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(Amount in lakh of Rupees)

Capital & Gross Dividend No. of No. of
Year Reserves | Deposits | Advances | Earnings | Net Profit Paid Branches | Employees
g 3 g g g %

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 | 1701619.23| 1084197.46| 179789.76| 24174.10 50 431 4677
2008-2009 | 156702.70|2033328.53|1181004.50( 227055.14| 26670.50 60 447 4947
2009-2010 | 183274.93 | 2373064.88| 1443568.33| 235468.10| 16711.97 40 464 5244
2010-2011 | 242908.10|2733644.63| 1734807.09| 266260.26| 20461.13 30 478 5795
2011-2012 | 259821.05|3160832.43|2072069.83| 344726.74| 24607.02 35 503 6087
2012-2013 | 285708.14 | 3605622.13|2520767.88| 416192.94| 34808.21 40 550 6339
2013-2014 | 305219.76 | 4058282.87| 2834548.95| 469440.99| 31103.43 40 600 7185
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ANNEXURES FORMING PART OF DIRECTORS' REPORT

ANNEXURE - |

Disclosure in respect of Employee Stock Option Scheme pursuant to SEBI (Employees Stock Option
Scheme and Employees Stock Purchase Scheme) Guidelines 1999.

In the year 2006, shareholders of the Bank had approved a stock option scheme to be implemented in the Bank.
Under the Scheme a total of 15,00,000 stock options were available for grant. The Bank is yet to implement the
second stock option scheme as approved by the shareholders at the Annual General Meeting held on
August 8, 2009.

The status of the options outstanding under the Employee Stock Options Scheme (ESOS- 2006) as at March 31,
2014 is as under:

Total grants authorized under the Scheme 15,00,000 shares
Series 1 Series 2 Series 3

Number of Options outstanding at the beginning of
the year 189521 1798 148185
Number of Options granted during the year Nil Nil Nil

. . . . T 46.20 per T 46.20 per 3 46.20 per
Pricing formula-After adjustments for the rights issue option/share option/share option/share
Number of Options vested during the year - - -
Number of Options exercised during the year 34905 130 34027
Total Number of shares arising as a result of exercise
of options during the year 34905 130 34027
Options lapsed / forfeited / cancelled (nos) 38345 736 0
Variation of terms of options Nil Nil Nil
Money realized by exercise of options, including 1612611 6006 1572047.40
premium
Total Number of Options in force as on March 31, 2014 -
post rights issue 116271 932 114158
Grant to senior Managerial personnel during the year Nil Nil Nil
Employees receiving 5 percent or more of the total
number of options granted during the year ended Nil Nil Nil
Employees granted options equal to or exceeding
1 percent of the issued capital Nil Nil Nil

The Bank had followed the intrinsic value method for valuing the stock options. Intrinsic value is the amount by
which the quoted market price of the underlying share exceeds the exercise price of the option. As all the cost on
the basis of intrinsic value of options granted has already been accounted in the earlier year itself, there is no
charge to the profit and loss account during this year and therefore there is no impact on the Earnings per share
on account of Bank following the intrinsic value method of accounting vis-a-vis the fair value method of
accounting.
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ANNEXURE - 11

DISCLOSURE UNDER PILLAR Il OF BASEL 11l ACCORD

1. SCOPE OF APPLICATION

The Karnataka Bank Limited, a premier private sector Bank, was incorporated on February 18, 1924 in
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 percent in M/s Universal Sompo General
Insurance Company Limited. The financials of the joint venture company are not consolidated with the
balance sheet of the Bank. The investment in the joint venture is not deducted from the capital funds of the

Bank butis assigned risk weights as an investment.
2. CAPITAL STRUCTURE

. No. of equit Face value per Amount
Particulars shar:'s v share () (% in crore)
1 Authorized Capital 300000000 10 300.00
2 Issued Capital 188437120 10 188.44
3 Subscribed Capital 188428922 10 188.43
4 Called up / Paid up Capital 188412372 10 *188.42

*inclusive of forfeited shares

The Bank's shares are listed on the National Stock Exchange of India Ltd and Bombay Stock Exchange Ltd.

During the year ended March 31, 2014 the Bank has allotted 69062 equity shares to employees under its
Employee Stock Option Plan and 200 shares as bonus shares allotted consequent to release of entitlements kept
in abeyance during bonus issue 2002. Apartfrom the above, Bank has not raised any capital by IPO, Rights or by

Public offer during the year ended March 31, 2014.
Breakup of Capital Funds:

The Tier | Capital of the Bank comprises of R in crore)
1 | Paid up Capital (Including forfeited shares) 188.42
2 | Reserves 2863.78

Total 3052.20
The Tier Il Capital of the Bank comprises of R in crore)
1 | Undisclosed reserves 15.95
General Provisions and Loss Reserves 183.39
3 | Subordinated debts eligible for inclusion in Lower Tier 2 Capital 500.00
Total 699.34

The Total capital comprises of ® in crore)
1 | Tier | Capital 3052.20
2 | Tier Il Capital 699.34

Total 3751.54

Details of the aggregate amounts of the bank's total interests in insurance entities, which are risk-weighted:

Name of the Principle Total balance % of bank's Quantitative impact on
insurance entities/ activity sheet equity holding regulatory capital of
country of of the (as stated in the in the total using risk weighting
incorporation entity accounting balance equity/ method versus using the
sheet of the proportion full deduction
legal entity) of voting power method
Universal Sompo General % 350 crore 15% CRAR is reduced by
General Insurance Insurance 0.08%
Co Ltd / India
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Assessment of Capital Adequacy

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 particular business and
opportunities for growth. The proper mapping of credit, operational and market risks to 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 Capital requirement under Basel lll for credit, market and operational risk and the
capital adequacy ratio is detailed below.

R in crore)

A Capital requirement for Credit Risk

—Portfolios subject to Standardized approach 2228.92

—Securitization exposures -
B Capital requirement for Market Risk

Standardized duration approach 149.23

—Interestrate Risk 107.74

—Foreign exchange risk 1.80

—Equity Risk 39.69
C Capital requirementfor Operational Risk

—Basic Indicator approach 164.09
D Total Capital requirement 2542.24
E Total eligible Capital Funds of the Bank as per Basel lll 3729.55
F Total Risk Weighted Assets 28247.09
G Common Equity Tier I ratio (CET1) (%) 10.73%
H Tier | CRAR (%) 10.73%
| Tier Il CRAR (%) 2.47%
J Total CRAR (%) 13.20%

3. RISKMANAGEMENT: OBJECTIVES AND ORGANIZATION STRUCTURE

The various risks taken by the Bank during the course of the business development are identified, assessed,
measured, controlled, monitored, mitigated and reported effectively. The key components of the Bank's risk
management rely on the risk governance architecture, comprehensive processes and internal control
mechanism. The Bank's risk governance architecture focuses attention on key areas of risk such as credit,
market and operational risk and quantification of these risks wherever possible for effective and continuous
monitoring.

a. Objectives and Policies

The Bank's risk management processes are guided by well-defined policies appropriate for various risk
categories, independent risk oversight and periodic monitoring through the sub-committees of the Board of
Directors. The Bank has a well documented Board approved 'Risk Management Policy'in place. The Board sets
the overall risk appetite and philosophy for the Bank. The Board of Directors, the Integrated Risk Management
Committee and the Audit Committee of the Board review various aspects of risk arising from the businesses of
the Bank.

b. Structure and Organization

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

CPC deals with credit policies and procedures, ALCO deals with Asset Liability Management (ALM) and
Investment Policy of the Bank and ORMC formulates policies and procedures for managing operational risk.
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4. CREDIT RISK MANAGEMENT

Bank has developed online comprehensive credit risk rating system for all borrower accounts. Risk rating of
borrowers intended to help banks in quantifying and aggregating the credit risk across various exposures. The
bank has validated its existing rating models and refined/revised the corporate models, besides introduction of
Specialized lending rating models, Retail score card models [Pool based approach] and Facility rating.
Accordingly, bank is rating its credit portfolio as per the criteria laid down for rating in the Loan Policy of the
Bank. 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 structured manner, incorporating different factors such as
borrower and industry specific characteristics. The Bank also undertakes periodic validation exercise of its
rating models and also conducts migration and default rate analysis to test robustness of its rating models.

The Bank has formulated a comprehensive Loan Policy by incorporating various parameters and prudential
limits to manage and control default, transaction and intrinsic / concentration risk. The credit exposures are
taken after subjecting the proposals to analysis of various risk factors such as financial risk, industry risk,
management risk, business risk, transaction risk etc.

The Bank analyses the migration of borrowers in various risk rating categories to gauge the quality of the loan
portfolio. The Bank also conducts periodical review of the loan assets to ascertain conduct of the accounts. The
Bank conducts periodical Credit Audit and Stock Audit of large credit exposures to limit the magnitude of credit
risk and interest rate risk.

Credit sanction and related processes

Know Your Customer is a leading principle for all business activities. The other components of the credit
processes are:

1. Sound creditapproval process with well laid credit sanctioning criteria.

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

3. Portfolio level risk analysis and reporting to ensure optimal spread of risk across various rating classes to
preventundue risk concentration across any particular industry segments and monitor credit risk migration.

4. Sector specific studies at periodic intervals to highlight risks and opportunities in those sectors.
5. Adoption of rating linked exposure norms.

6. Industry-wise exposure ceilings based on the industry performance, prospects and the competitiveness of
the sector.

7. Separate risk limits for credit portfolios like advances to NBFC and unsecured loans that require special
monitoring.
Review and Monitoring

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

2. Credit monitoring involves independent review of credit risk assessment, compliance with internal policies
of the Bank and with the regulatory framework, compliance with the 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 sectoral limits and borrowers limits based on
creditworthiness. The Bank also captures the Concentration risk by monitoring the geographical exposure.

Large exposures to individual clients or group

The Bank has individual borrower-wise exposure ceilings based on the internal rating of the borrower as well as
group-wise borrowing limits. The Bank monitors the level of credit risk (Low / Moderate / High / Very High) and
direction of change in creditrisk (increasing / decreasing / stable) at the portfolio level.

Definition of Non-Performing Assets

Bank has adopted the definition of the past due and impaired assets (for accounting purposes) as defined by the
regulator forincome recognition and asset classification norms.
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Exposures
A. Total gross credit exposure including geographic distribution of exposure @ in crore)
Domestic Overseas Total
Fund Based 33026.37 - 33026.37
Non Fund based 4749.64 - 4749.64
Total 37776.01 - 37776.01
Geographic distribution of credit exposure  in crore)
SI.No. State / Union Territory Funded Exposure | Non Funded Exposure Total
1 Andhra Pradesh 2784.55 734.94 3519.49
2 Assam 48.48 32.05 80.53
3 Bihar 9.79 0.00 9.79
4 Chhattisgarh 333.29 25.60 358.89
5 Delhi 3393.93 365.41 3759.34
6 Goa 165.07 36.82 201.89
7 Gujarat 298.93 54.00 352.93
8 Haryana 870.09 343.73 1213.82
9 Jharkhand 42.64 1.85 44.49
10 Karnataka 12644.69 1424.45 14069.14
11 Kerala 336.32 21.24 357.56
12 Madhya Pradesh 261.56 9.11 270.67
13 Maharashtra 5354.74 820.58 6175.32
14 Orissa 487.82 34.48 522.30
15 Puducherry 37.08 1.39 38.47
16 Punjab 378.86 70.89 449.75
17 Rajasthan 649.62 41.78 691.40
18 Tamilnadu 3095.77 449.78 3545.55
19 U.T. of Chandigarh 50.47 3.59 54.06
20 Uttar Pradesh 633.33 144.38 777.71
21 Uttarakhand 56.38 2.01 58.39
22 West Bengal 1092.96 131.56 1224.52
Total Exposure 33026.37 4749.64 37776.01

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 monitors the rating-wise distribution of its

borrowers also.

Exposure to Industries

Industry analysis plays an important part 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.

The credit policy deals with short term as well as long term approach to credit risk management. The policy of
the Bank embodies in itself the areas of risk identification, risk measurement, risk grading techniques, reporting
and risk control systems / mitigation techniques, documentation practice and the system for management of

problematic loans.
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B. Distribution of Credit Exposure by Industry Sector

R in crore)
SI.No.| Industry Fund based Non Fund based | Grand Total

1 Coal and Mining 103.61 1.64 105.25
2 | Iron and Steel 804.93 88.99 893.91
3 | Metal and Metal Products 354.59 126.95 481.54
4 | Other Engineering 612.63 296.60 909.23
5 | Wood Based Industries 104.47 186.31 290.78
6 Electronics 25.80 3.65 29.45
7 | Cotton Textile 775.27 85.58 860.85
8 | Jute Textile 26.96 3.43 30.39
9 | Other Textiles 860.46 91.14 951.59
10 | Tea Industry 38.79 0.29 39.08
11 Kandasari and Sugar 38.05 2.10 40.15
12 | Vegetable Oil 17.20 0.00 17.20
13 | Tobacco and Tobacco Products 1.17 0.00 1.17
14 | Paper and Paper Products 269.18 34.02 303.21
15 | Rubber and Rubber Products 15.41 6.76 22.17
16 Plastic and Plastic Products 226.22 73.23 299.45
17 Chemicals, Dyes 84.06 21.11 105.17
18 | Drugs and Pharmaceuticals 110.53 49.56 160.09
19 | Cement and Cement Products 408.09 22.23 430.32
20 | Leather and Leather Products 37.58 21.37 58.95
21 Petroleum Products 257.09 0.64 257.73
22 Distilleries, Breweries including soft drinks 22.57 0.35 22.92
23 | Cashew nut Processing 21.28 0.00 21.28
24 | Rice, Flour, Dhal Mills 359.93 20.14 380.08
25 | Marine Products / Processing 0.02 0.00 0.02
26 | Food and Food Products 277.49 10.51 288.00
27 Gems and Jewellery 652.06 40.27 692.33
28 | Automobiles 491.50 26.04 517.54
29 | Computer Software and Computer Hardware 18.83 22.80 41.63
30 | All Other Industries 786.01 221.32 1007.32
31 Infrastructure advances 3110.05 213.04 3323.09
TOTAL INDUSTRIAL ADVANCE 10911.82 1670.06 12581.88

The details of the Industry wherein the bank's exposure in the related Industry has exceeded the 5 percent of
total gross credit exposure is furnished below.

SI. No.

Industry / sectors classification

Percentage of the total credit exposure

1

Infrastructure advances

8.80 %
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C. Residual contractual maturity of Advances and Investments

R in crore)
SI.No. Maturity Buckets Advances Investments
1 1 day 740.95 356.46
2 2 to 7 days 190.05 333.57
3 8 to 14 days 384.56 0.43
4 15-28 Days 221.18 72.16
5 29 Days to 3 Months 1800.43 311.22
6 Over 3 Months to 6 Months 1460.14 208.61
7 Over 6 Months to 12 Months 2998.43 675.54
8 Over 1 Year to 3 years 13300.88 2911.86
9 Over 3 Years to 5 Years 3053.56 2712.74
10 Over 5 Years 4195.30 7644.19
Total 28345.48 15226.78
D. Classification of Non Performing Advances (R in crore)
Sl.No. Particulars 31.03.2014
A Amount of NPA's ( Gross) 835.93
— Substandard 407.32
— Doubtful 1 279.36
— Doubtful 2 85.84
— Doubtful 3 18.05
- Loss 45.36
B Net NPAs 538.04
Gross NPAs to Gross Advances ratio (%) 2.92
Net NPAs to Net Advances ratio (%) 1.91
Movement of NPAs (Gross) (R in crore)
Sl.No. Particulars 31.03.2014
1 Opening Balance as on 01.04.2013 638.86
2 Additions 653.88
3 Reductions 456.81
4 Closing Balance as on 31.03.2014 835.93
Movement of Provisions for NPAs  in crore)
Sl.No. Particulars 31.03.2014
1 Opening Balance 198.41
2 Provision made during the period 210.564
3 Write off 137.42
4 Write back of excess provisions 0.00
5 Closing Balance 271.53
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E. Non Performing Investments and movement of provision for depreciation on Investments

R in crore)

31.03.2014

A Amount of Non performing Investments 14.11

B Amount of Provision held for Non performing Investments 14.11
C Movement of provisions for depreciation on Investments

a) Opening balance 87.92

b) Add: Provisions made during the year 26.99

c) Less: Write off / write back of excess provisions 17.90

d) Closing balance 97.01

Disclosure for portfolios subject to the standardized approach

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 uses the same in assigning risk weights.
Bank has approved 6 domestic credit rating agencies identified by RBI i.e. CRISIL, CARE, India Ratings and
Research Private Limited (earlier FITCH India), ICRA, Brickwork and SMERA Ratings Limited. The ratings available
in public domain are mapped according to risk profile and specific risk characteristics of each rating grade of
respective agencies as envisaged in RBI guidelines.

The credit exposure [fund based & non fund based] after risk mitigation (subject to the standardized
Approach) in different risk buckets are as under:

(R in crore)
Sl. No. Risk weight Exposure Outstanding
1 Below 100% 10401.06
2 100% 10350.41
3 More than 100% 4307.35
Total 25058.82

Credit Risk Mitigation: Disclosures for Standardized Approach

As stipulated by the RBI guidelines, the Bank uses the comprehensive approach for collateral risk mitigation.
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
guidelines.

Types of eligible financial collateral / Guarantors:

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

This includes cash, Bank own deposits, gold (including bullion and jewellery, subject to collateralized jewellery
being notionally converted / benchmarked to 99.99 percent 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 rating agency, certain debt
securities not rated but issued by Banks and listed on a recognized exchange and are classified as senior debt,
certain mutual fund units where daily Net Assets Value (NAV) is available in public domain .

Eligible Guarantors (counter-guarantors):
Credit protection given by the following entities is recognized:
(i) Sovereigns, sovereign entities (including BIS, IMF, European Central Bank and European Community as

well as permitted MDBs, ECGC, CRGFTLIH and CGTMSE), banks and primary dealers with a lower risk
weight than the counterparty;

(i) Other entities that are externally rated except when credit protection is provided to a securitization
exposure. This would include credit protection provided by parent, subsidiary and affiliate companies
when they have a lower risk weight than the obligor.

(iii) When credit protection is provided to a securitization exposure, other entities that currently are externally
rated BBB - or better and that were externally rated A — or better at the time the credit protection was
provided. This would include credit protection provided by parent, subsidiary and affiliate companies
when they have a lower risk weight than the obligor.
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The extent of total credit exposure (under the standardized approach) covered by eligible financial collaterals
after application of haircuts are furnished below:

R in crore)
Eligible financial collaterals after haircuts 4810.63
Eligible guarantees 702.53

5. MARKET RISK & LIQUIDITY RISK

The Bank has put in place Board approved Integrated Treasury Policy and Asset Liability Management (ALM)
policy for effective management of market risk in the Bank. The objective of Integrated Treasury 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,
operational risk and liquidity risk in treasury operations.

For market risk arising out of various products in treasury and its business activities, 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 (VaR) limit for Forex, Inter-
Bank dealing and various investment limits. 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 overseeing the market risk management of the Bank, procedures thereof,
implementing risk management guidelines issued by regulator, best risk management practices followed
globally and ensures that internal parameters, procedures, practices / policies and risk management prudential
limits are adhered to.

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 residual
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 Standardized Duration Approach as prescribed by RBI for computation of capital charge
for market risk and is fully compliant with such RBI guidelines. Bank is now preparing itself for the Advanced
Approach based on a Value atRisk (VaR) model, which is under implementation.

The capital requirements for market risk are detailed below:

R in crore)
SI. No. Risk Category Capital Charge
| Interest Rate 107.74
Il Equity 39.69
1l Foreign Exchange, Gold and Derivatives 1.80
\Y Total Capital Charge for market Risk (I+1+1Il) 149.23

6.INTEREST RATE RISKIN THE BANKING BOOK (IRRBB)

The interest rate risk is viewed from two perspectives i.e. 'Earnings Perspective' and 'Economic Value
Perspective'. Generally, the former is measured using Earnings-at-Risk (EaR) under Traditional Gap Analysis
(TGA) and the latter is measured through changes in the Market value of Equity (MVE) under Duration Gap
Analysis (DGA).

» [Earnings-at-Risk (EaR): All the Rate Sensitive Assets (RSA) and Rate Sensitive Liabilities (RSL) maturing /
re-pricing up to 1 year are bucketed as per Traditional Gap Analysis (TGA) and EaR analysis is conducted by
applying various shocks on product-wise weighted average interest rates in each time band. EaR is
quantified by changes in the NIl and NIM in comparison with the previous financial year end.
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» Impact on Market Value of Equity (MVE): Impact on Market Value of Equity (MVE) is analyzed through
Duration Gap Analysis (DGA) which involves bucketing of market value of all Rate Sensitive Assets and Rate
Sensitive Liabilities as per residual maturity / re-pricing in various time bands and computing Modified
Duration Gap. Accurate method is adopted for computing the market value by discounting each cash flow
of all Rate Sensitive Assets (RSA) and Rate Sensitive Liabilities (RSL) with various discount curves as
suggested by RBI. Notional interest rate shocks are applied on the resultant Modified Duration Gap to arrive
atthe changesinthe Market Value of Equity (MVE).

» Prudential limits have been fixed for changes in NIM and MVE for 200bps shock in the interest rates and
monitored on a monthly basis.

Earning at Risk for 200 bps interest rate shock is estimated at ¥ 33.94 crore and change in the Market value of
Equity for 200 bps interest rate shocks is 4.60%.

7. OPERATIONALRISK
Strategies and Processes

Bank has initiated several measures to manage operational risk through identification, assessment and
monitoring of inherent risks in all its business processes. A framework has been laid to capture loss data which
can be mapped to operational risk events to measure the impact quantitatively. Bank has put in 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 systematic 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 will 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/IRMC 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
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 the RBI guidelines, the Bank has adopted Basic Indicator Approach for computing capital charge for
Operational Risk. Steps have been initiated to migrate to the Advanced Measurement Approach.

Exposure Related to Counterparty Credit Risk

Counterparty Credit Risk exposures for banks are assessed based on Bank's business requirements and
considering counterparty bank's parameters such as CRAR, net worth, NPA level etc. Counterparty exposures
for other entities are assessed subject to exposure ceilings as per the Loan Policy of the Bank. Capital for
Counterparty Credit Risk exposure is assessed based on Standardized Approach.

The Bank does not recognize bilateral netting. The credit equivalent amount of derivative exposure is calculated
using Current Exposure Method and the balance outstanding as on 31st March, 2014 is as under:

R in crore)
Particulars Notional Amount Current Exposure
Foreign exchange contracts 6974.65 343.79
Interestrate contracts Nil Nil
Total 6974.65 343.79
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Composition of Capital

Disclosures pertaining to composition of capital, including the capital disclosure templates, main features of
equity and debt capital instruments and the terms and conditions of equity and debt capital instruments have
been disclosed separately on the Bank's website under 'Regulatory Disclosures Section'. The link to this section
is http://ktkbank.com/ktk/BaselDisclosures.jsp

Disclosures on Remuneration
a) Qualitative disclosure:

Remuneration Committee

The Remuneration Committee of the Board consists of Independent Directors with two independent Director
Members from Integrated Risk Management Committee.

Objectives of Compensation Policy

Compensation Policy aims to attract and retain the right candidates in the Bank. The policy is designed to
support key business strategies and create a strong, performance-orientated environment besides providing
reasonable remuneration commensurate with the growth of the Bank. It also ensures effective governance
of compensation, alignment of compensation with prudent risk taking, effective supervisory oversight and
stakeholder engagement. The Policy also aims at facilitating effective succession planning in the Bank.

The Remuneration Committee of the Board works in close coordination with the Integrated Risk Management
Committee of the Board to ensure effective alignment of remuneration and risks. Other qualitative disclosures
areasunder:

Risk adjustments in remuneration

A wide variety of measures of credit, market and liquidity risks are used by bank in implementation of risk
adjustment. The risk adjustment methods have both quantitative and judgmental elements. Compensation
outcomes are symmetric with risk outcomes and compensation payouts are sensitive to the time horizon of the
risk.

Performance linked variable compensation, deferral and forms

The bank's compensation policy stipulates that while fixing the Variable Pay performance parameters under
financial and non-financial areas of operations are to be assessed and variable pay shall not exceed 70% of the
fixed pay in a year. The variable pay could be in cash, or stock linked instruments or mix of both. The
deterioration in the financial performance of the bank should generally lead to a contraction in the total amount
of variable remuneration paid.

Further, where the variable pay constitutes a substantial portion of the fixed pay (i.e. 50% or more of the fixed
pay), an appropriate portion of the variable pay, say 40% to 60% must be deferred for over a period. The Board /
RC / ESOP Committee may grant stock options under the Employees Stock Options Plan / Scheme as per
Securities and Exchange Board of India (Employee Stock Option Scheme and Employee Stock Purchase
Scheme) Guidelines, 1999, subject to the approval of Reserve Bank of India under Section 35B of the Banking
Regulation Act, 1949. Such Stock Options will be excluded from the components of variable pay. In case variable
pay payable is 50% or more, deferral arrangements of variable pay shall be applied. The deferral period should
not be less than three years. Compensation payable under deferral arrangements should vest on a pro-rata basis
at such rates as may be decided by the Board / RC. In the event of negative contributions of the Bank and / or the
relevantline of business in any year, the deferred compensation is subject to malus/ clawback arrangements.
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b) Quantitative disclosures

(% in crore)

Current Year (2013-14)

Previous Year (2012-13)

(i)

Number of meetings held by the
Remuneration Committee during
the financial year and remuneration
paid to its members.

One

With effect from 01.09.2013
sitting fees of ¥15000/- to each
non-whole time Director
members per meeting attended.

One

Sitting fees of ¥10000/- to each
non-whole time Director
members per meeting attended.

(ii)

Number of employees having
received a variable remuneration
award during the financial year.

No variable remuneration paid
to any employees during the
financial year 2013-14.

No variable remuneration paid
to any employees during the
financial year 2012-13.

Number and total amount of sign-
on awards made during the
financial year.

NIL

NIL

Details of guaranteed bonus, if any,
paid as joining/sign on bonus.

NIL

NIL

Details of severance pay, in addition
to accrued benéefits, if any.

NIL

NIL

(iii)

Total amount of outstanding
deferred remuneration, split into
cash, shares and share-linked
instruments and other forms.

NIL

NIL

amount of deferred
in the

Total
remuneration paid out
financial year.

NIL

NIL

(iv)

Breakdown of amount of
remuneration awards for the
financial year to show fixed and
variable, deferred and non-
deferred.

Fixed : 0.53
Variable : NIL

Fixed : 0.48
Variable : NIL

(v)

Total amount of outstanding
deferred remuneration and
retained remuneration exposed to
ex-post explicit and / or implicit
adjustments.

NIL

NIL

Total amount of reductions during
the financial year due to ex- post
explicit adjustments.

NIL

NIL

Total amount of reductions during
the financial year due to ex-post
implicit adjustments.

NIL

NIL
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ANNEXURE 11l
CORPORATE GOVERNANCE

Corporate Governance broadly refers to the set of systems, principles and processes by which a company is
governed while fulfilling the goals and objectives of the company and also protecting the interest of all the
stakeholders in the long run. It is based on principle such as conducting the business with integrity and fairness,
being transparent in all transactions, making all the necessary disclosures and complying with all the applicable
laws, accountability and responsibility towards the stakeholders and commitment to conducting business in
an ethical manner. Your Directors' present below the Bank's Report on compliance of Corporate Governance
requirements 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 the 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 turning the Bank into a value
driven organization. Your Bank's philosophy of Corporate Governance has been 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 Managing
Director. The constitution of the Board conforms to the provisions of Section 10 B of the Banking Regulation Act,
1949 and Clause 49 of listing agreement entered into with the stock exchanges where the shares of the Bank
are listed. The Board consists of eminent persons drawn from specialized fields such as banking, finance,
accountancy, law, agriculture & rural economy, cooperation & SSI and other areas as specified in the Banking
Regulation Act 1949. Except Mr P. Jayarama Bhat, Managing Director & CEO, all other directors on the Board are
independent and non-executive directors.

Board Meetings:

During the financial year ended March 31, 2014 the Board met 14 times on the following dates;

Sl. No. Date of the meeting Sl. No. Date of the meeting
1 30.04.2013 8 21.10.2013
2 15.05.2013 9 23.11.2013
3 27.06.2013 10 07.12.2013
4 06.07.2013 11 23.01.2014
5 31.07.2013 12 24.01.2014
6 27.08.2013 13 19.02.2014
7 19.09.2013 14 24.03.2014

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 were as under:
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Name of the No of Whether Directorship Committee positions
Director meetings attended in other Public in other Public

(Messrs/Mrs) Attended the last AGM Limited Companies Limited Companies

Ananthakrishna 14 YES 02 01

P Jayarama Bhat 14 YES NIL NIL

R V Shastri®

(upto 27.01.2014) 12 YES — -

U R Bhat®

(upto 27.01.2014) 12 YES - -

T S Vishwanath 14 YES 02 03

Sitarama Murty M

(upto 17.12.2013) 10 YES 02 02

S V Manjunath 13 YES NIL NA

D Harshendra Kumar 11 YES NIL NA

Dr. H Ramamohan 14 YES NIL NA

T R Chandrasekaran 14 YES NIL NA

Ashok Haranahalli 09 YES NIL NA

Usha Ganesh”

(w.e.f. 31.07.2013) 09 NA NIL NA

Rammohan Rao Belle”

(w.e.f. 21.10.2013) 06 NA NIL NA

"Retired as Director on 17.12.2013 upon attaining upper age limit of 70 years as per the extant guidelines of RBI. |
©Retired as directors on completion of 8 years term as per Banking Regulation Act, 1949, |
* Appointed as additional Directors of the Bank. |

Note: For the purpose of committee positions held in other public limited companies, only Audit Committee and‘
Shareholders/Investors Grievance Committees have been considered.

None of the Directors of the Board serve as members of more than 10 Committees or they act as Chairman 01J
more than 5 Committees across all companies. There is no relationship amongst directors inter-se. |

Remuneration of Directors: |

Mr Ananthakrishna, the non-executive part-time Chairman of the Bank is paid sitting fees for attending Board /
Committee meetings and has been provided with the Bank's car for official purpose besides traveling and
halting allowance as applicable to other Directors of the Bank as per his terms of appointment approved b

Reserve Bank of India vide its letter DBOD. No. 3610/08.40.001/2012-13 dated September 5, 2012. \

Mr P Jayarama Bhat, Managing Director & CEO, has been paid salary and other allowances as approved by the‘
Reserve Bank of India. The details of the remuneration paid to Mr P Jayarama Bhat during the year ended March
31,2014 were as under: |

Break up of Remuneration ( in Lakh) |
Basic Salary 36.00
Dearness Allowance 7.20
House Rent Allowance 5.40
Contribution to Provident Fund 4.32
Total 52.92

Other benefits such as use of car, telephone at residence, LFC etc. were also provided to Mr P Jayarama Bha"t

during the reporting period. The remuneration of Mr P Jayarama Bhat, had been approved by the Reserve Bank
of India vide its letter DBOD. No. 3285/08.40.001/2012-13 dated 29.8.2012. ‘

Other directors were paid sitting fees @ I15000 / ¥10000/- (upto 31.8.2013) and ¥ 20,000 / ¥15000/- (w.e.f.‘
01.09.2013) for attending the meetings of the Board / Committees of the Board respectively during the yeat
under report, the details of which were as under:
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Name of the Director (Messrs/Mrs.) Sitting fees paid for the year 2013-14 (% inlakh)
Ananthakrishna 5.20
R V Shastri 4.65
U R Bhat 3.75
T S Vishwanath 2.80
Sitarama Murty M 3.55
S V Manjunath 4.45
D Harshendra Kumar 3.50
Dr. H Ramamohan 4.90
T R Chandrasekaran 5.25
Ashok Haranahalli 1.60
Usha Ganesh 2.05
Rammohan Rao Belle 2.70

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

COMMITTEES OF THE BOARD:

In compliance with the regulatory requirements and for the operational needs, the Board had constituted several
committees, which were continued during the reporting period, the details of which are given below;

1. Executive Committee of the Board of Directors (EC):

In order to facilitate the Board to concentrate on policy matters and strategic planning, etc., certain lending and
non-lending powers have been delegated to the Executive Committee of Board of Directors. The Committee
was headed by Mr P Jayarama Bhat, Managing Director. The other members of the Committee were Messrs
R V Shastri, Sitarama Murty M, S V Manjunath, Dr H Ramamohan and Rammohan Rao Belle. During the year
under report nine meetings of EC were held on 18.04.2013, 31.05.2013, 15.07.2013, 22.08.2013, 15.10.2013,
02.12.2013,06.01.2014,08.02.2014 and 14.03.2014. Details of the attendance at the meeting were as under;

Meetings record

Name of the Director (Messrs) No of meetings attended
P Jayarama Bhat 09
R V Shastri (upto 27.01.2014) 06
Sitarama Murty M (upto 18.12.2013) 06
S V Manjunath 06
Dr H Ramamohan 09
Rammohan Rao Belle (w.e.f. 07.12.2013) 03

2. Audit Committee of the Board of Directors (ACB):

The Bank had constituted an Audit Committee of the Board (ACB) in 1995 as per the directions of the Reserve
Bank of India 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 the following:

1. Oversight of the Bank's financial reporting process and the disclosure of its financial information to ensure
that the financial statement s correct, sufficientand credible.

2. Recommending to the Board, the appointment, re-appointment and, if required, the replacement or removal
of the statutory auditor and the fixation of audit fees.

3. Approval of paymentto statutory auditors for any other services rendered by the statutory auditors.
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Reviewing, with the management, the annual financial statements before submission to the board for
approval, with particular reference to:

a. Matters required to be included in the Director's Responsibility Statement to be included in the
Board's reportin terms of clause (2AA) of section 217 of the Companies Act, 1956

Changes, if any, in accounting policies and practices and reasons for the same

Major accounting entries involving estimates based on the exercise of judgment by management
Significant adjustments made in the financial statements arising out of audit findings

Compliance with listing and other legal requirements relating to financial statements

Disclosure of any related party transactions

g. Qualificationsinthe draft auditreport.

Reviewing, with the management, the quarterly financial statements before submission to the board for
approval.

Reviewing, with the management, the statement of uses / application of funds raised through an issue
(public issue, rights issue, preferential issue, etc.), the statement of funds utilized for purposes other than
those stated in the offer document / prospectus / notice and the report submitted by the monitoring
agency monitoring the utilisation of proceeds of a public or rights issue, and making appropriate
recommendations to the Board to take up steps in this matter.

Reviewing, with the management, performance of statutory and internal auditors, adequacy of the
internal control systems.

Reviewing the adequacy of internal audit function, if any, including the structure of the internal audit
department, staffing and seniority of the official heading the department, reporting structure coverage
and frequency of internal audit.

Discussion with internal auditors on any significant findings and follow up there on.

Reviewing the findings of any internal investigations by the internal auditors into matters where there is
suspected fraud or irregularity or a failure of internal control systems of a material nature and reporting
the matter to the board.

Discussion with statutory auditors before the audit commences, about the nature and scope of audit as
well as post-audit discussion to ascertain any area of concern.

To look into the reasons for substantial defaults in the payment to the depositors, debenture holders,
shareholders (in case of non payment of declared dividends) and creditors.

"m0 a0y

To review the functioning of the Whistle Blower mechanism, in case the same is existing.

Approval of appointment of CFO (i.e., the whole-time Finance Director or any other person heading
the finance function or discharging that function) after assessing the qualifications, experience &
background, etc. of the candidate.

The ACB was headed by Mr T R Chandrasekaran, an Independent Director. The members of the ACB consisted
of Messrs RV Shastri, U R Bhat, D Harshendra Kumar, Rammohan Rao Belle and Mrs Usha Ganesh and all the
members of the ACB were financially literate. The Company Secretary acted as the secretary to the Committee.
Chief Financial Officer, 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 committee. During the year under
review nine meetings of ACB were held on 15.05.2013, 14.06.2013, 31.07.2013, 05.08.2013, 23.09.2013,
21.10.2013,07.01.2014, 24.01.2014 and 24.03.2014.

Meetings record of the ACB.

Name of the Director (Messrs/Mrs) No. of meetings attended
R V Shastri (upto 27.01.2014) 07
U R Bhat (upto 27.01.2014) 08
D Harshendra Kumar 08
T R Chandrasekaran 09
Usha Ganesh (w.e.f. 29.01.2014) 01
Rammohan Rao Belle (w.e.f. 29.01.2014) 01

3. Shareholders/Investors Grievance Committee:

A sub committee of the Board constituted during the year 2002 to specifically look into the grievances of
shareholders / investors continued its functioning during the year ended March 31, 2014 also. The Committee
was headed by Mr R V Shastri upto the date of his retirement and thereafter by Mr T S Vishwanath. The other
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members of the committee were Messrs U R Bhat, Ashok Haranahalliand Rammohan Rao Belle. The Committee
met twice during the year under report on 21.10.2013 and 24.03.2014 and reviewed all the complaints received
from the shareholders and the investors.

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

A total of 97 complaints were received from the Investors / Shareholders including the complaints received
through SEBI's Online portal i.e. SCORES during the year ended March 31, 2014 and all of them have
been redressed satisfactorily. As required under the listing agreement a separate Email ID:
investor.grievance@ktkbank.com had been maintained exclusively for the purpose of registering complaints
by the investors.

4. Special Committee for monitoring and investigation of large value frauds:

As per the directions of the Reserve Bank of India, the Board had constituted a Special Committee on 17.02.2004
exclusively to monitor, investigate and follow up cases of fraud involving amounts of ¥ 1 crore and above. The
terms of reference of the Committee were as under:

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

b. Identify the reasons for delay in detection, if any, in reporting to top management of the Bank and RBI.
c. 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 taken to prevent recurrence of frauds such as strengthening of
internal controls.

f. Putin place other measures as may be considered relevant to strengthen preventive measures against frauds.
The Committee consisted of Messrs Ananthakrishna (Chairman of the Committee), P Jayarama Bhat, S V

Manjunath, D Harshendra Kumar and T R Chandrasekaran. During the year under report four meetings of the
Committee were held on 26.04.2013, 19.09.2013, 23.11.2013and 07.01.2014.

5. Integrated Risk Management Committee (IRMC):

A Board level sub- committee called the Integrated Risk Management Committee (IRMC) was constituted on
24.12.2004 to devise a policy and strategy for integrated risk management containing various risk exposures of
the Bank including credit risk and market risk. The Committee was headed by Mr. Ananthakrishna and other
members of the Committee were Messrs P Jayarama Bhat, R V Shastri, Sitarama Murty M, T R Chandrasekaran
and Mrs Usha Ganesh.

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 for 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 four times during the year on 13.06.2013, 22.08.2013, 22.11.2013, 19.02.2014
6. Nomination Committee:

Reserve Bank of India, vide Circular DBOD. No. BC.104/08.139.001/2003-04 dated June 25, 2004 required that:-

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

ii) The process of due diligence should be undertaken by the banks in private sector at the time of
appointment/renewal of appointment.

iii) The Boards of the Banks in private sector should constitute Nomination Committee to scrutinize the
declarations.

iv) Based ontheinformation 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) The Board of the Bank must ensure in public interest that nominated/ elected directors execute the deeds of
covenants every year.
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Accordingly a Nomination Committee was constituted on 29.07.2004. The Committee consisted of Messrs
Ananthakrishna (Chairman of the Committee), P Jayarama Bhat, R V Shastri, Sitarama Murty M, S V Manjunath
and Dr H Ramamohan. During the year under report three meetings of the committee were held on 15.05.2013,
31.07.2013and 15.10.2013.

7. Customer Service Committee:

With a view to strengthen the corporate governance structure and also mountinnovative measures for enhancing
the quality of customer service and improving the level of customer satisfaction for all categories of clientele at all
times, 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 Service
(CPPAPS). Accordingly Customer Service Committee headed by Chairman and CEO of the Bank was constituted
on 25.09.2004. The role of the Committee is to address the formulation of a comprehensive deposit policy,
product approval process, annual survey of depositor satisfaction, tri-annual audit of such services and to review
the performance of the Ad hoc committee periodically. The Committee continued its functioning during this
year also. The Committee was headed by Mr. Ananthakrishna, and other members of the Committee were
Messrs P Jayarama Bhat, D Harshendra Kumar and Dr. H Ramamohan. The Committee met twice on 27.06.2013
and 16.12.2013 during the year under report. The Committee also invites customers to the meetings to get their
feed back about the customer services in the Bank.

8. Internal Capital Adequacy Assessment Committee (ICAAC):

In order to review and recommend to the Board, the capital plan of the Bank and lay down the capital planning
process and responsibilities as well as contingency planning for dealing with deviations and unexpected events
and matters incidental thereto, ICAAC had been constituted in the Bank. The Committee was headed by
Mr. Ananthakrishna and the other members of the committee were Messrs P Jayarama Bhat, U R Bhat, Sitarama
Murty M, T R Chandrasekaran and Rammohan Rao Belle. Mr Mahabaleshwara M S, Chief General Manager, who
is the head of the ICAAP Function Committee, was also a member of the Committee. Four meetings of the
Committee were held during the year under report on 26.06.2013, 19.09.2013,07.01.2014 and 25.03.2014.

9. International Financial Reporting Standard (IFRS) Committee:

In order to enable the Bank to have smooth convergence of Indian Accounting Standards with International
Financial Reporting Standards (IFRS), a project steering committee viz. IFRS Committee was constituted during
the last year as recommended by the working Group set by the Indian Banks' Association (IBA). The above
Committee continued its functioning this year also. The Committee was headed by Mr Ananthakrishna. The
other members of the Committee were Messrs P Jayarama Bhat and T R Chandrasekaran. The Chief General
Manager, the General Manager in charge of Treasury & Accounts Department, Heads of HR& IR Department and
Risk Management Department were also the members of the Committee. The Committee met once during the
year under reporton 25.03.2014.

10. Committee for IT Strategy and Governance:

To study the issues arising out of the increased dependency on Information Technology in Banks, RBI
constituted a working Group under the Chairmanship of Sri G Gopalakrishna, Executive Director, RBI. Based on
the recommendations of the Gopalakrishna Committee, RBI issued detailed circular vide
DBS.CO.ITC.BC.N0.6/31.02.008/2010-11 dated 29.04.2011 advising the commercial banks to implement
the recommendations of the Committee. The recommendations covered nine major areas of IT such as IT
Governance, Information Security, Information System Audit, IT Operations, IT Services Outsourcing, Cyber
Fraud, Business Continuity Planning, Customer Awareness Programmes and Legal issues.

The implementation of recommendations need to be Risk based, commensurate with the nature and scope of
activities engaged by banks, the technology environment prevalent in the bank and Support rendered by
technology to the business processes. Banks with extensive leverage of technology to support business
processes would be expected to implement all the stipulations outlined in the circular. Implementation of the
RBI guidelines will enhance safety, security, efficiency in banking processes leading to benefits for banks and the
customers.

As envisaged in the above guidelines, a Board level Committee on IT Strategy and Governance was constituted
on 29.11.2011 to oversee the above areas. The Members of the Committee were Messrs Ananthakrishna,
P Jayarama Bhat, U R Bhat and Rammohan Rao Belle. Two meetings of the Committee were held during the year
under reporti.e.on 27.07.2013 and 08.03.2014.
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Some of theroles and responsibilities of this committee include:

1 Approving IT strategy and policy documents

1 Ensuring thatthe management has put an effective strategic planning process in place

1 Ratifying that the business strategy is indeed aligned with IT strategy

1 Ensuringthatthe IT organizational structure complements the business model and its direction

1 Ascertaining that management has implemented processes and practices that ensure that the IT delivers
value to the business

1 Ensuring IT investments represent a balance of risks and benefits and that budgets are acceptable

1 Monitoring the method that management uses to determine the IT resources needed to achieve strategic
goals and provide high-level direction for sourcing and use of IT resources

1 Ensuring proper balance of IT investments for sustaining bank's growth

1 Becoming aware about exposure towards IT risks and controls. And evaluating effectiveness of
management's monitoring of IT risks

1 Assessing Senior Management's performance inimplementing IT strategies
1 Issuing high-level policy guidance (e.g. related to risk, funding, or sourcing tasks)

1 Confirming whether IT or business architecture is to be designed, so as to derive the maximum business
value fromIT

1 Overseeing the aggregate funding of IT at a bank-level, and ascertaining if the management has resources to
ensure the proper management of IT risks

The main objective of IT Governance is to achieve outcome viz., “Value Delivery by IT to business” and “IT Risk
Management”. The drivers of this outcome are "IT Strategic Alignment”, “IT Resource Management” and “IT
Performance Measurement”.

11. Remuneration Committee:

The Reserve Bank of India vide circular No DBOD. No BC. 72/29. 67. 001/2011-12 dated January 13, 2012 had
issued guidelines on compensation of Whole Time Directors (WTD) / Chief Executive Officers(CEQOs) / Other Risk
Takers, control function staff and other employees aiming to ensure effective governance of compensation,
alignment of compensation with prudent risk taking and effective supervisory oversight and stakeholder
engagementin compensation. As required under the above guidelines, a Remuneration Committee of Directors
has been constituted to oversee the framing, review and implementation of the Compensation policy of the
Bank on behalf of the Board. RC consists of four member Directors all being independent Non-executive
Directors including one member from Integrated Risk Management Committee. The Remuneration Committee,
inter—alia, shall ensure that the cost/income ratio of the Bank supports the remuneration package consistent with
maintenance of sound capital adequacy ratio.

During the year the Committee met once on 22.08.2013 jointly with IRMC members. The members of the
Committee were Messrs Ananthakrishna, RV Shastri, Sitarama Murty M, S V Manjunath, Dr. H Ramamohan and
TR Chandrasekaran.

COMMITTEES OF EXECUTIVES:

Apart from the Board Committees, the Bank has also constituted other committees of executives such as Asset
and Liability Management Committee (ALCO), Investment Management Committee (IMC), Credit Management
Committee (CMC), Credit Policy Committee (CPC), Operational Risk Management Committee (ORMC),
Committee for scrutiny of frauds, staff accountability Committee, New Product & Process Approval Committee,
IT Steering Committee etc. The Committees meet regularly to take decisions on respective matters.

41



90" Annual Report 2013-14

GENERAL BODY MEETINGS:

Venue and the date of the last three annual general meetings were as under:

Whether any
Year Venue Date Day Time re: c':Ii(t:ii::i /s
passed
2013 |Registered Office of the Bank, Mangalore | 06.07.2013 | Saturday 11.30 AM Yes
2012 |Registered Office of the Bank, Mangalore | 30.08.2012 | Thursday 11.30 AM Yes
2011 |Registered Office of the Bank, Mangalore | 23.07.2011 | Saturday 11.30 AM No

No special resolution was passed in the previous year through postal ballot.

DISCLOSURES:

There were no materially significant transactions entered into by the Bank with its directors, management, or
relatives conflicting with the interest of the Bank at large during the year ended March 31, 2014. Further it is
declared that all the directors and senior management personnel have affirmed the compliance to the code of
conductlaid down by the Bank.

STATUTORY COMPLIANCE, PENALTIES AND STRICTURES:

There were no instances of non-compliances by the Bank, levy of penalties and strictures imposed by Stock
Exchanges, RBland SEBI/ other regulatory authorities on any matter during the year under report.

MEANS OF COMMUNICATION:

The quarterly / half yearly / annual results are published in the leading national English dailies such as Business
Standard, The Hindu Business Line, Financial Express, Economic Times etc and vernacular newspapers such as
Udayavani, Samyukta Karnataka. The results were also posted on our web site www.karnatakabank.com.
In view of this, no separate half yearly declaration of financial performance to the shareholders has been made.

SHAREHOLDERS'INFORMATION:

A. Annual General Meeting:

Date August 09,2014

Day : Saturday

Time : 11.30AM

Venue : The Karnataka Bank Ltd.

Regd. & Head Office
Mahaveera Circle, Kankanady, Mangalore —575 002
B. Book closure: July 12, 2014 to August 09, 2014 (both days inclusive)

C. Financial Year: The financial year of the Bank is from April to March. The financial results for the quarter/
half-year/year are generally published as under:

a) Quarter ending June 30, 2014 : on or before August 14, 2014

b) Quarter ending Sept. 30, 2014 :on or before November 14, 2014

¢) Quarter ending Dec. 31, 2014 . on or before February 14, 2015

d) Quarter ending March 31,2015 : on or before May 30, 2015
D.Dividend:

The Board of Directors has recommended a dividend of 40 percent on the paid up capital of the Bank for the year
ended March 31, 2014 (i.e. T 4/- per share) and the same will be paid to the shareholders / beneficial holders of
shares holding shares as on July 11, 2014 as per the Register of members in the case of shares held in physical
form and Register of beneficial owners in respect of shares held in electronic form.

Dividend Payment Date: Between August 11,2014 to August 16,2014

As per the provisions of section 205A of the Companies Act, 1956, the unclaimed dividend 0f%19,90,620/- for the
financial year ended March 2005-2006 has been transferred to the Investor Education and Protection Fund
established by the Central Government. The following Table gives the unclaimed dividend from the year 2006-
2007 (position as on 31.03.2014) and the last date for transfer to Investor Education and Protection Fund.
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Year Unclaimed Date o.f I..as.t dat.e .for
dividend (%) declaration claiming dividend

2006-2007 2443646 30.06.2007 29.07.2014
2007-2008 3980625 12.07.2008 11.08.2015
2008-2009 5553815 08.08.2009 07.09.2016
2009-2010 4633612 31.07.2010 30.08.2017
2010-2011 4779708 23.07.2011 22.08.2018
2011-2012 7288815 30.08.2012 29.09.2019
2012-2013 9096684 06.07.2013 05.06.2020

Unclaimed shares suspense account: Pursuant to amendments of Clause 5 A of Listing Agreement entered into
with the Stock Exchanges, the Bank, after sending three reminder letters in respect of unclaimed shares to the
shareholders at the addresses available through M/s Integrated Enterprise (India) Ltd, Registrar and Share
Transfer Agent, had transferred these unclaimed shares to a separate demat suspense account. The summary of
shares transferred and released in favour of shareholders is furnished below:

: No of Total Number
PRI shareholders of shares
Number of shareholders and the outstanding sharesin the 2177 233865
suspense account lying atthe beginning of the year.
Shareholders who approached us for transfer of shares from 42 14372
suspense accountduring the year.
Shareholders to whom shares were transferred from suspense 42 14372
accountduring the year.
Number of shareholders and the outstanding sharesin the 2135 219493
suspense account lying atthe end of the year.
E. Listing 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 Ltd. Regd Office: Exchange Plaza, Bandra Kurla Complex

Bandra (E), Mumbai — 400 051

Bombay Stock Exchange Ltd. Regd Office: Floor 25, Phiroze Jeejeebhoy Towers
Dalal Street, Mumbai — 400 001

The Bank has paid the annual listing fees for the year 2013-2014 to the above Stock Exchanges.

Stock Code

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

ISIN at NSDL / CDSL : INE614B01018

Share transfer procedure:

The shares of the Bank being traded in dematerialized form are transferable through the depository system.
The share transfers in physical form are processed by the Share Transfer Agent — M/s Integrated Enterprises
(India) Ltd and approved by the Managing Director at least once in a fortnight. There are no share transfer
requests pending for transfer as on March 31, 2014.
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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 traded 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 01.04.2013 to 31.03.2014 on the above Stock Exchanges are given below together with bench mark
indices.

Trading statistics on NSE

_— Share Price () No. of shares CNX NIFTY
High Low traded High Low

Apr 2013 152.15 126.95 74679083 5930.20 5495.10
May 2013 160.00 136.90 90151129 6187.30 5944
June 2013 146.85 108.60 105341185 5939.30 5688.70
July 2013 117.60 81.00 105588077 5898.85 5742
Aug 2013 79.85 70.20 76189467 5742.30 5285
Sep 2013 95.25 77.05 86310933 6115.55 5341.45
Oct 2013 109.05 85.65 136823756 6299.15 5780.05
Nov 2013 104.25 98.10 64240413 6317.35 5989.60
Dec 2013 112.90 97.85 71892901 6363.90 6139.05
Jan 2014 113.45 93.80 64733005 6345.65 6073.70
Feb 2014 106.95 93.20 33582979 6276.95 6000.90
Mar 2014 119.60 104.20 75189862 6704.20 6221.45

Trading statistics on BSE

Month Share Price () No. of shares S&P BSE Sensex
High Low traded High Low
Apr 2013 152.20 126.85 12485435 19504.18 18226.48
May 2013 159.95 136.55 17727979 20286.12 19575.64
June 2013 150.10 107.75 21487113 19610.48 18540.89
July 2013 117.75 81.10 20479997 20302.13 19177.76
Aug 2013 79.85 70.15 15249991 19367.59 17905.91
Sep 2013 95.35 77.20 16923209 20646.64 18234.66
Oct 2013 108.90 85.70 25030423 21164.52 19517.15
Nov 2013 104.35 98.05 13033419 21239.36 20194.40
Dec 2013 112.90 97.90 12353640 21326.42 20612.14
Jan 2014 113.55 93.75 10156317 21373.66 20498.25
Feb 2014 106.95 93.25 5799521 21120.12 20193.35
Mar 2014 119.60 104.05 10885577 22386.27 20946.65
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Shareholding pattern

Share holding pattern of the Bank as on 31.3.2014 was as under:

Promoter Group

Partly paid-up shares No of partly As a % of total no. of partly As a % of total no. of
ve P paid-up shares paid-up shares shares of the Company
Held by promoter/promoter group NIL NA NA
Held by Public NIL NA NA
Total - 0 0
Outstanding convertible No of As a % of total no. of As a % of total no. of shares
securities outstanding Outstanding convertible of the Company, assuming
securities securities full conversion of the
convertible securities
Held by promoter / promoter group NIL NA NA
Held by Public NIL NA NA
Total - 0 0
No of As a % of total no. of As a % of total no. of shares
warrants warrants of the Company, assuming
full conversion of warrants
Held by promoter/promoter group NIL NA NA
Held by Public NIL NA NA
Total - 0 0
Total paid-up capital of the company 188,412,372 NA 100.00
assuming full conversion of
warrants and convertible securities
Total Number Total sh
otal share
Category Category of Number Total CEIFCS ol es e Shares pledged
held in 9 th
Code shareholder of share | Number | = . . 4| percentage of total Ore e;ms:
holders of shares T number of shares encumoere
As a As a Number| Asa
percentage | percentage of percen
of (A+B) |of (A+B+C)| shares | tage
| Il 1] vV \' Vi Vil Vi) | (IX)= (Vi
U} (1) () (V) (V) (Vi) (vin) (vim) (10100
(A) Shareholding of
Promoter and NOT APPLICABLE

Banks

(1) Indian - - - — - _ _
(a) *Individuals / - - - — - _ _
Hindu Undivided
Family
(b) Central Government / - - - - _ _ _
State Government (s)
(c) Bodies Corporate - - - - - _ _
(d) Financial Institutions / - - - — - _ _

(e) Any Other (specify)

Sub-Total (R)(1)

(2) Foreign

(a) Individuals (Non-
Resident Individuals /
Foreign Individuals)

(b) Bodies Corporate
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(c)

Institutions

(d)

Qualified Foreign investor

(e)

Any Other (specify)

Sub-Total (A)(2)

Total Shareholding of
Promoter and Promoter
Group (R)=(A)(1)+(A)(2)

(B) Public shareholding
(1) Institutions
(a) Mutual Funds / UTI 16 2,282,195 2,282,195 1.21 1.21
(b) Financial Institutions/Banks 7 819,472 819,472 0.43 0.43
(c) Central Government /
State Government (s) 0 0 0 0 0
(d) Venture Capital Funds 0 0 0 0 0
(e) Insurance Companies 6| 11,490,297 11,490,297 6.10 6.10
(f) Foreign Institutional
Investors 87 | 39,556,199 39,556,199 20.99 20.99
(g) Foreign Venture
Capital Investors 0 0 0 0 0
(h) Qualified Foreign Investors 0 0 0 0 0
(i) Any Other (specify) 0 0 0 0 0
Sub-Total (B)(1) 116 | 54,148,163 54,148,163 28.74 28.74
(2) | Non-institutions 0 0 0 0 0 - -
(a) | Bodies Corporate 1,207 | 25,980,076 | 25,722,592 13.79 13.79 g S
(b) Individuals — 0 0 0 0 0 o &
i. Individual shareholders % %E
holding nominal share o) 5
capital up to ¥1 lakh 126,065 | 59,504,281 45,272,075 31.58 31.58 z z
i Individual shareholders
holding nominal share
capital in excess of 1 lakh 956 44,780,053 42,210,758 23.717 23.71
(c) Qualified Foreign Investor 0 0 0 0 0
(d) Any Other (specify) - - - - -
Trust 9 98118 98118 0.05 0.05
NRI 939 1509735 1504735 0.80 0.80
Clearing Member 569 2172453 2172453 1.15 1.15
Unclaimed Suspense A/C 1 219,493 219,493 0.12 0.12
Sub-Total (B)(2) 129,746 | 134,264,209 | 117,200,224 71.26 71.26
Total Public Shareholding | 129,862 | 188,412,372 | 171,348,387 100.00 100.00
(B)= (B)(1)+(B)(2)
TOTAL (A)+(B) 129,862 | 188,412,372 | 171,348,387 100.00 100.00 0.00
(C) Shares held by Custodians
and against which
Depository Receipts have
been issued
1 Promoter and Promoter
Group - -
2 Public - - -
Sub-Total (C) - - -
GRAND TOTAL
(A)+(B)+( C) 129,862 | 188,412,372 | 171,348,387 100.00 100.00 0.00
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Shareholdings of Directors as on March 31, 2014

Name of the Directors (Messrs/Mrs)

Number of shares

Ananthakrishna 10000
P Jayarama Bhat 3000
T S Vishwanath 1508
SV Manjunath 62117
D Harshendra Kumar 3983
DrHRamamohan 11632
TR Chandrasekaran 301
Ashok Haranahalli 6000
Usha Ganesh 2520
Rammohan Rao Belle 200

Distribution of shareholding as on 31* March, 2014

Shares holding of nominal value of

Shareholders

Share Amount

4 Number | % to Total In% % to Total
Upto 5,000 101624 78.26 143271930 7.60
5,001 - 10,000 12848 9.89 97456450 5.17
10,001 - 20,000 7479 5.76 109937790 5.83
20,001 - 30,000 2708 2.09 67630570 3.59
30,001 - 40,000 1336 1.03 46543250 2.47
40,001 - 50,000 925 0.71 42160100 2.24
50,001 - 1,00,000 1651 1.27 117070520 6.21
1,00,001 and above 1291 0.99 1260053110 66.89
Total 129862 100.00 1884123720 | 100.00

Major shareholders

As on March 31, 2014, the following shareholders were holding more than 1% of the paid up capital of the Bank.

Name of the shareholder No of shares % to total
Life Insurance Corporation of India 10434294 5.54
Kotak Mahindra Investments Ltd. 5884516 3.12
Religare Finvest Ltd. 5250443 2.79
B Sumanthkumar Reddy 4853054 2.58
Government Pension Fund Global 4294575 2.28
Credit Suisse (Singapore) Ltd. 3251245 1.73
Morgan Stanley Asia (Singapore) Pte. 2879139 1.63
Emerging India Focus Funds 2438721 1.29
LSY Emerging Markets Equity Fund LP 2399000 1.27
Dimensional Emerging Markets Value Fund 2195065 1.17
Swiss Finance Corporation (Mauritius) Ltd. 2162614 1.15
Macquarie Bank Ltd. 2088000 1.1
Morgan Stanley Mauritius Company Ltd. 1961310 1.03
TOTAL 5,00,91,976 26.59
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Dematerialization of shares:

As per the directives of SEBI, the equity shares of the Bank are compulsorily traded in dematerialized form by
all categories of investors with effect from 26.02.2001. The Bank had entered into tripartite agreement with
the depositories viz. National Securities Depository Ltd. and Central Depository Services (India) Ltd. and share
transfer agent M/s Alpha Systems (P) Ltd., Bangalore (since merged with M/s Integrated Enterprises India Ltd
w.e.f.01.10.2010), for dematerialization of shares. The ISIN allotted for the shares of the Bank is INE614B01018.
In view of the obvious benefits of holding the shares in demat form, over the period of time shareholders have
converted their physical shares into electronic form. As on 31.03.2014, 90.94 percent of the equity shares of the
Bank are in dematform.

Registrar & share Transfer Agent:

The Bank has appointed M/s Integrated Enterprises (India) Ltd., as common Share Transfer Agent for both
physical and electronic shares. Therefore, all communications relating to share transfer, dividend, change of
address for shares held in physical form and dematerialisation of shares etc are to be addressed to the Registrar
and Share Transfer Agent at the following address:

Integrated Enterprises (India) Ltd.
30, Ramana Residency, 4" Cross, Sampige Road
Malleshwaram, BANGALORE - 560 003
Tel: (080) 23460815-818
Fax: (080) 23460819
Email: alfint@vsnl.com or irg@integratedindia.in

Non-mandatory requirements
Presently the Bank has not adopted the non-mandatory requirements in regard to communication of half-yearly
performance to the shareholders to their residence and evaluation of non-executive members of the Board.

COMPLIANCE WITH THE CODE OF CONDUCT

| confirm that all Directors and members of the Senior Management have affirmed compliance with the Bank’s
Code of Conductfor the year ended March 31, 2014.

P.Jayarama Bhat
Managing Director & CEO

Place : Bangalore
Date : 07.06.2014
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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
National Stock Exchange of India (NSE) and the Bombay Stock Exchange Ltd (BSE) for the financial year ended
31" March 2014.

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 maintained by the
Bank and furnished to us for our review and the information and explanations given to us by the Bank.

Based on such 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 R. K. Kumar & Co. For Kamath & Rau
Chartered Accountants Chartered Accountants
Firm Regn No. 001595S Firm Regn No. 001689S
Sd/- Sd/-

(C R SUNDARARAJAN) (SRINIVAS S KAMATH)
Partner — M. No. 025400 Partner — M. No. 201716

Place: Bangalore
Date: 07.06.2014
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BALANCE SHEET AS ON 31°" MARCH, 2014

(000's omitted)
Schedule As on As on
No. 31 .03.?201 4 31 .03.%01 3
CAPITAL AND LIABILITIES
Capital 1 188,42,22 188,35,29
Reserves and Surplus 2 2863,77,54 2668,72,85
Deposits 3 40582,82,87 36056,22,13
Borrowings 4 1915,19,11 1579,76,08
Other Liabilities and Provisions 5 1478,58,32 1033,31,65
Total 47028,80,06 41526,38,00
ASSETS
Cash and balances with
Reserve Bank of India 6 2152,73,34 1717,95,58
Balances with Banks and
Money at Call and Short Notice 7 184,66,90 235,84,18
Investments 8 15226,78,14 13432,48,47
Advances 9 28345,48,95 25207,67,88
Fixed Assets 10 197,48,10 166,95,65
Other Assets 11 921,64,63 765,46,24
Total 47028,80,06 41526,38,00
Contingent Liabilities 12 9007,93,21 6199,40,81
Bills for Collection 2838,63,21 1768,04,00
Significant Accounting Policies 17
Notes on Account 18
Sd/- Sd/- Sd/- Sd/-

M.S. Mahabaleshwar
Chief General Manager

Muralidhar K. Rao
Deputy General Manager

Sd/- Sd/- Sd/- Sd/-
Ananthakrishna T.S. Vishwanath D. Harshendra Kumar T.R. Chandrasekaran
Chairman S.V. Manjunath Dr. H. Ramamohan Usha Ganesh
Directors Directors Ramamohan Rao Belle
Directors

P. Jairama Hande
Senior General Manager & C.F.O

P. Jayarama Bhat
Managing Director & C.E.O

Refer our report of even date

For R.K. Kumar & Co For Kamath & Rau
Chartered Accountants Chartered Accountants
Firm Regn. No. 001595S Firm Regn. No. 001689S

Sd/- Sd/-
C R Sundararajan Srinivas S Kamath
Place: Mangalore Partner Partner
Date : May 15", 2014 M.No. 025400 M.No. 201716
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PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED 31°" MARCH, 2014

(000's omitted)
Schedule | For the year ended For the year ended
No. 31.03.2014 31.03.2013
T T
I. INCOME
Interest Earned 13 4188,82,82 3764,28,81
Other Income 14 505,58,17 397,64,13
Total 4694,40,99 4161,92,94
Il. EXPENDITURE
Interest Expended 15 3132,76,10 2860,55,63
Operating Expenses 16 874,60,10 666,03,58
Provisions and Contingencies 376,01,36 287,25,52
Total 4383,37,56 3813,84,73
lll. PROFIT
Net profit for the year 311,03,43 348,08,21
Profit brought forward 8,94 3,17
Total 311,12,37 348,11,38
IV. APPROPRIATIONS
Transfer to Statutory Reserve 147,00,00 160,00,00
Transfer to Capital Reserve 0 3,25,77
Transfer to Revenue Reserve 63,00,00 62,70,00
Transfer to Special Reserve u/s 36 (1) (viii) of IT Act 23,21,48 21,10,67
Transfer to Investment
Reserve Account -11,47,63 11,47,63
Transfer to Other Funds 1,00,00 1,30,00
Transfer to Proposed dividend 75,40,89 75,37,72
Transfer to Tax on proposed dividend 12,81,57 12,80,65
Balance carried over to Balance Sheet 16,06 8,94
Total 311,12,37 348,11,38
Earning per share
Basic 3 16.51 18.48
Diluted 3 16.50 18.46
Significant Accounting Policies 17
Notes on Account 18
Sd/- Sd/- Sd/- Sd/-
Muralidhar K. Rao P. Jairama Hande M.S. Mahabaleshwar P. Jayarama Bhat
Deputy General Manager  Senior General Manager & C.F.O Chief General Manager Managing Director & C.E.O
Sd/- Sd/- Sd/- Sd/-
Ananthakrishna T.S. Vishwanath D. Harshendra Kumar T.R. Chandrasekaran
Chairman S.V. Manjunath Dr. H. Ramamohan Usha Ganesh
Directors Directors Ramamohan Rao Belle
Directors
Refer our report of even date
For R.K. Kumar & Co For Kamath & Rau
Chartered Accountants Chartered Accountants
Firm Regn. No. 001595S Firm Regn. No. 001689S
Sd/- Sd/-
C R Sundararajan Srinivas S Kamath
Place: Mangalore Partner Partner
Date : May 15", 2014 M.No. 025400 M.No. 201716
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CASH FLOW STATEMENT FOR THE YEAR ENDED 31°" MARCH 2014

(000's omitted)
March 31, 2014 March 31, 2013
4 4 4 4
A CASH FLOW FROM OPERATING ACTIVITIES
Net profit before tax and extra ordinary items 548,95,23 465,30,17
Adjustments for :
Depreciation on Fixed Assets including
Lease Adjustment charges 25,563,22 24,03,31
Provisions and Contingencies 278,39,74 171,15,37
Amortisation of premium on Held to
Maturity Investments 34,77,28 7,88,19
338,70,24 203,06,87
Operating profit before working capital changes 887,65,47 668,37,04
Adjustment for :
i) Advances & Other Assets -3309,31,89 -4417,22,12
ii) Investments -1838,16,24 -567,69,56
iii) Deposits, Borrowings & Other Liabilities 4841,66,88 4652,50,59
-305,81,25 -332,41,09
Cash generated from operations 581,84,22 335,95,95
Direct taxes paid 177,91,33 233,21,81
Net cash flow from operating activities (A) 403,92,89 102,74,14
B CASH FLOW FROM INVESTING ACTIVITIES
Purchase of fixed assets -56,89,27 -39,47,19
Sale of fixed assets 2,56,42 -40,94
Net cash used in investing activities (B) -54,32,85 -39,88,13
C CASH FLOW FROM FINANCING ACTIVITIES
Proceeds from issue of share capital (net of expenses) 31,92 27,25
Proceeds from long term borrowings 121,00,70 100,81,60
Dividend paid (Including Tax on Dividend) -87,32,18 -75,71,83
Net Cash generated from Financing Activities(C) 34,00,44 25,37,02
Net increase in Cash & Cash equivalents (A+B+C) 383,60,48 88,23,03
Cash & cash equivalents as at (opening) 1953,79,76 1865,56,73
Cash & cash equivalents as at (closing) 2337,40,24 1953,79,76
Sd/- Sd/- Sd/- Sd/-

Muralidhar K. Rao
Deputy General Manager

P. Jairama Hande
Senior General Manager & C.F.O

M.S. Mahabaleshwar
Chief General Manager

P. Jayarama Bhat
Managing Director & C.E.O

Sd/- Sd/- Sd/- Sd/-
Ananthakrishna T.S. Vishwanath D. Harshendra Kumar T.R. Chandrasekaran
Chairman S.V. Manjunath Dr. H. Ramamohan Usha Ganesh

Directors

Directors

Ramamohan Rao Belle
Directors

Refer our report of even date

For Kamath & Rau
Chartered Accountants

For R.K. Kumar & Co

Chartered Accountants
Firm Regn. No. 001595S

Firm Regn. No. 001689S

Sd/- Sd/-
. C R Sundararajan Srinivas S Kamath
Place: Mangal(h)re Partner Partner
Date : May 15", 2014 M.No. 025400 M.No. 201716
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SCHEDULE ANNEXED TO THE BALANCE SHEET

(000's omitted)
As on 31.03.2014 As on 31.03.2013
3 4
SCHEDULE - 1 CAPITAL
Authorised Capital
30,00,00,000 Equity shares of ¥10/- each 300,00,00 300,00,00
(Previous Year 30,00,00,000 Equity shares of ¥10/- each)
Issued Capital
18,84,37,120 equity shares of 310 each 188,43,71 188,36,81
(previous year 18,83,68,058 equity shares of ¥10/- each)
Subscribed Capital
18,84,28,922 Equity shares of ¥10/- each 188,42,89 188,35,97
(previous year 18,83,59,660 Equity shares of ¥10/- each)
Paid-up Capital
18,84,12,372 Equity shares of ¥10/- each 188,41,24 188,34,31
(Previous year18,83,43,110 Equity shares of 10/- each)
Add : Forfeited Shares 98 98
Total 188,42,22 188,35,29
SCHEDULE - 2 RESERVES AND SURPLUS
|.Statutory Reserve
Opening balance 1376,00,00 1216,00,00
Additions during the year 147,00,00 160,00,00
1523,00,00 1376,00,00
Deductions during the year 0 0
Total 1523,00,00 1376,00,00
Il. Capital Reserve
Opening balance 66,94,56 63,68,79
Additions during the year 0 3,25,77
66,94,56 66,94,56
Deductions during the year 0 0
Total 66,94,56 66,94,56
11l. Share Premium
Opening balance 721,49,48 720,72,01
Additions during the year 93,52 77,47
722,43,00 721,49,48
Deductions during the year 0 0
Total 722,43,00 721,49,48
IV. Revenue and other Reserves
a) Revenue Reserve
Opening balance 409,25,00 346,55,00
Additions during the year 63,00,00 62,70,00
472,25,00 409,25,00
Deductions during the year 27,01,27 0
Total 445,23,73 409,25,00
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(000's omitted)
As on 31.03.2014 As on 31.03.2013
4 4
b) Special Reserve u/s 36(1)(viii) of IT Act
Opening balance 79,47,25 58,36,58
Additions during the year 23,21,48 21,10,67
102,68,73 79,47,25
Deletion during the year 0 0
Total 102,68,73 79,47,25
¢) Employee Stock Option Outstanding
Opening balance 3,99,99 4,56,11
Additions during the year 0 0
3,99,99 4,56,11
Deductions during the year 68,53 56,12
Total 3,31,46 3,99,99
d) Investment Reserve Account
Opening balance 11,47,63 0
Additions during the year 0 11,47,63
11,47,63 11,47,63
Deductions during the year 11,47,63 0
Total 0 11,47,63
V. Balance in Profit and Loss Account 16,06 8,94
GRAND TOTAL (ITOV) 2863,77,54 2668,72,85
SCHEDULE -3 DEPOSITS
A.l. Demand Deposits
1. From Banks 2,53,50 3,24,16
2. From others 2746,28,54 2459,11,33
2748,82,04 2462,35,49
Il. Savings Bank Deposits 7558,75,80 6519,97,03
lll. Term Deposits
1. From Banks 38,88,95 25,45,24
2. From others 30236,36,08 27048,44,37
30275,25,03 27073,89,61
Total: (I, Il and 1ll) 40582,82,87 36056,22,13
B. 1. Deposits of branches in India 40582,82,87 36056,22,13
2. Deposits of branches outside India 0 0
Total (1+2) 40582,82,87 36056,22,13
SCHEDULE - 4 BORROWINGS
I. Borrowings in India
1. Reserve Bank of India 665,00,00 350,00,00
2. Other Banks 8 48,97
3. Other Institutions and Agencies 650,19,03 439,27,36
4. Subordinated Debts for Tier Il Capital 600,00,00 600,00,00
Total 1915,19,11 1389,76,33
Il. Borrowings outside India 0 189,99,75
Total: (I and Il) 1915,19,11 1579,76,08
Secured borrowings included in | & Il above ¥ 279,90,97 Nil
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(000's omitted)
As on 31.03.2014 As on 31.03.2013
g 4
SCHEDULE -5 OTHER LIABILITIES AND PROVISIONS
I. Bills Payable 236,34,44 221,07,56
Il. Inter Office adjustments(Net) 2,47,61 1,01
lll. Interest accrued 125,19,04 95,91,65
IV. Deferred Tax Liability (Net) 205,89,99 89,70,00
V. Others (including Provisions) 908,67,24 626,61,43
Total 1478,58,32 1033,31,65
SCHEDULE - 6 CASH AND BALANCES WITH RBI
I. Cash in hand 300,91,19 273,67,99
(including foreign currency notes)
Il. Balances with Reserve Bank of India
1. In Current Account 1851,82,15 1444,27,59
2. In Other Accounts 0 0
Total 1851,82,15 1444,27,59
Total: (I and Il) 2152,73,34 1717,95,58
SCHEDULE -7 BALANCES WITH BANKS AND MONEY
AT CALL AND SHORT NOTICE
. ININDIA
i. Balances with Banks
a) In Current Accounts 41,03,27 54,10,85
b) In other deposit accounts 17,85,00 50,85,00
58,88,27 104,95,85
ii. Money at Call and Short Notice
a) With Banks 0 0
b) With other institutions 99,86,56 69,88,99
99,86,56 69,88,99
Total (i) & (ii) 158,74,83 174,84,84
Il. OUTSIDE INDIA
i. In Current Accounts 25,92,07 6,70,84
ii. In Other Deposit Accounts 0 54,28,50
iii. Money at Call and Short Notice 0 0
Total 25,92,07 60,99,34
Grand Total (I and ) 184,66,90 235,84,18
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(000's omitted)

As on 31.03.2014

As on 31.03.2013

54 54
SCHEDULE - 8 INVESTMENTS
l. Investments in India (Gross) 15323,79,39 13520,40,43
Less: Provision for depreciation 97,01,25 87,91,96
Net Investments In India 15226,78,14 13432,48,47
Break-up :
1. Government Securities 10434,00,34 8864,73,02
2. Other Approved Securities 0 0
3. Shares 149,85,70 163,89,38
4. Debentures and Bonds 1366,54,58 974,42,73
5. Subsidiaries and/or Joint Ventures 0 0
6. Others 3276,37,52 3429,43,34
Total 15226,78,14 13432,48,47
Il. Investments outside India 0 0
Total (1+11) 15226,78,14 13432,48,47
SCHEDULE - 9 ADVANCE
A) 1. Bills Purchased and discounted 958,20,15 957,25,03
2. Cash Credits, Overdrafts and
Loans repayable on demand 10769,76,00 12969,23,34
3. Term Loans 16617,52,80 11281,19,51
Total 28345,48,95 25207,67,88
B) 1. Secured by Tangible Assets (including book debts) 25250,78,15 20974,10,12
2. Secured by Bank/Government Guarantees 1811,41,97 3214,59,69
3. Unsecured 1283,28,83 1018,98,07
Total 28345,48,95 25207,67,88
C) 1. Advances in India
1. Priority Sectors 10882,20,40 9362,61,55
2. Public Sectors 768,55,95 1604,47,38
3. Banks 0 0
4. Others 16694,72,60 14240,58,95
Total 28345,48,95 25207,67,88
C) Il. Advances outside India
1. Due from Banks 0 0
2. Due from others 0 0
a) Bills Purchased and Discounted 0 0
b) Syndicated Loans 0 0
c) Others 0 0
Total 0 0
GRAND TOTAL (C.1and C. ll) 28345,48,95 25207,67,88
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(000's omitted)
As on 31.03.2014 As on 31.03.2013
54 54
SCHEDULE - 10 FIXED ASSETS
. Premises
At cost as on 31st March of the preceding year 111,10,01 109,10,15
Additions during the year 20,70,04 3,563,560
131,80,05 112,63,65
Deductions during the year 13,62 1,563,64
131,66,43 111,10,01
Depreciation to-date 34,32,17 31,56,40
Total 97,34,26 79,53,61
Il. Other Fixed Assets (including Furniture and Fixtures)
At cost as on 31st March of the preceding year 256,33,16 225,44,59
Additions during the year 36,19,24 37,31,67
292,52,40 262,76,26
Deductions during the year 5,26,55 6,43,10
287,25,85 256,33,16
Depreciation to date 187,12,01 168,91,12
Total 100,13,84 87,42,04
Total (1+11) 197,48,10 166,95,65
SCHEDULE - 11 OTHER ASSETS
. Interest accrued 261,83,01 240,08,87
Il. Tax paid in advance/tax deducted at source (net of provisions) 445,44,63 271,20,18
lll. Stationery and Stamps 6,03,37 4,34,44
IV. Non-Banking Assets acquired in satisfaction of claims 1,61,02 19,47
V. Others 206,72,60 249,63,28
Total 921,64,63 765,46,24
SCHEDULE - 12 CONTINGENT LIABILITIES
I. Claims against the Bank not acknowledged as debts 32,55,564 28,69,22
Il. Liability for Partly paid investments 0 0
lll. Liability on account of outstanding Forward
Exchange Contracts including derivatives 6596,36,52 4027,77,77
IV. Guarantees given on behalf of constituents
a) In India 1802,29,41 1561,69,14
b) Outside India 0 0
V. Acceptances, Endorsements and other Obligations 576,71,74 581,24,68
VI. Other items for which the bank is contingently liable 0 0
Total 9007,93,21 6199,40,81
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SCHEDULES TO PROFIT & LOSS ACCOUNT FOR THE YEAR ENDED 31°" MARCH, 2014

(000's omitted)
As on 31.03.2014 As on 31.03.2013
54 4
SCHEDULE - 13 INTEREST EARNED
I. Interest / discount on advances / bills 3161,55,17 2817,72,11
Il. Income on Investments 1021,92,23 938,42,77
Ill. Interest on balances with R.B.l / other Inter-Bank funds 2,72,66 3,66,89
IV. Others 2,62,76 4,47,04
Total 4188,82,82 3764,28,81
SCHEDULE - 14 OTHER INCOME
I. Commission, Exchange and Brokerage 213,65,44 187,15,12
Il. Profit on sale of Investments (net) 101,69,70 53,09,56
Ill. Profit on Revaluation of Investments (net) 0 0
IV. Profit on sale of Land, Buildings and Other Assets (net) 1,72,82 -1,69,04
V. Profit on Exchange Transactions(net) 39,24,07 33,25,75
VI. Income earned by way of dividends etc., from Subsidiaries/

Companies and / or Joint Ventures abroad / in India 0 0
VII. Miscellaneous income 149,26,14 125,82,74
Total 505,58,17 397,64,13
SCHEDULE - 15 INTEREST EXPENDED
1. Interest on deposits 2975,93,90 2726,25,33
2. Interest on Reserve Bank of India / Inter-Bank Borrowings 51,88,28 52,58,18
3. Others 104,93,92 81,72,12
Total 3132,76,10 2860,55,63
SCHEDULE - 16 OPERATING EXPENSES

I. Payments to and provisions for employees 525,40,12 375,07,81
Il. Rent, Taxes and Lighting 73,30,25 60,59,73
lll. Printing and Stationery 7,22,35 5,05,10
IV. Advertisement and Publicity 6,28,15 5,54,18
V. Depreciation on Bank's property 25,52,90 24,02,98
VI. Directors' fees, allowances and expenses 98,74 73,45
VII. Auditors' fees and expenses (including branch audit fees) 2,11,02 1,74,51
VIIl. Law charges 1,63,33 1,65,35
IX. Postage, telegrams, telephones etc. 11,17,99 9,40,19
X. Repairs and maintenance 17,64,58 16,38,65
Xl. Insurance 42,13,69 33,81,93
XIll. Other expenditure 161,16,98 131,99,70
Total 874,60,10 666,03,58
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SCHEDULE-17

BASIS OF PREPARATION AND SIGNIFICANT ACCOUNTING POLICIES ADOPTED IN PREPARING FINANCIAL
STATEMENTS

GENERAL:

The Karnataka Bank Limited incorporated at Mangalore in India is a publicly held Banking Company governed
by the Banking Regulation Act,1949 and is engaged in providing a wide range of banking & financial services
involving retail, corporate banking and para-banking activities in addition to treasury and foreign exchange
business.

BASIS OF PREPARATION:

The accompanying financial statements have been prepared following the going concern concept, on historical
cost basis and confirm to the Generally Accepted Accounting Principles, (GAAP) in India which encompasses
applicable statutory provisions, regulatory norms prescribed by the Reserve Bank of India (RBI) from time to time,
notified Accounting Standards (AS) issued under the Companies (Accounting Standards) Rules, 2006 to the
extent applicable and current practices prevailing in the banking industry in India.

The preparation of the financial statements require management to make estimates and assumptions that affect
the reported amounts of assets and liabilities including contingent liabilities as of the date of the financial
statements and the reported income and expenses during the reported period. The Management believes that
the estimates and assumptions used in the preparation of the financial statements are prudent and reasonable.
Actual results could differ from these estimates. The differences, if any between estimates and actual will be
dealtappropriately in future periods.

SIGNIFICANT ACCOUNTING POLICIES

1. REVENUE RECOGNITION:
Income is accounted for on accrual basis except in respect of income from Non Performing Assets,
commission, exchange, FITL and rent on safe deposit lockers, which are all accounted on cash basis.
Recoveries made in Non-performing advances (NPAs) are appropriated towards the principal, interest and
charges in the order of demand except in the case of One Time Settlement (OTS) where recoveries are first
adjusted to Principal balance.

2. INVESTMENTS:
Investments are classified under the heads “Held to Maturity”, “Available for Sale” and “Held for Trading”
categories and are valued in accordance with the RBI guidelines. The value, net of depreciation is shown in
the Balance Sheet.
The excess of acquisition cost over the face value of securities under “Held to Maturity” category is
amortised over the remaining period to maturity.
Transfers of scrip, if any, from one category to another, are done at the lowest of the acquisition cost / book
value/market value on the date of transfer and the depreciation, if any, on such transfers is fully provided for.

Provisions for non-performing investments are made as per RBI guidelines.

3. DERIVATIVE CONTRACTS:
Derivative contracts are designated as hedging or trading and accounted in accordance with Reserve Bank
of India's guidelines.
Derivatives deals for trading are marked to market and net depreciation is recognised while net appreciation
isignored.
Derivatives used for hedging are marked to market in cases where the underlying assets / liabilities are
marked to market and Income / expenditure is accounted on accrual basis.

4. ADVANCES:
Advances are classified into (a) Standard; (b) Sub-Standard; (c) Doubtful; and (d) Loss assets, in accordance
with the RBI Guidelines and are stated net of provisions made towards Non- performing advances and
unrealised interest. Provisions are made in accordance with the prudential norms prescribed by Reserve
Bank of India.
In case of financial assets sold to Securitisation/reconstruction Company, if the sale is at a price below the
net book value (NBV), the shortfall is debited to the Profit and Loss account. If the sale is for the price higher
than the net book value, excess provision held is not reversed but held till redemption of the security receipt,
wherever applicable.
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FIXED ASSETS:

Premises and other fixed assets have been shown at cost as reduced by depreciation written off to date.
Land and buildings are capitalized based on conveyance / letters of allotment / physical possession of the
property. Software is capitalised along with computer hardware and included under Other Fixed Assets.

DEPRECIATION:

Depreciation on fixed assets is provided on Written Down Value (WDV) method as per the rates and in the
manner specified under Schedule — XIV of the Companies Act 1956, except in respect of computers
(including software) where depreciation is provided at a flat rate of 33.33 % on Straight Line Method (SLM)
as per RBI guidelines, which is more than the amount required to be charged off under schedule — XIV of
the Companies Act 1956.

Depreciation on assets purchased during the year is computed up to the end of the year including for the
entire month in which the asset is capitalised, and on assets sold/scrapped, up to the end of the month in
whichitis sold/scrapped.

Premium paid on lease hold properties is charged off over the lease period.

Depreciation of leased assets is calculated so as to spread the depreciable amount over the primary lease
period.

Carrying amount of assets is reviewed at each balance sheet date for indication of impairmentif any and is
recognized wherever the carrying amount of an asset exceeds its recoverable value.

FOREIGN CURRENCY TRANSACTIONS:

Monetary Assets and Liabilities, Forward Exchange Contracts, Guarantees, Letters of Credit,
Acceptances, Endorsements and other obligations are evaluated at the closing spot rates / Forward rates
for the residual maturity of the contract, as published by FEDAI and in accordance with the Accounting
Standard 11.

Income and expenditure items are translated at the exchange rates ruling on the respective dates of the
transaction.

The gain or loss on evaluation of outstanding monetary assets/ liabilities and Foreign Exchange Contracts
are taken to Profitand Loss Account.
EMPLOYEE BENEFITS:

Contribution made by the Bank to the Provident Fund and Contributory Pension Scheme are charged to
the Profitand Loss Account.

Contribution to the recognised Gratuity Fund, Pension Fund and en-cashable Leave are determined and
recognised in the accounts based on actuarial valuation as at the Balance Sheet date and net actuarial
gains/Losses are recognised as per the Accounting Standard 15.

Provisions for short term employee benefits are accounted for on an estimated basis.

EMPLOYEE STOCK OPTION:

The Bank uses Intrinsic Value method to account for compensation cost of stock options granted to
employees of the Bank. Intrinsic value is the amount by which the quoted market price of the underlying
shares exceeds the exercise price of the options.

SEGMENT REPORTING:

The Bank recognises the Business Segment as the Primary Reporting Segment and Geographical
Segment as the Secondary Reporting Segment, in accordance with the RBI guidelines and in compliance
with the Accounting Standard 17.

Business Segment is classified into (a) Treasury (b) Corporate and Wholesale Banking, (c) Retail Banking
and (d) Other Banking Operations.

Geographical Segment consists only of the Domestic Segment since the Bank does not have any foreign
branches.

60



11.

12.

13.

14.

15.

XﬁX The Karnataka Bank Ltd.

SHARE ISSUE EXPENSES:
Share issue expenses are adjusted in share premium account.

EARNINGS PER SHARE:

Earnings per share are calculated by dividing the net profit or loss for the year attributable to the equity
share holders by the weighted average number of equity shares outstanding during the year.

Diluted Earnings per equity share are computed by using the weighted average number of equity shares
and dilutive potential equity share outstanding as atthe year end.

TAXATION:

Tax expenses comprise current and deferred taxes. Current income tax is measured at the amount
expected to be paid to the tax authorities in accordance with the Income Tax Act 1961 and are made after
due consideration of the judicial pronouncement and legal opinions.

Deferred income taxes reflect the impact of current year timing differences, between taxable income and
accounting income for the year and reversal of timing differences of earlier years. Deferred tax is
measured based on the tax rates and the tax laws enacted or substantively enacted at the Balance Sheet
date. Deferred tax assets are not recognised unless there is a virtual certainty that sufficient future taxable
income will be available against which such deferred tax assets will be realised.

PROVISIONS AND CONTINGENT LIABILITIES:

A provisionis recognised when there is an obligation as a result of past event, itis probable that an outflow
of resources will be required to settle the obligation and in respect of which a reliable estimate can be
made. Provisions are not discounted to their present value and are determined based on the best estimate
required to settle the obligation as at the balance sheet date. These are reviewed at each balance sheet
date and adjusted to reflect the current best estimates.

In case where the available information indicates that the loss on the contingency is reasonably possible
but the amount of loss cannot be reasonably estimated, a disclosure is made in the financial statements
under Contingent Liabilities.

NET PROFIT:

The net profit disclosed in the Profit & Loss Account is after making provisions for (i) Taxes, (ii) Non
Performing Assets, (iii) Standard Advances, (iv) Restructured advances, and (v) Investments and other
necessary and applicable provisions.

SCHEDULE - 18
NOTES ON ACCOUNTS FORMING PART OF THE BALANCE SHEET AS ON 31" MARCH 2014, THE PROFIT AND
LOSS ACCOUNT AND THE CASH FLOW STATEMENT FOR THE YEAR ENDED 31*MARCH 2014.

1. Disclosures as per RBI requirement:

1.1 Capital:
SI. Particulars Current Year Previous Year
No. Basel Il Basel Il Basel Il
a | Common Equity Tier 1 capital ratio (%) 10.73 10.82 10.51
b | Tier 1 capital ratio (%) 10.73 10.82 10.51
¢ | Tier 2 capital ratio (%) 2.47 2.48 2.71
d | Total Capital ratio (CRAR) (%) 13.20 13.30 13.22
e | Amount of equity capital raised Nil Nil Nil
f | Amount of additional Tier 1 capital raised, of which Nil Nil Nil
- PNCPS Nil Nil Nil
- PDI Nil Nil Nil
g |Amount of Tier 2 capital raised (X in crore) Nil Nil 250.00
of which
— Debt capital instruments (% in crore) Nil Nil 250.00
— Preference share capital instruments (% in crore) Nil Nil Nil
— Perpetual cumulative preference shares(PCPS) Nil Nil Nil
—Redeemable non cumulative preference shares (RNCPS) Nil Nil Nil
— Redeemable cumulative preference shares (RCPS) Nil Nil Nil
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1.2 Investments (X in Crore)
Si.No. Particulars Current Year Previous Year
1 Value of Investments
A Gross Value of Investments
a InIndia 15323.79 13520.40
b Outside India Nil Nil
B Provisions for Depreciation
a InIndia 97.01 87.92
b Outside India Nil Nil
C Net Value of Investments
a InIndia 15226.78 13432.48
b Outside India Nil Nil
2 Movement of provisions held towards

depreciation on investments

a Opening balance 87.92 119.36
b Add: Provisions made during the year 26.99 Nil
c Less: Write-off / write back of excess

provisions during the year 17.90 31.44

d Closing balance 97.01 87.92

1.2.1 Repo Transactions (inface value terms) & in Crore)
Sl.No. Particulars Outstanding during Outstanding

the Year Ason
. Daily 31.03.2014
Min Max Average

1 Securities sold under Repo

a Government securities 25.00 250.00 113.85 190.00
b Corporate Debt securities Nil Nil Nil Nil
2 Securities purchased under reverse Repo

a Government securities 15.00 135.00 5.34 Nil
b Corporate Debt securities Nil Nil Nil Nil

1.2.2 Non-SLR Investment Portfolio

1.2.2.i Issuer composition of Non-SLR investments: ® in Crore)
sl Extent of Extent of 'below | Extent of | Extent of
N : Issuer Amount Private investment 'un-rated' | 'un-listed'

0. placements | grade' securities | securities | securities
(1) (2) (3) (4) (5) (6) )
1 PSUs 658.26 361.16 Nil Nil Nil
2 Financial Institutions 2910.82 2517.58 Nil Nil Nil
3 Banks 538.73 31.99 Nil Nil Nil
4 Private Corporates 330.37 168.12 34.79 Nil 2.00
5 Subsidiaries / joint ventures Nil Nil Nil Nil Nil
6 Others 427.77 70.90 Nil Nil Nil
7 Less Provision held

towards deprecation 73.17
TOTAL 4792.78

Amounts reported under columns (4) to (7) above are not mutually exclusive
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1.2.2.ii Non-performing Non-SLRInvestments ® in Crore)
Particulars Current Year Previous Year
Opening Balance 12.85 Nil
Additions during the year 1.26 12.85
Reductions during the above period Nil Nil
Closing Balance 14.11 12.85
Total Provision Held 14.11 12.85

1.2.2.iii. Sale and transfersto/from HTM Category

Sale and transfers made during the financial year 2013-14 of securities to/from HTM Category exceeding 5% of
the book value of investments held in HTM category in the beginning of the year is NIL.

1.3 Derivatives

1.3.1 Forward Rate Agreement/ Interest Rate Swap: Nil

1.3.2 Exchange Traded Interest Rate Derivatives: Nil

1.3.3 Disclosure onrisk exposure in Derivative

(i) Qualitative Disclosure:

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

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

The Mid Office is handled by Risk Management Department. Daily report is generated by Risk Management
department for appraisal of the risk profile to the senior management for Asset and Liability management.

The Bank's policy lays down that the transactions with the corporate clients are to be undertaken only after the
inherent credit exposures are quantified and approved in terms of the approval process laid down in the
Derivative Policy for customer appropriateness and suitability and necessary documents like ISDA agreements
etc. are duly executed. The Bank adopts Current Exposure Method for monitoring the credit exposures. Besides,
the Bank also uses financial derivative transactions for hedging it's 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 aregular basis and the notional profits or losses are calculated on MTM basis.

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 discount are being followed.

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

(ii) Quantitative Disclosure:  in Crore)
SI. No. Particulars Currency Derivatives Interest Rate Derivatives
1 Derivatives (Notional Principal Amount)
a Hedging 2458.98 Nil
b Trading 4515.68 Nil
2. Marked to Market Positions
Assets(+) 211.87 Nil
Liabilities(-) (192.21) Nil
Credit Exposure 343.80 Nil
4. Likely impact of 1% change in interest
Rates (100*PV01)
a On hedging derivatives Nil Nil
b On trading derivatives Nil Nil
5. Maximum and Minimum of 100*PV01
observed during the year
a On hedging Nil Nil
b On trading Nil Nil
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1.4 Asset Quality
1.4.1 Non-Performing Assets

(% in crore)

SI. No. Particulars Current Year | Previous Year
1 Gross NPA to Gross Advances (%) 2.92 2.51
2 Net NPA to Net Advances (%) 1.91 1.51
3 Movement of NPAs (Gross)
a) Opening Balance 638.86 684.72
b) Additions during the year 653.88 413.45
c) Reductions during the year 456.80 459.31
d) Closing balance 835.94 638.86
4 Movement of Net NPAs
a) Opening Balance 377.75 435.20
b) Additions during the year 508.26 312.15
c¢) Reductions during the year 347.97 369.60
d) Closing balance 538.04 377.75
5 Movement of provisions for NPAs
(Excluding Countercyclical provisions)
a) Opening Balance 198.41 218.47
b) Provision made during the year 210.54 172.33
c) Write off / write back of excess provision 137.42 192.39
d) Closing balance 271.53 198.41
1.4.2. Details of Loan assets subjected to Restructuring: (% in crore)
,:II)' Type of Under CDR Mechanism Under SME Debt Restructuring Others Total
Asset Classification-> STD | SS DS LS | Total | STD | SS DS LS | Total | STD| SS DS LS | Total | STD | sS DS LS [ Total
1 No.of 8 1 2 1 12 2 2 0 0 4| 515 52| 242 44| 913] 585 55| 244 45| 929
Accounts as on Amount
April 1 of the FY i 157.18| 47.95 | 935 | 2.83 | 217.31] 18.29 | 12.93 0 0| 31.221369.99] 18.70| 63.36| 2.45|1454.50(1545.46| 79.58| 72.71| 5.28 [1703.03
(opening figures) Provisionthereon | 5.48| 8.67 [ 6.39 283 | 2337 053 [ 3.02| 0.0 0 3.55 [ 94.83] 3.07| 29.23| 2.45| 129.58 100.84| 14.76| 35.62| 5.28 | 156.50
2 | Fresh No. of 6 0 0 0 6 3 0 0 0 3 250 1 2 1] 254 259 1 2 1 263
Restructuring Amount
During i 251.77 0| 242 | 036 | 260.55| 15.58 0 0 0| 1558 | 277.65| 24.89| 6.92| 006 30952 551.00| 24.89| 9.34| 042 585.65
the Year Provisionthereon’| 33.04 0| 160 [ 036 3500 o064 0 0 o o64] 1572] 618 1047] 013] 3250[ 4940 6.18] 12.07] 049] 68.14
3| up to No. of 0 0 0 0 0 1 i 0 0 0 10 3 6 i 0 11 4 6 i 0
restructured Amount
standard category i 0 0 0 0| 000 003| -0.03 0 0| 000| 2803 -0.06] -27.95| -0.02| 0.0 28.06| -0.09| -27.95| -0.02| 0.00
during the FY Provision thereon 0 0 0 0| 000 001[ -001 0 0| o000 1031 -0.01] -1028] -002] o0.00[ 1032 -0.02] -10.28] -0.02] 0.00
4 | Restructured No. of
standard advances | borrowers 0 0 -1 -1 -62] -62 -63 -63
which cease to
attract higher
provisioning and / or | Amount
additional risk outstanding 0 0.00| -2.47 247 | -68.45 -68.45| -70.92 -70.92
weight at the end of
the FY and hence
need not be shown -
as restructured Provision
standard advances | thereon 0 0.00( -0.10 010 -1.23 2123 133 133
at the beginning of
the next FY
5| D ions of [ No. of of 4 1 0 0 0 1 1 0 0 -32 -1 16 17 of 32 3 18 17 0
restructurzd ) Amount
f;:‘g'/"‘s unng i 0 -47.95 | 47.95 0| o000 0| 1290 12.90 0| 000| -30.15 -1067| 40.65| 017 0.00] -30.15| -71.52| 101.50| 017[ 0.00
Provisionthereon |  0.00 -8.67 | 8.67 o 000 o 301 301 o o000 -105] -209] 308 006 o000 -1.05] -13.77| 1476] 006 0.00
6 | Write-offs of No. of 2 0 -1 0 -3 -1 0 0 0 -1 66] 15| 56) 43| -180] 9] 15| 67 43| 184
restructured Amount
accounts during outstanding -12.58 0| -8.00 0| -20.58| -15.81 0 0 0| -15.81| -310.6| -389| -3.12| -243|-320.04[-338.99| -3.89| -11.12| -243|-356.43
the FY Provision thereon’| -0.79 0 577 0| 498] -0.44 0 441 0| 397 863 -040] 9.01 -2.39| -2.41] -9.86] -0.40| 19.19] -2.39| 6.54
7 No. of borrowers 12 0 2 1 15 4 0 1 0 5 675 34 198 18)  925) 691 34| 201 19 945
Accounts as on Amount
March 31 of the FY i 402.37 0 [ 5172 | 319 | 457.28 15.62 0| 1290 | 000 | 28.52|1266.47| 28.97| 79.86| 0.23[1375.53|1684.46 28.97| 144.48| 3.42 [1861.33
(Closing Figure) Provision thereon | 37.73 0 [ 2243 | 319 | 6335 0.64 0| 742 0| 806 10995 6.75] 4151] 023 158.44] 14832 6.75| 71.36| 342 229.85

*#Provision including incremental provision on opening balance
Note: 1. The figures under Sr. No.2 include ¥188.59 crore of fresh / addition to existing restructured accounts.
2. Write-offs of restructured accounts during the year include reduction of ¥346.19 crore from existing restructured accounts by way of closure/recovery.

64



XﬁX The Karnataka Bank Ltd.

1.4.3 Details of Financial Assets sold to Securitization/Reconstruction Company for Asset Reconstruction:

(R in crore)
SI. No. Particulars Current Year Previous Year
1 No of Accounts 2 9
2 Aggregate Value (net of Provisions) of accounts sold to SC/RC 0.10 93.44
3 Aggregate consideration 22.29 142.86
4 Additional consideration realised in respect of accounts
transferred in earlier years Nil Nil
5 Aggregate Gain / (Loss) over net book value 22.19 49.42
1.4.4 Details of Non-performing Financial assets purchased/sold:
The Bank has not purchased/sold any Non Performing Assets to banks during the financial year 2013-14.
1.4.5 Provisions on Standard Assets: ( in crore)
Item Current Year Previous Year
Provisions towards Standard Assets 172.92 120.94
1.5 Business Ratios
Sl.No. Particulars Current Year Previous Year
1 Interest Income to working funds 9.54% 9.63%
2 Non-interestincome to working funds 1.15% 1.02%
3 Operating profits to working funds 1.56% 1.63%
4 Return on Assets 0.71% 0.89%
5 Business (Deposits Plus Advances) per employee (X in crore) 9.59 9.66
6 Profit per employee (R in crore) 0.04 0.05
1.6 Asset Liability Management:
Maturity Pattern of certain items of assets and liabilities: ( in crore)
; Foreign Foreign
Deposits | Advances | Investments | Borrowings | Currency | Currency
Assets Liabilities
1day 186.94 740.95 356.46 754.91 215.80 20.58
2to7days 416.60 190.05 333.57 0.00 424.85 441.95
8to 14 days 658.95 384.56 0.43 0.00 175.19 152.80
15-28 Days 585.65 221.18 72.16 0.00 167.74 105.22
29 Daysto 3Months 2354.28 1800.43 311.22 0.00 1504.56 | 1591.15
Over 3 Months and
up to 6 Months 2165.62 1460.14 208.61 104.49 879.82 838.17
Over 6 Months and
up to 12 Months 5033.88 2998.43 675.54 99.28 280.64 352.89
Over 1 Year and
up to 3 years 15587.86 13300.88 2911.86 266.51 12.58 62.79
Over 3 Years and
up to 5 Years 6895.30 3053.56 2712.74 440.00 0.00 86.07
Overb5 Years 6697.75 4195.30 7644.19 250.00 0.00 7.30
Total 40582.83 | 28345.48| 15226.78 1915.19 3661.18 | 3658.92
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1.7 Exposures
1.7.1 Exposure to Real Estate Sector:

(R in crore)

SI. No.

Particulars

Current Year

Previous Year

Direct exposure

Residential Mortgages:

Lending fully secured by mortgages on residential property
that is or will be occupied by the borrower or that is rented

3111.24

2188.59

Of which, individual housing loans eligible for inclusion in
priority sector advances

1662.31

1432.42

Commercial Real Estates:

Lending (including Non-Fund Based Limits) secured by
mortgages on commercial real estate (office buildings, retail
space, multi-purpose commercial premises, multi-family
residential buildings, multi-tenanted commercial premises,
industrial or warehouse space, hotels, land acquisition,
developmentand construction, etc.)

1894.20

1075.39

Investments in Mortgage Backed Securities (MBS) and other
securitised exposures:

Residential

Nil

Nil

Commercial Real Estate

Nil

Nil

Indirect Exposure
Fund based and non fund based exposures on National
Housing Bank (NHB) and Housing Finance Companies (HFCs)

12.19

15.62

Total Exposure to Real Estate Sector

5017.63

3279.50

1.7.2 Exposure to Capital Market

(R in crore)

SI. No.

Category

Current Year

Previous Year

1

Direct investments in equity shares, convertible bonds, convertible
debentures and units of equity oriented mutual funds the corpus of which
is not exclusively invested in corporate debts

179.52

198.04

Advances against shares / bonds / debentures or other securities or on
clean basis to individuals for investment in shares (including IPOs /
ESOPS), convertible bonds and convertible debentures and units of equity
oriented mutual funds.

Nil

Nil

Advances for any other purposes where shares or convertible bonds or
convertible debentures or units of equity oriented mutual funds are taken
as primary security

Nil

Nil

Advances for any other purposes to the extent secured by the collateral
security of 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'.

Nil

Nil

Secured and unsecured advances to stockbrokers and guarantees issued
on behalf of stockbrokers and market makers

40.50

48.15

Loans sanctioned to corporate against the security of shares / bonds /
debentures or others securities or on clean basis for meeting promoters
contribution to the equity of new companies in anticipation of raising
resources:

Nil

Nil

Bridge loans to companies against expected equity flows / issues

Nil

Nil

Underwriting commitments taken up by the banks in respect of primary
issue of shares or convertible bonds or convertible debentures or units of
equity oriented mutual funds

Nil

Nil

Financing to Stockbrokers for margin trading

Nil

Nil

Allexposures to Venture capital funds (both registered and unregistered)

Nil

Nil

Total capital market exposure

220.02

246.19
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1.7.3 Risk category-wise Country Exposure: & in crore)
Risk Category Exposure (net) Provision held Exposure (net) Provision held
as at 31.03.2014 as at 31.03.2014 as at 31.03.2013 as at 31.03.2013
Insignificant 115.36 Nil 62.86 Nil
Low 148.54 Nil 245.66 Nil
Moderate 4.81 Nil 12.18 Nil
High 0.49 Nil 1.23 Nil
Very High Nil Nil Nil Nil
Restricted 2.81 Nil 5.83 Nil
Off-Credit Nil Nil Nil Nil
TOTAL 272.01 Nil 327.76 Nil

The netfunded exposure of the bank in respect of foreign exchange transactions with each country is within 1%
of the total assets of the Bank and hence no country risk provision is required as per extant RBI guidelines. Bank
has used 7 categories of classifications followed by ECGC for the purpose of classification and making provision
for country risk exposures.

1.7.4 Details of Single Borrower Limit (SBL)/ Group Borrower Limits (GBL) exceeded by the Bank:

During the year ended 31-03-2014, the Bank has not exceeded the Individual / Group borrowers'
prudential exposure limits fixed by RBI

1.7.5 Unsecured Advances:

The Bank has not granted any finance to projects against collaterals by way of intangible securities such
as charge overtherights, licences, authorisations, etc.

1.8. Penalties imposed by RBI:

No penalty has been imposed by Reserve Bank of India during the year (Previous year3 Nil)

2. Accounting Standards:

In compliance with the guidelines issued by the Reserve Bank of India regarding disclosure
requirements of the various Accounting Standards, following information is disclosed:

21 Accounting Standard 5 - Net Profit or Loss for the period, Prior period items and changes in
accounting policies
Employees cost includes ¥76.02 crore being the incremental cost on account of liabilities for
superannuation Schemes in line with the Policy framed by the Board considering the guidelines issued
by IBAin thisregard.

There are no material prior period items.

2.2 Accounting Standard 9 - Revenue Recognition:

Revenue is recognized as per accounting policy No. 3 of Schedule 17 to the financial statements.
Certain items ofincome are recognized on cash basis and such income are not material.

2.3 Accounting Standard 15 - Employee Benefits:

2.3.1 Various Benefits made available to the Employees are:

a) Pension: The Bank has a defined benefit plan under Pension Trust to cover employees who have joined
employment prior to 31* March 2010 and who have opted for Pension Scheme under the Pension &
Group Schemes unit of LIC of India, provided they have completed 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 basis of actuarial valuation and is covered by purchase of
annuity from LIC. The employees who have joined employment after 31* March 2010 are covered under
contributory pension scheme.

b) Gratuity: In 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 to the eligible employees on retirement, death, incapacitation or termination of employment
of amounts that 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 trust.
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. The

liability for encashment of such leave is determined and provided on the basis of actuarial valuation.
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Provident Fund: The Bank pays fixed contribution to Provident Fund at predetermined rates to a
separate trust, which invests the funds in permitted securities. The contribution to the fund is
recognised as expense and is charged to the profit and Loss account. The obligation of the Bank is

limited to such contributions. As on 31* March 2014, there was no liability due and outstanding to the

fund by the Bank.
Other employee Benefits: Other than the employee benefits listed above, the Bank also gives certain
other benefits to the employees, which include Medical aid, reimbursement of hospitalization expenses
to the employees/their family members and compensated absence such as sick leave and casual leave
etc. The bank has made provision for such liabilities on an ad-hoc basis
The summarized position of Post-employment benefits and employee's long term benefits are
recognized in the financial statements as required in accordance with Accounting Standard - 15 and are

as under:

SI.No. Particulars Pension Gratuity Leave
(Funded) (Funded) Encashment
(Un Funded)
1 Method of Valuation Projected Unit Credit
2 Discount rate 9.10% 9.10% 9.10%
3 Salary escalation rate 5.00% 5.00% 5.00%
4 Rate escalation in Basic Pay 5.00% 5.00% 5.00%
5 Attrition rate No assumption made 5.00%
6 Rate of escalation in pension 5.00%
7 Expected rate of return on plan assets 9.10% 9.10%
8 Mortality LIC (94-96) Table of mortality rates
Changes in the present value of obligations (PVO)- Reconciliation of opening and closing Balances & in crore)
SI.No. Particulars Pension Gratuity Leave
(Funded) (Funded) Encashment
(Un Funded)
1 Present Value of defined benefit obligation
asat 1" April 2013 441.03 100.38 52.39
2 Interest Cost 41.50 9.86 4.45
3 Current Service Cost 18.18 4.37 2.97
4 Past Service Cost - Unrecognized 23.59 7.82 Nil
5 Past Service Cost- Recognized 23.58 7.83 Nil
6 (Less) Benefits Paid (39.09) (11.98) Nil
7 Actuarial Loss/(Gain) on Obligations 100.26 21.49 4.54
8 Present Value of defined benefit obligation
asat31"March 2014 609.05 139.76 64.35
Changes in Fair value of Plan Assets — Reconciliation of Opening and Closing Balances & in crore)
SL.No. Particulars Pension Gratuity Leave
(Funded) (Funded) Encashment
(Un Funded)
1 Fair Value of Plan Assets at the beginning of the year 488.48 116.05 52.39
2 Expected return on Plan Assets 44.45 10.56 Nil
3 Banks Contribution related to previous year (0.28) (0.04) Nil
4 Banks Contribution related to Current year 130.76 21.46 11.96
5 (Less) Benefits Paid (39.09) (11.98) Nil
6 Actuarial gain / (Loss ) on plan assets (15.27) 3.71 Nil
7 Fair Value of Plan Asset at the end of the year 609.05 139.76 64.35
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Actual Return on Plan Assets R in crore)
SI.No. Particulars Pension Gratuity Leave
(Funded) (Funded) Encashment
(Un Funded)
Expected return on Plan Assets 44.45 10.56 Nil
2 Actuarial Gain / (Loss) on plan Assets (15.27) 3.71 Nil
3 Actual return on Plan Assets 29.18 14.27 Nil
Actuarial Gain / Loss Recognized R in crore)
Sl.No. Particulars Pension Gratuity Leave
(Funded) (Funded) Encashment
(Un Funded)
1 Actuarial Gain / (loss) for the period — Obligations (100.26) (21.49) 454
2 Actuarial Gain / (loss) for the period — Plan Assets (15.27) 3.71 Nil
3 Total (Gain) / loss for the period — Plan Assets (2-1) 115.53 17.78 454
4 Actuarial (Gain) / loss recognized in the year 115.53 17.78 454
5 Unrecognized actuarial (gain) / loss at the end
of the year Nil Nil Nil
Amounts recognized in Balance Sheet and related analysis (R in crore)
SI.No. Particulars Pension Gratuity Leave
(Funded) (Funded) Encashment
(Un Funded)
1 Presentvalue of the obligations 609.05 139.76 64.35
2 Fair Value of Plan Assets 609.05 139.76 64.35
3 Differences (Assets-obligations) Nil Nil Nil
4 Unrecognized past service cost-non vested benefits (23.59) (7.82) Nil
5 Assets recognized in the Balance Sheet 23.59 7.82 Nil
6 Liability recognized in the Balance Sheet 585.46 131.94 64.35
Expenses recognized in the statement of Profit and Loss Account (R in crore)
Sl.No. Particulars Pension Gratuity Leave
(Funded) (Funded) Encashment
(Un Funded)
1 Current Service Cost 18.18 4.37 2.97
2 Interest Cost 41.50 9.86 4.45
3 Expected Return on Plan Assets (44.45) (10.56) Nil
4 Net actuarial (Gain) / Loss recognized in the year 115.53 17.78 4.54
5 Past Service Cost-recognized 23.58 7.83 Nil
6 Expenses recognized in the statement of
Profit and Loss Account 154.34 29.28 11.96
Movements in the Liability recognized in the Balance Sheet (R in crore)
SI.No. Particulars Pension Gratuity Leave
(Funded) (Funded) Encashment
(Un Funded)
1 Opening Net Liability 441.03 100.38 52.39
2 Expenses as above 154.34 29.28 11.96
3 Contributions by the Bank for the year 2012-13 Nil Nil Nil
4 Contributions by the Bank for the year 2013-14 130.76 21.46 11.96
5 Total Contributions Paid 130.76 21.46 11.96
6 Closing Net Liability 609.05 139.76 64.35
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Amount for the Current Period (R in crore)
Sl.No. Particulars Pension Gratuity Leave
(Funded) (Funded) Encashment
(Un Funded)
1 Present value obligations 609.05 139.76 64.35
2 Plan Assets 609.05 139.76 64.35
3 Surplus (Deficit) Nil Nil Nil
4 Experience adjustments on plan liabilities - (loss)/gain 100.26 21.49 4.54
5 Experience adjustments on plan assets - (loss)/gain (15.27) 3.71 Nil
Major Categories of plan assets( As a percentage of total plan assets)
Sl.No. Particulars Pension Gratuity Leave
Trust Trust Encashment
(Un Funded)
1 Government of India Securities Nil 18.53 Nil
2 State Government Securities Nil 2.52 Nil
3 High Quality Corporate Bonds Nil 6.88 Nil
4 Equity Shares of Listed Companies Nil Nil Nil
5 Property Nil Nil Nil
6 Funds managed by insurer 80.05 54.75 Nil
7 Mutual Funds Nil Nil Nil
8 Bank Deposits - Current Accounts Nil Nil Nil
9 Others 19.95 17.32 Nil
10 | Total 100.00 100.00 Nil
Estimated contribution for the next Year R in crore)
Sl.No. Particulars Pension Gratuity Leave
(Funded) (Funded) Encashment
(Un Funded)
1 Enterprises Best estimate of expenditure to be incurred 126 9 10
during the next year (inclusive of proportionate
amortization)
g) A provision of¥3.66 crore (Previousyear33.41crore)is held on account of other employee benefits like

2.3.2.

24

LFC Encashment, Medical Aid, Hospitalisation Reimbursement, Sick Leave etc.
Employee Stock Option (ESOP):

The shareholders of the Bank had approved on 15.7.2006 grant of equity shares under employee stock
option scheme of the Bank framed in compliance with SEBI (Employee Stock Option Scheme &
Employee Stock Purchase Scheme) Guidelines, 1999.

Under the scheme, the Bank had granted stock options to the eligible employees on various dates in the
past each one option entitling for one share at an exercise price of ¥ 50 per share (adjusted to ¥46.20 per
share post rights issue 2011) The options granted to employees had vested in a graded manner and
these may be exercised by the employees within a specified period. Options vested but not exercised
before the specified exercise period would lapse. The Bank follows the intrinsic value method to account
forits stock-based employee compensation plans. Compensation cost is measured by the excess, if any,
of the fair market price of the underlying stock over the exercise price as determined under the option
plan. The fair market price is the closing price on the stock exchange where there is highest trading
volume on the working day immediately preceding the date of grant. Compensation cost has already
been amortized over the vesting period.

Accounting Standard 17 - Segment reporting:

For the purpose of segment reporting in terms of AS 17 of ICAl and as prescribed in RBI guidelines, the
business of the Bank has been classified into 4 segments i.e.(a) Treasury operations (b) Corporate /
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.

70



XﬁX The Karnataka Bank Ltd.

Part A - Business Segments: R in crore)
BUSINESS CORPORATE/ RETAIL OTHER BANKING
SEGMENTS TREASURY |\ L0LESALE BANKING ~ BANKING OPERATIONS LRI
Particulars Mar’14 | Mar’13 | Mar’14| Mar’13 | Mar’14 | Mar’13| Mar’14 | Mar’13 | Mar'14 | Mar 13
Revenue 1178.21| 1043.95 | 149254 | 1349.12 | 1929.09 | 1695.45 94.57 73.41 | 4694.41 | 4161.93
Result (4.38)| (25.95) 50.73 72.85 | 314.80 | 394.86 73.03 46.45 | 43418 | 488.21
Unallocated expenses 25.53 24.03
Profit before tax 408.65 464.18
Income taxes 97.62 116.10
Extraordinary
Profit / Loss 0.00 0.00
Net Profit 311.03 | 348.08
Other Information
Segment Assets | 18111.67 [ 15851.90 | 14916.42 | 13707.15 | 13798.13 [ 11797.21 | 510 |  3.17 | 46831.32 | 41359.43
Unallocated Assets 197.48 166.96
Total Assets 47028.80 | 41526.39
Segment Liabilities | 16847.81 | 14691.36 | 14040.45 | 12830.67 | 12900.20 [ 10989.71 | 473 | 293 | 43793.19 | 38514.67
Unallocated liabilities 183.41 154.62
Total Liabilities 43976.60 | 38669.29

2.5 Accounting Standard 18 — Related Party disclosures: There is no related party transaction other than
remuneration paid to key management personnel, Sri P Jayarama Bhat, Managing Director and Chief
Executive Officer aggregating to30.53 Crore (previous year 0.48 Crore).

2.6 Accounting Standard 20 - Earnings per Share: Basic and diluted earnings per equity share computed in
accordance with AS 20 - Earnings per Share are as under:

SI.No. Particular Current Year | Previous Year
1 Earnings per share Basic (%) 16.51 18.48
2 Earnings per share Diluted ) 16.50 18.46
3 Net Profit for the year attributable to Equity shares (3 in crore) 311.03 348.08
4 Weighted Average number of Equity Shares - Basic 188385959 188308839
5 Weighted Average number of Equity Shares - Diluted 188513343 188543109
6 Nominal value per equity share () 10.00 10.00

Allotment of 3,920 Equity shares (previous year 4,120 Equity shares) is kept in abeyance due to restraint orders
received and matter being sub-judice. The same has not been considered for EPS calculation.
2.7 Accounting Standard 22 - Accounting for taxes on Income:

The Bank has accounted for taxes on income in compliance with Accounting Standard 22. The major
components of Deferred tax assets and liabilities recognised are as under:

( in crore)
SI.No. Particulars Current Year Previous Year
A Deferred Tax Liabilities
1 Depreciation on fixed assets 3.33 2.16
2 Depreciation on investments 208.16 60.80
3 Accrued Interest on Investments 88.82 80.43
4 Special Reserve 34.90 Nil
5 Pension and Gratuity 10.68 21.35
Total 345.89 164.74
B Deferred Tax Assets
1 PL/LFC Encashment 22.43 18.29
2 Provision for wage revision 19.00 7.65
3 Others 98.56 49.10
Total 139.99 75.04
Net deferred tax liabilities (A) - (B) 205.90 89.70
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2.8 Accounting Standard 28 - Impairment of Assets:

In the opinion of the management, there is no impairment of the fixed assets to any material extent as
at 31" March 2014 requiring recognition in terms of Accounting Standard 28.

2.9

Movement in Provision for Contingencies:

Accounting Standard 29 - Provision, Contingent liabilities and Contingent assets:

(X in crore)

Opening as on Provision made

Provisions reversed/

Closing as on

Particulars 01-04-2013 | during the year adjusted |  31-03-2014
Provision for Contingencies 18.08 Nil 6.24 11.84
3. Additional Disclosures:
3.1 Details of Provisions and contingencies made during the year: ( in crore)
SI.No. Particulars Current Year | Previous Year
1 Provisions for Depreciation on Investment 26.99 (31.44)
2 Provisions towards NPA 210.54 172.33
3 Provisions towards Standard Assets
(including NPV of Restructured Standard advances) 42.10 18.36
4 Provisions made towards taxes 97.62 116.10
5 Other Provisions & contingencies-for frauds, claims againstthe
bank not acknowledged as debts and other intangibles. (1.24) 11.90
Total 376.01 287.25
3.2 Floating /Countercyclical Provisions: R in crore)

SI.No. Particulars Current Year | Previous Year
1 Opening Balance 10.37 10.37
Provision made during the year Nil Nil
3 Utilised During the Year for the purpose of making specific
provisions for NPAs 3.46 Nil
4 Closing balance 6.91 10.37
3.3 Drawdownfrom Reserves:

A.Revenue Reserve:
During the year, the Bank, pursuant to RBI's circular No DBOD. No. BP .BC. 77/21.04.018/2013-14 dated
20" December 2013, has created DTL of ¥27.01 crore on Special Reserve for the period up to March 31,
2013 and has adjusted the same directly from the Revenue Reserve.
B. Investment Reserve:

In line with the RBI Guidelines, the bank has drawn a sum of ¥ 11.48 crore from the Investment Reserve
accountto meetthe depreciation requirement oninvestment

3.4 Complaints/unimplemented Awards of Banking Ombudsman:

3.4.1 Customer Complaints:

(a) No.of complaints pending atthe beginning of the year 22
(b) No. of complaints received during the year 6195
(c) No.of complaints redressed during the year 6182
(d) No. of complaints pending atthe end of year 35
3.4.2 Awards passed by the Banking Ombudsman:
(a) No. of unimplemented awards at the beginning of the year Nil
(b) No. of awards passed by the Banking Ombudsman during the year Nil
(c) No of awards implemented during the year Nil
(d) No. of unimplemented awards at the end of the year Nil
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sclosure of Letters of Comforts (LOC):

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/or cumulative financial
obligations have devolved, during the year in respect of the LOCs issued by the Bank and remaining
outstanding as of 31* March 2014.

Details of LOCs issued by the Bank is as follows: & in crore)

1 Letter of comfortsissued during the year 1052.74

2 Letter of comforts matured/cancelled during the year 988.00

3 Letter of comforts outstanding atthe end of the year 387.14
3.6 Provisioning Coverage Ratio (PCR):

The bank's provision coverage ratio as of March 31,2014 is 53.21%.( previous year 55.36 %)

3.7 Bancassurance Business: R in crore)
Sl.No. Nature of Income Current Year | Previous Year

1 For selling Life Insurance Policies 21.46 21.04

2 For selling Non-Life Insurance Policies 7.98 6.85

Total 29.44 27.89

3.8 Concentration of Deposits, Advances, Exposures and NPAs:

38.1C

oncentration of Deposits:

Sl.No. Particulars Current Year | Previous Year
1 Total deposits of 20 largest depositors (3 in crore) 1953.98 2066.36
2 % age of deposits of 20 largest depositors to total deposits 4.81 5.73
3.8.2 Concentration of Advances:
Sl.No. Particulars Current Year | Previous Year
1 Total advances of 20 largest borrowers (% in crore) 3311.28 3712.67
2 % age of advances of 20 largest borrowers to total
advances (credit exposures including derivatives) 10.32 13.27

3.8.3 Concentration of Exposures:

SI.No. Particulars Current Year | Previous Year
1 Total exposures of 20 largest borrowers / Customers (X in crore) 4041.06 4427.17
2 Percentage of Exposures to 20 largest borrowers /
customers to Total Exposure of the bank on borrowers/customers 9.52 12.83
3.8.4 Concentration of NPAs: R in crore)

Sl.No. Particulars Current Year | Previous Year
1 Total fund based Exposure of Top Four NPA accounts 173.41 182.75
3.9 Sector-wise NPAs:
Percentage of NPAs to
Sl.No. Sector Total Advances in that sector
Current Year | Previous Year
1 Agriculture & allied activities 1.99 4.79
2 Industry (Micro & Small, Medium and Large) 16.45 11.08
3 Services 2.78 2.89
4 Personal Loans 1.1 0.77
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3.10 Movement of NPA:

R in crore)
Particulars Current Year | Previous Year
Gross NPAs as of the beginning of the year 638.86 684.72
Additions during the year 653.88 413.45
Sub-total (A) 1292.74 1098.17
Less:
(i) Up-gradations 192.99 75.52
(ii) Recoveries (excluding recoveries made from upgraded accounts) 117.54 191.40
(iii) Technical / Prudential write offs 134.86 90.66
(iv) Write offs other than those under (iii) above 11.42 101.73
Sub-Total (B) 456.81 459.31
Gross NPAs at the end of the Year [ (A) - (B) ] 835.93 638.86
Movements in Technical write off: & in crore)

Particulars Current Year | Previous Year
Opening balance of Technical / prudential write-off accounts as at April 1 207.26 138.26
Add: Technical / prudential write-offs during the year 134.86 90.66
Sub-total (A) 342.12 228.92
Less: Recoveries made from previously technical / prudential written-off
accounts during the year Sub-total (B) 28.07 21.66
Closing balance as at March 31 ( A-B) 314.05 207.26

3.11
3.12
3.13

3.14
a)

Overseas Assets, NPA and Revenue: Nil

Off- balance sheet SPVs sponsored (which are required to be consolidated as per accounting norms): Nil
Un-amortised Pension and Gratuity Liabilities:

As permitted by the Reserve Bank of India vide their letter DBOD. No. BP.BC. 15896/ 21.04.018/2010-11
dated 8" April 2011, the bank has during the year, debited to its Profit & Loss account a sum of ¥23.58 crore
towards amortization of pension and % 7.83 crore towards amortization of Gratuity on proportionate basis
and the balance unamortized amount of ¥ 23.59 crore and ¥ 7.82 crore towards Pension and gratuity
respectively, will be dealt with as per the guidelines of the Reserve bank of India. Further, in this regard the
Central Govtvide notification dated 15.01.2014 has exempted the Bank from the applicability of provisions
of Section 15(1) of the B. R. Act dealing with restrictions on declaration of dividend for the year 2013-14.
Disclosure of remunerations :

Qualitative disclosure:

Remuneration Committee:

The Remuneration Committee of the Board consists of independent Directors with two independent
Director Members from Integrated Risk Management Committee.

Objectives of Compensation Policy:

Compensation Policy aims to attract and retain the right candidates in the Bank. The policy is designed to
support key business strategies and create a strong, performance-orientated environment besides
providing reasonable remuneration commensurate with the growth of the Bank. It also ensures effective
governance of compensation, alignment of compensation with prudent risk taking, effective supervisory
oversight and stakeholder engagement. The Policy also aims at facilitating effective succession planning
in the Bank.

The Remuneration Committee of the Board works in close coordination with the Integrated Risk
Management Committee of the Board to ensure effective alignment of remuneration and risks. Other
qualitative disclosures are as under:

Risk adjustments in remuneration:

A wide variety of measures of credit, market and liquidity risks are used by bank in implementation of risk
adjustment. The risk adjustment methods have both quantitative and judgmental elements.
Compensation outcomes are symmetric with risk outcomes and compensation payouts are sensitive to
the time horizon of the risk.

Performance linked variable compensation, deferral and forms:

The bank's compensation policy stipulates that while fixing the Variable Pay performance parameters
under financial and non-financial areas of operations are to be assessed and variable pay shall not exceed
70% of the fixed pay in a year. The variable pay could be in cash, or stock linked instruments or mix of
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both. The deterioration in the financial performance of the bank should generally lead to a contraction in
the total amount of variable remuneration paid.

Further, where the variable pay constitutes a substantial portion of the fixed pay (i.e. 50% or more of the
fixed pay), an appropriate portion of the variable pay, say 40% to 60% must be deferred for over a period.
The Board / RC / ESOP Committee may grant stock options under the Employees Stock Options Plan /
Scheme as per Securities and Exchange Board of India (Employee Stock Option Scheme and Employee
Stock Purchase Scheme) Guidelines, 1999, subject to the approval of Reserve Bank of India under Section
35B of the Banking Regulation Act, 1949. Such Stock Options will be excluded from the components of
variable pay. In case variable pay payable is 50% or more, deferral arrangements of variable pay shall be
applied. The deferral period should not be less than three years. Compensation payable under deferral
arrangements should vest on a pro-rata basis at such rates as may be decided by the Board / RC. In the
event of negative contributions of the Bank and / or the relevant line of business in any year, the deferred
compensation is subject to malus/clawback arrangements.

b) Quantitative disclosures (X in crore)
SI.No. Particulars Current Year (2013-14) | Previous Year (2012-13)

(i) | Number of meetings held by the Remuneration | One One
Committee during the financial year and | With effect from 01.09.2013| Sitting fees of ¥10000/- to
remuneration paid to its members. sitting fees of ¥15000/- to|each non-whole time

each non-whole time|Director members per
Director members per|meeting attended.
meeting attended.

(i) | Number of employees having received a variable | No variable remuneration | No variable remuneration
remuneration award during the financial year. paid to any employees pald to any employees

during the financial year|during the financial year
2013-14. 2012-13.
Number and total amount of sign-on awards made NIL NIL
during the financial year.
Details of guaranteed bonus, if any, paid as joining / NIL NIL
signonbonus.
Details of severance pay, in addition to accrued NIL NIL
benéefits, if any.

(iii) | Total amount of outstanding deferred remuneration, NIL NIL
split into cash, shares and share-linked instruments
and other forms.

Total amount of deferred remuneration paid out in the NIL NIL
financial year.

(iv) | Breakdown of amount of remuneration awards for the Fixed : 0.53 Fixed : 0.48
financial year to show fixed and variable, deferred and Variable: NIL Variable: NIL
non-deferred.

(v) | Total amount of outstanding deferred remuneration NIL NIL
and retained remuneration exposed to ex-post explicit
and/ or implicit adjustments.

Total amount of reductions during the financial year NIL NIL
due to ex-post explicit adjustments.
Total amount of reductions during the financial year NIL NIL
due to ex-post implicit adjustments.
3.15 Disclosure relating to Securitization: The bank has not sponsored any SPV's for securitisation
transactions
3.16 Credit Default Swap: The bank has not entered into any credit default swap.
4. Reconciliation of Branch Adjustments and Balancing of Subsidiary Ledgers.
a) Balancing of Subsidiary Ledgers are completed in all branches/ offices.
b) Reconciliation of branch adjustments / Inter Bank accounts has been completed up to 31-03-2014 and
steps are being taken to give effect to consequential adjustments of pending items.
5. Investments: In terms of RBI circular DBOD.BP.BC.N0.4/21.04.141/2013-14 dated August 23, 2013 on

“Investment Portfolio of the Bank — Classification, valuation and Provisioning”, the bank has transferred
SLR Securities with the face value of ¥ 900.00 crore (book value of ¥884.65 crore) held under “AFS”
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portfolio to “HTM” Portfolio and loss on such transfers amounting to ¥16.77 crore has been recognized
during the year.

The percentage of SLR investments under “Held to Maturity” category as on 31 March 2014 was 23.68%
(Previous Year 20.05%) of the Net Demand and Time Liabilities of the bank, which is within the
permissible limitas per RBl guidelines.

6. A sum of ¥ 227.79 crore (Previous year ¥ 140.26 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 judicial pronouncements and/or appellate orders
onidentical issuesfor earlier assessment years.

7. Pursuant to RBI guidelines on Utilization of Floating provisions / Counter Cyclical Provisioning buffer in
terms of DBOD.No.BP.95/21.04.048/2013-14 dated Feb 7, 2014 and also in pursuance to the bank's Board
approved policy, the bank has utilised a sum of % 3.46 crore from Counter Cyclical buffer account towards
the requirements of specific provisions for NPA.

8. During the year, the Bank, pursuant to RBI's circular No DBOD. No. BP .BC. 77/21.04.018/2013-14 dated
20th December 2013, has created DTL of ¥ 27.01 crore on Special Reserve for the period up to March 31,
2013 and has adjusted the same directly from the Revenue Reserve. Further, the Bank has created a DTL
of%7.89 crore in respect of the amounts transferred to Special Reserve for the year ended March 31, 2014
by charging of the same to the Profitand Loss Account for the year.

9. Pending finalization of wage revision effective November 1, 2012, the bank has made a provision of
¥ 33.43 crore during the current year on estimated basis. The cumulative provision held there on as on
31.03.2014 aggregates to¥ 55.93 crore.

10.  The Bank has recognized the Income Tax Liability of ¥ 143.60 crore on its Book Profits in terms of section
115JB of the Income Tax Act. Out of this a sum of ¥ 135.31 crore being MAT credit entitlement under
section 115 JAA of the Income Tax act, 1961 has been recognized and treated as an Asset.

11. In terms of RBI circular DBOD. No. BPBC.88/21.06.201/2012-13 dated 28.03.2013 banks have been
advised to disclose the capital Adequacy Ratio computed under Basel lll regulations from the quarter
ended June 2013. Accordingly; corresponding details for the previous year/ periods are notfurnished.

12. In accordance with the RBI circular DBOD. No. BPBC.2/21.06.201/ 2013-14 dated 01.07.2013, banks are
required to make half yearly Pillar Il disclosures under Basel Il capital requirements with effect from
30" September, 2013.The disclosures have been made available on the banks web site at the following
link http://ktkbank.com/ktk/BaselDisclosures.jsp#)

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

Sd/- Sd/- Sd/- Sd/-
Muralidhar K. Rao P. Jairama Hande M.S. Mahabaleshwar P. Jayarama Bhat
Deputy General Manager  Senior General Manager & C.F.O Chief General Manager Managing Director & C.E.O
Sd/- Sd/- Sd/- Sd/-
Ananthakrishna T.S. Vishwanath D. Harshendra Kumar T.R. Chandrasekaran
Chairman S.V. Manjunath Dr. H. Ramamohan Usha Ganesh

Directors Directors Ramamohan Rao Belle
Directors

Refer our report of even date

For R.K. Kumar & Co For Kamath & Rau
Chartered Accountants Chartered Accountants
Firm Regn. No. 001595S Firm Regn. No. 001689S
Sd/- Sd/-
C R Sundararajan Srinivas S Kamath
Place: Mangalore Partner Partner
Date : May 15", 2014 M.No. 025400 M.No. 201716
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Facts at a Glance

1. No. of Deposit Accounts 7491726
2. No. of Advances Accounts 483338
3. Advances to Priority Sector (% in lakh)
Number of Accounts Balance
Types of Advances at the end outstanding at the
of the year end of the year
a) Agriculture and Allied Activities 305811 414115.71
b) Advances to Small Enterprises 37450 477239.37
c) Educational Loan 6447 15153.09
d) Housing Loan 22736 162392.74
e)  Other Priority Sectors 6475 19319.49
Total 378919 1088220.40
Export Credit - W)
4. Branches
Rural Semi Urban Metro- Total
Urban politan
No. of Branches at the end of the year 121 144 176 159 600
5. Staff
Officers Clerks Sub-Staff Total
As at the end of the year 2664 3072 1449 7185
Recruited during the year 294 706 205 1205
6. Staff Training
Bank's own training college (?:I:izr;k(eRrsBll-)r:i(:‘ti::r At Work.shops &
Officers Clerks Sub Staff Training Colleges Seminars
719 740 39 545 80
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