & ALCO are oversesing the market risk management of the bank, procedures thereof,
implementing risk management guidelines issued by regulator, best risk management practices followed globally
and ensuring that internal parameters, procedures, practices/policies and risk management prudential limits are
adhered to.
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The policies for hedging and/or mitigating risk and strategies and processes for monitoring the continuing
effectiveness of hedges/mitigates are discussed in ALCO and based on views taken by / mandates of ALCO,
hedge deals are undertaken.

Liquidity risk of the bank is assessed through daily gap analysis for maturity mismatch based on residuat maturity in
different time buckets as well as various liquidity ratios and management of the same is done within the prudential
limits fixed thereon. Advance techniques such as Stress testing, simulation, sensitivity analysis etc. are conducted
on regular intervals to draw the contingency funding plan under different liquidity scenarios.

Market Risk in Trading Book

Bank has adopted the Slandardized Ouration Approach as prescribed by  RBI
for computation of capital charge for market risk and is already fully compliant with such RB! guidelines. Bank
is now preparing itself for the Advanced Approach based on a Value at Risk (VaR) model, which is under
implementation.

The capital requirements for market risk are as under: (Rs in crore)
SI No Risk Category Capital Charge

| Interest Rate (a+b) 48.00
a General Market Risk (i to iv) 26.64
i Net Positions ( parallel shift) 26.35
ii Horizontal disallowance ( Curvature) 0.02
iii Vertical disallowance ( basis) 0.27
iv Options 0.00
b Specific Risk 21.36
I Equity @+b) 32.87
a General Markel Risk 14.61
b Specilic Risk 18.26
[l Foreign Exchange , Gold and Derivatives 314
v Total Capital Charge for market Risk ( +11+1l]) 84.01

6. INTEREST RATE RISK IN THE BANKING BOOK (IRRBB)

Interest rate risk is managed through gap analysis and duration gap analysis. Prudential limits have been
fixed for impact on net Interest Income (NII), Net Interest margin (NIM), Minimum ROA and Maximum Duration gap
for the Bank.

The sconomic value i.e. impact on the capital fund due to change in interest rate by 100 bps on the economic
value is assessed on regular intervals through duration gap method. As a prudential measurs, 2 limit has been
fixed for net duration gap of the assets and liabilities and the same is monitored at regular intervals.

7. OPERATIONAL RISK
Strategies and Processes

The Bank has initiated several measures to manage operalional risk through identification, assessment and
monitoring.  Simultaneously, a framework has been laid to capture loss data which can be mapped 1o
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operational risk events to measure the impact quantitatively. The Bank has putin place a hierarchical structure to
effectively manage operational risk through the formation of internal committee viz., Operational Risk Management
Committee (ORMC).

Scope and Nature of Operational Risk Reporting and Measurement Systems

A gystematic process for reporting risk events, loss events, "near misses” and non-compliance issues relating to
operational risks have been developed and implemented. The information gathered shall be used to develop
triggers to initiate corrective actions to improve controls. All critical risks and potential loss events are
reported to the Senior Management/ORMC/ARMC as appropriate for their directions and suggestions.

An Operational Risk Management Policy approved by the Risk Management Committee of the Board details the
framework for hedging and/or mitigating operational risk in the Bank. As per the policy, all new products are being
vetted by the New Product Approval Committee to identify and assess potential operational risks involved and
suggest control measures to mitigate the risks.

Approach for Operational Risk Capital Assessment

As per lbe RBI guidelines, lhe Bank has adopted Basic Indicalor Approach for computing capital charge for
Operalional Risk. Sleps have been inilialed to migrale lo ihe Advanced Measurement Approach.

8. COUNTRY RISK

The Bank has put in place a risk monitoring system for the management of country risk. The Bank uses the Nine-
category classification i.e. insignificant, low, moderaiely low, moderate, moderately high, high, very high, restricted
and off-credit. The ratings of countries are being undertaken at monthly intervals or at more frequent intervals if the
situation so watrrant i.e. in case of a significant change in the condition of a country involving sharp deterioration
of its ratings. Exposure to a country includes all credit-related lending, frading and investment activities, whether
cross border or locally funded. The Bank has set up exposure limits for each risk category as also per country
exposure limits and the exposure limits are monitored at weekly intervals except for those on high, very high
categories through approval from appropriate authorities at the transaction level.
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ANNEXURE [l]
CORPORATE GOVERNANCE

Corporate governance is the application of the best management practices, compliance of law and adherence 10
ethical standards to achieve the Bank's objective of enhancing shareholders’ value keeping in mind the interest of all
stakeholders. Your directors present below the Bank's Report on Corporate Governance as prescribed under clause
49 of the Listing Agreement with the Stock Exchanges:

Philosophy of Corporate Governance

The Basic philosophy of Corporate Governance in the Bank is the application of best management practices that
provide stability and growth to the enterprise, transparency, accountability, disclosures and value creation. Your Bank
believes that good governance practices ultimately secure the goal of tuming the Bank a value driven organization.
Your Bank's philosophy of Corporate Governance as been aptly embedded in its mission statement which reads as
under:

“To be a technology savvy, customer centric progressive Bank with a national presence, driven by the highest standards
of corporate governance and guided by sound ethical values™.

Board of Directors:

a) Composition of the Board: The Board of Directors of the Bank consists of 10 Directors including the Chairman, who
is the Chief Executive Officer. The constitution of the Board conforms to the provisions of Section 10 B of the Banking
Regulation Act, 1849 and the Corporate Governance requirements. The Board consists of eminent personalities drawn
from specialized fields like banking, finance, accountancy, law, agriculture and other areas as specified in the above
Act. Except the Chairman and CEQ, all other directors on the Board are independent and non-executive Directors.

Board Meetings:
During the (inancial year ended March 31, 2009 Ihe Board met 17 times on the following dates;

Sl. No. Date of the meeting SI No Date of the meeting

1 24.04.2008 10 27.09.2008
2 18.05.2008 11 25.10.2008
3 04.08.2008 12 20.11.2008
4 12.08.2008 i3 20.12.2008
5 28.06.2008 14 22.01.2009
6 12.07.2008 15 23.01.20009
7 25.07.2008 16 18.02.2009
8 22.08.2008 17 19.03.2009
9 24.08.2008

Details of the attendance of Directors at the Board meetings during the year under report and at the last Annual
General Meeting and Directorships/ committee positions held in other companies are as under:

Name of the Director No of Whether Directorship in Committee positions
(Sarvashri) mestings | attended the | other Public Limited | in other Public Limited
attended last AGM Companies Companies

Ananthakrishna 17 YES 1 NIL

D Surendra Kumar 8 YES NIL NIL

(Upto 24.9.2008)

| Jagdish Rao 12 YES NIL NIL

(Upto 20.11.2008)
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Name of the Director No of Whether Directorship in Committee positions
(Sarvashri) meetings attended the | other Public Limited | in other Public Limited
Attended last AGM Companies Companles

Jairam G Kimmane 7 YES NIL NIL

(Upto 20.11.2008)

M Bheema Bhat 16 YES NIL NiL

S R Hegde 17 YES NIL NIL

RV Shastri 16 YES 1 2

U R Bhat 17 YES 2 2

T S Vishwanath 16 YES 2 2

Sitarama Murty M 12 NO 2 1

SV Manjunath 5 NA NIL NIL
(wef25.10.2008)

D Harshendra Kumar 5 NA NIL NIL

(w e f 25.10.2008)

Dr. H Ramarmohan 6 NA NIL NIL

(w e f 25.10.2008)

None of the Directors of the Board serve as members of more than 10 Committees nor do they act as Chairman of
more than 5§ Commiiltees across all companies. There is no inter-se relationship amongst Directors.

Remuneration of Directors:
Shri Ananthakrishna is the Chairman and CEO of the Bank and the details of remuneration paid to him during the year

2008-09 are as under:
Break up of remuneration Amount Paid (Rs in lakh)
Basic Salary 24.00
Dearness Allowance 4.80
House Rent Allowance 3.60
Total 32.40

Contribution to the Provident Fund at 10% of the basic pay and other benefits like use of Car, telephone at residence,
reimbursement of medical expenses efc. were provided in accordance with the terms of appainiment approved by the
RBI and the shareholders.

Other Directors do not receive any remuneration except the sitting fees for attending Board /Committee meetings @
Rs. 10000 and Rs 6000 for each meeting respectively details of which are fummished hereunder:;

Name of the Director (Sarvashri) Sitting fees paid during 2008-09 (Rs in lakh)
D Surendra Kumar 1.40
| Jagdish Rao 2.58
Jairam G Kimmane 0.82
M Bheema Bhat 2.32
S R Hegde 3.20
R V Shastri 2.34
U R Bhat 1.94
T S Vishwanath 1.66
Sitarama Murty M 1.32
S V Manjunath 0.80
D Harshendra Kumar 0.62
Dr. H Ramamohan 0.72

No Stock Option has been granted to any of the Directors of the Bank.




85™ ANNUAL REPORT 2008-2009 £

COMMITTEES OF THE BOARD:

In compliance with regulatory requirements and for operational needs, the Board had constituted several commitiees,
the details of which are given below;

1. Executive Committee of the Board of Directors (EC):
In order to facilitate the Board 10 concentrate on policy matters and strategic planning, etc., an Executive
Committee of the Board of Directors headed by the Chairman and Chief Executive Officer has been constituted.
The Commitiee has been re- constituted on 20.11.2008. [t met 15 times during the year. Details of the attendance
at the meeting are as under;

Meetings record

Name of the Director (Sarvashri) No of meetings attended
Ananthakrishna 15
D Surendra Kumnar (upto 24.9.2008) 6
| Jagdish Rao (upto 20.11.2008) 10
S R Hegde 15
RV Shastri (w e f21.11.2008) 5
SV Manjunath (w e f 21.11.2008) 5
2. Audi mmi f rd of Dir ACB):

The Bank has constituted an Audit Commitiee of the Board (ACB) in 1995 as per the directions of the Reserve
Bank of ndia to look into the matters specified by RBI. The functioning of the ACB was modified to fall in line
with the requirements of the Listing Agreement and the Companies Act, 1956. The terms of reference of the ACB
include lhe following:

a) Overseeing the Bank's financial reporing process ensufing correct, sufficient and credidle disclosure of
financial information;

b) Recommending appointment and removal of external auditors and fixing their fees;

¢) Reviewing with Management the annual financial statements with special focus on accounting policies
and practices, compliance with accounting standards and other legal requirements concerning financial
statements;

d) Reviewing the adequacy of internal audit function, and

€) Reviewing the Bank's financial and risk management policies.

The ACB is functioning under the Chairmanship of Shri M Bheema Bhat, Chantered Accountant Director. The
members of ACB consisted of Sarvashri D Surendra Kumar (upto 24.9.2008), S R Hegde (upto 20.11.2008) and
R V Shastri (upto 20.11.2008), Sitarama Murty M (w e f 21.11.2008), D Harshendra Kumar (w e f 21.11.2008)
and Dr H Ramamohan (w e f 21.11.2008). All the members of ACB are financially literate. The Statutory Central
Auditors, Chief Compliance Officer and the Head of the Inspection & Audit Department of the Bank were also
invited to attend the meetings of the commiittee. The ACB has been reconstituted w e f 20.11.2008. During the
year under review six meetings of ACB were held on 19.5.2008, 04.06.2008, 25.7.2008, 22.8.2008 25.10.2008 and
23.01.2009.
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Meeotings record of ACB.

Name of the Director (Sarvashri) No of meetings attended.
M Bheema Bhat 6
D Surendra Kumar (upto 24.9.2008)
S R Hegde (upto 20.11.2008)
R V Shastri (upto 20.11.2008)
Sitarama Murty M (w e f 21.11.2008)
D Harshendra Kumar (w e f 21.11.2008)
Dr. H Ramamohan (w e f 21.11.2008)

|||l |ov|w

3. Shareholders/Investors Grievance Committee:
A sub-committee of the Board was constituted during the year 2002 to specifically look into the grievances of
shareholders/investors continued its functioning during the year ended March 31, 2009 also. The Committee
consisted of Sarvashri | Jagdish Rao (upto 20.11.2008), RV Shastri, U RBhat and T S Vishwanath (we f 21.11.2008).
The Committee met once during the year under report on 24.9.2008 and reviewead all the complaints received from
the shareholders and the investors.

Name & designation ot the Compliance Officer:
Y. V. Balachandra. Company Secretary.

A total of 92 complaints have been received from the Investors/Shareholders during the year ended 31% March
2009 and all of them have been redressed satistactorily. As required under the Listing Agreement a separate Email
(D-investor.arievance@kikbank.com has been created exclusively for the purpose of registering complaints by the
investors.

As per the directions of the Reserve Bank of India, the Board had constituted a special Commitiee on 17.2.2004
exclusively dedicated to the monitoring and following up of cases of frauds involving amounts of Rs.1 crore and
above. The terms of reference of the Committee are as under:;

a. Identify the systems Jacunae, if any that facilitated perpetration of the fraud and put in place measures to plug
the same.

b. Identifty the reasons for delay in detection, if any, reporting to top management of the Bank and RBI.

13

Monitor progress of CBI/Police investigation, and recovery position.

d. Ensure that staff accountability is examined at all levels in all the cases of frauds and staff side action,
if required, is completed quickly without loss of time.

e. Review the efficacy of the remedial action teken to prevent recurrence of frauds such as strengthening of
internal controls.

f. Put in place other measures as may be considered relevant to strengthen preventive measures against

frauds.

The Committee is functioning under the Chairmanship of Shri Ananthakrishna. The other members of the Committee
were Sarvashri M Bheema Bhat, D Surendra Kumar upto 24.09.2008), | Jagdish Reo (upto 20.11.2008), Jairam
G Kimmane (upto 20.11.2008), S R Hegde (w e f 21.11.2008) and Sitarama Murty M (w e f 21.11.2008) and
S V Manjunath (w e { 21.11.2008).

The Committee met twice during the year on 19.5.2008 and 25.10.2008.
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Committee (IRMC) was constituted on 24.12.2004 to devise a policy and strategies for integrated risk management
containing various risk exposures of the Bank including credit risk and market risk. The Committee consisted of
Sarvashri Ananthakrishna, Chairman, | Jagdish Rao (upto 20.11.2008) , M Bheema Bhat, R V Shastri and Sitarama
Murty M (w & f 21.11.2008) as other members. The Chief General Manager and the General Managers of the Bank
are also the members of the IRMC.

The functions of the Committee include the review of risk profile of the Bank, evaluation of the overall risks faced
by the Bank, develop policies and strategies lor integrating risk management containing the credit, market and
operational risk exposures etc and to ensure a smooth transition to the new Capital Adequacy Framework.

IRMC met 4 times Suring the year on 08.06.2008, 09.08.2008, 10.11.2008 & 09.02.2009.

6. Nomination Committes:
Reserve Bank of India, vide their Circular DBOD.No. BC.104/08.138.001/2003-04 dated June 25, 2004 required
that

iy Banks in private sector should underake a process of due diligence to determine the suitability of the persons
for appointment /continuing to hold appointment as a director on the Board.

iy The process of dus diligence should be undertaken by the banks in private sector at the time of appointment
/renewal of appointment.

i} The Boards of the Banks in private sector should constitute Nomination Commitiee to scrutinize the
declarations.

iv) Based on the information provided in the signed declarations, Nomination Committee should decide on the
acceptance and may make references, where considered necessary to the appropriate authority.

v) Banks should obtain annually a declaration that information already provided has not undergone change and
where there is any change, requisite details are furnished by the Directors.

vi) Board of the bank must ensure in public interest that nominated /elected direciors execute the deeds of
covenants every yeal.

Accordingly a Nomination Committee headed by the Chairman of the Bank was constituted on 28.7.2004, Members
of the Committee consisted of Sarvashri D Surendra Kumar (Upto 24.9.2008), | Jagdish Rao (upio 20.11.2008), S
R Hegde, R V Shastri (w e f 21.11.2008) and S V Manjunath (w e f 21,11,2008). The committee met on 30.4.2008,
11.10.2008 and 20.12.2008 during the year under report.

7. Customer Service Committee:

With a view to strengthen the corporate governance structure and also mount innovative measures for enhancing
ihe quality ol cuslomer service and improving the level ol cuslomer satisfaction for all calegories of clienlsle al
all imes, the Reserve Bank of India has suggested Banks to constitute a Customer Service Committee of the
Board in compliance with the recommendations of Committee on Procedures and Performance Audit on Public
Sewvice (CPPAPS). Accordingly a Customer Service Committee headed by the Chairman and CEO of the Bank
was constituted on 25.9.2004. The role of the Committee is to address the formulation of a comprehensive deposit
policy, product approval process, and annual survey of depositor satisfaction and tri-annual audit of such services
and to review the performance of the Ad hoc committee periodically. This committee continued functioning
during this year also. The Commiittee consisted of Shri | Jagdish Rao (upto 20.11.2008), Shri Jairam G Kimmane
(upto 20.11.2008), Shri D Harshendra Kumar (w e f 21.11.2008) and Dr. H Ramamohan (w e f 21.11.2008). The
Committee met twice on 08.09.2008 and 19.3.2009 during the year under report.

8. Computer Committea: This Committee Headed by the Chairman oversees the implementation of Information
Technology (IT) in the Bank and other IT related issues. Shri U R Bhat is the other member of the Commiittes.
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9. ESOP Committee: A Committee of Directors consisting majority of independent Directors has been constituted
to administer the Employses Stock Option Scheme in the Bank. The Committee is headed by the Chairman of the
Bank. Shri | Jagdish Rao (upto 20.11.2008) ,Shri U R Bhat and Shri T S Vishwanath (w e f 21.11.2008) are the
other members of the Committes. The Commiittee met twicée during the year on 22.8.2008 and 23.9.2008.

COMMITTEES OF EXECUTIVES:

Apart from the Board Commitiees, the Bank has also constituted several committees of execulives like Asset and
Liability Management Committee (ALCO), Investment Management Committee (IMC), Credit Management Committee
(CMC), Credit Policy Committee (CPC), Operational Risk Management Committee (ORMC), Commitiee for scrutiny of
frauds, Staft accountability Committee etc. The committees meet regularly to take decisions on respective maitters.

GENERAL BODY MEETINGS:
(i) Venue and lhe dale of lhe Jast three annual general meelings were as under;

Year Venue Date Day Time ﬁhsoem:’:?sy;p;c;l
2008 |Registered Office of the Bank, Mangalore | 12.7.2008 | Saiurday | 12 Noon Yes
2007 |Registered Office of the Bank, Mangalore | 30.6.2007 | Saiurday | 11.30 AM Yes
2006 |Registered Office of the Bank, Mangalore | 6.7.2006 | Thursday 4 PM Yes

No special resolution was passed last year through postal ballot nor any special resolution is proposed to be conducted
through postal ballot.

DISCLOSURES:

There were no materially significant transactions entered into by the Bank with its direclors, management or relatives
contlicling with the interest of the Bank at large, during the year ended 31 March 2008. Further it is declared that all
the directors and senior management personnel have affirmed the compliance to the code of conduct laid down by the
Bank.

STATUTORY COMPLIANCE, PENALTIES AND STRICTURES:

The Bank has complied with the requirements of lhe RBI/Slock Exchanges/ SEBI and other statulory autharities on all
matiers conceming the banking and the capital market. There were no penalties or striclures imposed on the Bank by
the above authorities on any of the matters.

MEANS OF COMMUNICATION:

The quarterly /haif yearly/ annual results are published in the leading national English dallies like Business Standarg,
Business Line, Financial Express, Economic Times etc and local newspapers like Udayavani, Samyukta Karnataka,
elc. The results were also put on our web site www.ktkbank.com. In view of the above; no separate communication to
the shareholders about the half yearly results has been sent.

SHAREHOLDERS ' INFORMATION:

A. Annual General Meeting:

- Date : August 8%, 2008
- Day :  Saturday
-Time : 11.30am.

-Venue : The Karnataka Bank Ltd., Regd. & Head Office
Mahaveera Circle, Kankanady, Mangalore-575002.
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B. Book closure: 25.07.2009 to 08.08.2009 (both days inclusive)

C. FInanclal Calendar :
1st April to 31st March
a) Quarter ending June, 30 2009 : July, 2008
b) Quarter ending Sept. 30, 2009 : October, 2008
¢) Quarter ending Dec. 31, 2009 : January, 2010
d) Quarter ending March 31, 2010 : May/June, 2010

D. Dividend: The Board of Directors has recommended a dividend of 60% (or Lhe year ended March 31, 2008 and
the same will be paid to the shareholders/oeneficial holders of shares holding shares as on 24.07.2008 as per
the Register of Members /Register of Beneficial Owners.

Dividend Payment Date: Between 10.08.2008 to 25.08.2009.

Unclalmed Dividend:

As per the provisions of section 205A of the Companies Act, 1956, the unctaimed dividend for the financial year
ended March 2000-2001 has been transferred 10 the Investor Education and Protection Fund established by the
Ceniral Government. The following Table gives the unclzimed dividend from the year 2001-2002 (position as on
31.3.2008 and the last date for transfer to Investors Education and Protection fFund.

Year Unclaimed dividend (Rs) | Date of declaration Due date for transfer
2001-2002 1129826 22.08.2002 21.09.2009
2002-2003 1008584 31.07.2003 30.08.2010
2003-2004 1985340 20.07.2004 28.08.2011
2004-2005 1608848 15.07.2005 14.08.2012
2005-2006 3388623 06.07.2006 05.08.2013
2006-2007 4300734 30.06.2007 20.07.2014
2007-2008 7727075 12.07.2008 11.08.2015

E. Usting of shares:
The shares of the Bank are listed on the following stock Exchanges.

Name of the Stock Exchange Address
National Stock Exchange of India Lig. Regad Office: Exchange Plaza, Bandra Kurla Complex,
Bandra (E),Mumbai- 400051,
Bombay Stock Exchange Ltd. Rega Office. Floor 25, Phiroze Jeejeebhoy Towers
| Dalal Street, Mumbai - 400001

The Bank has paid the annual listing fees for the year 2008-2008 (o lhe above Stock Exchanges.

Stock Code:
Trading symbol on the NSE ; KTKBANK
Scrip code on BSE . 532652

ISIN at NSDL/CDSL :INE614B01018
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Share transfer procedure:

The shares of the Bank being traded in dematerialised form are fransferable through the depository system. The share
transfers in physical form are processed by the Share Transfer Agent- M/s Alpha Systems (p) Lid and approved by
ihe Chairman al least once in a forinighl. There are no share lransfer requests pending for lransfer as on 31 March,
2009.

Stock Market Data

The shares of the Bank are traded on the Stock Exchanges only in dematerialized form as per the directives of
Securities and Exchange Board of India (SEBI). The shares are regularly iraded on National Stock Exchange of India
Ltd (NSE) and Bombay Stock Exchange Ltd(BSE). The monthly high & low prices along with the volumes traded from
1.4.2008 to 31.3.2009 on ths above Stock Exchanges are given below together with bench mark indices.

Trading statlstics on NSE

No of shares NSE Nifty
Month High (Rs) Low (Rs) traciad High o
Apr 2008 211.35 198.95 1385853 5195.50 4647.00
May 2008 213.00 194.75 2375301 5228.20 4835.30
June 2008 194.30 138.20 3820546 4739.60 4040.55
July 2008 141.85 117.80 3156076 4476.80 3816.70
Aug 2008 144.00 129.45 2638093 4620.40 4214.00
Sep 2008 153.50 118.70 4247839 4504.00 3850.05
Oct 2008 121.15 79.60 4207366 3950.75 2524.20
Nov 2008 95.60 74.60 4090895 3148.25 2553.15
Dec 2008 85.55 72.10 4558758 3077.50 2656.45
Jan 2009 83.20 68.25 3828510 3121.45 2678.55
Feb 2009 71.80 62.45 1845346 2048.35 2733.90
Mar 2009 69.00 56.20 3128648 3108.65 2573.15
Trading statlstics on BSE
— High (Rs) Low (Rs) No of shares BSE Sensex
traded High Low
Apr 2008 211.75 198.45 223138 17378.46 15343.12
May 2008 212.25 183.20 355664 17600.12 16275.59
June 2008 193.00 138.15 1393868 16063.18 13461.60
July 2008 142.60 118.00 617374 14942.28 12575.80
Aug 2008 145.70 129.30 444867 15503.92 14048.34
Sep 2008 153.75 120.35 2288057 15049.86 12595.75
Oct 2008 121.10 79.45 4878998 13055.67 8509.56
Nov 2008 95.30 74.70 647570 10631.12 8451.01
Dec 2008 85.25 72.00 1014508 10099.91 8739.24
Jan 2009 83.20 68.70 709570 10335.93 8674.35
Feb 2009 71.60 62.30 178332 9647.47 8822.06
Mar 2009 68.85 55.90 390579 10048.49 8160.40
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sSharsholding paftern
Share holding pattern of the Bank as on 31.3.2009 was as under:

Category Category of Number of |Total number| Number of Total shareholding as
code shareholders shareholders | of shares | shares held in a percentage of total
dematerialized number of shares

form As a percentage of (A+B)

(A) Shareholding of
Promoters and Promoters
Group. NA NA NA NA

(B) | Public shareholding

(1) |institutions

(@) Mutual Funds/UTI ] 4027812 4027812 3.31
(o) Financial Institutions/

Banks 9 555686 555686 0.46
(e) Insurance Companies 4 3668774 3668774 3.02
) Foreign Institutional

Investors 38 40075915 40075915 32.96

Sub-Total (B)(1) 57 | 48328187 48328187 39.75

(2) Non-institutions

(a) Bodies Corporate 808 16620137 16278950 13.67
(o) Individuals -

Shareholders holding

nominal share capital

upto Rs. 1 lakh 69986 40141446 23892523 33.02

ii. Individual Shareholders
holding nominal share
capital in excess of Rs.

1 lakh 574 15387194 12966156 12.65
© NRIs 240 411073 411073 0.34
Clearing members 151 652677 652677 0.54
Trusts 6 34164 34164 0.03
Sub-Total (B)(2) 71765 | 73246691 54235543 60.25

Total Public shareholding
®)=B)(1)+(B)(2) 71822 | 121574878 102563730 100

TOTAL (A)+(B) 71822 | 121574878 | 102563730 100
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Sharsholdings of Directors as on 319 March, 2009

Name of the Director (Sarvashri) No of shares held
Ananthakrishna 6721
M Bheema Bhat 4481
S R Hegde 150
RV Shastri 150
U R Bhat 3000
T S Vishwanath 1000
Sitarama Murty M 500
S V Manjunath 34898
D Harshendra Kumar 2641
Dr. H Ramamohan 8310

Distribution of shareholding as on 31" March, 2009

Shares holding of nominal value of Share holders Share Amount

Rs. P Number % to Total in Rs. % to Total

(1) @ ©) Q) (®)
Upto 5,000 51860 7222 83676100 6.89
5001 - 10,000 9290 12.93 69027080 5.68
10,001 - 20,000 5452 7.59 79078590 6.50
20,001 - 30,000 1970 2.74 49277120 4.05
30,001 - 40,000 829 1:15 29106410 2.39
40,001 - 50,000 619 0.86 28328260 238
50,001 - 1.00,000 1063 1.48 75369970 6.20
1,00,001 and above 739 1.03 801885250 65.96
Total 71822 100.00 1215748780 100.00

Demateriallsation of shares :

As per the Directives of SEBI, the equity shares of the Bank are compulsorily iraded in dematerialized form by all
categories of investors with effect from 28.2.2001. The Bank has entered into tripartite agreement with the Depositories
and M/s Alpha Systems (p) Ltd. Bangalore for dematerialisation of shares. The ISIN allotted for the shares of the Bank
is INE614801018. As on 31.3.2009, 84.36% of the equity shares of the Bank are in demat form.

Registrar & share Transfer Agent:

The Bank has appointed M/s Alpha Systems (p) Ltd as common Share Transfer Agent for both physical and electronic
shares and therefore in future all correspondence relating to share transfer, dividend, change of address for shares
held in physical form and dematerialisation of shares etc are 10 be addressed to the Regisirar and Share Transfer
Agent at the following address:
Alpha Systems (p) Ltd
30, Ramana Residency, 4" Cross, Sampige Road, Malleshwaram, BANGALORE- 560 003
Tel: (0BD) 23460815-818. Fax: (080) 23460819 Email: alfint@vsnl.com

Nor-mandatory requirements :

At present the Bank has not adopted the non-mandatory requirements in regard to Remuneration Committee,
communication of half-yearly performance to the shareholders to their residence, evaluation of non-executive Board
Members and Whistle Blower Policy. However, the Bank has implemented the Whistle Blower Policy as mandated by
Reserve Bank of India.
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AUDITORS' CERTIFICATE ON CORPORATE GOVERNANCE
To the members of The Karnataka Bank Limited

We have examined the records of The Karnataka Bank Ltd., concerning the compliance of conditions of Corporate
Governance as stipulated in Clause 49 of the Listing Agreement entered into by the Bank with the Stock Exchanges in
India for the financial year ended 31% March 2009.

The compliance of conditions of Corporate Governance is the responsibility of the management. Our examination was
limited to procedures and implementation thereof, adopted by the Bank for ensuring the compliance of conditions of
Corporate Governance. It is neither an audit nor an expression of opinion on the financial statements of the Bank.

We have conducted our examination on the basis of the relevant records and documents maintzained by the Bank and
furnished to us for our review and the information and explanations given to us by the Bank.

Based on such an examination, in our opinion, the Bank has complied with the conditions of Corporate Governance,
as stipulated in Clause 49 of the said Listing Agreements.

We further state that, such compliance is neither an assurance as to the future viability of the Bank, nor as to the
efficiency or effectiveness with which the management has conducted the affairs of the Bank.

For Kamath & Rau
Chartered Accountants

Sd/-
(Srinlvas S Kamath)
M No. 201716
(Partner)

Place: Managalore
Date: May 25, 2009

ANNEXURE - IV

STATEMENT SHOWING THE (NFORMATION REQUIRED TO BE FURNISHED UNDER SECTION 217(2A) OF
THE COMPANIES ACT, 1956 READ WITH COMPANIES (PARTICULARS OF EMPLOYEES ) RULES, 1975 AND
FORMING PART OF THE DIRECTORS’ REPORT FOR THE YEAR ENDED 31* MARCH, 2009

Sl Name Designation | Remuneralion | Nalure of | Oiher terms | Nalure of | Qualification Date of Age Last
No (Shriyuths) Rs. employment| & Conditions | duties | & experience | commencement | (years) | employmenl
of employment held

i) Employed through out the year and were in receipt of remuneration not less than Rs. 24,00,000/- per annum.
Sri Ananthakrishna | Chairman | 32,40,000 | Cenfraclual | Whole Time | Chairman | M.Sc. 13 July 2000 | 62 Junior

& Chief Employee & Chief | 37 years Programmer
Executive Execulive | in Banking in HAL,
Officer QOfticer Sector B'lore

i} Employed for a part of the year and were in receipt of remuneration for any pari of the year in the aggregate nof iess than Rs. 2,00,000/- per
month.
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{000’s omitted)
As on Ason
Schedule | 41 6a.2008 $1.03.2008
No.
Rs Rs
CAPITAL AND LIABILITIES
Capital i 121,58,47 121,35,33
Reserves and Surplus 2 1445,44,23 1258,25,00
Deposits 3 20333,28,53 17016,19,23
Borrowings 4 3,97.28 142,19,55
Other Liabilites and Provisions 5 953,52,09 801,82,87
TOTAL 22857,80,60 19330,81,78
ASSETS
Cash and balances with Reserve Bank of India 6 1364,98,30 1482,20,59
Balances with Banks and Money at Call & Short Notice 7 95,75,39 139,22,83
Investments 8 8961,48,83 6326,52,33
Advances 9 11810,04,50 10841,87 46
Fixed Assets i0 138,48,76 119,77,31
Other Assels 11 487,04 82 430,11,26
TOTAL 22857,80,60 19339,81,78
Contingent Liabilities 12 10042,74,47 6359,00,90
8ills for Collection 928,92,87 764,67 57
Accounting Policies 17
Notes on Account 18
Sd/- Sa/-
Muralidhar K. Rao V.M. Samaga
Chlef Manager Deputy General Manager
So/- Sd/- Sa/- Sa/- So/-
B. Ashok Hegde N. Upendra Prabhu P. Jairama Hande = K.H. Shivaswamy Aithal  P. Jayarama Bhat
General Manager General Manager General Manager General Manager Chief General Manager
Sd/- Sd/- Sd/- Sd/-
Ananthakrishna M. Bheema Bhat U.R. Bhat S.V. Manjunath
Chairman & S.A. Hegde T.S. Vishwanath D. Harshendra Kumar
Chief Execulive Officer R.V. Shastri Sitarama Murty M. Dr. H. Ramamohan
Directors Directors Directors

Refer our report of even date
For KAMATH & RAU
Chartered Accountants

Sd/-
SRINIVAS S. KAMATH
(M.No. 201716) (Partner)

Place : Mangalore
Date : 25th May, 2009
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PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED 31ST MARCH, 2009
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(000's omitted)
For the year| For the year ended
S":f:”'e anded 31.00.2009 $1.03.2008
) As As
. INCOME
Interest Earned i3 1917,40,12 1560,48,21
Other Income 14 353,15,02 237.43,55
Total 2270,55,14 1797,89,76
1. EXPENDITURE
interest Expended 18 1443,82,76 1101,70,85
Operating Expenses 16 346,51,01 305,58,96
Provisions and Contingencies 213,50,87 148,85,85
Total 2003,84,64 1556,15,66
ll. PROFIT
Net profit for the year 266,70,50 241,74,10
Profit brought forward 9,75 2,28
Total 266,80,25 241,76,38
IV. APPROPRIATIONS
Transfer to Statutory Reserve 100,00,00 148,00,00
Transfer to Capital Reserve 60,67,22 37,90
Transfer to Revenue Reserve 7,00,00 8,00,00
Transfer to Special Reserve u/s 36 (i) (viii) of T Act 12,31,00 11,25,00
Transfer to Investment Reserve Account 0 1.50,38
Transfer to Other Funds 1,45,00 1,55,00
Transter to Proposed dividend 72,94,49 60,67,23
Transfer to Tax on proposed dividend 12,39,70 10,31,13
Balance carried over to Balance Sheet 2,84 8,75
Total 266,80,25 241,76,39
Number of Shares outstanding during the year
(weighted average) 12,14,44,753 12,13,43,548
Earning per share (Rs per share of Rs10/- each -
see note No: 6 of schedule 18 )
Basic Rs. 21.96 19.82
Diluted Rs 21.96 18.85
Accounting Policies 17
Notes on Account i8
Sd/- Sdy/-
Muralidhar K. Rao V.M. Samaga
Chiel Manager Deputy General Manager
Sd/- Sd/- Sd/- Sd/- Sd/-

B. Ashok Hegde N. Upendra Prabhu P. Jalrama Hande KH. Shivaswamy Althal P Jayarama Bhat
General Manager General Manager General Manager General Manager Chief General Manager
Sd/- Sd/- Sd/- Sd/-
Ananthakrishna M. Bheermna Bhat U.R. Bhat 8.V, Man|unath
Chairman & S.R. Hegde T.8. Vishwanath D. Harshendra Kumar
Chiel Execulive Officer R.V. Shastrl Sttarama Murty M. Dr. H. Ramamahan
Directors Directors Directors

Refer our report of even date
For KAMATH & RAU
Chartered Accounlanls
Sd/.
Place : Mangalore SRINIVAS S. KAMATH

Date : 25th May, 2009

(M.No. 201716) (Partner)
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CASH FLOW STATEMENT FOR THE YEAR ENDED 31st MARCH 2009

{000's omitted)
March 31, 2009 March 31, 2008
Rs Rs Rs Rs
A |CASH FLOW FROM OPERATING ACTIVITIES
Net profit before tax and extra ordinary items 406,14,84 343,54,43
Adjustments for ;
Depreciation on Fixed Assets including
Lease Adjustment charges 19,82,81 17,45,58
Provisions and Contingencies 80,50,00 57,70,00
Amortisation of premium on Held to Maturity
Invesimenis 11,94,84 10,35,06
112,27,65 85,50,63
Operaling profit before working capilal changes 518,42,49 428,05,06
Adjustment for :
i) Advances & Other Assets -919,27,28 -1249,34,93
iy Investments -2650,43,45 -1096,68,50
iy Deposits,Borrowings & Other Liabilities 3166,36,43 2788,26,69
-403,34,30 442,23 28
Cash generated from opeérations 115,08,19 871,28,32
Direct taxes paid 168,10,16 166,22,77
Net cash flow from operating activitles (A) -53,01,97 705,05,55
B |CASH FLOW FROM INVESTING ACTIVITIES
Purchase of fixed assets -39,04,07 -31,24,21
Sale of lixed assets 51,03 83,80
Net cash uged in investing activities (B) -38,53,04 -30,40,41
Total (A+B) -91,55,01 674,65,14
C |CASH FLOW FROM FINANCING ACTIVITIES
Proceeds from issue of share capital (net ot
BXpenses) 1,06,37 0
Proceads from long term borrowings 0 0
Dividend paid (Including Tax on Dividend) -70,21,09 -49,17,92
Net Cash generated from Financing Activities (C ) -69,14,72 -49,17,92
Net increase in Cash & Cash equivalents (A+B+C) -160,69,73 625,47,22
Cash & cash equivalents as at (opening) 1621,43,42 995,96,20
Cash & cash squivalents as at (closing) 1460,73,69 1621,43,42
Sd/- Sd/-
Muralldhar K. Rao V.M. Samaga
Chief Sf\ge/mager Deputy General Manager

Sa/-
B. Ashok Hegde
General Manager

N, Upendra Prabhu
Ceneral Manager

Sd/- Sd/- Sdf-
Ananthakrishna M. Bheema Bhat U.R. Bhat
Chalrman & S.R. Hegde T.S. Vishwanath
Chiei Execulive Officer R.V. Shastri Sitarama Murty M.
Directors Directors

Sd/-
P Jalrama Hande
General Manager

Refer our report of even date
For KAMATH & RAU
Chartered Accountants

Sd/-

Place : Mangalore
Date : 25th May, 2009

SRINIVAS S, KAMATH
(M.No. 201716) (Partrer)

Sa/-
K.H. Shivaswamy Althal
General Manager

S.V. Manjunath
D. Harshendra Kumar
Dr. H. Ramamohan

So/-
P. Jayarama Bhat

Chiel General Manager

Sa/-

Directors
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SCHEDULE ANNEXED TO THE BALANCE SHEET

(000's omitied)
As on 31.03.2009 As on 31.03.2008
Rs Rs
SCHEDULE - 1 - CAPITAL
Authorised Capltal
20,00,00,000 Equity shares of Rs. 10/- each 200,00,00 150,00,00
(Previous Year 15,00,00,000 Equity shares of Rs. 10/- each)
Issusd Capital
121508506 equity shares of Rs 10 each 121,589,85 121,39,64
(previous year 12,13,96,376 Equity shares of Rs. 10/- each)
Subscribed Capltal
12,15,81,428 Equity shares of Rs. 10/- each 121,59,14 121,36,01
(previous year 12,13,60,098 Equity shares of Rs. 10/- each)
Called up/Pald-up Capiltal 121,57,49 121,34,35
12,15,74,878 Equity shares of Rs.10/- each
(Previous year12,13,43,548 Equity shares of Rs.10/- each)
Add Forfeited Shares 98 98
Total 121,58,47 121,35,33
SCHEDULE -2- RESERVES & SURPLUS
|. Statutory Reserve
Opening balance 818,00,00 670,00,00
Additions during the year 100,00,00 148,00.00
918,00,00 818,00,00
Deductions during the year 0 0
Total 918,00,00 818,00,00
(. Capltal Reserve
Opening balance 3,01,57 2,63,67
Additions during the year ( pursuant to sale of securities 60,67,22 37,90
held under HTM category)
63,68,79 3,01,57
Deductions during the year 0 0
Total 63,68,79 3,01,57
Ill. Share Premlum
Opening balance 159,61,48 158,61,48
Additions during the year 3,33,30 0
162,94,78 156,61,48
Deductions during the year 36 0
Total 162,94,42 159,61,48
[V Revenue and other Resarves
a) Revenue Reserve
Opening balance 260,00,00 285,00,00
Deductions &t the beginning of the year 0 33,00,00
260,00,00 252,00,00
Additions during the year 7,00,00 8,00,00
Total 267,00,00 260,00,00
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(000’s omitted)
As on 31.03.2009 As on 31.03.2008
Rs Rs
b) Special Reserve u/s 36(i) (viii) of IT Act
Opening balance 11,25,00 0
Additions during the year 12,3100 11,2500
23,56,00 11.,25,00
Withdrwan during the year 0 0
Total 23,56,00 11,25,00
¢) Employes Stock Optlon Outstanding
Opening balance 4,76,82 0
Additions during the year 6,44,69 4,76,82
11,21,51 4,76,82
Deductions during the year 249,71 0
Total 8,71,80 4,76,82
d) Investment Reseve Account
Opening balance 1,50,38 0
Additions during the year 0 1,50,38
1,50,38 1,50,38
Deductions during the year 0 0
Total 1,50,38 1,50,38
V Balance In Profit and Loss Account 284 975
TOTAL (I, 1, 1LIVandV ) 1445,44,23 1258,25,00
SCHEDULE -3 DEPOSITS
A.|. Demand Deposits
1. From Banks 220,41 2,20,22
2. From others 1154,81,30 1117,08,83
1157,01,71 1119,28,15
(l, Savings Bank Deposits 2899,42,62 2648,36,83
lll. Term Deposits
1. From Banks 55,04,16 307,34,24
2. From others 16221,80,04 12941,19,01
16276,84,20 13248,53,25
Total ; (1, Il and () 20333,28,53 17016,19,23
B. 1. Deposlts of branches In Indla 20333,28,53 17018,18,23
2. Deposits of branches outside (ndia 0 0
Total 20333,28,53 17016,19,23
SCHEDULE -4 BORROWINGS
(. Borrowings in India
1. Reserve Bank of India 0 0
2. Other Banks 585 30
3. Olner Institutions and Agencies 39143 41,18,75
Total 3,97,28 41,19,05
Il. Borrowings outside Indla 0 101,00,50
Total : (1and Il) 3,97,28 142,19,55
Secured borrowings included in | & Il above Rs. Nil Nil
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(000’s omitted)
As on 31.03.2009 As on 31.03.2008
Rs Rs
SCHEDULE -5 OTHER LIABILITIES & PROVISIONS
. Bills Payable 145,30,15 207,43,85
II. Inter Office adjustments(Net) 1,20,80 2,20,66
lll. Interest accrued 65,05,42 41,4378
IV, Subordinated Debt for Tier () Capital 350,00,00 150,00,00
V. Deferred Tax Liability (Net) 60,77.85 85,32,77
VI, Others (including Provisions)* 331,17,87 315,41,60
Total 953,52,09 801,82,67
* Includes Contingent provision of Rs 5491.33 Lakh for Standard
Advances.( Previous Year Rs.5491.33 lakh)
SCHEDULE -6 CASH & BALANCES WITH THE RBI
|. Cash in hand 127,66,89 118,50,40
(including foreign currency notes)
1l. Balancses with Reserve Bank of Indla
1. In Current Account 1237,31,41 1363,70,18
2. In Other Accounts Y 0
Total : (I and ) 1364,98,30 1482,20,59
SCHEDULE - 7 BALANCES WITH BANKS AND MONEY AT CALL
& SHORT NOTICE
I. ININDIA
i. Balances with Banks
a) In Current Accounts 44,74,06 47,5552
b) In other deposit accounts 20,00,00 67,66,25
64,74,06 115,21,77
ii. Money at Call & Short Notice
a) With Banks 0 0
b) With other institutions 0 0
Total 64,74,06 115,21,77
Il. OUTSIDE INDIA
I. In Current Accounts 31,01,33 24,01,06
ii. In Other Deposit Accounts 0 0
ili. Money at Call & Short Notice 0 0
Total : (I, Il and III) 31,01,33 24,01,06
Grand Total (I & II) 95,75,39 139,22,83
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(000’s omitted)
As on 31.03.2009 As on 31.03.2008
Rs Rs
SCHEDULE - 8 INVESTMENTS
(. Investmants [n ndla (Gross at cost) 9009.31.67 6370.83.06
Less: Provision for depreciation 47 82,84 44,30,73
Total 8961,48,83 8326,52,33
Break-up :
1. Government Securities 5926,53,30 4541,35,32
2. Other Approved Securities 9,67.47 11,41,84
3. Shares 85,06,76 107.41,33
4. Debentures and Bonds 1442,25,57 1124,97.18
5. Subsidiaries and Joint Ventures 22,50,00 22,4775
6. Others 1475,45,73 518,88,91
Total 8961,48,83 6326,52,33
(l. Investments outside India 0 0
Total (1+11) 8961,48,83 6326,52,33
SCHEDULE - 9 ADVANCES
A} 1. Bills Purchased & discounted 650,48,30 724,69,93
2. Cash Credits, Overdrafts and
Loans repayable on demand 6322,20,02 5538,44,65
3. Term Loans 4837,36,18 4578,82,88
Total 11810,04,50 10841,87,46
8) 1. Secured by Tangible Assets * 8999,93,96 8019,99,37
2. Secured by Bank/Government Guarantees 1733.09,29 1887.03,34
3. Unsecured 1077,01,25 934,94,75
Total 11810,04,50 10841,97,46
* Includes Advances against Book Debts
C) |. Advances in India
1, Priority Sectors 4372.15,80 3966,86,89
2. Public Sectors 557,18.94 4131412
3. Banks 52,66 10,7862
4. Others 6880,17,10 6451,17,83
Total 11810,04,50 10841,97,46
Il. Advances outslds Indla
1. Due from Banks 0 0
2. Due from others 0 0
a) 8Bills Purchased & Discounted 0 0
b) Syndicated Loans 0 0
c) Others 0 0
Total 0 0
GRAND TOTAL (C.1and (I) 11810,04,50 10841,97,46
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(000’s omitted)
As on 31.03.2009 As on 31.03.2008
Rs Rs
SCHEDULE - 10 FIXED ASSETS
l. Premises
At cost as on 31st March of preceding year 82,50,68 76,78,02
Additions during the year 17,88,01 5,74,23
100,38,69 82,52,25
Deductions during the year 33 1,57
100,38,36 82,50,68
Depreciation to-date 20,24,10 17,68,17
Total 80,14,26 64,81,51
Il. Other Fixed Assets
(including Fumiture & Fixtures)
Al cost as on 31st March of the preceding year 158,98,57 137,55,04
Additions during the year 21,16,07 25,11,15
180,14,64 162,66,18
Deductions during the year 8,28,35 3,67,62
171,86,29 168,988,567
Depraciation to date 114,51,34 105,02,32
Total 57,34,95 53,96,25
. Leased Fixed Assets
Cost as on 31st March of the preceding year 20,16,08 21,16,78
Additions during the year 0 0
20,16,08 21,16,78
Deductions during the year 0 1,00,70
20,16,08 20,16,08
Deprecialion lo-date 7,76,99 7,76,99
12,39,09 12,39,08
Less: Accumulated Lease Adjustment 11,21,89 11,21,88
1,17,20 1,17,20
Less: Other Adjustments 17,65 17,65
Total 99,55 09,55
Total (1, (I & (1)) 138,48,76 119,77,31
SCHEDULE -11 OTHER ASSETS
I. [nterest accrued 146,31,85 132,73,24
Il. Tax paid in advance/ftax deducted al source 158,47,37 180,07,43
lll. Slationery and Slamps 2,32,63 2,11,49
IV. Non-Banking Assets acquired in satisfaction of claims 20,49 21,57
V. Others 179,72,48 107,87,53
Total 487,04,82 430,11,26
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(000’'s omitted)
As on 31.03.2009 As on 31.03.2008
Rs Rs
SCHEDULE -12 CONTINGENT LIABILITIES
I. Claims against the Bank not acknowledged as debis 16,87,20 9,64.50
II. Liability on account of outstanding Forward Exchange
Contracts * 8146,95,39 5194,34,09
lll. Guarantees given on behalf of constituents
a) In India 909,84,75 817,77,20
b) Outside India 0 0
IV. Acceptances, Endorsements & other Obligations 444.39,15 533,61,23
V. Other items for which the bank is contigently liable 524,67 .98 403,63,88
Total 10042,74,47 6959,00,90
* Includes derivatives
SCHEDULES TO PROFIT & LOSS ACCOUT FOR THE YEAR ENDED 31st MARCH 2009
SCHEDULE - 13 INTEREST EARNED
I Interest/discount on advances/bills 1390,92,89 1122,89,25
Il. Income on [nvestments 513,82,70 431,22,50
lil. Interest on balances with R.B.I / other Inter-Bank funds 552,13 2,51,38
V. Others 712,30 3,73,08
Total 1917,40,12 1560,46,21
SCHEDULE - 14 OTHER INCOME
I. Commission, Exchange & Brokerage 103,20,67 105,88,74
Il. Profit on sale of Investments (net) 190,67,01 78,20,14
lll. Profit on Revaluation of Investments (net) 0 0
IV. Profit on sale of Land, Buildings & Other Assets (net) 1,22 3,74
V. Profit on Exchange Transactions(net) 28,89,17 24,80,84
V1. Income earned by way of dividends etc., from Subsidiaries
/Companies and /or Joint Ventures abroad/ in India 0 0
VIi. Lease Income 0 62,98
VI, Miscellaneous income 30,36,95 27,87,11
Total 353,15,02 237,43,55
SCHEDULE - 15 INTEREST EXPENDED
1. Interest on deposits 1406,88,74 1070,41,23
2. Interest on Reserve Bank of India/Inter-Bank Borrowings 10,32,28 13,92,35
3. Others 26,61,74 17,37,27
Total 1443,82,76 1101,70,85
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(000’s omitted)
As on 31.03.2009 | As on 31.03.2008
Rs Rs

SCHEDULE - 16 OPERATING EXPENSES
I. Payments 1o and provisions (or employees 190,41,34 180,99.20
II. Rent, Taxes and Lighting 43,69,06 33,95,48
lll. Printing and Stationery 3,56,15 3,1235
IV. Advertisement and Publicity 2,94,90 2,65,83
V. Depreciation on Bank's property 19,83,57 17,46,39
Vi, Directors' fees, allowances and expenses 43,65 30,07
Vil. Auditors’ fees and expenses (including branch auditors) 99,09 63,19
VIl. Law charges 1,30,61 1,19,07
IX. Postage, telegrams, telephones efc. 6,30,35 4,60,54
X. Repairs and Maintenance 11,98,77 8,96,30
Xl. Insurance 20,97,91 17,12,56
Xll. Other expenditure 44,10,61 34,57,98
Total 346,51,01 305,58,96

SCHEDULE - 17
SIGNIFICANT ACCOUNTING POLICIES

1. GENERAL:

The accompanying financial statements have been prepared on historical cost basis in conformity with the prevalent
statutory provisions and standard accounting practices except wherever otherwise stated.

2. REVENUE RECOGNITION:

Income and expenditure are accounted for on accrual basis except receipt of commission, exchange, rént on
safe deposit lockers all of which are accounted on cash basis. In respect of Non Performing Assets, the bank has
not recognised interest. Recoveries are first appropriated towards the principal and the balance towards interest.
In case of matured Term Deposits, interest is provided at the rate of interest applicable to savings bank deposit
pending renewal / discharge and the balance overdue interest is accounted for at the time of renewal.

3. [NVESTMENTS:

Investments have been presently classified under the heads “Held to Maturity”, “Available for Sale" and “Held for
Trading" calegories and have been valued in accordance with the RBI guidelines. The value nel of depreciation
has been shown in the Balance Sheet. The excess of acquisition cost over the face value of securities under "Held
to Maturity” is amortised over the remaining period to Maturity. Provision for non-performing investments has been
made as per RBI guidelines.
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4. ADVANCES:

All outstanding advances are reviewed and classified under 4 categories namely
a) Standarg Assets

b) Sub-Standard Assets

c) Doubtful Assets and

d) Loss Assets

Provision for Non-performing and Standacd Advances has been made on the basis of asset classification and
provisioning requirement over and above the prudential norms laid down by the Reserve Bank of India. Advances
shown in the Balance Sheet are net of provisions (including Floating Provision) for Non Performing Advances and
unrealised interest.

5. FIXED ASSETS:

Premises and other fixed assets have been shown at cost as reduced by depregciation written off to date. Software
is capilalised along wilh compuler and included under Olher Fixed Assets.

6. DEPRECIATION:

Depreciation on fixed assets has been provided on written down value method as per the rates and in the manner
specified under Schedule —XIV of (he Companies Act 1956, excepl in respect of compulers (including software)
where depreciation is provided at a flat rate of 33.33 % as per RBI guidelines which is more than the amount
required under schedule -XIV of the Companies Act 1956. Depreciation on assets purchased during the year has
been computed upto the end of the year including for the entire month in which the asset was capitalised, and on
assets sold/scrapped, upto the end of the month in which it is sold/scrapped. Depreciation of leased assets has
been calculated so as to spread the depreciable amount over the primary lease period as per RBI guidelines.

7. FOREIGN CURRENCY TRANSACTIONS:
a) Foreign currency transactions of FCNR/EEFC/RFC accounts are re-valued at the year end closing spot rates
as published by Forsign Exchange Dealers Association of India (FEDAI ).
b) Transactions other than FCNR/EEFC/RFC accounts: -
Foreign currency balances both under Assets and Liabililies and oulslanding Forward Exchange Contracts and

Swaps are evaluated at the year-end rates published by FEDAL The resultant profitloss is shown as Income/
Loss.

The Gain or Loss on a trading forward exchange conlracl is compuled by multiplying the forward rate available on
the reporting date for the remaining maturity period of the conlract, and the difference between that amount and
the contracted forward amount is recognised as profit or loss for the period.

Revenue items are lranslated at the exchange rates ruling on the dates of transactions.

Contingent liabilities on account of acceptances, endorsements and other obligations including guarantees and
letters of credit issued in foreign currencies are valued at the year end closing spot rates published by FEDAI.

8. STAFF BENEFITS:
Provision for payment of Gratuity and Pension are made on actuarig! basis and paid to the concemned funds, Leave
encashment benefit and leave fare concession payable at a future date to the employees has been accounted

on accrual basis as per actuarial valuation. On the rest of the employes benefits, adhoc provisions have been
made.

9. INCOME TAX:

The provision (or lax lor the year comprises of current tax liabilily and delerred lax assets and liabilities which
recognise, subject to the consideration of prudence, timing differences, being the difference between taxable
income and accounting income that originate in one period and are capable of reversal in one or more subsequent
periods.
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10, SEGMENT REPORTING:

(i} The Bank has recognised the Business Segment as the Primary Reporting Segment and Geographical
Segment as Secondary Segment in accordance with the RBI guidelines in compliance with the Accounting
Standard 17.

(i) The Business Segment has been divided into (a) Treasury (b) Corporate angd Wholesale Banking, (¢) Retail
Banking and (d) Other Banking Operations.

(iiy The Geographical Segment consists only of the Domestic Segment, as the Bank does not have any forsign
branches.

11. NET PROFIT:

The net profit disclosed in the Profit & Loss Account is alter making necessary provisions for taxes, NPA,
Standard Advances, and Investments without recognising unrealised interest on Non-Performing Assets as per
RBI guidelines.

SCHEDULE - 18

NOTES ON ACCOUNTS FORMING PART OF THE BALANCE SHEET AS ON, THE PROFIT AND LOSS ACCOUNT
AND THE CASH FLOW STATEMENT FOR THE YEAR ENDED 31 MARCH 2009.

1. Reconciliation of Branch Adjustments and Balancing of Subsidiary Ledgers,

a) Reconcilialion of branch adjustmenis/inler Bank accounts has been compleled upto 31-03-2009 and sleps
are being taken to give effect 10 consequential adjusiments of pending ilems.

o) Balancing of Subsidiary Ledgers are completed in all branches/offices.

2. Net profit or Loss for the period, Prior period items and changes in Accounting policies (Accounting
Standard 5)

There are no significant prior period items which are required to be disclosed as per RBI guidelines. However
during the year, the Bank has made some changes in Accounting Policies as detailed below:

a) The Bank hitherto has been accounting for interest on overdue deposits at the time of renewal. During the year
the Bank has changed the accounting of such interest on overdue deposits by making a provision at the rate
of interest applicable to saving bank deposits and the balance overdue interest is accounted for at the time
of renewal. Duse to this change the Bank has provided Rs 1.59 crore and consequently the profit for the year
is lower by the said amount (subject to tax).

b) As per the RBI guidelines the Banks are permitted voluntarily 10 make specific provisions for advances at
the rate which are higher than the rate prescribed under existing regulation provided such higher rates are
approved by the Board of Directors and consistently adopted year to year. Accordingly, during the year the
Bank has made higher provision for doubtful secured- | at 40% on secured and 100% on unsecured portion
(against 20% on secured and 100% on unsecured portion specified by RBI ), for Doubtful-1l at 100% (against
30% on secured and 100% on unsecured portion specified by RBI). Due to this change, the profit for the year
is lower by Rs 47.00crore (Subject to tax).

3. Employee Beneflts (Accounting Standard 15)
Various Benefits made available to the Employses are:-

a) Penslon: The Bank has defined benefit plan under Pension Trust to employees who have opted for Pension
Scheme under the Pension & Group Schemes unit of LIC of India, by purchasing annuity for optants separated
after completion of 20 years of service. The Benefits under this plan are based on last drawn salary and the
tenure of employment. The Liability for the pension is determined and provided on the bhasis of actuarial
valuation.
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b) Gratuity: n accordance with the applicable Indian Laws, the Bank provides for defined gratuity benefit
retirement plan (‘the gratuity Plan') covering eligible employees. This plan provides for a lump sum payment
lo the eligible employses on retirement, dealh, incapacilation or lerminalion of employmenl ol amounts thal
are based on the last drawn salary and tenure of employment. Liabilities with regard to the gratuity plan are
determined by actuarial valuation and contributed to the gratuity fund frust. Trustees administer the contribution
made to the trust and invest in specific designated securities as mandated by law, which generally comprise
of Central and State government bonds and debt instruments of government owned corporations.

c) Leave Encashment (PL): The bank permits encashment of leave accumulated by employees on retirement,
resignation and during the course of service. The liability of encashment of such leave is determined and
provided on the basis of actuarial valuation performed by an indspandent actuary at the balance sheet date

d) Provident Fund: The Bank pays fixed coniribution 1o Provident Fund at predstermined rates to a separate
lrust, which invests the funds in permitted securities. The conlribution to the fund is recognised as expense
angd is charged to the profit and Loss account. The obligation of the Bank is limited to such contributions. As
on 31# March 2008, there was no liability due and outstanding to the fund by the Bank,

e) Other Long term Employea Benefits : Other than the employees benéfils listed above, the Bank also gives
certain long term benefils to the employees which include Medical aid, reimbursement of hospitalization
expenses lo the employees / their family members, compensated absence such as sick leave and casual
leave elc. The bank has made provision (or such liabililies on an adhoc basis.

The summarized posilion of Post-employment benefils and long term employee benelils recognized in the Prolil &
Loss Account and the Balance Sheet as required in accordance with Accounting Standard — 15 (Revised) are as under:

a) Changes In the present value of the obligations (Rs. in crore)
Pension Gratuity Leave Encashment
(Funded) (Funded) (Un Funded)
Present Value of obligation as at the beginning of the year 108.43 52.11 25.92
Inlerest Cost 8.40 4.04 2.01
Current Service Cost 4.50 1.98 1.39
Benefits Paid -3.46 -4.47 -1.89
Actuarial Loss/(Gain) on Obligations 7.37 3.34 220
Present Value of obligation at year end 125.24 57.00 20.63
b) Change In Falr Value of Plan Asset (Rs. in crore)

Pension Gratuity | Leave Encashment
(Funded) (Funded) (Un Funded)

Fair Value of Plan Assets at the beginning of the year 108.43 5211 2592
Expected return on Plan Assets 8.40 4.04 0.00
Employer’s coniribution 18.24 6.24 3.71
Benefits Paid -3.46 -4.47 -1.89
Actuarial Loss/(Gain) on Obligations -6.37 -0.92 -1.89

Fair Value of Plan Asset at the end of the year 125.24 57.00 2963
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¢) Amount recognized In Balance Sheet

(Rs. in crore)

Pension | Gratuity | Leave Encashment
(Funded) | (Funded) (Un Funded)
Eslimaled Present value ol obligalions as al lhe end of the year 125.24 57.00 29.63
Fair Value of Plan Assets as at the end of the Year 125.24 57.00 -
Unfunded Net Liability recognized in Balance Sheet - - 29.63
d) Expenses recognized In Profit & Loss Account (Rs. in crore)
Pension Gratulty | Leave Encashment
(Funded) | (Funded) (Un Funded)
Current Service Cost 4.50 1.98 1.39
Interest Cost 8.40 4.04 201
Expected return on Plan Asset (8.40) (4.04) 0.00
Nat Actuarial (Gain)/Loss recognized in the year 13.74 4.26 0.31
Total expenses recognized in Profit & Loss Account 18.24 6.24 3.7
8) Investment percentage malntalned by Penslon & Gratulty Trust
Pension Trust Gratuity Trust
Central Government Securities - 18.80%
State Government Securities - 14.57%
PSU Bond - 21.57%
Insure Managed fund 99.93% G
Others 0.07% 45.06%
Total 100.00% 100.00%

f) Princlpal actuarlal assumption at the Balance Sheet Date (expressed as welghted average)

Pension Gratuity Leave Encashment
(Funded) (Funded) {Un Funded)
Discount Rate 7.75% 7.75 % 7.75 %
Expected rate of return on Plan / Assets 7.75% 7.75% -
Expected Rate of Salary increase 4.00 % 4.00 % 4.00%
Method used Projected unit Projected unit | Projected unit Credit
Credit Credit
Note:

1. The estimates of future salary increases considered in acluarial valuation, take account of inflation, seniority,
promotion and other relevant factors, such as supply and demand in employse market.

2. Impact of employee benefits on the provision of wage revision has not been considered in the actuarial
valuation.
3. The financial assumptions considered for the calculations are as under :

Discount Rate: The discount rate has been chosen by reference to market yisld on government bonds as on the
date of valuation. (Balance sheet dated 31.03.2009)

Expected Rate of Return: The expected rate of return is taken on the basis of yield on government bonds.
Salary Increase : On the basis of past data provided by the bank.
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g) Other long term employee’s benefits (Un-Funded)

(Rs.in crore)

Other Benefits #
Liability as on 01.04.2008 3.50
Liability as on 31.03.2009 3.07 *
Transitional Liability -
Amount debiled /crediled to Profit & Loss Account -0.43

# Includes LFC Encashment, Medical Aid, Hospitalisation Reimbursement, Sick Leave etc.
* LFC encashment has been taken at actuarial valuation and others on adhoc basis

4. Segment reporting (Accounting Standard 17).

For the purpose of segment reporting in terms of AS 17 of ICAI and as prescribed in RBI guidelines, the business
of the Bank has been classified into 4 segments i.e.(a) Treasury operations (b) Corporats / Wholesale Banking (c)
Retail Banking and (d) Other Banking Operations. Since the Bank does not have any overseas branch, reporting
under geographic segment does not arise. Segment assets have been identified and segment liabilities have

been allocated on the basis of segment assets.

Segment wise Rasults for the year snded 31.03.2009;

Part A — Business Segments

(Rs. in crore)

Business Segments 31.03.2009 31.03.2008
Revenue
Treasury 753.51 554.16
Corporate/Wnolesale Banking 629.08 518.56
Retail Banking 850.46 692.91
Other Banking Operations 37.50 32.27
Total 2270.55 1797.90
Resutt
Treasury 34.15 45,44
Corporate/Wholesale Banking 21.72 41.32
Retail Banking 331.72 24492
Other Banking Operations 31.96 24.59
Total 419.55 356.27
Unallocated expenses 10.84 17.48
Profit before Tax 399.71 338.81
Other Information
Capital Employed (Segment assets minus segment llabliftles)
(2)Treasury Operations 765.62 611.89
{b)Corporate Banking 472.77 431.38
(c)Retail Banking 327.83 336.78
(&) Other Banking Operations 0.81 -0.45
Total 1567.03 1379.60
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Part B - Geographlc Segments: There is only one segmenit i.e. Domestic segment

5. Related Party Disclosure (Accounting Standard 18):
There is no related party transaction other than payment to Sri Ananthaktishna, Chairman and Chief Executive
Officer- a sum of Rs. 3240000/- as remuneration (Previous year Rs. 3240000/-) and contribution to Provident
fund etc.

6. a) Eamings per Shars (Accounting Standard 20):

31.03.2009 31.03.2008
iy Earnings per share Basic Rs. 21.96 19.92
iiy Earning per share Diluted Rs. 21.96 19.85
iii) Net Profit as per Profit and Loss Account  (Rs. in crore) 266.70 241.74
iv) No of Equity Shares (weighted Avg.)-Basic 121444753 121343548
v} No of Equity Shares for Diluted earnings 121444753 121789989

The Net profit for the year has been used as the numerator and the weighted average number of equity shares as
denominator in calculating the earning per share.

(b) 2800 equity shares (previous year 32000 equity shares) alloiment whereof is in abeyance being sub judice.

(¢) There is no dilution of equity shares in respect of stock option outstanding for the purpose of calculation of
“Diluted Earnings” at 6 (a) above as on 31% March, 2009.

7. Accounting for Taxes on Income {Accounting Standard 22)

The Bank has accounted for taxes on income in compliance with Accounting Standard 22 issued by the ICAI.
Accordingly, deferred tax assets and liabilities are recognised. The major components of deferred tax are as

under: -
TimIng Ditferences: ( Rs. in crore)
Particulars As on 31.03.2009 | As on 31.03.2008
A. Deferred Tax Liabilities
1. Depreciation on fixed assets 5.54 5.49
2. Depreciation on investments 30.78 47.95
3. Accrued Interest on Investments 49,48 47.26
Total 85.80 100.70
B. Defarred Tax Assets
1. Privilege Leave Encashment 10.43 8.32
2. Arrears of Salary 7.82 0.00
3. Others 6.77 6.05
Total 25.02 15.37
Net deferred tax liabilities A)-(B) 60.78 85.33

8. Impalrment of Assats (Accounting Standard 28)

Fixed Assets possessed by the bank are treated as “Corporate Assets” and are not “Cash Generating Units”
as defined by AS — 28 issued by the Institute of Chartered Accountants of India (ICAl). In the opinion of the
management, there is no impairment of the fixed assets of the Bank.
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9. Provisions, Contingent Liabilities and Contingent Assets (Accounting Standard 29)

a) Movement of provisions for liabilities* {Rs. in crore)

Particulars Legal cases /contingencies **
Balance as at 1¥ April 2008 14.27
Provided during the year 11.15
Amounts used during the year 10.01
Reversed during the year 0.00
Balance as al 31% March 2009 15.41
Timing of outflow/uncertainties Qutflow on settlement / crystallization

* excluding provisions for others.
** Including towards custormnary practices

b) Contingent Liabilities

Liabilities at SI. No. (I) to (V) of schedule 12 are dependent upon, the outcome of Court / arbitration / out of court
settlement, disposal of appeals, the amount being called up, terms of contractual obligations, devolvement and
raising of demand by concerned parlies, respeclively. Reimbursement is expecied except in item no (I).

¢) Contingent Assets:- Nil

10. ADDITIONAL DISCLOSURE:

in terms of RBI guidelines, the following additional disclosures have been made:

a) Capltal Adequacy:

31.03.2009 31.03.2008
i) Capital Adequacy Ratio (%)
- Basel - | 13.54% 12.17%
- Basel - (I 13.48% NA
ii) Capilal Adequacy Ratio - Tier - | Capital (%)
- Basel - | 10.85% 10.36%
- Basel - (I 10.60% NA
i) Capital Adequacy Ratio - Tier - Il Capital (%)
- Basel - | 2.89% 1.81%
- Basel - I 2.88% NA
iii) Amount of subordinated debt raised as Tier (I capital (Rs in crore) 350.00 150.00
b) Investments (Rs in crore)
ltems 31.03.2009 31.03.2008
(1) Value of Investments
(i) Gross Value of Investments
(a) InIndia 9009.32 6008.02
(b) Outside India Nil il
(i) Provisions for Depreciation
(a) InIndia 47.83 44,31
(b) Outside India Nil il
(iiiy Net Value of Investments
(a) InIndia 8961.49 5963.71
(b) Outside India Nil Nil
(2) Movement of provisions held towards depreciation on investments
0] Opening balance 44.31 70.78
(ii) Add: Provisions made during the year 33.35 0.00
(i) Less : Write-off/write-back of excess provisions during the year 29.83 26.47
(iv) Closing balance 47.83 44,31
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¢) Repo transactions :

The particulars of Repo transactions are as under: (Rs in crore)

‘ Outstanding during the Year e
Particulars Daily
Min Max Average
Securities sold under repos 50.00 300.00 15.89 0.00
Securities purchased under reverse repos 30.00 750.00 67.45 0.00
d) Issuer compositlon of Non-SLR Investments (Rs. in crore)
Sl Issuer Amount Extent of | Extent of ‘below | Extentof | Extent of

No. Private investment ‘un-rated’ | ‘un-listed’
placements | grade’ securltles | securities | securities

1 | PSUs 235.75 50.29 0.29 0.00 0.00

2 | Financial Institutions 1689.84 1565.43 0.00 0.00 0.00

3 | Banks 745.80 31.85 0.00 0.00 10.02

4 | Private Corporates 345.95 191.28 0.00 24.85 1.08

5 | Subsidiaries / joint ventures 22.50 22.50 0.00 22.50 22.50

6 | Others 33.26 9.06 0.00 0.00 0.00

7 | Less Provision held towards -47.83 XXX XX XX XXX

deprecation/NPA
TOTAL 3025.27 1870.51 0.29 47.35 33.60
e) Non Performing Non-SLR investments (Rs.in crore)

Particulars 2008-09 2007-08
Opening Balance 1.89 3.08
Additions during the year 0.00 0.00
Deductions during the above period 1.88 1.19
Closing Balance 0.00 1.89
Total Provision Held 0.00 1.89

f) Forward Rate Agreement/ nterest Rate Swaps/Exchange Traded Interest Rate Derivatives:

Forward Rate Agreements / Interest Rate Swap (Rs in crore)

items 31.03.2009 31.03.2008
i) The Notional principal of swap agreemenls 131,74 152.42
iijLosses which would be incurred if counler panies failed (o fuffill 107.75 35.71
their obligations under the agreements
iii) Collateral required by the bank upon entering into swaps 0.00 0.00
iv) Concentration of credit risk arising from swaps Client Banking Industry & Client
v} The fair values of the swap book 0.00 -0.19

Note: (i) Interest rate swap (fix v/s. fix) was undenaken for the purpose of client’s hedging requirements, the

underlying for the transaction being FCCB and ECB exposures of the client.

(i) The entire interest rate swap covered on back-to-back basis with counter party bank and there is no open position.
However the contingent liability is recognised.
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Exchange Traded Interest Rate Derivatives (Rs. in crore)
Sl No Particulars Amount

i Notional principal amount of exchange traded interest rate derivatives undertaken during Nil
the year (instrument wise)

ii Notional principal amount of exchange lraded interest rate derivatives oulstanding as on Nil
31¢ March 2009 (instrument wise)

iii Notional principal amount of exchange traded interast rate derivatives outstanding and not Nil
“highly effective” (instrument wise)

iv Mark- to-market value of exchange traded interest rate derivatives outstanding and not Nil
“highly effective” (instrument wise)

g

Dlsclosure on Rlsk Exposures In Derivatives
() Qualitative Disclosure:

Operations in the Treasury are segregated into three functional areas, i.e. Front office, Mid office and Back
office, equipped with necassary infrastructure and trained officers, whose responsibilities are well defined.

The Integrated Treasury policy of the Bank clearly lays down the types of financial derivative instrumenis,
scopeé of usages, approval process as also the limits like the open position limits, deal size limits and stop
loss limits for trading in approved instruments.

The Mid Office is handled by Risk Management Department. Daily report is submitted to Risk Management
depariment, who, in turn appraises the risks profile to the senior management on the assets and liability
management.

The Bank ensures that the transactions with the corporate clients are undertaken only after the inherent credit
exposures are quantified and approved in lerms of Lhe approval process laid down in Lhe Derivative Policy
for customer appropriateness and suitability and necessary documents like ISDA agreements etc. are duly
executed. The Bank has adopted Current Exposure Method for monitoring the credit exposures.

The Bank also uses financial derivative transactions for hedging its on or off Balance Sheet exposures. The
Integrated Treasury Policy of the Bank spells out the approval process for hedging the exposures. The hedge
transactions are monitored on a regular basis and the notional profits or losses are calculated on MTM basis.
PV01 and VaR on these deals are reported to the ALCO every month,

The hedged/non hedged transactions are recorded separately. The hedged transactions are accounted for
on accrual basis,

In case of Option contracts, guidelines issued by FEDAI from time to time for recognition of income, premium
and discounl are being {ollowed.

While sanctioning the limits, the competent avthority may stipulate condition of obtaining collaterals/margin
as deemed appropriate. The derivative limits are reviewed periodically along with other credit limits.

The cusiomer relaled denvative transactions for notional value (at markel rate) of Rs. 279.73 crore are covered
with counter party banks, on back- to- back basis for identical amount and tenure and the Bank does not have
any market risk.
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| I
(ii) Quantitative Disclosure: ( Rs. in crore)
Sl Particulars Currency interest Derivatives
No Derivatives
1 | Derivatives (Notional Principal Amount)
a) Hedging 2958.27 226.49
b) Trading 4640.04 0.00
2. | Marked to Market Positions
Assets(+) 280.51 238.22
Liabilties(-) -262.95 -238.22
3. | Credit Exposure 463.03 241.73
4. | Likely impact of 1% change in interest Rates (100*PV01)
a) on hedging derivatives 0.00 0.00
b) on trading derivatives 0.00 0.00
5. | Maximum and Minimum of 100*PV01 observed during the year
a) on hedging — Maximum 0.00 0.00
b) on hedging — Minimum 0.00 0.00
¢) ontrading - Maximum 0.00 0.00
d) on trading — Minimum 0.00 0.00
h) Non-Performing Asset (Rs. in crore)
2008-09 | 2007-08
i) Net NPAs to Net Advances (%) 0.98 0.98
Il) Moverment of NPAs (Gross)
a) Opening Balance 379.57 387.34
b) Additions during the year 162.44 137.70
542.01 525.04
¢} Reductions during the year 98.81 145.47
d) Closing Balance 443.20 379.57
iif) Movement of Net NPAs
a) Opening Balance 106.48 116.04
b) Additions during the year 93.39 70.47
199.87 186.51
¢} Reductions during the year 83.77 80.03
d) Closing Balance 116.10 106.48
iv) Movement of pravisions for NPAs
a)Opening balance 247.04 24414
b)Provisions made during the year 47.00 54.00
c)Write offwrite back of excess provisions 7.19 (51.10)
d) Closing balance 301.23 247.04
v} Movement of Floating Provisions
a) Opening Balance 13.00 13.00
b) the quantum of floating provisions made during the year 0.00 0.00
c) Amount of draw down made during the year 1.31 0.00
) Clasing balance 11.89 13.00

Note : Floating provision of Rs 1.31 crore was withdrawn during the year to meet the interest loss in respect of eligible
accounts under Agricultural debt waiver / debt relief scheme as permitted by RBI.
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) Loans and advances subjected to restructuring etc., during the year :
Details of Loan assets subjected to Restructuring

(Rs. in crore)
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CDR SME Debt Others Total
Mechanism Restructuring
Standard Advances | No of Accounts 0 1151 81 1232
Restructured Amount Outstanding 0 24036 | 242.48 482.82
Sacrifice (diminution in the 0.98 1.03 2.01
fair value)
Sub-Standard No of Accounts 0 51 6 57
de;ances . Amount Ouistanding 0 0.55 0.08 0.63
r
estructure Sacrifics (diminution in the 0 0.08 0.01 0.09
fair value)
Doubiful Advances | No of Accounts 0 4 8 12
Restructured Amount Quistanding 0 0.36 1.10 1.46
Sacrifice (diminution in the 0 0.01 0.01 0.02
fair value)
Total No of Accounts 0 1206 85 1301
Amount Outstanding 0 241.27 243.64 484.91
Sacrifice (diminuton In 0 1.07 1.05 212
the fair valus)
Additional disclosures regarding restructured accounts: (Rs. in crore)
Sl no Disclosures Number Amount
1 | Application received upto March 31,2008 for restructuring in respect of accounts 1299 516.71
which were standard as on September 1, 2008
2 | Of (1) proposals approved and implemented as on March 2008 and thus became 1201 374.97
eligible for special regqulatory treatment and classified as standard assets as on
the date of Balance Sheet.
3 | Of (1) proposals approved and implemented as on March 2009 but could not be 55 0.58
upgraded to standard category
4 | Of (1) proposals under process / implementation which were standard as on 31 43 140.16
March 2009.
5 | Of (1) proposals under process / implementation which turne@ NPA as on 0 0
31 March 2009. but are expected to be classified as standard assets on full
implementation of the package.
() Detalls of Asssts sold to Securitisation Company / Re—construction Company (Rs. in crore)
Si.No Particulars 2008-09 | 2007-08
1 |No of Accounts il Nil
2 |Aggregate Value (net of Provisions) of accounts sold to SC/RC 0.00 0.00
3 | Aggregate consideration 0.00 0.00
4 | Additional consideration realised in respect of accounts transferred in earlier years 0.00 0.00
5 |Aggregate Gain / Loss over net book value 0.00 0.00
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(k) Details of non-performing financial assets purchased (Rs. in crore)

Sl no Particulars 31.03.2008 | 31.03.2008
1 |a) no. of accounts purchased during the year 0.00 0.00
b) aggregate outstanding 0.00 0.00
2 |a) Of these, number of accounis restructured during the year 0.00 0.00
b) aggregate outstanding 0.00 0.00
() Details of non-performing financial assets sold : (Rs. in crore)
Slno Particulars 31.03.2009 | 31.03.2008
No of accounis sold 0.00 0.00
Aggregate outstanding 0.00 0.00
Aggregate consideration received 0.00 0.00
m) Provision on Standard Assets ( Rs. in crore)
tem 31.03.2009 | 31.03.2008
Provision towards Standard Assets 54.91 54,91
n) Significant performance indicators
31.03.2009 |31.03.2008
i) Interest Income to working funds 8.99% 8.89%
i) Non-interest income 10 working funds 1.66% 1.29%
iy Operating profits to working funds 2.25% 2.21%
iv) Return on Assets 1.25% 1.37%
v) Business (Dseposits Plus Advances) per employes  (Rs. in crore) 6.49 5.89
vi)  Profit per employse (Rs. in crore) 0.05 0.05
o) Asset Llabllity Management
Maturity Paftern of certaln tem of asset and llabllitles (Rs. in crore)
1day | 2to7 [8to 14| 15-28 |29 Days| Over3 | Over& | Over1 | Over3 | Over5 | Total
days | days | Days | to 3 |Months | Months |Year to 3|Years to| Years
Months| toé to 12 years |5 Years
Months | Months
Loans &
Advances | 284.01| 3590.98| 361.89| 189.87| 964.01| 1520.75| 1387.72| 2590.19| 3045.14| 1097.49| 11810.05
lnvestments | 17.85| 310.89| 129.74| 455.26| 944.34| 143.05| 232.58| 511.26|1244.88| 4971.63| 8961.48
Deposits 301.43| 526.71| 374.49|286.38| 1061.59| 3370.09| 3373.29| B211.42| 2538.00| 199.89| 20333.29
Boirowings 0.03) 0.03| 0.00/ 0.00 0.00 0.00 1.96 1.96 0.00 0.00 3.98
Foreign
Currency
Assets 172.36| 343.47| 35.04|102.26 [2106.57| 649.59| 611.15 0.00 0.00 0.00| 4020.44
Foreign
Currency
Liabilities 32.11| 377.16| 0.00| 16.95/2226.69| 677.21| 650.11 36.38 2.01 0.00| 4018.62
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p) Lending to Sensltfve Sectors:
I} Exposure to Real Estate

(Rs. in crore)

31.03.2009 |31.03.2008
a) Direct exposure
(i) Residential Mortgages - 781.51 73914
Lendings fully secured by mortgages on residential property that is or will be
occupied by the borrower or that is rented
of which [ndividual Housing Loans upio Rs 30.00 lakhs ( previous yaar Rs 15 lakhs) 695.07 573.73
(i) Commercial Real Estates — 879.06 815.70
Lendings secured by mongages on commercial real estates
(iii) Investments in Mortgage Backed Securities (MBS) and other securitised
exposures -
a) Residential 3.70 5.56
b) Commercial Real Estate 0.00 0.00
b) Indirect Exposure
Fund based and non fund based exposures on National Housing Bank (NHB) and 566.32 5585.30
Housing Finance Companies (HFCs)
if) Exposure to Capital Market (Rs. in crore)
Category 31.03.2009| 31.03.2008
(i) Investments made in equity shares 138.10 140.62
(i) Investments in convertible bonds / convertible debentures 0.00 0.00
(iiflnvestments in units of equity oriented mutual funds the corpus of which is not 24.20 22.31
exclusively invested in corporate debt
iv) Application Money towards Rights issue 0.00 18.05
v) Advances against shares/bonds/debentures or other securities or on clean basis o 0.00 0.10
individuals for invesiment in shares (including (POs/RSOPS) , convertible bonds and
convertible debentures and units of equity oriented mutual funds.*
vi) advances for any other purposes where shares or convertible bonds or convertidle 0.00 0.00
debentures or units of equity oriented mutual funds are taken as primary security,
vii) advances for any other purposes to the extent secured by the collateral security of 0.00 0.00
shares or convertible bonds or convertible debentures or units of equity oriented mutual
funds i.e. where the primary security other than shares /convertible bonds /convertible
debentures /units of equity oriented mutual funds ‘does not fully cover the advances'.
viii) Secured and unsecured advances to stockbrokers and guarantees issued on behalf 51.58 93.16
of stockbrokers and market makers:
ix) loans sanctioned to corporate against the security of shares /bonds/debentures or 0.00 0.00
others securities or on clean basis for meeting promoters contrioution to the equity of
new companies in anticipation of raising resources:
x) bridge loans to companies against expected equity flows/issues 0.00 0.00
xi)underwriting commitments taken up by the banks in respect of primary issue of shares 0.00 0.00
or convertible bonds or convertible debentures or units of equity oriented mutual funds
xii) Financing to Stockbrokers for margin trading 0.00 0.00
xiiiyall exposures io Venture capital funds (both registered and unregistered) will be 0.00 0.00
deemed to be on par with equity and hence will be reckoned for compliance with the
capital market exposure ceilings (both direct and indirect)
Total capital market exposure 213.88 274.24

* Excluding loans for personal purpose to individuals against collateral of shares.
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q) Exposure to Country Risk

(Rs. in crore)

Risk Category Exposure (net) as at | Provision held as at | Exposure (net) as at | Provision held
31.03.2009 31.03.2009 31.03.2008 as at 31.03.2008
Insignificant 86.60 - 129.12 -
Low 153.39 - 80.26 -
Moderately Low 4.30 - 7.04 -
Moderate 0.07 - 4.60 -
Moderately High 0.75 - 1.85 -
High 0.00 - 0.04 -
Very High 0.00 - 0.00 -
Restricted 0.00 - 0.00 -
Off-Credit 0.00 - 0.00 -
Total 245.11 - 222.61 -

The net funded exposure of the bank in respect of foreign exchange transactions with each country is within 1%
of the total assets of the 8ank and hence no country risk provision is required as per extant RBI guidelines.

r)  During the year, the bank has raised unsecured subordinated debts (Tier Il Bond series Ill) to the tune of
Rs 200.00 crore at fixed rate of 11.25% per annum maturing on 27-09-2018. {Previous year Rs 150.00 crore)

s) Detalls of Single/Group Borrower limit exceeded by the Bank

During the year ended 31-03-2008 the Bank has not exceeded the exposure ceiling fixed by RBI to Individual
/Group borrowers of 15% /40% of capital funds except in the following cases of single borrower which has
been approved by the Board.

(Rs. in crore)

Sl No | Name of the Borrower | Maximum Limit | Exposure % | Maximum Limit / Liability | Exposure %
during the year as on 31.03,2009
1 Housing Development 289.95 17.91% 289.95 1791%
Finance Corporation Ltd

t) Penalties imposed by RBI: During the year no penalty has been imposed by 8Bl on the Bank,

u) Provisions and contingencies comprise of: (Rs. in crore)

31.03.2009 |31.03.2008

i) Provision made towards NPAs / Sacrifice for restructured Standard Advance/
Provision for Standard assets as per RBI guidelines 4 5520
ii) Provision towards Income tax 153.93 104.50
iiiy Provision towards deferred tax -24.55 -12.50
iv) Provision for Wealth tax 0.10 0.07
v) Provision for Fringe Benefit Tex 3.53 5.00
vi) Provision for depreciation on investments 33.35 -5.91
vii) Provision for Others 0.15 250
Total 213.51 148.86
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v) Customer Complaints:
(@ |No of Cornplaints pending at the beginning of the year (31.03.08) 21
(b) | No of complaints received during the year 6610
(¢) | No of complaints redressed during the year 6589
{d) |No of complaints pending at the end of year (31.03.09) 42

w) Awards passed by the Banking Ombudsman

@
(b)
©
(@

No of unimplemenied awards at the beginning of the year(31.3.08) Nil
No of awards passed by the Banking Ombudsman during the year Nil
No of awards implemented during the year Nil

No of unimplemented awards at the end of the year (31.03.09) Nil

x)

y)

Employes Stock Optlon (ESOP)

The shareholders of the Bank had approved the Employees Stock Options Scheme (ESOS) at the Annual
General Meeting held on 15.7.2006 for grant to eligible employees upto 15,00,000 stock options in aggregate.
During the year under report, a total of 517400 stock options have been granted under the Scheme 1o the
eligible employees. These stock options would vest in a graded manner i. e 40% afier end of the first year,
30% in the second year and the remaining 30% before the end of third year from the date of grant. The vested
options are exercisable within a period of 5 years from the respective dates of vesting at an exercise price
of Rs 50 per option. Accordingly the Bank has transferred a sum of Rs 6.45 crore being the proportionate
compensation expenses.

Disclosure of Letter of comforts (LOCSs) issued by Banks:

The Bank issues Letter of comforts on behalf of its various constituents against the credit limits sanctioned to
them. In the opinion of the management, no significant financial impact and cumulative financial obligations
have been assessed under LOCs issued by the Bank in the past, during the current year and still outstanding.
Brief details of LOCs issued by the Bank are as follows:

(Rs. in crore)

1 | Letter of comforts issued during the year 2008-09 324.08
Letter of comforts matured/cancelled during the year 2008-09 332.89
3 | Letter of comforts outstanding as on 31.03.2009 122.58

2)

Government of India has notified “Agricultural Debt Waiver and Debt Relief Scheme 2008™ for giving debt
waiver to marginal and small farmers and relief to other farmers who have availed direct agricultural loans.
The claim for agricultural debt waiver amounting to Rs 23.13 crore lodged by the Bank subject to certification
by statutory auditors of the Bank, Rs 2.48 crore being 41 % of the amount claimed has been reimbursed by
the RBI during the year ending 31% March 2008,

11 (a) Tax demands under appeal: -

A sum of Rs 101.76 crore (Previous year Rs. 96.14 crore) is outstanding on account of demands raised by
the Income Tax Department in earlier years which have been paid under protest. No provision is considered
necessary in respect of these demands, as the Bank has been advised that there are good chances of
success in appeals/ considering favourable appellate orders on identical issues for earlier agsessments.

(b) Provision for income tax for the year has been made after due consideration of decisions of appellate
authorities and advice of counsels.
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12, Premises include buildings in possession and occupalion of the Bank pending execution of litle deeds and/or
Co-operative Societies yet to be formed amounting to Rs.0.22 crore (Previous year Rs.0.22 crore)

13. Draw down from Reserves
The Bank has not made any draw down during the year from the Reserves.

14. Previous year's figures have been regrouped/rearranged/given in brackets wherever necessary and feasible to
conform to the current year classifications.

Sd/- Sd/-
Muralidhar K. Rao V.M. Samaga
Chief Manager Deputy General Manager
Sd/- Sqa/- Sd/- Sd/- Sd/-
B, Ashok Hegde N.Upendra Prabhu PR Jairama Hande KH, Shivaswamy Aithal P.Jayarama Bhat
General Manager General Manager General Manager General Manager  Chief General Manager
Sd/- Sd/- Sa/- Sd/-
Ananthakrishna M. Bheema Bhat U.R. Bhat S.V. Manjunath
Chairman & S.R. Hegde T.S. Vishwanath D. Harshendra Kumar
Chief Executive Officer R.V. Shastri Sitarama Murty M. Dr. H. Ramamohan
Directors Directors Directors

Refer our report of even date
For KAMATH & RAU
Chartered Accountants
Sd/-
Place : Mangalore SRINIVAS S, KAMATH
Date : 25th May, 2008 (M.No. 2017186) (Pariner)
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AUDITORS’ REPORT TO THE MEMBERS OF THE

KARNATAKA BANK LIMITED

We have audited the attached Balance Sheet of
The Kamalaka Bank Ltd., as on 31st March, 2009
and also the Profit & Loss Account of the Bank and
the Cash Flow Statement annexed thereto for the
year ended on that date in which are incorporated
the returns of 4 branches and 2 Regional Offices
audited by us, 443 branches, 6 Regional Offices,
1 International Division, 5 Service Branches, 2
Currency chests, 3 Asset Recovery Branches, 1
Dala centre,2 Central Processing Centres and 1
Customer Care Centre audited by branch auditors.
These financial statements are the responsibility of
the Bank’s management. Our responsibility is to
express an opinion on lhese financial slalements
based on our audit.

We conducled our audil in accordance wilh lhe
auditing standards generally accepted in India.
Those standards require that we plan and perform
the audit to obiain reasonable assurance about
whether the financial statements are free of material
misstatement. An audit includes examining on a
test basis, avidence supporting the amounts and
disclosures in the financial statements. An audit
also includes assessing the accounting principles
used and significant estimates made by the
management, as well as evaluating the overall
financial statement presentation. We believe our
audit provides a reasonable basis for our opinion.

The Balance Sheet and the Profit and Loss Account
have been drawn-up in accordance with the
provisions of Section 29 of the Banking Regulation
Act, 1949, read with section 211 of the Companies
Act, 1956,

We report that-

a. We have obtained all the informalion ang ex -
planations which, to the best of our knowledge
and belief, were necessary for the purpose of our
audit and have found them to be satisfactory.

b. The transactions of the Bank, which have
come to our notice, have been within the
powers of the Bank.

FHOF LT za'%o&a! ms:%an
dié I0Bnegso I0H

WY, @, onwoas Brtl wor ddutle sl
Zrere 31, 20090 &y Bl T Do Lo LW
AT & BoSSemd eodtecd IS oI Bl R
Sricd Tordescd R TBuRY 3 Bodeedtody
e, PRV, BePLEE T IoorP e
TodReRs AT tRoIN 4 ANy I 2 TRerd
Frdeond mn s> <8 ToBrersoon &3, BodR)
ROL 443 2N, 6 WTiedH B8e0nT, 1 BozOTHA LoD
DPONB, 5 Newd 8NY, 2 80D DING, 3 v DS
zos8ng, 1 w08 Beordd, 2 Beoeod Romom deognv
DL 1 R Been o Seodd Scond woteors
B Bromas Swmuoid Sued Bk oIS uEe
DodvadmmNDIT. BHn dﬁ TDodnedsoddy 302,
@ BEwAS JER0 TR wif ST ewmabad
FETRRFHD I3 BrEoIRnd3s.

RO, WIRTTON {EODTID g Todnegsod
deerd TgS TR O3 JoBRGRALR), InRBY. B4
g S Argaed 3 Bevtrivon Beduip
2o SPed® b Post Beohm  0edodd
Wy o Bodegdody odeen,  ATF LTl
& edrd ol Swmc DO ded I
Feumnd JRnmmonedy Lody, JouRs WD
SERodnSabe, witoondEd. u@id odeoin
TSRS SERRD oo NG YD eBFRPF
RORTRD Spaobns i suRdad Frtcde Sepnt
Beyid ADr ddemad WS BURD eE Gy
wodoegiond, ok Iy <3 BododRcdn I
LRTRHODIR) wohten womd DBedodnd FwBOIAT
aord mosy Sorwdedt.

8 oy Bord th‘!_x monn ooy &s_i: ng wR,080n"
Brydedy” wod) 1949 OgRR 29 R Lo sood) 1956
Tor 2118 edxms duteann.

Sy SO0 Leehd.

©) 83 eI sbaed e Josod FWwO, O
TodR eIt endaond Somd woB ooy SRkd I
HTCHNYR), WY DEORY LD IHECTONTR
o IR,

&) B rt:bdg 25003 m‘oﬁaﬁ agm&fdo aa:éo&td
©Hwd mWHOD udnd%m

64




85™ ANNUAL REPORT 2008-2009

5.

8.

c. The returns received from the offices and
pbranches of the Bank have been found
adequate for the purpose of our audit.

In our Opinion, the Balance Sheet, the Profil and
Loss Account and the Cash Flow Statement
comply with the Accounting Standards referred to
in sub sec (3C) of section 211 of the Companies
Act, 1956

We further report that :

i) the Balance Sheet and Profit and Loss Account

iif)

dealt with by the repori, are in agreement with the
books of account and the returns.

In Qur opinion, proper books of account as
required by law have been kept by the Bank so far
as appears from our examination of those books.

ihe reports on the accounts of the 8ranches
audited by Branch Auditors have been dealt with
in preparing our report in the manner considered
necessary by us.

as per information and explanation given to us the
Central Government has till date, not prescribed
any cess payable under section 441A of the
Companies Act19586,

On the basis of the written representations received
from the Direclors, and taken on record by the Board
of Directors, we report that none of the Directors
is disqualified as on 31st March 2009 from being
appointed as a director in terms of clause(g) of
Sub-section(1) of Section 274 of the Companies
Acl 1956.

In our opinion and (o the besl of our informalion
and according to the explanations given to us, the
said accounts together with the notes thereon give
the information required by the banking Regulation
Act ,1949 as waell as the Companies Act 1956, in
the manner so required for banking companies
and give a true and fair view in conformity wilh the
accounting principles generally accepted in India :

In the case of the Balance Sheet, of the state of
affairs of the Bank as at 31st March 2009,
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i) Inthe case of the Prolit & Loss Account, of the profit
of the Bank for the year ended on that date and

i) In the case of the Cash Flow Statement, of the cash
flows for the year then ended on that date.

For KAMATH & RAU
Chartered Accountants
Sa/-
(SRINIVAS S.KAMATH)
(M No.201716)
Partner

Place : Mangalore
Date : 25h May 2009
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| I
1.  No. of Deposit Accounts 3734676
2.  No. of Advances Accounts 227713
3. | Advances to Priority Sector (Rs. in fakh)

Number of Accounts Balance

Types of Advances atthe end | outstanding at the

of the ysar end of the year

a) | Agriculture 50779 99335.86
b) | Small Scale Industries 6867 142326.56
¢) | Retail Trade 12004 15814.96
d) | Small Business 5490 16310.12

e) | Professional & Self

Employed Persons 217 15986.81

f) Educational Loan 3897 747467
g) | Housing Loan 14753 119156.08
h) | Small Road and Water Transport operators 5843 11059.20
iy | Other Priority Sectors 385 9751.54
Total 103188 437215.80
Export Credit 124831.00

4. Branches

Rural Seml Urban Urban Metro-politan Total

No. of Branches at the end of the year 90 94 139 124 447
5, Staff
Officers Clerks Sub-Staff Total
As at the end of the year 1801 2330 8186 4047
Recruited during the year 92 432 19 843
6. Staff Training
At Bankers' Training .
Bank's own training college College (RBI) & other Sl
Training Colleges (Officers)
Officers Clerks Sub Staft
332 681
560 758 72
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Progress over a Decade
{Amount in lakh of Rupees)

Year Capital & | Deposits | Advances | Gross | NetProfit | Dividend | No. of No. of
Reserves Rs. Rs. Earnings Rs. Paid Branches | Employaes
Rs. Rs. %

1999-2000 | 31186.81 | 517417.07 | 245143.06 | 65028.73 | 4070.97 45 347 4075
2000-2001 | 34987.89 | 607549.80 | 282822.35 | 74337.32 | 4540.86 45 354 4084
2001-2002 | 44198.43 | 700148.31 | 341754.53 | 9842593 | 9112.90 60 357 4144
2002-2003 | 58340.32 | 829172.07 | 389970.08 | 105069.80 [ 11011.75 22 360 4320
2003-2004 | 69815.23 | 940693.68 | 466791.50 | 111873.34 | 13316.75 40 370 4300
2004-2005 | 97804.06 | 1083705.81 | 628744.06 | 106108.19 | 14714.64 20 381 4393
2005-2006 | 111113.06 | 1324316.04 | 779156.78 | 118483.88 | 17603.39 30 395 4346
2006-2007 | 123862.77 | 1403743.54 | 955267.99 | 143052.31 | 17703.44 35 410 4456
2007-2008 | 137960.33 | 17016,19.23 | 10841,97.46 | 179789.76 | 24174.10 50 431 4677
2008-2009 | 156702.70 | 2033328.53 | 1181004.50 | 227055.14 | 26670.50 60 447 4947




