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Progress over a Decade

(Rupees in lakh)

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

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
2014-2015 | 338906.05 | 4600860.55|3167998.76| 520541.44 | 45145.02 50 675 7382
2015-2016 | 369058.42 | 5048820.95|3390244.84| 553507.00 | 41529.14 50 725 7792
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DIRECTORS' 92" ANNUAL REPORT

Your Directors have pleasure in presenting the
Ninety Second Annual Report together with the Audited
Statement of Accounts for the year ended 31* March,
2016 and the Auditors' Report.

PERFORMANCE HIGHLIGHTS

Your Directors are pleased to inform that during the year
under report, your Bank has been able to achieve
satisfactory growth in all the areas of operation.
Performance highlights for the financial year in the key
financial areas are as under: -

QTEFITT SDORVOD 9283¢ PXET [IQ

W08 923¢ oXFT [T, 31 [PEE 20168 ©oZRROR
BHFE IRFT TOZRCOIOY R TBRT Ty B, w0z 3F,
B80T, SZTWOERCFTT [TLOSRODN e, BOODTLD A,
ATBerBFD BOBRERBEIT.

WIS Brotherisd

TWT B[O IHETY AW, WOW, T, VLTI QLT
geznvd TRFTT BT [PAT 20T EVTLO W,
ABerBIDL BAFATT. BHFF IRET  AFIODH  TwDd

TRUWINED 33 FENTOSS:—

 in crore) (% 3nceine)

Particulars As on / for the As on / for the QIR 31.03.2016%/ 31.03.20153&/

year ended year ended SIRroZ 303 BIroZToB

31.03.2016 31.03.2015 5 s
Deposits 50488.21 46008.61 Beedned 50488.21 46008.61
Advances 33902.45 31679.99 BRORTRED 33902.45 31679.99
Investments 16256.65 14031.67 THARIND 16256.65 14031.67
Gross Income 5535.07 5205.41 W, STOOD 5535.07 5205.41
Operating Profit 854.53 773.38 AT TR 854.53 773.38
Net Profit 415.29 451.45 dZE oo 415.29 451.45

The total business turnover of the Bank was
384390.66 crore as on 31* March 2016, an increase of
8.63 percent over the preceding year. The total assets
of the Bank increased from ¥51836.60 crore to
¥56500.33 crore recording a growth of 8.99 percent for
the year2015-16.

The total deposits of the Bank grew from ¥46008.61
crore as on 31* March 2015 to ¥50488.21 crore as on
31%March 2016, registering a growth of 9.74 percent.

During the year, low cost deposits of the Bank, viz.
Savings and Current Account Deposits have shown
growth of 15.58 percent and constitute 26.26 percent of
the total deposits of the Bank. The market share of the
Bankin deposits was 0.527 percent.

The total advances grew from ¥31679.99 crore as on
31* March 2015 to ¥33902.45 crore as on 31* March
2016, an increase of 7.02 percent. The priority sector
advances increased from 14344.96 crore to
316152.56 crore which, together with the Rural
Infrastructure Development Fund (RIDF) exposure,
formed 47.57 percent of Adjusted Net Bank Credit
(ANBC) and agricultural advances increased from
¥5145.55 crore to ¥5838.07 crore which, together with
eligible RIDF exposure, constituted 17.19 percent of
ANBC. Lending under various socio-economic
schemes has shown satisfactory progress. The market
share of the Bank in loans and advances was 0.497 per
cent.

As on 31% March 2016, the total investments of the
Bank stood at ¥16256.65 crore as against ¥14031.67
crore as on 31% March 2015, an increase of 15.85
percent.

WRO8T L), WFHTHY) 31 WRFE, 2016@ 384390.66 3pcednt
DO, AW LOTEY [RFO 3e. 8.63 ézg@mﬁd. pplelRy
%WEd) ejfgo:bs 351836.60 BRee3000T  I56500.33  Fwpcedn
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OPERATIONAL PERFORMANCE

In the backdrop of continued stress on the assets
quality and the subdued credit off take during the year
ended 31% March, 2016, the performance of your Bank
can be considered satisfactory. The gross income of
the Bank was 35535.07 crore and total expenditure
(excluding provisions and contingencies) was
34680.54 crore. The netinterestincome was31302.87
crore.

PROFIT

Your Bank earned an operating profit of ¥ 854.53 crore
for the year 2015-16 as against X773.38 crore for the
previous year showing a growth of 10.49 percent. The
net profit of the Bank decreased from ¥451.45 crore to
I415.29 crore on account of the increase in provision
forloan loss.

APPROPRIATIONS

The net profit of ¥415.29 crore which along with a sum
of ¥ 0.40 crore brought forward from the previous year,
aggregating I415.69 crore, is appropriated as under.
The corresponding figure for the previous year was
3451.61 crore.

WTT03 AR

BOOWTTT SHOD MEIDWE 23T oI S0NY ) T
B[TO DR BVONBET  ETI WeRFOH  TRTITNORR,
31 B 20163 A, tROET i), ITFIT  FRTWONT
BT WBTNG. WROET wEd) BTN  I5535.07
BRELIO3PNTR, i), WP (B[TY DHR, BT WeROT
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%1302.87 300e30330NT3.
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$0.40 300830300 W$¥RPOTOZ 2083, 3415.69 %meé,sodsm& et
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908 903 I451.61 3pced AT,

Appropriation Zincrore QRcdeennsh R dnewnd®
Transfer to Statutory Reserve 230.00 RTIYT PO QR BFSE 230.00
Transfer to Capital Reserve 8.85 0BT RCROR SESE 3.85
Transfer to Revenue, General & BomRoh, MIRT, I, FR POL 20K IMESS 67.24
Special Reserves 67.24 ) ) 0

- )
Transfer to Investment Reserve (3.84) TAWE LoD D SR (3.84)
Transfer to Proposed Dividend TrNE cegeod HFTHMeN (301 Aeomod)
(including tax) 113.41 TERT 113.41
Balance carried to Balance Sheet 0.03 @A PR TR Jexwod Fedd 0.03
Total 415.69 283 415.69
DIVIDEND LT03

Having regard to the overall performance of the Bank
and the positive outlook for the future, the Board of
Directors recommended a dividend of %5 per share i.e.
50 percent on the paid up capital (previous year 50 per
cent) for the reporting year. The dividend payout ratio
for the year works out to 22 .69 percent.

EARNINGS PER SHARE/BOOK VALUE

The earnings per share (basic) and the book value per
share as on 31" March 2016 stood at ¥22.04 and
3 195.83 respectively.

CAPITAL FUNDS AND CAPITALADEQUACY RATIO

During the year under report, the capital funds of your
Bank increased from33973.18 crore to< 4185.24 crore,
registering a growth of 5.34 percent. The Capital
Adequacy Ratio stood at 12.03 percent as on
31% March 2016, as per BASEL Ill norms (Previous

2IR08S WITOF ONeEDd ATEBE B BART FI0ZT B Q0D
ADTTY  QOREROW, BIT IHFRY Bed 2.0wT 5/~
©0TT FOTIPOWE LOTIYT Je. S0TT), (OB TR AW
3e. 500) w00l AeRIONT, ATEFTFT OBV
ST [RRIPVIF. TWT  S[HFE  BANE  CgRO3
TRTTJODT BOTPRY) B¢. 22.69 SNBSS,

3e0 3 wmek / JI3 ﬁ?avzs

31 SR 20161‘% apleln 3608 STUOD (FPOLRT) B
BIE TP, wTROTN T22.04 I T195.83 SNHIS.

WORTRY DR Y WOTWE JOSRETT WTHTI

TAT WOO JIRETY AW, ROIT  WOBHY QI
33973.18  3nceesononm 34185.24  Bweesrn éD@ZS%,
Je. 5.34 @m@@p TRDINTBS. 31 [oeFE 2016@

WOBY TWEBTD  wDISY  Bexverr I 3Y
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year 12.41 percent). The Bank has been consistently
maintaining the Ratio well above the minimum of 9.625
percent stipulated by the Reserve Bank of India. The
market capitalisation as on March 31, 2016 was
3 1934.50 crore.

FOREXBUSINESS

During the year under report, your Bank achieved a
turnover of 314277.44 crore in foreign exchange
business as against ¥15005.22 crore in the previous
year. The outstanding advances to export sector stood
at ¥1633.95 crore as on March 31, 2016.

NON-PERFORMING ASSETS AND
PROVISION COVERAGE RATIO

Your Bank has been focusing on containing the non-
performing assets through better credit monitoring as
well as intensified efforts to recover the impaired
assets. However, in view of the continuing slow down in
the economy and delinquencies in select sectors, the
Bank's Gross NPAs as on March 31, 2016 have
increased from 944.21 crore (2.95 percent) to
¥ 1180.40 crore by the year end (3.44 percent). The Net
NPAs stood at 795.47 crore (2.35 percent) as
against 623.55 crore (1.98 percent) as on 31" March
2015. The Provision Coverage Ratio (PCR) computed
in accordance with the RBI guidelines works out to
48.39 percent as on March 31, 2016 (Previous year
50.54 percent).

CREDIT RATING

ICRA Limited and Credit Analysis and Research
Limited, (“CARE”) who had rated the Unsecured
Redeemable Non-Convertible Subordinated (Lower
Tier-1) debt instruments issued during the earlier years
aggregating ¥ 600 crore have retained the rating
“ICRA A” and “CARE A” respectively for the aforesaid
instruments. The instruments with these ratings are
considered to have adequate/high degree of safety
regarding timely servicing of financial obligations. Such
instruments carry very low credit risk.

DISTRIBUTION NETWORK

During the year under report, your Bank has opened 50
new branches in 9 States — one each in the States of
Andhra Pradesh, Chattisgarh, Haryana , Kerala and
Chandigarh (U.T.), 34 in Karnataka, three in
Maharashtra, four in Tamilnadu, two each in Uttar
Pradesh and West Bengal. Out of the 34 new branches
opened in Karnataka, 13 are in Unbanked Rural
Centres under Financial Inclusion Initiatives of the
Bank. Your Bank has opened two more Regional
Offices at Udupi & Tumakuru during the year under
report. Further, your Bank has added 275 ATM outlets at
various locations during the year 2015-16. Your Bank
has also 24 X7 e-lobby facility at 25 locations.

B[R Fe. 12.41). 35 YIY TECD OBTE 0T
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As at 31" March 2016, your Bank had 2,003 Service
Outlets i.e. 725 branches, 1,275 ATMs and 3 extension
counters spread across 21 States and 2 Union
Territories. Apart from the above, your Bank has 12
Regional Offices, an International Division, a Data
Centre, a Customer Care Centre, 4 Service branches, 2
Currency Chests, 2 Central Processing Centres and
3 Asset Recovery management branches.

Further, for better ambience and improved customer
service, your Bank shifted 15 branches/offices to new
premises during the year 2015-16.

EMPLOYEES STOCKOPTION SCHEME

During the year under report, a total of 9266 equity
shares have been allotted to the employees of your
Bank, pursuant to the exercise of options vested under
the Employees Stock Option Scheme of the Bank.
Disclosure in respect of Employee Stock Options
Scheme pursuant to SEBI (Employees Stock Options
Scheme and Employees Stock Purchase Scheme)
Guidelines, 1999is given in Annexure |l to this report.

MANAGEMENT DISCUSSION AND ANALYSIS
Macro-economic and industry Developments :

Macro-economic fundamentals have started to show
some genuine uptick with CPI inflation declining to an
average of 4.9 percent in the financial year ended
March 31,2016 andthe currentaccount deficit coming
down from a peak of 6.7 percent of GDP to an estimated
0.9 percent in the financial year ended March 31, 2016.
Since 2013-14, the economy has grown at 6.6 percent
and 7.2 percent and is expected to reach 7.6 percentin
the financial year ended March 2016, based on the new
growth estimates.

Domestic economic activity is exhibiting signs of
recovery, especially in the service sector with
manufacturing sector also showing signs of good
growth. Although Industrial Production growth is likely
at around 2.6 percent, the industrial sector within GDP
estimates has shown improved performance during the
financial year ended 2016. Second advance estimates
of the Ministry of Agriculture suggests that food grains
production in 2015-16 may turn out to be better than
previous year despite the second consecutive drought
year. With Indian Meteorological Department’s (IMD's)
first monsoon forecast of 106 percent Long Period
Average (LPA), hopes of an excellent Agriculture
production in the coming year has gone up. This is likely
to drive the rural consumption story and along with the
implementation of 7" pay commission and One Rank
One Pension (OROP), urban consumption is also likely
toincrease thus driving GDP growth in the financial year
2017.

The annual rate of inflation, based on monthly WPI and
CPlI stood at -2.50 percent and 4.9 percent respectively
for the financial year 2016. It is estimated that for the
financial year 2017 WPI inflation may be around 1.5
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percent and CPI inflation around 4.5-5.0 percent which
should enable further cuts in the policy rates during the
year.

RBI cut Repo rate by 75 basis points in the financial
year 2016 and by another 25 basis on April 5, 2016,
taking the total rate cuts to 150 basis points since Jan
2015. Bond yield on 10 year gilts ended the year at
7.47 percent, 28 basis points lower than previous years
closing of 7.75 percent. With good monsoon and the
expected rate cut scenario, the benchmark yield may be
around 7.0 percentby March 2017.

Current Account Deficit (CAD) remained comfortable in
the financial year 2016. Lower crude price (and hence
lower oil import) was one of the main reasons for
improved CAD.

Developmentin the banking sector

The overall growth in bank deposits and credit during
the year remained sluggish. Credit expanded by 10.7
percent while deposits grew by 9.7 percent in the
financial year 2016. Lower nominal interest rate was
one of the main reasons for poor deposit growth while
banking sector was embroiled in NPA issues which
dissuaded growth of credit to industry (2.7 percent),
while personal loan sector grew at 19.4 percent. Non-
performing Assets of the banking system continued to
increase. On the whole, the fresh accumulation to
stressed assets is likely to reduce as it is expected that
the issues with most sticky loans have largely been
addressed.

Reserve Bank of India has issued in-principle licenses
for 10 small Banks and 11 payment banks during the
year ended 31 March, 2016. These banks are
expected to further intensify the competition in the
banking industry.

Opportunities

The improvement in India’s economic fundamentals
has accelerated since the year 2015 with the combined
impact of strong government reforms and RBI's
inflation focus supported by benign global commodity
prices. India has emerged as the fastest growing major
economy in the world as per the Central Statistical
Organization (CSO) and International Monetary Fund
(IMF). CSO has projected the GDP growth rate at
constant market prices at 7.6 percent for the year 2016.
The focus of the Union Budget 2016-17 on reviving the
rural economy and doubling rural income could support
rural consumption demand more enduringly going
forward which may ultimately lead to increased
business opportunities for banks. Central
Government's reform oriented initiatives such as
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“funding the unfunded” through Pradhan Mantri Micro
Units Development and Refinance Agency (Mudra)
Yojana, Skill Development scheme opening up job
opportunities for a vast majority of young Indians, smart
cities mission, 'Make in India' initiative to facilitate
investment, foster innovation, enhance skill
development, protect intellectual property & build best
in class manufacturing infrastructure, determination to
ease business environment etc. will augur well for the
banking industry and your Bank is also poised to
capture the opportunities to expand its businessin the
coming years.

Outlook

The robust economic growth of the Indian economy will
also lead to robust growth in the business of banks.
GDP is poised to grow by around 7.9 percent in 2016-
17. With the technological advancement sweeping the
banking industry leading to steady migration to digital
banking, the operational landscape of Banks is likely to
change for the better enhancing cost effectiveness and
productivity. With the expected slide in the inflation to
multi year lows and the expected improvementin export
momentum, coupled with the growing service industry,
good monsoon etc, there are great opportunities for the
banks to improve their business. However, the
continued deterioration in assets quality is haunting the
banks and your bank is hopeful of containing the NPAs
through vigorous monitoring efforts. The recovery of
NPAs is also expected to be faster and more cost
effective with the Central Government proposing to
strengthen the Debt Recovery Tribunals (DRTs) by
focusing on improving the existing infrastructure
including computerized processing of court cases to
support reduction in the number of hearings and faster
disposal of cases. Further the Central Government's
proposal to improve the operating conditions for asset
reconstruction companies (ARCs) will help attract more
investors and expedite the resolution of bad assets and
support asset quality in the banking sector. Passing of
the Bankruptcy Bill by the Parliament is expected to
defuse the crisis of the looming bad loans in the banking
sector.

SEGMENT REPORTING

Pursuant to the Guidelines issued by RBI on
Accounting Standard 17 (Segment Reporting), the
Bank has identified four business segments viz.,
Treasury, Corporate/Wholesale Banking, Retail
Banking and Other Banking Operations for the year
ended 31* March 2016 as under:

Treasury Operations

During the year ended 31* March 2016, your Bank has
earned total revenue of ¥1299.25 crore from Treasury
operations with a contribution of ¥67.94 crore to profit
before tax and un-allocable expenditure.
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Corporate / Wholesale Banking

The revenue earned by the Bank during year under
report from this Segment was ¥1745.57 crore with a
contribution of ¥169 crore to profit before tax and un-
allocable expenditure.

Retail Banking

During the year 2015-16, this Segment has earned
revenue of 32242.83 crore with a contribution of
3349.20 crore to profit before tax and un-allocable
expenditure.

Other Banking Operations

During the year ended 31* March 2016, this segment
has generated revenues of 3247.42 crore with a
contribution of ¥-15.90 crore to profit before tax and un-
allocable expenditure.

RISKS AND CONCERNS

In the normal course of business banks are exposed to
various risks, namely, Credit Risk, Market Risk and
Operational Risk, besides other residual risks such as
Liquidity Risk, Interest Rate Risk, Concentration Risk,
Strategic Risk, Reputation Risk etc. With a view to
efficiently manage such risks, your Bank has put in
place various risk management systems and practices.
In line with the guidelines issued by the Reserve Bank
of India from time to time, your Bank continues to
strengthen various risk management systems that
include policies, tools, techniques, systems and other
monitoring mechanisms.

Your Bank aims at enhancing and maximizing the
shareholder value by achieving appropriate trade-off
between risks and returns. Your Bank's risk
management objectives broadly cover proper
identification, assessment, measurement, monitoring,
controlling, mitigation and reporting of the risks across
various business segments of the Bank. The risk
management strategy adopted by your Bank is based
on a clear understanding of the risks and the level of risk
appetite, which is dependent on the willingness of your
Bank to take risks in the normal course of business. A
Board level committee, viz., Integrated Risk
Management Committee periodically reviews the risk
profile, evaluates the overall risks faced by the Bank
and develops policies and strategies for its effective
management.

Various senior management committees such as Credit
Policy Committee (CPC), Asset-Liability Management
Committee (ALCO), Operational Risk Management
Committee (ORMC) etc operate within the broad policy
framework of the Bank to ensure and enhance the risk
control and governance framework within the Bank.
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The Risk Management Department at Head Office
oversees the overall implementation of various risk
managementinitiatives across the Bank.

In line with the guidelines issued by RBI, your Bank has
implemented the New Capital Adequacy Framework
and is Basel Il compliant with effect from March 31,
2009, by adopting the basic approaches available
under the guidelines. While complying with all the
requirements of the basic approaches under Basel II,
your Bank has taken the necessary steps to move over
to Basel Il Advanced Approaches as per the Road Map
approved by the Bank's Board in this regard. As a part of
the Basel lll, Pillar Il — Market Disclosure requirement,
your Bank has made a detailed Pillar Il Disclosure,
which is appended to this report as Annexure Ill. The
Bank conforms to the Basel Il guidelines from April 1,
2013 and has also assessed the future capital impacts.

In compliance with Basel guidelines, the Bank has put
in place a policy document for Internal Capital
Adequacy Assessment Process (ICAAP) to evaluate its
capital adequacy relative to its risks. Stress testing
framework for various stress scenarios is also put in
place for better understanding of the likely impact of
adverse market movements/events on the capital and
earnings. The results of the ICAAP and Stress testing
are reviewed periodically to assess the capital
requirement for the projected business growth, keeping
in view the risk appetite and risk profile of the Bank. A
Board level committee, viz., Internal Capital Adequacy
Assessment Committee (ICAAC), reviews the risk
appetite, risk profile, business projections as well as
capital assessment of your Bank at periodical intervals.
To evaluate and review the performance of various
business units/ products/customers, your Bank has
introduced scientific Fund Transfer Pricing (FTP) and
Customer Profitability Management System (CPMS)
for better management of risk and return.

In line with guidelines issued by RBI, your Bank has
nominated a Chief Information Security Officer (CISO),
who is responsible for articulating and enforcing the
policies that Bank uses to protect the information assets
apart from coordinating security related issues in
implementation of new systems under Information
Technology in the Bank.
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INTERNAL CONTROL SYSTEMS, THEIR
ADEQUACY AND COMPLIANCE

Your Bank has put in place an effective and robust
internal control apparatus, commensurate with its size,
geographical spread and complexity of operations. At
the apex level guidance and direction on the control
aspects is vested with the Audit Committee of the Board
of Directors which takes an overall view on the internal
control aspects and formulates all the related policy
guidelines. The Bank has put in place an independent
Compliance Department in charge of the entire
compliance functions of the Bank.

An effective and sound internal audit function provides
independent assurance to the board of directors and
senior management on the quality and effectiveness of
Bank's internal control, risk management and
governance systems and processes, thus helping the
board and the senior management in protecting the
organization and its reputation.

Historically, the internal audit system in the Bank has
been concentrating on transaction testing, testing of
accuracy and reliability of accounting records and
financial reports, integrity, reliability and timeliness of
control reports and adherence to legal and regulatory
requirements. With the implementation of Risk-Based
Internal Audit (RBIA), greater emphasis is placed on the
internal auditor's role in mitigating various risks. While
continuing with the traditional risk management and
control methods involving transaction testing etc., the
risk-based internal audit would, not only offer
suggestions for mitigating current risks but also on
potential future risks, thereby playing an important role
in the risk management process of the Bank.

The risk assessment under RBIA would cover risks at
various levels (corporate and branch; portfolio and
individual transactions etc.) as also the processes in
place to identify, measure, monitor and control the risks.
The internal audit department is devising the RBIA risk
assessment methodology, with the approval of the
Board of Directors, keeping in view the size and
complexity of the business undertaken by the Bank.
The risk assessment process would include the
identification of 'inherent business risks' in the various
activities undertaken by the Bank, and evaluate the
effectiveness of the control systems for monitoring the
inherent risks of the business activities ('Control Risk')
and then draw up a risk-matrix by taking into account
both the factors viz., inherent business and control
risks.
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In pursuance of seeking periodic assurances on the
adequacy and efficacy of internal control functions, the
Bank causes periodic Regular Inspections and
Information System (IS) Audit of all the branches and
offices. Your Bank also covers select branches under
concurrent audit, the aggregate turnover of which
account for over 63.86 percent of the gross bank credit
and over 50.21percent of aggregate deposits of the
Bank. Short Inspection of all the branches which are not
subjected to concurrent audit is also caused besides,
concurrent audit of treasury functions (both domestic
and forex), International Division, Forex designated
offices, Central Processing Centre, Currency Chests,
Information Systems audit of Data Centre and DR Site
etc. Besides, the Bank has also been causing Stock
and Credit audits of large borrowal accounts by
external, professional audit firms in furtherance of
effective credit administration. The Bank has also taken
prompt action on the implementation of the RBI
Guidelines on Information Security, Electronic Banking,
Technology Risk Management and Cyber Frauds.

To appraise the effectiveness of management at
different levels in accomplishing the assigned tasks
towards achieving the overall corporate objectives,
Management Audit is also introduced by your Bank for
Departments at Head Office & Regional Offices.

Your Bank has put in place the policies and procedures
for ensuring orderly and efficient conduct of its
business, safeguarding of its assets, prevention and
detection of frauds and errors, accuracy and
completeness of the accounting records and timely
preparation of reliable financial information. The Audit
Committee of the Board has assessed the
effectiveness of the internal financial controls and their
adequacy and directed the strengthening of the same
wherever found necessary.

Considering the need for having a strong collection
mechanism and to contain slippages of borrowal
accounts into NPAs and improve asset(s) quality, Bank
has set up a Credit Monitoring Department which inter
alia ensures adherence of post sanction compliance
requirements and follow up of advance through
effective control and communication mechanisms.

RISKBASED SUPERVISION (RBS)

In view of the growing complexities in the processes,
product offerings and systems & procedures in the
Indian banking sector, pursuant to the recommendation
of the High Level Steering Committee, Reserve Bank of
India has shifted supervisory stance to risk-based
approach called Supervisory Assessment of Capital
and Risk (SPARC) which is focusing on evaluating both
present and future risks, identifying incipient problems
and facilitating prompt intervention/ early corrective
action. Your Bank has been included under the same
and migrated to Risk Based Supervision for the position
ason 31*March 2015.
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Compliance Function

As an important element in Corporate Governance
structure, the Bank has set up a robust Compliance
function with sufficient independence supported by a
healthy compliance culture within the Bank. The
compliance function in the Bank ensures strict
observance of all statutory provisions, guidelines from
RBI & other regulators, standards and codes prescribed
by regulatory bodies besides Bank's internal policies
and fair practices code. Further, the compliance
function includes interpretation/ dissemination of
regulatory and statutory guidelines, observing proper
standards of market conduct, managing conflicts of
interest and treating customers fairly. The Bank's
compliance function assists the top management in
managing the Compliance Risk effectively. The risk-
based compliance programme of the Bank, subject to
the oversight by head of compliance, ensures
appropriate coverage across businesses and co-
ordination among risk management functions besides
verifying the level of compliance through 'Compliance
Testing' of branches. The Bank carries out an annual
compliance risk assessment to identify and assess
major compliance risks faced by it and takes steps to
manage the risks effectively.

MANAGEMENT INFORMATION SYSTEM

The growth of Bank’s business, introduction of
prudential norms and Basel requirements, increasing
regulatory and internal reporting and the various
business decision making requirements have
necessitated the Bank to build a well coordinated
information transmission system. Management
Information System makes available information for
various requirements of branches/offices, top
management, regulators and external agencies,
Balance sheet reporting, Capital computation, Risk
based supervision, Internal business reviews etc. The
Bank has also implemented a Centralised Data
Repository for Automatic Data Flow to RBI.

HUMAN RESOURCES

The Banking System in India has undergone a sea-
change with the advent of deregulation, liberalization
and globalization. As a consequence, it had to cope up
with newer challenges posed by increased competition
and changing business conditions on account of
adopting higher financial standards and upgrading of
technology while trying to retain its trained workforce.

Periodical training and re-skilling is very much essential
to equip the workforce with the latest developments in
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the field and enhance its efficiency. Your Bank has
taken various steps to improve the quality of training
provided at its Staff Training College like designing
newer programmes to suit the need and enhancing the
quality of inputs. Besides, your bank also deputes its
employees to various training programmes, seminars,
workshops and conferences conducted by various
institutions of repute like Center For Advanced
Financial Research and Learning (CAFRAL), National
Institute Of Bank Management (NIBM), Pune, College
of Agricultural Banking (CAB), Pune, Institute for
Development and Research in Banking Technology
(IDRBT) Hyderabad, Southern India Banks’ Staff
Training College, Bengaluru, Indian Institute of Banking
and Finance(IIBF) Mumbai among others. During the
year your Bank has trained as many as 2884 of its
personnel consisting of executives, officers, clerical
and subordinate staff under various programmes.

Banking being a service industry, the quality of service
offered by its workforce plays a major role in
establishing good customer relationship and thereby
enhancing the business growth prospects. Efficient
management of human resources is essential to
achieve this objective. Your Bank has embarked upon
adopting a software solution ‘Peoplesoft’ for this
purpose and the project is in an advanced stage of
implementation. The adoption of this Human Resource
Management System (HRMS) is expected to
streamline various HR functions, assimilate various
employee functions, ensure faster delivery of employee
benefits/services and improve the efficiency of the
workforce.

Your Bank was able to keep a very amiable industrial
relationship during the year under report. The number
of employees in the Bank stood at 7792 as on
31" March 2016. The Business per employee
(excluding interbank deposits) has improved from
%1051.78 lakh as on 31% March 2015 to ¥1082.78 lakh
ason 31*March 2016.

Your Bank has put in place an institutional mechanism
for protection of women employees at the workplace
and adopted a policy pursuant to Section 22 of the
Sexual Harassment of Women at Workplace
(Prevention, Prohibition and Redressal) Act, 2013,
providing for protection of women employees against
the sexual harassment at the workplace and redressal
of such complaints. The details of the complaints
received under the above Policy for the year under
reportare as under:
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DIRECTORS

As on March 31, 2016, your Bank had a total of twelve
Directors, including a woman director. All of them,
except Messrs U R Bhat and Keshav K Desai,
Additional Directors and Mr. P Jayarama Bhat,
Managing Director and CEO, are Independent
Directors. The details of the criteria for appointment and
remuneration of Directors are provided in the report on
Corporate Governance forming part of this report.

INDEPENDENT AND NON-EXECUTIVE DIRECTORS

Pursuant to the provisions of Section 149(6) of the
Companies Act, 2013, your Bank has received
necessary declarations from all the non-executive
directors confirming that they meet the criteria of
independence for Independent Directors. Two
Additional Directors have also furnished similar
declarations and subject to their approval of their
appointment at the ensuing Annual General Meeting,
they also meet the criteria of independence for
Independent Directors.

MANAGING DIRECTOR AND CHIEF EXECUTIVE
OFFICER (MD & CEO)

Mr. P Jayarama Bhat, MD & CEO of the Bank has been
re-appointed by the Board for a further period of three
years effective from July 14, 2015 as approved by the
Reserve Bank of India vide their letter DBR.Appt. No.
18976/08.40.001/2014-15 dated June 15, 2015 and the
members of the Bank at the Annual General Meeting
held on July 16, 2015.

OTHER CHANGES IN THE BOARD

The Board of Directors has appointed Mr. U R Bhat,
Mumbai a well known investment advisor and
Mr. Keshav K Desai an entrepreneur from Hubballi as
Additional Directors on February 19, 2016 and as per
Section 161 of the Companies Act, 2013 they would
hold office upto the date of ensuing Annual General
Meeting. Bank has received necessary notices under
Section 160 of the Companies Act, 2013 proposing their
candidature for appointment as Independent Directors
of the Bank at the ensuing Annual General Meeting.
Having regard to their vast experience, rich knowledge
and expertise, your Directors recommend their
appointment. A brief resume and other details of the
above Directors are furnished in the notice of the
Annual General Meeting.

NUMBER OF BOARD MEETINGS

During the year under report the Board had met 13 times
and the details thereof are provided in the report on
Corporate Governance forming part of this report.
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COMMITTEES OF THE BOARD

The Bank has 12 Committees which were constituted to
comply with the requirements of relevant provisions of
the applicable laws and for operational efficiency.

Details of the meetings of the Board and the
Committees, their composition, terms of reference,
powers, roles etc are furnished in the report on
Corporate Governance forming part of this report.

CORPORATE GOVERNANCE

Your Bank is committed to follow the best practices of
corporate governance to protect the interests of all the
stakeholders of the Bank, viz. shareholders,
depositors, other customers, employees and the
society in general and maintain transparency at all
levels. A detailed report on corporate governance
practices is given as Annexure |V to this report.

EXTRACT OF THEANNUAL RETURN

Pursuant to Section 92(3) of the Companies Act, 2013
read with Rule 12(1) of the Companies (Management
and Administration) Rules, 2014, an extract of the
Annual Return of the Bank as on March 31, 2016 is
annexed (Annexure V).

PERFORMANCE EVALUATION OF THE BOARD

Your Board of Directors has laid down criteria for
performance evaluation of Directors, Chairman, MD &
CEO, Committees of the Board and Board as a whole
and also the evaluation process for the same. The
statement indicating the manner in which formal annual
evaluation of the Directors, the Board and Committees
of the Board etc., are given in detail in the report on
Corporate Governance, which forms part of this Annual
Report. In pursuance to the above, Independent
Directors in their separate meeting held on March 18,
2016 have reviewed and evaluated the performance of
Board as a whole, Chairman of the Board and the
Managing Director and CEO.

Further, the Board also reviewed the performance of
committees of the Board and that of individual
Independent Directors at its Meeting held on March 18,
2016.

DIRECTORS'RESPONSIBILITY STATEMENT

In accordance with Section 134(3)(c), 134(5) of the
Companies Act, 2013 read with Rule 8 of the
Companies (Accounts) Rule, 2014, your Directors state
that:

(a) in the preparation of the annual accounts, the
applicable accounting standards have been
followed along with proper explanation relating to
material departures;

(b) the directors have selected such accounting

policies and applied them consistently and made

judgments and estimates that are reasonable and
prudent so as to give a true and fair view of the state
of affairs of the Bank as at the end of financial year

March 31, 2016 and profit and loss account for that

period.
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(c) the directors have taken proper and sufficient care
for the maintenance of adequate accounting
records in accordance with the provisions of the
Companies Act, 2013 for safeguarding the assets
of the Bank and for preventing and detecting fraud
and other irregularities.

the directors have prepared the annual accounts
ona going concern basis.

the directors have laid down the internal financial
controls followed by the Bank and that such internal
financial controls are adequate and are operating
effectively.

(f) the directors have devised proper systems to
ensure compliance with the provisions of all
applicable laws and that such systems were
adequate and operating effectively.

Management Discussion and Analysis

The Management Discussion and Analysis Report for
the year under review pursuant to Regulation 34(3)
read with Schedule V of the SEBI(Listing Obligations
and Disclosure Requirements) Regulations 2015 is
presented in a separate section forming part of this
report.

WHISTLE BLOWER POLICY

The Bank has implemented the Protected Disclosure
Policy (Whistle Blower Policy) since the year 2007
intended to promote participation of employees at all
levels and detection of corruption, misuse of Office,
criminal offences, suspected /actual fraud, failure to
comply with the rules and regulations prescribed by the
Bank and any events /acts detrimental to the interest of
the Bank, depositors and the public resulting in financial
loss/operational risk, loss of reputation etc.

Further, the mechanism adopted by the Bank
encourages the Whistle Blower to report genuine
concerns or grievances and provides for adequate
safeguards against victimization of Whistle Blower who
avails such mechanism and also provides for direct
access to the Chairman of the Audit Committee, in
exceptional cases. There was no occasion when an
employee was denied access to the Audit Committee
for reporting any events under the aforesaid policy. The
functioning of the Vigil mechanism is reviewed by the
Audit Committee periodically. The details of Whistle
Blower Policy is posted in our website and available at
the link:

www.karnatakabank.com/ktk/Protected Disclosure.jsp

CONTRACTS OR ARRANGEMENTS WITH
RELATED PARTIES

All related party transactions that were entered into
during the financial year were in the ordinary course of
the business of the Bank and were on arm’s length
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basis. There were no materially significant related party
transactions entered into by the Bank with Directors,
Key Managerial Personnel or other persons which may
have a potential conflict with the interest of the Bank. As
such disclosure in Form AOC-2 is not applicable.

The policy on dealing with Related Party Transactions
as approved by the Audit Committee / Board has been
placed in the website of the Bank.

STATUTORY DISCLOSURES

The disclosures under sub-section (3) of Section 134 of
the Companies Act, 2013 read with Rule 8 (3) of the
Companies (Accounts) Rules, 2014 are furnished
below:

a) Conservation of Energy and technology
absorption

Considering the nature of the Bank's business, the
provisions of Section 134(3)(m) of the Companies
Act, 2013 relating to conservation of energy and
technology absorption are not applicable to your
Bank. The Bank has, however, used information
technology in its operations extensively.
b) Foreign Exchange Earnings and outgo: During
the year ended March 31, 2016, the Bank has
earned ¥53.69 crore and spent 317.24 crore in
foreign currency.
c) There were no significant and material orders
passed by the regulators or courts or tribunals
impacting the going concern status and Bank's
operations in future.
d) Internal Financial Control Systems and their
adequacy: Your Bank has laid down standards,
processes and structure facilitating the implement-
ation of internal financial control across Bank and
ensure that same are adequate and operating
effectively.

Key Managerial Personnel: Mr. P Jayarama Bhat,
MD & CEO, Mr. Raghurama, CFO and Mr. Y V
Balachandra, Company Secretary of the Bank were
the Key Managerial Personnel of the Bank as on
March 31, 2016 as per the provisions of the
Companies Act, 2013. None of the Key Managerial
Personnel has resigned. However, the Board has
designated Mr. Chandrashekar Rao B as CFO in
place of Mr. Raghurama w.e.f. April 23, 2016.

f) Remuneration of directors: Disclosures pursuant
to Section 197(12) of the Companies Act, 2013 read
with Rule 5 of the Companies (Appointment and
Remuneration of Managerial Personnel) Rules,
2014 are givenin Annexure VIl to this report.

Employees who are in receipt of remuneration
exceeding rupees sixty lakhs etc.: Statement
showing the particulars of employees who were in
receipt of remuneration during the year 2015-16
requiring disclosure under Rule 5(2) of the
Companies (Appointment and Remuneration of
Managerial Personnel) Rules, 2014 is annexed.

9)
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AUDITORS
a. Statutory Auditors

M/s. Kamath & Rau, Chartered Accountants,
Karangalpady, Mangaluru-575003 and M/s. Abarna
& Ananthan, Chartered Accountants, # 521, 3"
Main, 6" Block, 2" Phase, BSK 3" Stage,
Bengaluru-560085 would retire as joint Statutory
Central Auditors of the Bank at the ensuing Annual
Meeting of the members of the Bank and are
eligible for re-appointment subject to the approval
of Reserve Bank of India. The Bank has received
consent from the above auditors and necessary
confirmation from them that they are not
disqualified to be appointed as auditors of the Bank
pursuant to the provisions of the Companies Act,
2013 and the Rules made thereunder. Accordingly
having regard to the provisions of the Companies
Act, 2013, extant guidelines of Reserve Bank of
India and as approved by the Reserve Bank of
India, the Board of Directors of the Bank has
recommended the re-appointment of aforesaid
auditors.

b. Secretarial Auditor and Secretarial Audit Report

Pursuant to Section 204 of the Companies Act,
2013 and the rules thereunder, your Bank had
appointed M/s. Ullas Kumar Melinamogaru,
Practising Company Secretary, Mangaluru as
Secretarial Auditors to conduct the Secretarial Audit
for the year ended March 31, 2016. The audit report
from the Secretarial Auditor is annexed to this report
asAnnexure VI.

CORPORATE SOCIAL RESPONSIBILITY

Businesses are an integral part of society and play a
critical role in the sustenance and improvement of a
healthy ecosystem, in fostering social inclusiveness
and equity and in upholding the ethical practices
and good governance. It is believed that integrating
social, environmental and ethical responsibilities into
governance of business ensures long term successes,
competencies and sustainability. With this in mind, your
Bank continues to fulfil its various social
responsibilities. The Corporate Social Responsibility
initiatives of the Bank are designed to ensure that the
Bank adds social, environmental and economic value
in all its activities to make a positive, sustainable impact
on both society and business. In this direction, your
Bank has been responding well over the years through
various social initiatives and has identified some core
areas of intervention like healthcare, education/
livelihood enhancement, empowering women/socially
and economically disadvantaged, environmental
sustainability/green initiatives, protection of heritage/
culture, promotion of sports, rural development etc.
aimed at improving the overall development of the
society. The Bank firmly believes that being an integral
part of society, it is the inclusive growth of society which
contributes ultimately to the growth of the Bank and in
this direction, your Bank has been strengthening its
rural orientation through initiatives aimed at imparting
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financial literacy and extending banking services to the
people in rural unbanked areas, in a fair and
transparent manner, at an affordable cost. Towards this
end, your Bank had opened 13 branches in unbanked
rural centres during the financial year 2015-16 as part of
its financial inclusion initiative, thus taking the total
Financial Inclusion branches to 92.

Further, pursuant to Section 135 of the Companies Act,
2013 read with Companies (Corporate Social
Responsibility Policy) Rules, 2014, the Board has setup
a Committee of Directors namely, 'Corporate Social
Responsibility (CSR) Committee' and has also put in
place a Policy on Corporate Social Responsibility (CSR
Policy) to undertake projects/programmes in
pursuance to the above Policy. The contents of the CSR
Policy along with the report on amount spent on various
projects/programmes during the financial year 2015-16
is detailed in Annexure VIl to this report pursuant to
Rule 8 of the Companies (Corporate Social
Responsibility Policy) Rules, 2014.

CUSTOMER SERVICE

The customer has always been the focal point of our
initiatives. We have been endeavoring to empower our
customers by rolling out innovative products and
services through optimal use of technology without
compromising on the quality of service rendered across
the counter and without losing sight of the safety and
security aspects. During the year 2015-16, your Bank
has introduced several technology based new products
and solutions such as KBL mPassBook & KBLApnaApp
(two tailor made mobile Apps), KBL Direct Pay (Mobile
Recharge/Utility Bill Payment Interface), Online
Account Opening Facility and facility of e-Filing of
Income Tax Return in association with M/s Clear Tax.

In pursuit of enhancing customer convenience, the
Bank has introduced ‘Online Account Opening’ portal,
which facilitates the customers to open an account
Online. The process is quicker and easier to open an
account through Online Account opening process from
any where and any time at customers convenience.

Your Bank is actively involved in putting in place
systems and procedures to comply with the
recommendations of the Damodaran Committee on
Customer Service, constituted by the Reserve Bank of
India, to look into the banking services rendered to
customers and the grievance redressal mechanism
prevalent in banks. In this direction, the Bank has
introduced the Online Customer Grievance Redressal
System to ensure quick and speedy redressal of
complaints of the customers in order to provide hassle
free banking experience. Through this system, the
customer can lodge a complaint and track the status of
the complaint online, through the Bank's website. Most
of the recommendations made by the said Committee
have been complied with and the remaining few which
require up-gradation of the Bank's Core Banking
Solution are being pursued for early compliance.
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Facility of Online application system and credit
proposal tracking system for Micro, Small and Medium
Enterprises (MSME) has also been put in place under
which entrepreneurs/applicants can submit
applications Online for credit facility from any branch of
their choice and track the status of such applications
besides tracking the status of their applications
submitted directly at branches.

Your Bank has also established a special purpose
vertical called IT enabled Business Solution Cell i.e “IT
Bus Cell” which shall identify/provide/enable IT based
solutions to the business and other units of the Bank by
conceiving/conceptualizing new products, services
and processes ultimately to enhance the customers
satisfaction and their experience with the product /
services offered by the Bank.

FINANCIAL INCLUSION

Financial Inclusion means making available the full
range of banking services at an affordable cost to the
people who do not have access to banking services. It
mainly focuses on the section of society not having
formal financial institutional support. Through the
Financial Inclusion Plan, Bank aims at 'connecting
people' with the Bank and not just opening accounts.
This includes meeting the small credit needs of the rural
public, giving them access to the payments system,
providing remittance facility and life and health
insurance. Efforts are being made to optimize the
resources to achieve the goal of extending banking
facilities to the unbanked areas/deprived sections.

All the branches of the Bank are under Core Banking
Solution (CBS) and all the branches to be opened in
future will also be under CBS. Out of 725 branches,
Bank has 163 rural branches and all these branches are
provided with CBS offering all banking facilities to the
rural clientele in the gram panchayats or villages where
these branches are located. All the rural branches are
also acting as Financial Literacy Centers (FLCs) and
imparting Banking literacy among the rural Populace.

In accordance with announcement of Prime Minister
Jan Dhan Yojana (PMJDY) on August 15, 2014 revised
Strategy & Guidelines of Department of Financial
Services (DFS), Ministry of Finance, Govt. of India, has
been considered for implementation of Financial
Inclusion activity of the Bank. PMJDY takes in to
account both rural sub service areas (SSAs) and urban
wards for Financial Inclusion. Under the revised
financial inclusion plan, in rural areas, Bank is allocated
with 214 Gram Panchayats (GPs) for Financial
Inclusion, covering 297 Sub service Areas (SSASs)
consisting of 1039 villages in the states of Karnataka,
Chattisgarh Maharashtra and Andhra Pradesh and in
urban areas 313 wards are allocated in Karnataka and
other States. The Gram Panchayats are being
financially included through Brick and Mortar Branches
and Business Correspondents (BC). Your Bank has
been issuing RuPay PMJDY Debit Cards under the
domestic card payment scheme launch by the National
Payments Corporation of India (NPCI).

22

©wde [y, BEY TOMR WFF WTTD (RODTR0V)NPTON
tfa@eﬁaf @eﬁesa@ *w ) %w TEPERS® Epkelay
nw’ e @53“?5% wo@zﬁv [AREIeN e:sa%%a@
TROT mooNEE, ewF RORLEmING W) e VY
N%ﬁéo\'})?\b Nﬁﬁfﬁ@ w@@(’%wwﬁbm UW@W DROF
OB *@mmﬁ 3:;3 @%&M@d maﬁodsax eioﬁs
m@me@w *3303 maﬁbﬁ QWTT.  BYTe maﬁoﬁa
TJOROT *“@Nd @zﬁ;oﬁs Néﬁéodbm AFTTSY
w@&eg~w§3mﬂd

I, VOB NV DV, WIAIT ARORIT AT WOTT
8 WF AST, DR QIR QO ETT TLFTY, FRAT),
[ B TOFWPITT BNOTIN DICH BPLd LROIT INET
PUBF, 7§ T, BeWOH BOTON [IEEANT, MOBID
BROWT 0eEODY Ve WHOT YVITT,, LROET DT FeRNY
27§, VT B2 BOOINTOZ BRWIT.

D3eod e

Q8O ReTFHE DOTT, STPIF, DRYS, Tpror [T LW,00TT
BB CRAIXEADY dz%d@ 3R t—m“ofm:ﬂ uﬁ*@dmdb :»?zo
ZROBOTT | RSO, PIBo0nT 38 BRld  QOBIORS
IDeHPTe GNT. . CIRDTROTR DR, SOES HoA e
BoWONYT FRPRE DTS BOLOD :n:? PAOR w0.080r°
ZeTBORT), IO DR, DE0H FeTBFEOD 3R YT eB. gead
BeDFR - O3REBIOID  FeT® mérﬁ%ﬁoul éo&a@a’%we

TOWSTONTTIE, umm WOOBTY  WBAFR @56#}35{ méosg

S@ERononi DRARTHDH TH0 TEND eoBTOrES.
RIMTIPIT [eY BORTT ejc‘brs zﬁe@éoﬁnaﬁ: 357860 q,g;aé I,
mOsT THHS WRACHT, Aoe WA JeahSamw. @
BOFTBOD Nwzjf'ia [Spntelat m:ﬁdm veple) wommmm
sdo, B3 LeTuse WOY W, Swon mmwm@m
LRRBECH BO[POT 9IS mmmm’ahd eRO30F e
SoBOT Im0T TBHOUT BYRES TROF o arid, 3T00nY
TOTRRY E0Heh IR TR, TOARETE: TN,

AT, R8T 2y B3N Beed® bapielielp] M&QSW’ 2RI
ﬁo&)r aar&w);%m =0T R mcsm ENp] msﬁmﬁo QTIe
BoZeRIH0oT eszsmomsd N_ﬁoe:)dm 725 Z2A3NYY 163
BT ME08T wdesmﬁgd%, VR AT
ToRRITBY  WORF  IVFLADED.  ARRD  ZoFRTTI
OTHDIT 0T W00 Ao, Mo BOWLCRTIYTH
TRBPOTT SeTBPIOND WBNDTH. 33 DY TANH SHFT
midéojam WBOFH BEAQNRTONONR THOPF T LRI,

@ﬁ.@e 15, 201480T) QRLSRROROSH $¢0T, FTFTT

maﬁaﬁoo@ BT oiraezté’ BHFF FOTLONT, DI
Beso QONT DTBIYFO0Y CdeewS BN, BT d@@d@w
BNFBdFE, 3R DICI AW, WEIT DGO
Remrd  wdwomudner  WHIT  JetecdmE R
THOTT0E,  BWIFY O3RemIOIN  wiHew MO0
TReBNGY 0Z0odhe WWFD TWFNYY DD FeTFadR
WIOTRE 0D CIREBICIPNT. 88 ﬁ@%é Do AeTed
Cdpendong 214 MFDTOWORTAYY I, 087 297
©TFCTD TR eI BOWOLT) Wi, 1039 TR
Foorws, PETNTG, mmmg 5533: e:sod Uozsmﬁ@
0303¢ eﬁwrs@ DT E %eéd@ 313 mcs@m@o aoa@@sm
VY TTVFET B, YT Uozqm@d R BowmohFres
DECOD ReTFHODY W W) Epeure maineon B
BRTT TEAQNVOT LWOIONT FeSNTY, BHOINEN Torte
SOV AERCEN RuPay &@oz%@dd BT TR, PIIS
TeINOLTF  TOTPEFTEST BF QORABT® (DT RAN)
TROORAT TBedeod BT BIWF oD LRODNY HITH TRRT.



X@X The Karnataka Bank Ltd.

Brick and Mortar Branches:

As on March 31, 2016 Bank has covered 547
villages of 102 GPs through Brick & Mortar
Branches.

Business Correspondent Services (BC Services):

Bank has entered into an agreement with M/s BASIX
Sub-ki Transaction Ltd and M/s Integra Micro Systems
Pvt. Ltd. to provide online transaction facility and as on
March 31, 2016, 121 GPs with 149 SSAs covering 561
vilages of Karnataka, Andhra Pradesh and
Chhattisgarh States were covered under the above
arrangement.

Ultra Small Branches (USBs):

As permitted by the Reserve Bank of India Bank had
opened USBs where business correspondents (BCs)
could conduct operations and thereby boost
confidence of customers to use their financial services.
As on 31* March 2016, your Bank has 37 USBs.

Electronic Benefit Transfer (EBT) - Pilot Project of
Govt. of Karnataka:

Bank is participating in Govt. of Karnataka (GOK) EBT
Pilot project for NREGA/SSP beneficiaries under - “One
District - Many Bank Model” and is disbursing the
payments under the above schemes to the
beneficiaries using smart card and hand held machines
at 5 Gram Panchayat locations in Chitradurga and
Yadgir districts.

Direct Benefit Transfer (DBT):

Bank is actively participating in Direct Benefit Transfer
(DBT) Programme of Govt. India, wherein, the Govt.
would transfer benefits of various Schemes directly to
the beneficiaries Aadhaar enabled bank accounts and
also accounts seeded with LPG ID in case of transfer of
subsidy for LPG. For this purpose, Bank has on
boarded with NPCI for Aadhaar Payment Bridge
System (APBS) under National Automated Clearing
House (NACH). Revised DBTL was introduced on
November 15, 2014 and launched throughout the
country on January 1, 2015. Both the Aadhaar based
and LPG ID based approaches are made available to
customers across all branches of the Bank.

Financial Literacy and Credit Counseling Centers
(FLCCs)

Bank has sponsored 5 FLCs at B.C Road, Tiptur,
Hangal, Kundagol and Alur in a joint venture with M/s
Jnana Jyothi Financial Literacy and Credit Counseling
Trust, Manipal. During the financial year 5 FLCs
sponsored by the Bank have conducted 1321 Financial
Literacy campaigns and 58161 participants had been
covered. In adherence to RBI guidelines all the rural
branches of your Bank are also conducting financial
literacy Camps.
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SOCIAL SECURITY SCHEMES:

Three Social Security Schemes- Prime Minister Jeeven
Jyothi Bima Yojana (PMJJBY), Prime Minister
Suraksha Bima Yojana (PMSBY) and Atal Pension
Yojana (APY) have been launched by Hon’ble Prime
Minister on 1 June 2015. All the branches of your Bank
are actively providing the above schemes to the
customers across the country.

1) PMJJBY provides Insurance coverage of
%2,00,000/- by paying yearly premium of ¥330/-.
A person aged between 18 to 50 years holding
account in a bank is eligible for the scheme.
A total of 1,42,647 lives have been covered till
31.03.2016.

PMSBY provides Accidental insurance coverage of
%2,00,000 by paying year premium of 312/-. A
person aged between 18 to 70 years holding
account in a Bank is eligible for the scheme. A total
of 2,07,053 lives have been covered till
31.03.2016

APY This scheme was launched by the
Government of India on 9" May, 2015 to address
the old age income security needs of the citizen in
an affordable manner linked to auto debit facility
from the bank’s savings account of the subscriber.
Your Bank is actively participating in the
scheme, with all branches being registered as Point
of Presence - Service Provider (POP-SP) for
APY.

Prime Minister Jan Dhan Yojana (PMJDY):

In accordance with announcement of Prime Minister
Jan Dhan Yojana (PMJDY) on August 15, 2014 revised
Strategy & Guidelines of Department of Financial
Services (DFS), Ministry of Finance, Govt. of India, has
been considered for implementation of Financial
Inclusion activity of the Bank. PMJDY takes in to
account both rural semi urban, urban wards and metro
for providing basic banking facilities to the unbanked
populace. PMJDY also provides scope for RuPay debit
card thatis inclusive of ¥1 Lakh accidental insurance.

All the branches across the country have opened
accounts under PMJDY and are issuing RuPay Debit
Card under the domestic card payment scheme
launched by the National Payments Corporation of
India (NPCI).

Atotal of 15,60,754 accounts have been opened under
PMJDY since 15.08.2014 till 31.03.2016, with
outstanding balance of %1,266.42 crore. A total of
1,06,247 RuPay cards have been issued so far by the
Bank.

KBL VISION 2020

During the financial year ended March 31, 2016, the
Bank has unveiled its long term Vision document - KBL
Vision 2020 reflecting the aspirations of all the
stakeholders for achieving various targets taking
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advantage of emerging opportunities, upgrading IT
infrastructure, strengthening audit, vigilance and risk
management practices and compliance culture and
taking steps to improve efficiency of people, processes
and products by continuously evolving new strategies
and policies and create value for our shareholders by
optimally utilizing capital resources. As per the KBL
Vision 2020 document, Bank's total business turnover
is projected to increase in a progressive manner to
touch ¥1,80,000 crore with deposits of ¥1,00,000 crore
and advances of 380,000 crore by March 2020.

AWARDS AND RECOGNITIONS

Your Bank bagged the following awards during the year
under report in recognition of its achievement under
technology initiatives, social banking, export
performance etc.

» IBABanking Technology Award 2014-15, Runner up

in the category of Best Risk and Fraud Management
Initiative, amongst Small Banks.

ASSOCHAM Social Banking Excellece Awards
2015, under the following categories:

e Winner-UrbanBanking [Small Bank] Category.

e Winner-Agricultural [Small Bank]

Category

e Runner Up - Participation in government schemes
[Small Bank] category

Banking

e Runner Up - Overall Best Social Bank] Small Bank]
category

MSME Banking Excellence Awards 2015 [Runner
Up] for Eco -Technology "Emerging Banks",
instituted by CIMSME [Chamber of Indian Micro
Small & Medium Enterprises].

Banking Technology Excellence Award - "Best Bank
for Evangelising Technology Adoption" among
Small Banks for the year 2014-15, instituted by
IDRBT.

"Export Excellence award for MSME" by the
Federation of Indian Export Organisations -
Western Region.

“STP AWARD” from Bank of New York, Mellon in
recognition to the improved payment formatting and
straight - Through Processing success rate.

“Outstanding Performance in MSME Funding” by
the Federation of Industry, Trade and Services
(FITS).

Further UKAS, Management Systems, a UK
based accreditation certifying body has renewed 1SO
27001:2013 certificate for our three IT set-ups viz.
Data Centre, Near Line Site and Head Office-IT
Departmentincluding Disaster Recovery Site.

Further, your Bank has been awarded with ‘Sanman
Patra’ by the Central Excise & Service Tax
Commissionerate, Mangaluru, for compliance to
service tax provisions, at the Central Excise Day 2016.
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ACKNOWLEDGEMENTS

Your Directors would like to place on record their
sincere gratitude to the Reserve Bank of India, other
government and regulatory authorities, financial
institutions and correspondent banks for their
continued guidance and support. Your Directors also
place on record their gratitude to the Bank's
shareholders, depositors and other customers for their
continued support, patronage and goodwill. Your
Directors express their deep sense of appreciation to all
the staff members, for their contribution in your Bank's
quest for sustained growth and profitability and look
forward to their continued contribution in scaling greater
heights.

For and on behalf of the Board of Directors

Place: Bengaluru Sd/-
Date : June 21, 2016 Ananthakrishna
' Chairman
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ANNEXURE |

Statement showing the information required to be furnished pursuant to Section 134 of the Companies Act, 2013 read
with Rule 5(2) of Companies (Appointment & Remumeration of Managerial Personnel) Rules 2014 forming part of the
Directors’ Report for the year ended 31* March 2016.

Name & Designation of | Remuneration | Nature of employment, | Qualifications and Date of Age | Thelast The Whether
the employee received whether contractual | experience of the | commencement employment | percentage | related to
or otherwise employee of employment held before | of shares | any director
joining the held Oor manager,
company name of such
director or
manager

(i) Employed throughout the financial year and was in receipt of remuneration for that year which in aggregate was not
less than sixty lakh rupees

Mr P Jayarama Bhat 72.95* lakh Contractual MSc, CAIIB 14.7.2009 64 | Government 0.00 No
Managing Director Higher
and CEO secondary
School,
Mulki

(ii) Employed for a part of the financial year and was in receipt of remuneration for any part of that year at a rate which in the
aggregate was not less than five lakh rupees per month.

NITL

*includes contribution to provident fund and variable pay of the year 2014-15 received during the year 2015-16.
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ANNEXURES FORMING PART OF DIRECTORS' REPORT

ANNEXURE Il

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

In the year 2006, shareholders of the Bank had approved a stock options 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 options scheme as approved by the shareholders at the Annual General Meeting held on August 8,
20009.

The status of the options outstanding under the Employee Stock Options Scheme (ESOS - 2006) as at March 31,
2016isasunder:

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

Number of Options outstanding at the beginning of the year 73517 252 72868
Number of Options granted during the year Nil Nil Nil
Pricing formula-After adjustments for the rights issue 3 46.20 per 3 46.20 per 3 46.20 per

option/share | option/share | option/share
Number of Options vested during the year Nil Nil Nil
Number of Options exercised during the year 3565 0 5701
Total Number of shares arising as a result of
exercise of options during the year 3565 0 5701
Options lapsed / forfeited / cancelled (nos) 69952 252 31246
Variation of terms of options Nil Nil Nil
Money realized by exercise of options, including premium (%) 164703 0 263386.20
Total Number of Options in force as on March 31, 2016 0 0 35921
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 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 intrinsic value method of accounting vis-a-vis the fair value method of accounting.
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ANNEXURE Il
DISCLOSURE UNDER PILLAR Ill OF BASEL Il ACCORD

1. SCOPE OF APPLICATION
The Karnataka Bank Limited, a premier private sector Bank, was incorporated on 18" February 1924 in
Mangaluru. 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 into 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 but is assigned risk
weights as an investment.

2. CAPITALSTRUCTURE (X in crore)
SI. . No. of Face value Amount
No. Particulars equity Shares per share
1 Authorized Capitall 500000000 10 500.00
2 Issued Capital 188478649 10 188.48
3 Subscribed Capital 188472571 10 188.47
4 Callled up/Paid up Capital 188456021 10 *188.47

*inclusive of forfeited shares

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

During the year ended March 31, 2016 the Bank has allotted 9266 equity shares to employees under its Employees
Stock Option Plan. Apart from the above, Bank has not raised any capital by IPO, rights or by Public offer during the
yearended 31* March,2016.

a. Breakup of Capital Funds:

The Tier | Capital of the Bank comprises of

(X in crore)
Paid up Capital (Including forfeited shares) 188.47
2 | Reserves 3486.71
Total 3675.18

The Tier Il Capital of the Bank comprises of & in crore)
1 Undisclosed reserves 17.15
2 | General Provisions and Loss Reserves 232.91
3 | Subordinated debts eligible for inclusion in Lower Tier 2 Capital 260.00
Total 510.06

The Total Capital comprises of & in crore)
1 Tier | Capital 3675.18
2 | Tier Il Capital 510.06
Total 4185.24
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Details of the aggregate amounts of the Bank's total interests in insurance entities, which are risk-weighted:

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

b. 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 |1l for credit, market and operational risk and the capital

adequacy ratio is detailed below.

(X in crore)

A Capital requirement for Credit Risk

- Portfolios subject to Standardized approach 2668.75

- Securitization exposures -
B Capital requirement for Market Risk

Standardized duration approach 207.83

- Interest Rate Risk 136.53

- Foreign Exchange Risk 1.52

- Equity Risk 69.78
C Capital requirement for Operational Risk

- Basic Indicator approach 254.28
D Total Capital requirement 3130.86
E Total eligible Capital Funds of the Bank as per Basel lll 4185.24
F Total Risk Weighted Assets 34787.34
G Common Equity Tier | ratio (CET1) (%) 10.56%
H Tier | CRAR (%) 10.56%
I Tier Il CRAR (%) 1.47%
J Total CRAR (%) 12.03%

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.
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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.

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.

CREDIT RISKMANAGEMENT

Bank has developed an 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,
businessrisk, 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.
2.

7.

Sound credit approval process with well laid credit sanctioning criteria.

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.

Portfolio level risk analysis and reporting to ensure optimal spread of risk across various rating classes to prevent
undue risk concentration across any particularindustry segments and monitor credit risk migration.

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

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

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.

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
ofloan administration.

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

Exposures
Total gross credit exposure including geographic distribution of exposure &in crore)
Domestic Overseas Total
Fund Based 36519.97 - 36519.97
Non Fund based 5494 .42 - 5494 .42
Total 42014.39 - 42014.39
Geographic distribution of credit exposure (% in crore)
Sl.No. State / Union Territory Funded Exposure Non Funded Exposure Total Exposure
1 Andaman and Nicobar 0.03 0.00 0.03
2 Andhra Pradesh 1683.06 236.44 1919.50
3 Arunachal Pradesh 0.03 0.00 0.03
4 Assam 64.20 62.69 126.89
5 Bihar 4.23 0.08 4.31
6 Chandigarh 53.25 50.62 103.87
7 Chhattisgarh 464.30 44.72 509.02
8 Delhi 3264.08 417.93 3682.01
9 Goa 194.07 25.03 219.10
10 Gujarat 588.44 71.30 659.74
11 Haryana 1158.83 325.83 1484.66
12 Himachal Pradesh 2.31 0.87 3.18
13 Jammu and Kashmir 0.08 0.00 0.08
14 Jharkhand 99.24 1.76 101.00
15 Karnataka 15327.58 1895.45 17223.03
16 Kerala 482.78 13.93 496.71
17 Madhya Pradesh 354.15 8.59 362.74
18 Maharashtra 4917.16 776.04 5693.20
19 Orissa 555.74 51.05 606.79
20 Pondicherry 42.65 3.1 45.76
21 Punjab 744.54 54.22 798.76
22 Rajasthan 231.76 59.14 290.90
23 Tamil Nadu 3294.94 418.19 3713.13
24 Telangana 1203.17 567.35 1770.52
25 Uttar Pradesh 627.66 175.94 803.60
26 Uttarakhand 89.05 6.16 95.21
27 West Bengal 1072.64 227.98 1300.62
Total 36519.97 5494.42 42014.39
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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.

Distribution of Credit Exposure by Industry sector (% in crore)
SI. No. Industry Fund based Non Fund based Total

1 Infrastructure advances 2001.10 159.72 2160.82
2 All Other Industries 963.93 256.50 1220.43
3 Other Textiles 1077.46 119.96 1197.42
4 Cotton Textile 1016.44 106.86 1123.30
5 Other Engineering 628.61 280.53 909.14
6 Iron and Steel 618.82 78.94 697.76
7 Automobiles 590.83 41.31 632.14
8 Gems and Jewellery 528.14 76.89 605.03
9 Metal and Metal Products 354.34 176.06 530.40
10 Rice, Flour, Dhal Mills 401.46 23.61 425.07
11 Wood Based Industries 186.11 192.31 378.42
12 Plastic and Plastic Products 249.95 88.86 338.81
13 Paper and Paper Products 279.37 48.92 328.29
14 Cement and Cement Products 296.26 20.96 317.22
15 Food & Food Products 256.96 16.19 273.15
16 Drugs and Pharmaceuticals 139.56 71.04 210.60
17 Petroleum Products 176.40 3.00 179.40
18 Coal and Mining 132.65 2.67 135.32
19 Chemicals, Dyes 104.80 20.84 125.64
20 Kandasari and Sugar 97.38 2.00 99.38
21 Leather and Leather Products 51.04 16.66 67.70
22 Tea Industry 46.77 0.31 47.08
23 Distilleries, Brewaries including soft drinks 23.33 20.13 43.46
24 Computer Software and Computer Hardware 21.13 16.37 37.50
25 Jute Textile 19.81 8.41 28.22
26 Rubber and Rubber Products 18.65 7.29 25.94
27 Cashewnut Processing 18.11 0.00 18.11
28 Electronics 9.30 3.84 13.14
29 Vegetable Oil 8.51 0.00 8.51
30 Tobbaco and Tobbaco Products 1.07 0.00 1.07
31 Marine Products / Processing 0.1 0.00 0.1

Total Industrial Advance 10318.40 1860.18 12178.58
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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 5.14
Residual Contractual Maturity of Advances and Investments
(X in crore)
Sl. No. Maturity Buckets Investments Advances
1 1 Day 13.36 803.99
2 2 to 7 Days 365.41 237.24
3 8 to 14 Days 469.86 387.80
4 15 to 28 Days 74.60 270.60
5 29 Days and upto 3 Months 1405.82 2512.19
6 Over 3 Months and upto 6 Months 355.92 2364.13
7 Over 6 Months and upto 1 Year(s) 517.38 3621.97
8 Over 1 Year(s) and upto 3 Year(s) 1798.92 14771.35
9 Over 3 Year(s) and upto 5 Year(s) 1721.37 3389.68
10 Over 5 Year(s) 9534.01 5543.50
Total 16256.65 33902.45
Classification of Non Performing Advances in crore)
Sl.No. Particulars 31.03.2016
A Amount of NPA's ( Gross) 1180.40
- Substandard 595.18
- Doubtful 1 219.61
- Doubtful 2 276.47
- Doubtful 3 35.12
- Loss 54.02
B Net NPAs
Amount of Net NPA 795.47
C NPA Ratios
Gross NPAs to Gross Advances ratio (%) 3.44
Net NPAs to Net Advances ratio (%) 2.35
Movement of NPAs (Gross) ( in crore)
Sl.No. Particulars 31.03.2016
1. Opening Balance as on 01.04.2015 944.21
2. Additions 1125.07
3. Reductions 888.88
4. Closing Balance as on 31.03.2016 1180.40
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Movement of Provisions for NPAs ( in crore)
SI.No. Particulars 31.03.2016
1. Opening Balance 315.35
2. Provision made during the period 267.18
3. Write off 211.69
4. Write back of excess provisions 0.00
5. Closing balance 370.84

Non Performing Investments and movement of provision for depreciation on Investments

(X in crore)
SI.No. Particulars 31.03.2016
A Amount of Non performing Investments 160.69
B Amount of Provision held for Non performing Investments 33.45
C Movement of provisions for depreciation on Investments
a) Opening balance 29.68
b) Add: Provisions made during the year 35.63
c) Less: Write off/write back of excess provisions 12.86
d) Closing balance 52.45

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
differentrisk buckets are as under:

(X in crore)
Sl. No. Risk weight Exposure Outstanding
1 Below 100% 14283.75
2 100% 11559.50
3 More than 100% 5309.18
Total 31152.43

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 Il 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
butissued by Banks and listed on a recognized exchange and are classified as senior debt, certain mutual fund units
where daily NetAssets Value (NAV) is available in public domain .
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Eligible Guarantors (counter-guarantors):
Credit protection given by the following entities is recognized:

() 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.

(ii) 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.

(i) 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.

The extent of total credit exposure (under the standardized approach) covered by eligible financial collaterals after
application of haircuts are furnished below:

(X in crore)
Eligible financial collaterals after haircuts 4518.09
Eligible guarantees 777.57

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
regularintervals 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 at Risk (VaR) model, which is under implementation.
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The capital requirements for market risk are detailed below:

(X in crore)
Sl. No. Risk Category Capital Charge
| Interest Rate 136.53
Il Equity 69.78
i Foreign Exchange, Gold and Derivatives 1.52
\Y, Total Capital Charge for market Risk (I+11+l11) 207.83

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.

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 at the changes in the
Market Value of Equity (MVE).

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

Earning at Risk for 200 bps interest rate shock is estimated at ¥46.32 crore and change in the Market value of
Equity for 200 bps interest rate shock is +26.44%

OPERATIONAL RISK
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.
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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 31* March 2016 is as under:

(% in crore)
Particulars Notional Amount Current Exposure
Foreign exchange contracts 3026.04 86.17
Interest rate contracts Nil Nil
Total 3026.04 86.17

9. 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

10. DISCLOSURES ON REMUNERATION

Necessary disclosures have been furnished in the Notes on Accounts and also available in the above link of our
website

11.OTHERDISCLOSURES

Other disclosures like Leverage Ratio (LR), Liquidity Coverage Ratio (LCR) etc. are available in the above link of
Bank's website.
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ANNEXURE IV

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 principles such as conducting the business with integrity and fairness,
being transparentin 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 Regulation 17-27 read with Schedule V of the SEBI (Listing Obligations and Disclosure
Requirements) Regulations, 2015.

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”.

The bank has also adopted a Vision Statement which reads as under:

To be a progressive, prosperous and well governed Bank
The Core values and guiding principles to be followed by all working in the Bank include:
i) Sincere, Honestand Trustworthy
i) Unshakable Integrity
i) Professionaland Smart Banker
iv) Committed to protect Bank’s interests through legitimate and sustainable business

v) ‘Bankfirst attitude always

Board of Directors:

Composition of the Board: The Board of Directors of the Bank consists of 12 directors including the Managing
Director. The constitution of the Board conforms to the provisions of Section 10 B of the Banking Regulation Act,
1949, Section 149 of the Companies Act, 2013 and SEBI (Listing Obligations and Disclosure Requirements)
Regulations, 2015. 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. Mr. P. Jayarama Bhat is the Managing Director & CEO of the Bank. Messrs Ullal Ravindra Bhat
(U R Bhat) and Keshav Krishnarao Desai (Keshav K Desai) are the Additional Directors on the Board
w.e.f. 19.02.2016 who hold office upto the date of the ensuing Annual General Meeting. All other directors on the
Board are independent and non-executive directors. Newly appointed directors have been provided with
familiarization programme and other Directors also undergo training in specialized areas such as IT Governance,
Risk Management, Corporate Governance etc. details of which are posted in the website of the Bank at the URL
www.karnatakabank.com
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Name of the Director
(Messrs/Mrs.)

Type of Director

Ananthakrishna

Independent

P Jayarama Bhat

Executive, Non-Independent

S V Manjunath Independent
D Harshendra Kumar Independent
Dr. H Ramamohan Independent
T R Chandrasekaran Independent
Ashok Haranahalli Independent
Usha Ganesh Independent
Rammohan Rao Belle Independent
B A Prabhakar Independent
U R Bhat # Non-Independent, Non-Executive

Keshav K Desai # Non-Independent, Non-Executive

#Appointed as Additional Directors w.e.f. 19.02.2016

BOARD MEETINGS:
During the financial year ended March 31, 2016 the Board met 13 times on the following dates:

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

1 07.05.2015 8 16.11.2015
2 22.05.2015 9 18.12.2015
3 27.06.2015 10 16.01.2016
4 17.07.2015 11 19.02.2016
5 21.08.2015 12 18.03.2016
6 21.09.2015 13 19.03.2016
7 30.10.2015

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:

NamecftheDirecor | S| NG e | o o

’ attended the last AGM Limited Limited Companies
Ananthakrishna 1" YES 01 01
P Jayarama Bhat 13 YES NIL NA
S V Manjunath 13 YES NIL NA
D Harshendra Kumar 12 YES NIL NA
Dr. H Ramamohan 13 YES NIL NA
T R Chandrasekaran 12 YES 01 01
Ashok Haranahalli 1" YES NIL NA
Usha Ganesh 12 YES NIL NA
Rammohan Rao Belle 13 YES NIL NA
B A Prabhakar 13 YES 05 04
U R Bhat 01 NA 04 03
Keshav K Desai 01 NA NIL NIL
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Note: As per SEBI (Listing Obligations and Disclosure Requirements) Regulations, 2015, for the purpose of
Committee positions held in other public limited companies, only Audit Committee and Stakeholders Relationship
Committee have been considered.

None of the Directors of the Board serve as members of more than ten Committees or they act as Chairpersons of
more than five Committees across all companies. None of the Directors are related inter-se.

Remuneration of Directors:

Pursuant to the Compensation Policy of the Bank, the Directors of the Bank were paid remuneration during the year
under report. All the non executive directors including Mr. Ananthakrishna, the part-time Chairman of the Bank were
paid sitting fees for attending meetings of Board/Committees besides reimbursing travelling expenses wherever
applicable and halting allowance at the rates fixed by the Board.

Mr. P. Jayarama Bhat, Managing Director & CEO, has been paid salary and other allowances as approved by the
Reserve Bank of India vide their letter DBR. Appt. N0.3631/08.40.001/2015-16 dated September 10, 2015 and
approved by the members at the 91* Annual General Meeting held on July 16, 2015. The details of the remuneration
paid to Mr. P. Jayarama Bhat during the year ended March 31, 2016 were as under:

Break up of remuneration T in lakh
Basic Salary 44.58
Dearness Allowance 8.91
House Rent Allowance 6.69
Total 60.18

In addition to the above, 12 percent of the Basic pay amounting to ¥5.35 lakh was also contributed towards Provident
Fund. Other benefits such as use of car, telephone at residence, LFC etc. were also provided to Mr. P Jayarama Bhat
during the reporting period. Further, a variable pay of ¥7.42 lakh for the financial year 2014-15 was also paid during
the year under report as permitted by Reserve Bank of India vide their letter DBR.Appt.N0.6624/08.40.001/2015-16
dated November 10, 2015.

Non-executive and Independent Directors of the Bank were paid sitting fees at the rate of ¥40,000/- for attending
Board meetings, ¥30,000 for attending meetings of Audit Committee, Executive Committee and Integrated Risk
Management Committee meetings and ¥20,000/- for attending the meetings of other Committees of the Board during
the year under report. The details of the sitting fees paid to the Directors for the year ended 31 March 2016 were as
under:

(X in lakh)
Name of the Director (Messrs/Mrs.) Sitting fees paid for the year 2015-16
Ananthakrishna 8.60
S V Manjunath 6.60
D Harshendra Kumar 6.30
Dr. H Ramamohan 9.10
T R Chandrasekaran 10.40
Ashok Haranahalli 5.00
Usha Ganesh 8.60
Rammohan Rao Belle 13.60
B A Prabhakar 11.90
U R Bhat 0.40
Keshav K Desai 0.40

The Bank has not granted any Stock Options to its Directors so far.

COMMITTEES OF THE BOARD:

In compliance with the regulatory requirements and for the operational convenience, the following committees were
functioning in the Bank as on March 31, 2016.

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

In order to facilitate the Board to concentrate on policy matters and strategic planning, etc., the Board has delegated
lending and non- lending powers upto the limits decided by the Board from time to time to the Executive Committee of
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Board of Directors. The Committee was headed by Mr. P Jayarama Bhat, Managing Director. The other members of
the Committee were Messrs Dr. H Ramamohan, Rammohan Rao Belle and B A Prabhakar. During the year under
report, nine meetings of the EC were held during the financial year on 08.05.2015, 12.06.2015, 09.07.2015,
20.08.2015, 28.09.2015, 17.11.2015, 28.12.2015, 02.02.2016 and 19.03.2016. Details of the attendance at the
meetings were as under:

Meetings record

Name of the Director (Messrs) No. of meetings attended
P Jayarama Bhat 09
Dr H Ramamohan 09
Rammohan Rao Belle 08
B A Prabhakar 09

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 terms of reference of the ACB which 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 is correct, sufficient and credible.

Recommendation for appointment, remuneration and terms of appointment of auditors of the Bank.
Approval of payment to statutory auditors for any other services rendered by the statutory auditors.

Reviewing, with the management, the annual financial statements and auditor's report thereon 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 (c) of sub-section (3) of section 134 of the Companies Act, 2013

. Changes, ifany, in accounting policies and practices and reasons for the same

Major accounting entries involving estimates based on the exercise of judgment by management

b
c
d. Significantadjustments made in the financial statements arising out of audit findings
e. Compliance with listing and other legal requirements relating to financial statements
f. Disclosure of any related party transactions

g. Modified opinion(s) in the draft audit report

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

6. 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.

7. Reviewing and monitoring the auditor's independence and performance, and effectiveness of audit process.
8.  Approval or any subsequent modification of transactions of the Bank with related Parties.

9. Valuation of undertakings or assets of the Bank, wherever itis necessary.

10. Evaluation of internal financial controls and risk management systems.

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

12. 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.

13. Discussion with internal auditors of any significant findings and follow up there on.
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14. 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.

15. 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.

16. 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.

17. Toreview the functioning of the whistle blower mechanism.

18. Approval of appointment of Chief Financial Officer after assessing the qualifications, experience and
background, etc. of the candidate.

19. Carrying outany other function as is mentioned in the terms of reference of the Audit Committee.

Apart from the above, the ACB also considers such other matters as are prescribed by RBI either in the form of
calendar of reviews or by separate circulars.

The ACB was headed by Mr T R Chandrasekaran, an Independent Director. The members of the ACB consisted of
Mrs Usha Ganesh, Mr Rammohan Rao Belle and Mr B A Prabhakar and all the members of the ACB were financially
literate. The Company Secretary acted as the secretary to the Committee. The Chief Financial Officer, Chief
Compliance Officer and the Head of the Inspection & Audit Department of the Bank were also invited to attend the
meetings of the committee. The Statutory Central Auditors were also invited to attend the meetings whenever
interim/annual financial reports were considered. During the financial year under review nine meetings of ACB were
held on 07.05.2015, 21.05.2015, 24.06.2015, 17.07.2015, 20.08.2015, 30.10.2015, 28.11.2015, 16.01.2016 and
28.03.2016.

Meetings record of the ACB

Name of the Director (Messrs/Mrs.) No. of meetings attended
T R Chandrasekaran 08
Usha Ganesh 08
Rammohan Rao Belle 09
B A Prabhakar 09

3. Stakeholders Relationship 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, 2016 also. The Committee
was rechristened to align with the requirements of Companies Act, 2013 and the listing agreement entered into
with the Stock Exchanges. The Committee was headed by Mr. D Harshendra Kumar. The other members of the
Committee were Mr. Ashok Haranahalli and Mr. Rammohan Rao Belle. The Committee met twice during the
financial year under report on 21.09.2015 and 19.03.2016 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 43 complaints were received from the Investors/Share holders 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. Bank was also
promptin uploading the Action Reportin SEBI's on line complaint redressal portal "SCORES".

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.

43



92" ANNUAL REPORT 2015-16

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

The Committee meets quarterly to review and follow up all cases and also immediately on detection of any
fraud involving amount of %1 crore and above.

The Committee consisted of Messrs Ananthakrishna (Chairman of the Committee), P Jayarama Bhat, S V
Manjunath, T R Chandrasekaran and B A Prabhakar. During the year financial under report, four meetings of the
Committee were held on 27.06.2015, 28.09.2015, 28.12.2015 and 28.03.2016.

Integrated Risk Management Committee (IRMC)

A Board level sub-committee called the Integrated Risk Management Committee (IRMC) which 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 continued its functioning during the year under report. The
Committee was headed by Mr. Ananthakrishna and other members of the Committee were Messrs P Jayarama
Bhat, TR 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 financial year on 24.06.2015, 21.08.2015, 17.11.2015 and 19.02.2016.

Nomination and Remuneration Committee (N&RC)

Pursuant to the Companies Act, 2013, SEBI(Listing Obligations and Disclosure Requirements) Regulations,
2015 and the extant guidelines of Reserve Bank of India, Bank has constituted "Nomination & Remuneration
Committee (N&RC)" w.e.f. 30.09.2014. The Committee consisted of Messrs Ananthakrishna, S V Manjunath
(Chairman of the Committee), Dr. H Ramamohan, T R Chandrasekaran and Rammohan Rao Belle. During the
financial year under report two meetings of the Committee were held on 08.07.2015 and 19.02.2016. The
attendance record atthe meeting is as under:

Name of the Director (Messrs) No. of meetings attended
Ananthakrishna 02
S V Manjunath 02
Dr H Ramamohan 02
T R Chandrasekaran 02
Rammohan Rao Belle 02

The terms of reference of the Committee include:

vi.
Vii.

Identification of persons who are qualified to become directors and who may be appointed in senior management
in accordance with the criteria laid down.

Undertake the due diligence of candidates before their appointment/re-appointment as directors.

iii. Recommend to the Board, appointment of directors and senior management personnel and removal.

Formulate the criteria for determining qualification, positive attributes and independence of a director, key
managerial personnel and other employees.

Recommend to the Board, the policy for evaluation of performance of directors.
Recommend to the Board on the remuneration of Whole Time Directors/Chief Executive Officers, etc.
To administer the Employee Stock Option Scheme of the Bank.

In deference to the above, the Committee has laid down Policy on determination of the qualifications, positive
attributes and independence of a director for appointment as Directors and also a policy on remuneration of Directors.

Remuneration Policy

The Bank has adopted a policy on compensation of Whole Time Directors/Chief Executive Officers etc. which aims at
attracting and retaining the right candidates in the Bank. The policy is designed to support key business strategies
and provide reasonable remuneration commensurate with the performance of the Bank taking into account
alignment of compensation with prudent risk taking etc.
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Remuneration of Whole Time Director/ Managing Director & CEO

The remuneration of the Managing Director & CEO of the Bank is recommended by the Nomination and
Remuneration Committee to the Board for approval in accordance with the aforesaid policy. The Board of Directors
considers the recommendation of the Nomination and Remuneration Committee and approves the remuneration,
subject to approvals from Reserve Bank of India and shareholders. The remuneration comprises of fixed pay and
variable pay linked to the achievement in financial and non-financial areas duly aligning it to the risk, cost to income
ratio etc. In case the variable pay is substantial i.e. 50 percent or more of the fixed pay, the provision of deferment is
also applicable. As a Policy, prudential limit for variable pay is also envisaged as it is limited to 70 percent of the fixed

pay.

Remuneration of Non-Executive Directors

The Non-Executive Directors including Chairman of the Board are paid sitting fees for attending each meeting of the
Board/Committee as approved by the Board subject to limits prescribed under the Companies Act, 2013. The Bank
does not pay any compensation in the form of profit related commission to the Non-Executive Directors.

7. Customer Service Committee

With a view to strengthen the corporate governance structure and also mount innovative 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 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 consisted of Mr. Ananthakrishna,
Chairman and other members of the Committee were Messrs P. Jayarama Bhat, D. Harshendra Kumar and
Dr. H. Ramamohan. The Committee met twice on 08.05.2015 and 26.02.2016 during the financial year under report.
The Committee also invites customers to the meetings to get their feedback 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 consisted of Mr. Ananthakrishna,
Chairman and the other members of the committee were Messrs P Jayarama Bhat, 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 financial
year under reporton 24.06.2015,21.08.2015, 31.12.2015 and 26.02.2016.

9. 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 Shri G Gopalakrishna, Executive Director, RBl. 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. 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 constituted on
29.11.2011 to oversee the above areas continued its functioning during the year under report. The Committee
consisted of Messrs Ananthakrishna, Chairman, P Jayarama Bhat and Rammohan Rao Belle.

Some of the roles and responsibilities of this Committee include:

» Approving IT strategy and policy documents

» Ensuring that the management has put an effective strategic planning process in place

» Ratifying thatthe business strategy is indeed aligned with IT strategy

» Ensuring thatthe IT organizational structure complements the business model and its direction
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» Ascertaining that management has implemented processes and practices to ensure that the IT delivers value to
the business

» Ensuring ITinvestments represent a balance of risks and benefits and that budgets are acceptable

* 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

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

* Becoming aware about exposure towards IT risks and controls and evaluating effectiveness of management's
monitoring of I T risks

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

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

» 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".

Four meetings of the Committee were held during the financial year under report on 08.07.2015, 28.09.2015,
28.12.2015and 29.03.2016.

10. Corporate Social Responsibility (CSR) Committee

Pursuant to Section 135 of the Companies Act, 2013, a separate Committee has been constituted by the Board on
24.03.2014 to formulate and recommend to the Board a CSR policy, recommend the amount of expenditure to be
incurred on the CSR activities and monitor the CSR Policy of the Bank from time to time, monitor & regulate the
expenditure incurred by the Bank in corporate social responsibilities and to formulate policy on CSR activities. The
said Committee continued its functioning during the year under report.

Besides Mr P Jayarama Bhat, who was the head of the Committee, the Committee consisted of Mr. D Harshendra
Kumar and Mr Rammohan Rao Belle as its members. During the year the Committee met twice on 21.09.2015 and
29.03.2016. Necessary disclosure pursuant to sub section 4 of Section 135 of the Companies Act, 2013 read with
Companies (CSR) Rules, 2014, has been furnished in Annexure VIl and also posted in our website.

11. Review Committee for identification of Wilful Defaulters:

As per the RBI Guidelines, the Bank has constituted a Review Committee for Identification of Wilful defaulters on
19.02.2015 for considering the representation from the borrowers and review the order of the internal committee
constituted for identification of wilful defaulters. The Committee consisted of Mr P Jayarama Bhat, MD & CEO, as
Chairman and Mr. Ashok Haranahalli and Mr. B A Prabhakar, Independent Directors of the Bank as Members. During
the financial year the Committee metonce on 19.02.2016.

The Bank had also constituted a Review Committee for Non-Cooperative borrowers and there was no occasion for
the aforesaid committee to meet during the reporting period.

BOARD LEVEL PERFORMANCE EVALUATION

As required under the Companies Act, 2013 and the listing agreement entered into with the Stock Exchanges, the
performance review/evaluation of the Board as a whole, Committees of the Board, Chairman of the Board, all

Directors including independent directors and Managing Director & CEO of the Bank was carried out as per the
Performance Evaluation Policy adopted by the Bank. The process of Performance evaluation is as under:

Independent Directors in a separate meeting shall evaluate the performance of non-independent directors (i.e.
Managing Director & CEO of the Bank), Chairman of the Board and Board as a whole taking into account the views of
the Executive Director.

Board shall review the performance of all Independent Directors as well as the Committees of the Board.
EVALUATION CRITERIA
Board:

The criteria of evaluation of performance of the Board include composition of the Board, periodicity of the meetings,
management and human resources, strategy determination, monitoring and acting, policies and procedures
including Risk management policy, understanding the regulatory requirements, reporting to the stakeholders,
compliance with all applicable laws, requirements etc.

Committees of the Board:

The performance of the Committees of the Board was evaluated taking into consideration the terms of reference of
each Committee, periodicity of meetings, collective judgement and contribution by each committee in meeting their
objectives.
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Chairman of the Board:

The evaluation criteria for the performance of the Chairman of the Board inter-alia included leadership qualities
demonstrated by him, ability to synthesize discussion and divergent views to lead to consensus after listening to all
directors, his working relationship with the Managing Director and CEO etc.

Managing Director & CEO:

While evaluating the performance of the Managing Director & CEO, performance in key financial and non-financial
areas such as achieving the business targets, meeting stakeholders expectations and maintaining harmonious
relationship with the labour associations and recognition and rewards secured by the Bank under his leadership,
relationship with the Board, ability to execute the strategies etc., were considered.

Independent Directors:

The review of the performance of Independent Directors has been undertaken by the Board having regard to their
experience and expertise in the specified area of their specialisation, attendance record at the meetings of the Board
and the Committees thereof, value addition in the decision making process in the meeting, their ability to get updated
their knowledge about the business and regulatory environment in which the Bank is functioning, leading to bringing
inindependentjudgements and safeguarding the interest of stakeholders, etc.

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, ICAAP Function Committee, Management Security Forum etc. The Committees meet regularly to take
decisions on respective matters.

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

. Whether an ial
Year Venue Date Day Time resitlu(:i oe:\lg, 55:;3
2015 | Registered Office of 16.07.2015 | Thursday | 11.30 a.m. | Yes, Special resolutions in relation
the Bank, Mangaluru to the following were passed
1) Amendment of Article 3A of
Articles of Association.
2) Amendment to the various
clauses in the Articles of
Association
3) Consent for raising capital
through QIP
2014 | Registered Office of 09.08.2014 | Saturday |11.30a.m. | No
the Bank, Mangaluru
2013 | Registered Office of 06.07.2013 | Saturday |11.30 a.m. | Yes, Special resolution in relation
the Bank, Mangaluru to the following was passed
1) Consent for raising capital
through QIP

* 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, 2016. Further itis declared that all the
directors and senior management personnel have affirmed the compliance to the code of conduct laid down by the
Bank.

STATUTORY COMPLIANCE, PENALTIES AND STRICTURES:

There were no instances of non-compliances by the Bank, levy of penalties and strictures imposed by Stock
Exchanges, RBl and SEBI /other regulatory authorities on any matter during the year under report.
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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 news papers such as
Udayavani etc. 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 : o July 28,2016

Day . Thursday

Time : 11.30AM

Venue : TheKarnatakaBankLtd.

Regd. & Head Office
Mahaveera Circle, Kankanady
Mangaluru-575002.

B. Bookclosure: July22,2016 to July 28,2016 (both days inclusive)

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

a) Quarterending June, 302016 : July, 2016

b) Quarterending Sept. 30,2016 : October, 2016
¢) Quarterending Dec. 31,2016 : January, 2017
d) Quarterending March 31,2017 : May, 2017

D. Dividend: The Board of Directors has recommended a dividend of 50 percent on the paid up capital of the Bank for the
year ended March 31, 2016 (i.e. ¥5/- per share) and subject to approval by the AGM to be held on July 28, 2016, the
same will be paid to the shareholders holding shares as on July 28, 2016 in respect of shares held in physical form and
to the beneficial holders of shares as on July 21, 2016 in electronic form.

Dividend Payment Date: Between July 29, 2016 to August 4, 2016.

As per the provisions of Section 205A of the Companies Act, 1956, the unclaimed dividend for the financial year ended
March 2007-2008 of ¥33,83,485/- has been transferred to the Investor Education and Protection Fund established by the
Central Government. The following Table gives the position of unclaimed dividend from the year 2008-2009 as on
31.03.2016.

Year Unclaimed Date of Last date for
dividend (%) declaration claiming dividend
2008-2009 4827210 08.08.2009 07.09.2016
2009-2010 4058684 31.07.2010 30.08.2017
2010-2011 4154868 23.07.2011 22.08.2018
2011-2012 6067700 30.08.2012 29.09.2019
2012-2013 7100380 06.07.2013 05.08.2020
2013-2014 8476108 09.08.2014 08.09.2021
2014-2015 11623030 16.07.2015 15.08.2022

Unclaimed shares suspense account: Pursuant to Schedule V of the SEBI (Listing Obligations and Disclosure
Requirements) Regulations 2015, after sending three reminder letters in respect of unclaimed shares to the shareholders at
the addresses available, the Bank 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:

The Voting rights on these shares shall remain frozen till such shares are claimed by the rightful owner.

i No. of Total Number
Rartieulars shareholders of shares

Number of shareholders and the outstanding shares

in the suspense account lying at the beginning of the year. 2097 199944
Shareholders who approached us for transfer of shares

from suspense account during the year 15 3177
Shareholders to whom shares were transferred from

suspense account during the year: 15 3177
Number of shareholders and the outstanding shares

in the suspense account lying at the end of the year. 2082 196767
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E. Listing of shares:
The shares of the Bank are listed on the following Stock Exchanges.

Name of the Stock Exchange Address

Regd Office: Exch Plaza, Bandra Kurla Complex,
National Stock Exchange of India Ltd. B:rgdra (IIEC)eMJ(r%bZ?-gA?OO(?SZ? ancra kuria Lompiex

Regd Office: Floor 25, Phiroze Jeejeebhoy Towers
BSE Ltd. Dalal Street, Mumbai - 400001

The Bank has paid the annual listing fees for the year 2015-2016 to the above Stock Exchanges.

Compliance with Corporate Governance requirements: The Bank has been complying with requirements of
Corporate Governance as stipulated under Regulations 17-27 read with Schedule V of SEBI (Listing Obligations
and Disclosure Requirements) Regulations, 2015 (formerly under Clause 49 of the Listing Agreement entered into
with the National Stock Exchange of India Ltd and the BSE Ltd upto 30.11.2015) and a report on corporate
Governance in the prescribed format has been submitted to the Stock Exchanges every quarter.

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
transferas on March 31, 2016.

Stock Market Data

The shares of the Bank are traded on the Stock Exchanges only in dematerialized form as per the directives issued by
Securities and Exchange Board of India (SEBI). The shares are regularly traded on National Stock Exchange of India
Ltd (NSE) and BSE Ltd. (BSE). The monthly high & low prices along with the volumes traded from 01.04.2015 to
31.03.2016 on the above Stock Exchanges are given below together with bench mark indices.

Trading statistics on NSE

Month Share Price No. of Shares Traded CNXNIFTY
High Low High Low
Apr 2015 135.60 122.10 25067734 8834.00 8181.50
May 2015 141.50 119.65 40536989 8458.95 8057.30
June 2015 147.65 127.85 50807123 8433.40 7965.35
July 2015 154.95 134.75 62946729 8633.50 8328.55
Aug 2015 146.75 121.20 32646392 8588.65 7791.85
Sep 2015 126.60 109.55 32512368 7981.90 7558.80
Oct 2015 132.05 123.75 23726305 8295.45 7950.90
Nov 2015 128.25 121.30 17706641 8060.70 7731.80
Dec 2015 129.30 117.70 16154485 7954.90 7610.45
Jan 2016 124.80 94.70 34849250 7963.20 7276.80
Feb 2016 98.25 85.95 30350690 7555.95 6970.60
Mar 2016 102.65 90.45 30569819 7738.40 7222.30
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Trading statistics on BSE

Month Hi;hare P"ceLow No. of Shares Traded His;ip BSE Ser:-so:(
Apr 2015 135.80 122.10 2748242 29094.61 26897.54
May 2015 141.45 119.70 4637019 28071.16 26423.99

June 2015 147.70 127.75 5836544 27968.75 26307.07
July 2015 155.00 134.80 5963725 28578.33 27416.39
Aug 2015 146.60 121.05 3383425 28417.59 25298.42
Sep 2015 126.60 109.15 4223280 26471.82 24833.54

Oct 2015 131.90 123.80 2238249 27618.14 26168.71
Nov 2015 128.15 121.30 2153645 26824.30 25451.42
Dec 2015 123.80 117.75 1694982 26256.42 24867.73
Jan 2016 120.95 94.90 4093302 26197.27 23839.76
Feb 2016 96.40 85.90 3460975 25002.32 22494.61
Mar 2016 102.35 93.80 4375611 25479.62 23133.18

Major shareholders

As on 31* March 2016 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 10203485 5.41
B Sumanth Kumar Reddy 6257662 3.32
Government Pension Fund Global 3035001 1.61
LSV Emerging Markets Equity Fund LP 2625600 1.39
Kotak Equity Savings Fund 2580000 1.37
Chirag Dilipkumar Lakhi 2459328 1.30
Goldman Sachs (Singapore) PTE 2293495 1.22
Dimensional Emerging Markets Value Fund 2171417 1.15
Religare Finvest Ltd. 2154510 1.14
Credit Suisse (Singapore) Limited 2109785 1.12
TOTAL 35890283 19.03
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Shareholdings of Directors as on 31* March 2016.

Name of the Directors (Messrs/Mrs.) Number of shares
Ananthakrishna 10000
P Jayarama Bhat 3000
S V Manjunath 62117
D Harshendra Kumar 3983
Dr H Ramamohan 11632
T R Chandrasekaran 301
Ashok Haranahalli 6000
Usha Ganesh 2520
Rammohan Rao Belle 200
B A Prabhakar 150
U R Bhat 4523
Keshav K Desai 4280

Distribution of shareholding as on 31 March 2016.

Shares holding of Share Share
nominal value of holders Amount
4 Number % to Total 4 % to Total
(1) 2) (3) (4) (5)

Upto 5,000 99394 77.93 141011920 7.48
5,001 - 10,000 12682 9.94 96897030 5.14
10,001 - 20,000 7483 5.87 110742990 5.88
20,001 - 30,000 2698 212 67645590 3.59
30,001 - 40,000 1372 1.08 47893170 2.54
40,001 - 50,000 975 0.76 44764150 2.38
50,001 - 1,00,000 1649 1.29 117259360 6.22
1,00,001 and above 1293 1.01 1258346000 66.77
Total 127546 100.00 1884560210 100.00

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, 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. 91.76 percent of the equity shares of the Bank are in demat
formason 31.03.2016.
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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, Bengaluru- 560003
Tel: (080) 23460815-818 Fax: (080) 23460819
Email: alfint@vsnl.com or irg@integratedindia.in

Debenture Trustee :
In respect of the sub-ordinated debt instruments issued in the previous years and outstanding as on 31* March
2016, the Bank has appointed M/s IDBI Trusteeship Services Ltd as the Debenture Trustee and their contact

details are as follows.

IDBI Trusteeship Services Ltd
Asian Building, Ground Floor,

17, R.Kamani Marg, Ballard Estate, Mumbai-400001
Tel: 91 022 4080 7001 Fax: 91 022 6631 1776
Email: itsl@idbitrustee.co.in
website: www.idbitrustee.com

Non-mandatory (Discretionary) requirements

The compliance status of Non-mandatory requirements were as under

Requirements

Compliance status

The Board - A non-executive Chairman may be
entitted to maintain a Chairman's office at the
company's expense and also allowed
reimbursement of expenses incurred in performance
of his duties.

Complied with.

Shareholders Rights: A half-yearly declaration of
financial performance including summary of the
significant events in last six-months, may be sent to
each household of shareholders.

In view of wider publication of results in newspapers
and posting the same in the web site of the Bank, no
separate communication was sent to each
household of shareholders.

Modified opinion(s) in audit report: Company may
move towards a regime of unqualified financial
statements.

There were no audit qualifications.

Separate posts of Chairperson and chief executive
officer: The company may appoint separate persons to
the post of Chairman and Managing Director/CEO.

Pursuant to the extant guidelines of RBI, the Bank
has appointed separate persons to the post of
Chairman and Managing Director/CEO since
14.07.20009.

Reporting of Internal Auditor (The Internal auditor
may report directly to the Audit Committee)

Bank follows Risk Based Internal Audit as per the
extant guidelines of Reserve Bank of India and
periodical report thereof is submitted to the Audit
Committee of the Board.
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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 Conduct forthe year ended March 31, 2016.

P. Jayarama Bhat
Managing Director & CEO

Place : Mangaluru
Date : May 20, 2016

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 under Regulations 17 to 27 and clauses 46(2) (b) to (i) read with Schedule V of SEBI
(Listing Obligations and Disclosure Requirements) Regulations, 2015 (formerly under Clause 49 of the Listing
Agreement entered into with the National Stock Exchange of India Ltd and the BSE Ltd upto 30.11.2015) inrelation to
the listing of shares on the aforesaid stock exchanges for the financial year ended 31*March 2016.

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. Itis 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 aforesaid Regulations.

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

For Kamath & Rau For Abarna & Ananthan

Chartered Accountants Chartered Accountants

Firm Regn. No.001689S Firm Regn. No.000003S
Sd/- Sd/-

(Srinivas S Kamath) (C S Gopalakrishna)

Partner-M.No.201716 Partner-M. No.014706

Place : Mangaluru
Date : May 20, 2016
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ANNEXURE V

EXTRACT OF THE ANNUAL RETURN

[Pursuant to Section 92(3) of the Companies Act, 2013 and Rule 12(1) of the Companies
(Management and Administration) Rules, 2014]

REGISTRATION AND OTHER DETAILS:

i) CIN

i) Registration Date

iii) Name ofthe Company

iv) Category/Subcategory of the Company

v) Address of the Registered Office and
contact details

vi) Whether listed company (Yes/No)

vii) Name, address and contact
details of Registrar and Share Transfer
Agent, ifany

L85110KA1924PLC001128
18.02.1924
The Karnataka Bank Limited

Public Limited Company

Regd & Head Office, Mahaveera Circle,
Kankanady, Mangaluru-575002

Tel: (0824)2228222 Fax: (0824) 2225588
Email: investor.grievance@ktkbank.com

YES

Integrated Enterprises (India) Ltd.

30, Ramana Residency, 4" Cross, Sampige Road,
Malleshwaram, Bengaluru- 560 003

Tel: (080)23460815-818 Fax: (080) 23460819
Email: irg@integratedindia.in

. PRINCIPAL BUSINESS ACTIVITIES OF THE COMPANY

Allthe business activities contributing 10% or more of the total turnover of the company shall be stated:

SI. No. Name and Description of NIC Code of the % to total turnover
main product/services Product/Service of the company
1 Banking Services 64191 100

PARTICULARS OF HOLDING, SUBSIDIARY AND ASSOCIATE COMPANIES

Sl. No. Name and Address CIN/GLN
of the Company

Holding/ Subsidiary / % of shares Applicable
Associate held Section

Bank does not have any holding/subsidiary/associate company
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IV. SHAREHOLDING PATTERN
i) Category-wise Share Holding:

No. of Shares held at the beginning No. of Shares held at the
of the year end of the year % Change
Category of . . during
Shareholders . % of . % of
Demat | Physical | Total | Tota) | Demat | Physical | Total Total | theyear
Shares Shares
A. Promoters (1) Indian
a) Individual/HUF nil nil nil nil nil nil nil nil nil
b) Central Govt il nil il il nil il il il il
c) State Govt il nil il il nil il il il il
d) Bodies Corp il nil il il nil il il il il
e) Banks/FI nil nil il il nil il il il nil
f) any other nil nil nil nil nil nil nil nil nil
Sub-Total (A)(1): nil nil nil nil nil nil nil nil nil
(2) Foreign
a) NRI-Individuals nil nil il il il nil nil nil nil
b) Other-Individuals nil nil il il il nil nil nil nil
c) Bodies Corp nil nil il il il il il il il
d) Banks/FI nil nil il il il nil nil nil nil
Sub-Total (A)(2): nil nil nil nil nil nil nil nil nil
Total Shareholding of Promoter
(A) = (A)(1)*(A)(2) nil nil nil nil nil nil nil nil nil
B. Public Shareholding
1. Institutions
a) Mutual Funds 4212963 0| 4212963 | 2.24 8025224 0 | 8025224 | 4.26 2.02
b) Banks/FI 684381 0 684381 0.36 1169720 0 1169720 | 0.62 0.26
c) Central Govt 0 0 0 0 0 0 0 0 0
d) State Govt 0 0 0 0 0 0 0 0 0
e) Venture Capital Funds 0 0 0 0 0 0 0 0 0
f) Insurance Companies 11144940 0 | 11144940 | 5.91 | 10888535 0 | 10888535 | 5.78 -0.13
g) Flls 41831330 0 | 41831330 | 22.20 | 35795368 0 | 35795368 | 18.99 -3.21
h) Foreign Venture Capital Funds 0 0 0 0 0 0 0 0 0
i) Others 0 0 0 0 0 0 0 0 0
Sub Total (B) (1) 57873614 57873614 | 30.71 | 55878847 0 | 55878847 | 29.65 -1.06
2. Non-Institutions
a) Bodies Corp
i) Indian 25407827 | 247934 | 25655761 | 13.61 | 17394100 | 247884 | 17641984 | 9.36 -4.26
i) Overseas 0 0 0 0 0 0 0 0 0
b) Individuals
i) Individual shareholders holding
nominal share capital upto 21 lakh 44815737 | 13513977 | 58329714 | 30.95 | 47016045 |13047663 | 60063708 | 31.87 0.92
ii) Individual shareholders holding
nominal share capital in excess
of %1 lakh 41410838 | 2417680 | 43828518 | 23.26 | 48306142 | 2217131 | 50523273 | 26.81 3.55
c) others
i) Trust 29643 0 29643 | 0.02 29643 0.02 29643 | 0.02 0.00
i) NRI 1742227 9550 | 1751777 | 0.93 2291353 9550 | 2300903 | 1.22 0.29
iii) Clearing Member 777784 0 777784 | 0.41 1820896 0 1820896 | 0.97 0.56
iv) Unclaimed Suspense Alc 199944 0 199944 | 0.1 196767 0 196767 | 0.10 -0.01
Sub Total (B) (2) 114384000 | 16189141 130573141 | 69.29 | 117054946 |15522228 | 132577174 | 70.35 1.06
Total Public Shareholding
(B) = (B)(1) #(B)(2) 172257614 | 16189141 | 188446755 |100.00 | 172933793 | 15522228 | 188456021 |100.00 0.00
C. Shares held by custodian
for CDRs/ADRs 0 0 0 0 0 0 0 0 0
Grand Total (A+B+C) 172257614 | 16189141 | 188446755 |100.00 | 172933793 | 15522228 | 188456021 |100.00 0.00
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ii) Shareholding of Promoters

No. of Shares held at the No. of Shares held at the

beginning of the year end of the year % change in

. 0, 0, H
SI. | Shareholder's % of total % of shares % of total % of shares shareh.oldmg

No. Lalle No. of Shares of the plEitEe) No. of Sh Shares of Jadifeel ——
Shares Compan encumbered | NO- of Shares the Compan encumbered the year
pany to total shares pany to total shares
Not applicable as the Bank does not have any promoters in control of the management .

iii) Change in Promoter's Shareholding

No. of Shares held at the Cumulative shareholding
Sl. beginning of the year during the year
No. No. of % of total shares No. of % of total shares
shares of the Company shares of the Company

Not applicable as the Bank does not have any promoters in control of the management .

iv) Shareholding Pattern of top ten Shareholders other than directors, promoters, holders of ADR/GDR

(No. of Shares) year
Sl.No. Name of the shareholder
No.of | % tototal % to total
Shares | Shares of | Increase |Decrease No.of |\ res of
the Bank Shares the Bank
1 Life Insurance Corporation of India 10203485 541 | | 10203485 5.41
2 B Sumanth Kumar Reddy 3989172 212 2268490 | ... 6257662 | 3.32
3 Government Pension Fund Global 3035001 161 | 0 3035001 1.61
4 LSV Emerging Markets Equity
Fund LP 2625600 139 | L L 2625600 1.39
5 Kotak Equity Savings Fund 464000 0.25 2116000 | ... 2580000 1.37
6 Chirag Dilipkumar Lakhi 1823917 0.97 635411 | ... 2459328 | 1.30
7 Goldman Sachs (Singapore) Pte 2857780 1652 | . 564285 | 2293495 1.22
8 Dimensional Emerging Markets
Value Fund 2195065 116 | ... 23648 | 2171417 1.15
9 Religare Finvest Ltd 3098262 164 | .. 943752 | 2154510 1.14
10 Credit Suisse (Singapore) Limited 2344442 124 | .. 234657 | 2109785 1.12

Since the substantial portion of the shares are held and traded in demat form, date wise increase or decrease
is not available.

56



X@X The Karnataka Bank Ltd.

v) Shareholding of Directors & Key Managerial Personnel

SI. For each of the Director & KMP No. of_ Sh_ares held at the Cumulat!ve shareholding
No. beginning of the year during the year
. No. of % of total shares No. of | % of total shares
Directors shares of the Company | shares | of the Company
1 | Ananthakrishna
At the Beginning of the Year 10000 0.00 10000 0.00
Datewise increase/decrease in shareholding
during the year specifying the reasons for nil nil nil nil
increase/decrease
At the end of the Year 10000 0.00
No. of % of total shares No. of | % of total shares
2 | P Jayarama Bhat shares of the Company | shares | of the Company
At the Beginning of the Year 3000 0.00 3000 0.00
Datewise increase/decrease in shareholding ) . . .
during the year specifying the reasons for nil nil nil nil
increase/decrease
At the end of the Year 3000 0.00

0, 0,
3 | SV Manjunath No. of % of total shares No. of % of total shares

shares of the Company shares | of the Company
At the Beginning of the Year 62117 0.03 62117 0.03
Datewise increase/decrease in shareholding ' . . .
during the year specifying the reasons for nil nil nil nil
increase/decrease
At the end of the Year 62117 0.03

No. of % of total shares No. of | % of total shares

4 | D Harshendra Kumar shares of the Company | shares | of the Company

At the Beginning of the Year 3983 0.00 3983 0.00
Datewise increase/decrease in shareholding ' . . .
during the year specifying the reasons for nil nil nil nil
increase/decrease
At the end of the Year 3983 0.00

5 | Dr H Ramamohan No. of % of total shares No. of % of total shares

shares of the Company shares | of the Company
At the Beginning of the Year 11632 0.00 11632 0.00
Datewise increase/decrease in shareholding
during the year specifying the reasons for nil nil nil nil
increase/decrease
At the end of the Year 11632 0.00

No. of % of total shares No. of | % of total shares

6 | TR Chandrasekaran shares of the Company | shares | of the Company

At the Beginning of the Year 301 0.00 301 0.00
Datewise increase/decrease in shareholding ) _ _ _
during the year specifying the reasons for nil nil nil nil
increase/decrease

At the end of the Year 301 0.00
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. No. of % of total shares No.of | % of total shares
7 | Ashok Haranahalli shares | ofthe Company | shares | of the Company
At the Beginning of the Year 6000 0.00 6000 0.00
Datewise increase/decrease in shareholding
during the year specifying the reasons for nil nil nil nil
increase/decrease
At the end of the Year 6000 0.00
No. of % of total shares No.of | % of total shares
8 | Usha Ganesh shares of the Company shares of the Company
At the Beginning of the Year 2520 0.00 2520 0.00
Datewise increase/decrease in shareholding
during the year specifying the reasons for nil nil nil nil
increase/decrease
At the end of the Year 2520 0.00
No. of % of total shares No.of | % of total shares
9 | Rammohan Rao Belle shares of the Company | shares | of the Company
At the Beginning of the Year 200 0.00 200 0.00
Datewise increase/decrease in shareholding
during the year specifying the reasons for nil nil nil nil
increase/decrease
At the end of the Year 200 0.00
10 | B A Prabhakar No. of % of total shares No.of | % of total shares
shares of the Company shares of the Company
At the Beginning of the Year 150 0.00 150 0.00
Datewise increase/decrease in shareholding
during the year specifying the reasons for nil nil nil nil
increase/decrease
At the end of the Year 150 0.00
No. of % of total shares No.of | % of total shares
11 | URBhat shares of the Company | shares | of the Company
At the Beginning of the Year NA NA NA NA
Datewise increase/decrease in shareholding
during the year specifying the reasons for nil nil nil nil
increase/decrease
At the end of the Year 4253 0.00
12 | Keshav K Desai No. of % of total shares | No.of | % of total shares
shares of the Company shares | of the Company
At the Beginning of the Year NA NA NA NA
Datewise increase/decrease in shareholding
during the year specifying the reasons for nil nil nil nil
increase/decrease
At the end of the Year 4280 0.00

58




X@X The Karnataka Bank Ltd.

Key Managerial Personnel

1 Raghurama, CFO No. of % of total shares No. of % of total shares

shares of the Company shares | of the Company
At the Beginning of the Year 50 0.00 50 0.00
Datewise increase/decrease in shareholding
during the year specifying the reasons for nil nil nil nil
increase/decrease
At the end of the Year 50 0.00
No. of % of total shares No. of | % of total shares
2 | YV Balachandr mpan r
alachandra, Company Secretary shares of the Company shares | of the Company
At the Beginning of the Year 2388 0.00 2388 0.00
Datewise increase/decrease in shareholding
during the year specifying the reasons for nil nil nil nil
increase/decrease
At the end of the Year 2388 0.00
INDEBTEDNESS : Indebtedness of the company including interest outstanding/accrued but not due for payment
® in lakh)
Secured
Loans |Unsecured ok Total
excluding Loans Deposits Indebtedness
deposits
Indebtedness at the beginning of the financial Year
i) Principal Amounts Nil 103775.78 Nil 103775.78
ii) Interest due but not paid Nil Nil Nil Nil
iii) Interest accrued not due Nil 2841.75 Nil 2841.75
Total (i+ii+iii) Nil 106617.53 Nil 106617.53
Change in indebtedness during the financial year
i) addition 3000.00 41247.95 Nil 45147.95
ii) deletion Nil 43775.78 Nil 43775.78
Net Change 3000.00 (1627.83) Nil 1372.17
Indebtedness at the end of financial year
i) Principal Amount 3000.00 102147.95 Nil 105147.95
ii) Interest due but not paid Nil Nil Nil Nil
iii) Interest accrued not due 0.64 2884.51 Nil 2885.15
Total (i+ii+iii) 3000.64 105032.46 Nil 108033.10

*Deposits received by the Bank in the ordinary course of business do not amount to deposits in terms of Companies Act,
2013, hence not included.

V) REMUNERATION OF DIRECTORS AND KEY MANAGERIAL PERSONNEL

A. Remuneration of Managing Director, whole time Director and or Manager ®in lakh)
Sl. ; ; Name of the MD Total
No. Particulars of Remuneration P Jayarama Bhat hehnt

1| Gross Salary

(a) Salary as per provisions contained in Section 17(1) of the Income Tax Act,1961 60.18 60.18
(b) Value of Perquisites u/s 17(2) of the Income Tax Act, 1961 -
(c) Profits in lieu of salary u/s 17(3) of the Income Tax Act, 1961 - --
2 | Stock Options -- -
Sweat Equity -- -
4 | Commission
- as a % of profit -- -

w

- others
5| Others (Contribution to SPF and Variable Pay) 12.77* 12.77*
Total (A) 72.95 72.95

Ceiling as per the Act @

* Variable pay for the year 2014-15 was paid to Mr. P Jayarama Bhat in the FY 2015-16.
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B. Remuneration of Directors

(X in lakh)

Name of the Directors
Sl.| Particulars of Total

No.| Remuneration |Ananthal SV  |DHarshendra) DrH |TRChandra| Ashok Usha | Rammohan BA UR Keshav | Amount
krishna|Manjunath | Kumar |Ramamohan| sekaran |Haranahalli| Ganesh | Rao Belle | Prabhakar| Bhat | K Desai

1| Independent

Directors

Sitting Fees for

attending Board/| 8.60 | 6.60 6.30 9.10 10.40 5.00 8.60 13.60 11.90 80.10
Committees

Commission - - - - - - - - - - -

Other - - - - - - - - - - -

Total (1) 8.60 | 6.60 6.30 9.10 10.40 5.00 8.60 13.60 11.90 80.10

2 | Non-Executive

Directors

Sitting Fees for
attending Board/

Committees 0.40 0.40 0.80
Commission - - - - - - - - - - -
Other - - - - - - - - - - -
Total (2) - - - - - - - - 040 | 040 0.80

Total (B) = (1+2)| 8.60 | 6.60 6.30 9.10 10.40 5.00 8.60 13.60 11.90 0.40 0.40 80.90

Total
Managerial
Remuneration

(A+B) - - - - - - - - - - 153.85

Overall ceiling
as per the act @

@ Being a Banking Company, the provisions of Banking Regulation Act, 1949 would apply to the Bank and the
remuneration of whole time Director is subject to the approval of Reserve Bank of India. The remuneration is, however,
within the limits prescribed under the Companies Act, 2013. Again any payment to Non-Executive/Independent
Directors other than sitting fees and profit related commission not exceeding in aggregate one percent of net profits of
the Bank subject to maximum of %10 lakh (except to part time chairman) can be made with the approval of RBI.
Presently Independent /Non-executive Directors are paid only sitting fees, which is within limits prescribed under the
CompaniesAct, 2013.
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C. Remuneration of Key Managerial Personnel other than MD & CEO

® in lakh)
,?(I)'. Particulars of Remuneration CFO g:g:ggg ALoc:laxlnt
1| Gross Salary
(a) Salary as per provisions contained in Section 17(1) of the Income Tax Act,1961 23.50 19.59 43.09
(b) Value of Perquisites u/s 17(2) of the Income Tax Act, 1961 0.38 2.39 2.77
(c) Profits in lieu of salary u/s 17(3) of the Income Tax Act, 1961 0 0 0
2 | Stock Options - -
3 | Sweat Equity - -
4 | Commission
- as a % of profit
5 | Others - Contribution to SPF 1.98 1.78 3.76
Total 25.86 23.76 49.62
Vil) PENALTIES/PUNISHMENT/COMPOUNDING OF OFFENCES
I e I
punishment Court] if any
A. COMPANY
Penalty nil nil nil nil nil
Punishment nil nil nil nil nil
Compounding nil nil nil nil nil
B. DIRECTORS
Penalty nil nil nil nil nil
Punishment nil nil nil nil nil
Compounding nil nil nil nil nil
C. OTHER OFFICERS IN DEFAULT
Penalty nil nil nil nil nil
Punishment nil nil nil nil nil
Compounding nil nil nil nil nil
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ANNEXURE VI

SECRETARIAL AUDIT REPORT

[Pursuant to Section 204(1) of the Companies Act, 2013, and Rule 9 of the Companies
(Appointment and Remuneration of Managerial Personnel) Rules, 2014]

FOR THE FINANCIAL YEAR ENDED 31* MARCH 2016

To,

The Members,

The Karnataka Bank Limited,

PostBox No.599,

Regd. & Head Office, Mahaveera Circle,
Mangaluru-575002

I have conducted the Secretarial Audit of the compliance of applicable statutory provisions and the adherence to good
corporate practices by The Karnataka Bank Limited (hereinafter called “the Bank”) for the audit period covering the
financial year ended on 31 March 2016. Secretarial Audit was conducted in a manner that provided me a reasonable
basis for evaluating the corporate conducts/statutory compliances and expressing my opinion thereon.

Based on my verification of the books, papers, minute books, forms and returns filed and other records maintained by
the Bank and also the information provided by the Bank, its officers, agents and authorized representatives during the
conduct of Secretarial Audit, | hereby report that in my opinion, the Bank has, during the audit period covering the
financial year ended 31* March 2016, complied with the statutory provisions listed hereunder and also that the Bank
has proper Board processes and compliance mechanism in place to the extent, in the manner and subject to the
reporting made hereinafter:

| have examined the books, papers, minute books, forms and returns filed and other records maintained by The
Karnataka Bank Limited (“the Bank”) for the financial year ended on 31* March 2016, according to the provisions of:

i. The CompaniesAct, 2013 (the Act) and the rules made thereunder;

ii. The Securities Contracts (Regulation)Act, 1956 ('SCRA') and the rules made thereunder;

iii. The Depositories Act, 1996 and the Regulations and Bye-laws framed thereunder;

iv. Foreign Exchange ManagementAct, 1999 and the rules and regulations made thereunder;

v. The following Regulations and Guidelines prescribed under the Securities and Exchange Board of India Act,
1992 ('SEBI Act'):-

a) The Securities and Exchange Board of India (Substantial Acquisition of Shares and Takeovers)
Regulations, 2011;

b) The Securities and Exchange Board of India (Prohibition of Insider Trading) Regulations, 1992;

c) The Securities and Exchange Board of India (Issue of Capital and Disclosure Requirements) Regulations,
2009;

d) The Securities and Exchange Board of India (Share Based Employee Benefit) Regulations, 2014;
e) The Securities and Exchange Board of India (Issue and Listing of Debt Securities) Regulations, 2008;

f) The Securities and Exchange Board of India (Registrars to an Issue and Share Transfer Agents)
Regulations, 1993 regarding the Companies Act and dealing with client;

g) The Securities and Exchange Board of India(Bankers to Issue) Regulations, 1994;
vi. Banking RegulationsAct,1949;

I have also examined compliance with the applicable clauses of the following:
i. Secretarial Standards issued by The Institute of Company Secretaries of India
ii. The Listing Agreements entered into by The Bank with National Stock Exchange of India Ltd and BSE Ltd.

iii. Securities and Exchange Board of India (Listing Obligations and Disclosure Requirements) Regulations,
2015 (with effect from 1* December 2015)
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During the period under review the Bank has complied with the provisions of the Act, Rules, Regulations, Guidelines,
Standards, etc. mentioned above.

| further report that:-

The Board of Directors of the Bank consists of Executive Director, Woman Director and Independent Directors in
conformity with Section 149 of the Companies Act, 2013, Clause 49 of the Listing Agreement, Regulation 17 of the
SEBI (LODR) Regulations, 2015 and also Section 10A of the Banking Regulation Act, 1949. The changes in the
composition of the Board of Directors taken place during the period under review were carried out in compliance with
the aforesaid provisions.

Adequate notice is given to all directors to schedule the Board Meetings, agenda and detailed notes on agenda were
sent at least seven days in advance, and a system exists for seeking and obtaining further information and
clarifications on the agenda items before the meeting and for meaningful participation at the meeting.

Decisions at the meetings of the Board of Directors of the Bank were carried out unanimously.

| further report that there are adequate systems and processes in the Bank commensurate with the size and
operations of the Bank to monitor and ensure compliance with applicable laws, rules, regulations and guidelines.

| further report that during the audit period there were no specific events/actions having a major bearing on the
Bank’s affairs in pursuance of the above referred laws, rules, regulations, guidelines and standards.

For Ullas Kumar Melinamogaru & Associates
Practising Company Secretaries

Date : May 18, 2016 Sd/- )
Place : Mangaluru CS Ullas Kumar Melinamogaru
Proprietor

FCS 6202, CP No. 6640
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ANNEXURE VII

Annual report on Corporate Social Responsibility (CSR) activities

A brief outline of the company's CSR policy, including overview of projects or programs proposed to be
undertaken and areference to the web-link to the CSR policy and projects or programs.

Business organizations are an integral part of the society. Every decision taken while doing the business involves
financial implications and social and environmental consequences. We strongly believe that usefulness of existence
of an entity is best judged not from the financial numbers it reports over a period of time but its relevance to the society
as judged by the Stakeholders. We believe in the principle of sharing the earnings. CSR process aimed at embracing
the responsibility for the actions of the Bank and encourages a positive impact through our activities on the
environment, consumers, employees, communities, stakeholders and all other members of the public.

The area of focus for our CSR activities include the education, Swach Bharat and making available drinking
water, healthcare and social welfare, protection of Heritage / Culture and arts/sports.

Overview of Activities

Pursuant to the CSR Policy of the Bank and in accordance with Schedule VIl of the Companies Act, 2013, your Bank
has undertaken certain activities during the year under report with a view to bring positive impact on the society. The
key initiatives undertaken were in the field of education, accessibility to safe and clean drinking water, health care,
arts/promoting sports, rejuvenation of places of historical prominence etc.

Web link to the CSR Policy

The CSR policy of the Bank is posted in the website of the Bank and the same can be accessed at the following web
link:
www.karnatakabank.com/ktk/CSR_policy_2014.pdf

Composition of CSR Committee

Your Board has constituted a CSR Committee consisting of following Directors as members.
1. Mr. P Jayarama Bhat - Chairman of the Committee

2. Mr. D Harshendra Kumar - Independent Director

3. Mr. Rammohan Rao Belle- Independent Director.

Average net profit of the Bank for the last three financial yeas:3478.44 crore
Prescribed CSR expenditure (two percent of the amount as above): ¥ 9.57 crore

Details of CSR spent during the financial year.
a. Totalamountto be spentfor the financial year:39.57 crore

The Bank has spent36.06 crore during the financial year 2015-16
(including amountto be released in respect of already sanctioned projects).

b. Amount unspent, if any: ¥3.51 crore

64



XﬁX The Karnataka Bank Ltd.

¢. Manner in which the amount spent during the financial year is detailed below:

(% in lakh)
Amount ST Cumulative Amount
) Project or Programs | gytjay ﬂfPe“‘ o . | expenditure | spent:
sl. CSR Project Sear i e (1) Local area or other | (hygget) sebPI:°Jed° upto the Direct or
No. or activity Project is covered (2) State and district | roiect or l;:fea ts reporting |  through
identified where th((ei prrtq:cts program- e)ganchI?tflre period | implementing
were undertaken i
RISE (2) overheads agency
1 | Education/Livelihood | Infrastructure ~ development  of | Tamil Nadu, Andhra
Enhancement schools, Livelihood enhancement Pradesh, Kerala, | 997 203.95 238.12 Direct
project, employment enhancing | Rajasthan, Maharastra
vocational skills, road safety | Karataka
awareness program promotion of
financial literacy among people
who are outside institutional
banking facilities
2 | Environmental Protection of Flora and fauna, | Delhi, Kamataka 100.46 54.16 58.21 Direct
Sustainability / animal, welfare, Conservation of
Green Initiatives natural  resources, ensuring
environmental sustainability, ecolo-
gical balance
3 | Protection of Protection of art and culture | Kerala, Karnataka 63.30 44.46 60.31 Direct
Heritage / Culture including restoration of buildings
and sites of historical importance,
Promotion and development of
traditional arts and handicrafts
4 | Swach Bharat Sanitation, encouraging Cleanli- | Kerala, Karnataka 90.10 56.49 62.59 Direct
ness under Swach Bharat,
Construction of toilets
5 | Health Care Making available safe drinking | Punjab, Maharashtra 109.05 109.89 138.85 Direct
water, Contribution to Mid-Day Meal | Kerala, Karnataka
Programmes, Provisions for aids
and appliances to the differently
abled persons etc.
6 | Empowering Empowering women, setting up of | Karnataka 11.63 11.12 17.44 Direct
Women / Socially homes and hostels for women and
and Economically orphans, measures for reducing in
Disadvantaged equalities faced by socially and
economically backward groups
7 | Rural Development | Rural Development Kerala, Karnataka 16.56 3.00 4.34 Direct
8 | Promotion of Sports Eggr;:tion of nationally recognized Karnataka 6.50 6.50 6.50 Direct
TOTAL 606.57 489.57 586.36

The Bank has been involving itself in various socio-economic activities intending to improve the life of the socially and
economically weaker sections besides promoting Arts/ Sports etc. CSR, being given statutory backing by the
Companies Act, 2013, the Bank continues to align its resources to the projects/programmes as indicated in Schedule
VIl of the Companies Act, 2013. The Bank having spent ¥606.57 lakh (including amount to be released in respect of
already committed projects), proposes to increase its CSR spend in the coming years by taking up CSR activities on

larger scale.

The CSR Committee of the Board hereby confirm that the implementation and monitoring of CSR Policy is in
compliance with the CSR objectives and Policy of the Bank.

For and on behalf of the CSR Committee

Sd/-
P JayaramaBhat

Managing Director & CEO
and Chairman of the CSR Committee
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ANNEXURE VI

The ratio of the remuneration of each director to the median employee's remuneration and other details in terms of
sub-section 12 of Section 197 of the Companies Act, 2013 read with Rule 5(1) of the Companies (Appointment and

Remuneration of Managerial Personnel) Rules, 2014:

the ratio of the remuneration of each director to the
median remuneration of the employees of the
company for the financial year

V)

MD& CEO: 14.11x

the percentage increase in remuneration of each
director, Chief Financial Officer, Chief Executive
Officer, Company Secretary or Manager, if any, in
the financial year

MD & CEO: Effective from July 14, 2015 remuneration
was increased by 29.92 percent, the variable pay in
relation to the last financial year was paid during the
financial year 2015-16 which constitute 11.33 percent of
his fixed pay. As the Bank follows the salary and other
service conditions agreed to at the industry level
settlement, except increase in the Dearness Allowance
portion of the salary of CFO and CS during the year, there
was no increase in the remuneration of the CFO and CS.

(iii)

the percentage increase in the median
remuneration of employees in the financial year

The Bank being part of bipartite wage settlement
entered into by the IBA with the workmen association
and Officers organization which is valid for five years,
there was an average increase of 21% in remuneration
across all employees. The percent increase in the
median remuneration was 21 percent.

(iv) the number of permanent employees on the rolls
of company

7792

(v) the explanation on the relationship between
average increase in remuneration and company

performance

Bank is part of industry level wage settlement and
remuneration of employees is paid as per the agreed
terms of settlement.

Comparison of the remuneration of the Key
Managerial Personnel against the performance
of the company

For the financial year 2015-16, KMPs were paid 0.29
percent of the net profit of the Bank for the year.

(vii) variations in the market capitalisation of the
company, price earnings ratio as at the closing
date of the current financial year and previous
financial year and percentage increase over
decrease in the market quotations of the shares of
the company in comparison to the rate at which
the company came out with the last public offer in
case of listed companies, and in case of unlisted
companies, the variations in the net worth of the
company as at the close of the current financial
year and previous financial year

The Market capitalization of the Bank stood at
1934.50 crore as on March 31, 2016 as against
3 2348.99 crore as on March 31, 2015. Over the same
period, the price to earnings ratio moved down from
5.20t0 4.66. Share price of the Bank has decreased by
14.46 percent to ¥102.65 over the last public offering,
i.e. IPO in September 1995 at the price of ¥ 120 per
share.
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(viii) average percentile increase already made in the
salaries of employees other than the managerial
personnel in the last financial year and its
comparison with the percentile increase in the
managerial remuneration and justification
thereof and point out if there are any exceptional
circumstances for increase in the managerial
remuneration

There was an average increase of 21% in salaries of all
employees other than managerial personnel in the last
financial year as per Bi-partite wage settlement
entered into by the IBA with the workmen association
and Officers organization and normal annual
increments and increase in Dearness Allowance which
is linked to the consumer price index and paid across
the banks as per the industry level wage pact.

(ix) comparison of the each remuneration of the Key
Managerial Personnel against the performance

ofthe company

The comparison of remuneration of each of the Key
Managerial personnel against the performance of the
Bankisasunder:

Salary of KMP % of Net Profit for
(X in lakh) the year
MD & CEO : ¥72.95 0.17
CFO : 325.86 0.06
Cs : %23.76 0.06

x)

the key parameters for any variable component
of remuneration availed by the directors

Variable pay was paid only to MD & CEO as per the
Compensation Policy of the Bank taking into
consideration the ratio of Profit Before Tax (PBT) to the
three year moving Average Risk Weighted Assets and
the risk rating as assessed internally besides capping
overall MDs salary including variable pay to 0.036 per
cent of the net total income and subject to variable pay
not exceeding 20% of fixed pay. The variable pay as
per Compensation Policy shall not exceed 70 per cent
of fixed pay in any year and in case variable pay
exceeds 50 percent of the fixed pay, there shall be
deferral of such variable pay.

Regulatory guidelines as per approval from Reserve
Bank of India and shareholders have also been
obtained.

(xi) the ratio of the remuneration of the highest paid
director to that of the employees who are not
directors but receive remuneration in excess of

the highest paid director during the year; and

No such employee.

affirmation that the remuneration is as per the
remuneration policy of the company.
Explanation.- For the purposes of this rule.-(i) the
expression "median" means the numerical value
separating the higher half of a population from
the lower half and the median of a finite list of
numbers may be found by arranging all the
observations from lowest value to highest value
and picking the middle one; (ii) if there is an even
number of observations, the median shall be the
average of the two middle values.

(xii)

Yes. Itis confirmed.
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BALANCE SHEET AS ON 31* MARCH 2016

(% in '000s)
Schedule 31.03.2016 31052015
g g
CAPITAL AND LIABILITIES
Capital 1 188,46,58 188,45,66
Reserves and Surplus 2 3502,11,84 3200,60,39
Deposits 3 50488,20,95 46008,60,55
Borrowings 4 1051,47,95 1037,75,78
Other Liabilities and Provisions 5 1270,06,17 1401,17,55
Total 56500,33,49 51836,59,93
ASSETS
Cash and balances with Reserve Bank of India 6 2645,62,37 2488,44,50
Balances with Banks and Money at
Call and Short Notice 7 399,30,01 125,70,98
Investments 8 16256,65,31 14031,67,32
Advances 9 33902,44,84 31679,98,76
Fixed Assets 10 306,63,85 291,85,32
Other Assets 1 2989,67,11 3218,93,05
Total 56500,33,49 51836,59,93
Contingent Liabilities 12 5877,69,65 8315,68,67
Bills for Collection 1507,99,29 4103,52,90
Significant Accounting Policies 17
Notes on Account 18
Sd/- Sd/- Sd/- Sd/- Sd/-

Muralidhar K. Rao
Deputy General Manager

Y. V. Balachandra
Company Secretary

Chandrashekar Rao. B.
General Manager & CFO

M. S. Mahabaleshwara
Chief General Manager

P. Jayarama Bhat
Managing Director & CEO

Sd/- Sd/- Sd/- Sd/- Sd/-
Ananthakrishna S. V. Manjunath Dr. H. Ramamohan Ashok Haranahalli B. A. Prabhakar
Chairman D. Harshendra Kumar  T. R. Chandrasekaran Usha Ganesh Ullal Ravindra Bhat
Directors Directors Rammohan Rao Belle Keshav Krishnarao Desai
Directors Directors

Refer our report of even date

For Kamath & Rau
Chartered Accountants
Firm Regn. No. 001689S

For Abarna & Ananthan
Chartered Accountants
Firm Regn. No. 000003S

Sd/- Sd/-
Srinivas S. Kamath C. S. Gopalakrishna
Partner Partner
M. No. 201716 M. No. 014706

Place : Mangaluru
Date : 20" May 2016
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PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED 31" MARCH 2016

(% in '000s)
Sohocuo | FOr U yearended | Forieeer e
No. z 7
. INCOME
Interest Earned 13 4992,21,03 4698,41,93
Other Income 14 542,85,97 506,99,51
Total 5535,07,00 5205,41,44
Il. EXPENDITURE
Interest Expended 15 3689,33,77 3529,57,25
Operating Expenses 16 991,20,10 902,46,68
Provisions and Contingencies 439,23,99 321,92,49
Total 5119,77,86 4753,96,42
ll. PROFIT
Net profit for the year 415,29,14 451,45,02
Profit brought forward 40,10 16,06
Total 415,69,24 451,61,08
IV. APPROPRIATIONS
Transfer to Statutory Reserve 230,00,00 230,00,00
Transfer to Capital Reserve 8,85,37 3,14,80
Transfer to Revenue Reserve 41,00,00 58,00,00
Transfer to Special Reserve u/s 36 (1) (viii) of Income Tax Act 25,83,62 26,06,95
Transfer to Investment Reserve Account (3,83,99) 19,24,69
Transfer to Other Funds 40,00 80,00
Transfer to Proposed dividend 94,22,80 94,2283
Transfer to Tax on proposed dividend 19,18,26 19,71,71
Balance carried over to Balance Sheet 3,18 40,10
Total 415,69,24 451,61,08
Earning per share
Basic 4 22.04 23.96
Diluted 4 22.03 23.95
Significant Accounting Policies 7
Notes on Account 8
Sd/- Sd/- Sd/- Sd/- Sd/-

Muralidhar K. Rao
Deputy General Manager

Y. V. Balachandra
Company Secretary

Sd/- Sd/-
Ananthakrishna S. V. Manjunath
Chairman D. Harshendra Kumar

Directors

Place : Mangaluru
Date : 20" May 2016

Chandrashekar Rao. B.

General Manager & CFO Chief General Manager

Sd/-
Dr. H. Ramamohan
T. R. Chandrasekaran
Directors

Sd/-

Ashok Haranahalli
Usha Ganesh
Rammohan Rao Belle
Directors

M. S. Mahabaleshwara

P. Jayarama Bhat
Managing Director & CEO

Sd/-

B. A. Prabhakar
Ullal Ravindra Bhat
Keshav Krishnarao Desai
Directors

Refer our report of even date

For Kamath & Rau
Chartered Accountants
Firm Regn. No. 001689S

Sd/-
Srinivas S. Kamath
Partner
M. No. 201716
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Chartered Accountants
Firm Regn. No. 000003S

Sd/-
C. S. Gopalakrishna
Partner
M. No. 014706
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CASH FLOW STATEMENT FOR THE YEAR ENDED 31 MARCH 2016

(% in '000s)
Year Ended Year Ended
March 31, 2016 March 31, 2015
3 3 3 3
A CASH FLOW FROM OPERATING ACTIVITIES
Net Profit after Tax and Extra Ordinary ltems 415,29,14 451,45,02
Add:
Adjustments for :
Provision for Tax 112,71,29 107,94,63
Loss on sale of Fixed Assets 89,33 29,11
Depreciation on Fixed Assets including Lease
Adjustment charges 42,23,71 (14,16,77)
Provisions and Contingencies 326,52,70 213,97,86
Amortisation of premium on Held to Maturity
Investments 33,33,83 | 515,70,86 34,82,16 | 342,86,99
Operating Profit Before Working Capital Changes 931,00,00 794,32,01
Adjustment for :
i) (Increase)/ Decrease in Advances & Other Assets [(1855,28,28) (3502,45,91)
ii) (Increase) / Decrease in Investments (2258,63,53) (728,76,69)
iii) Increase / (Decrease) in Deposits, Borrowings &
Other Liabilities 4004,07,81 | (109,84,00) | 4415,97,52| 184,74,92
Cash Generated from Operations 821,16,00 979,06,93
Less: Direct taxes paid 185,22,57 330,97,07
Net Cash Flow from Operating Activities (A) 635,93,43 648,09,86
B CASH FLOW FROM INVESTING ACTIVITIES
Purchase of Fixed Assets (58,55,37) (81,20,19)
Sale of Fixed Assets 63,80 70,63
Net Cash used in Investing Activities (B) (57,91,57) (80,49,56)
TOTAL (A+B) 578,01,86 567,60,30
C CASH FLOW FROM FINANCING ACTIVITIES
Proceeds from issue of share capital
(net of expenses) 4,27 15,82
Proceeds from long term borrowings (34,41,08) (203,77,28)
Dividend paid (Including Tax on Dividend) (112,88,15) (87,23,60)
Net Cash Generated from Financing Activities (C) (147,24,96) (290,85,06)
Net Increase in Cash & Cash Equivalents (A+B+C) 430,76,90 276,75,24
Cash & Cash Equivalents as at the
beginning of the year 2614,15,48 2337,40,24
Cash & Cash Equivalents as at the
end of the year 3044,92,38 2614,15,48

Note: 1. The Cash Flow Statement has been prepared under the Indirect Method and figures of the previous year have been

re-grouped wherever necessary.

2. Cash and Cash Equivalents comprise of Cash on Hand, Balances with Reserve Bank of India, Balances with Banks and Money at Call and
Short Notice.

Sd/-
Muralidhar K. Rao
Deputy General Manager

Sd/-
Y. V. Balachandra
Company Secretary

Sd/-
Chandrashekar Rao. B.
General Manager & CFO

Sd/-
M. S. Mahabaleshwara
Chief General Manager

Sd/-
P. Jayarama Bhat
Managing Director & CEO

Sd/- Sd/- Sd/- Sd/- Sd/-
Ananthakrishna S. V. Manjunath Dr. H. Ramamohan Ashok Haranahalli B. A. Prabhakar
Chairman D. Harshendra Kumar  T. R. Chandrasekaran Usha Ganesh Ullal Ravindra Bhat
Directors Directors Rammohan Rao Belle Keshav Krishnarao Desai
Directors Directors

Refer our report of even date

For Kamath & Rau
Chartered Accountants
Firm Regn. No. 001689S

For Abarna & Ananthan
Chartered Accountants
Firm Regn. No. 000003S

Sd/- Sd/-
Srinivas S. Kamath C. S. Gopalakrishna
Place : Mangaluru Partner Partner
Date : 20" May 2016 M. No. 201716 M. No. 014706
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SCHEDULES ANNEXED TO THE BALANCE SHEET

(% in '000s)
As on As on
31.03.2016 31.03.2015
4 3

SCHEDULE - 1 CAPITAL
Authorised Capital

50,00,00,000 Equity shares of 10/- each 500,00,00 300,00,00
(Previous year 30,00,00,000 Equity shares of 310/- each)

Issued Capital

18,84,78,649 equity shares of 10 each 188,47,86 188,46,94
(Previous year 18,84,69,383 Equity shares of ¥10/- each)

Subscribed Capital

18,84,72,571 Equity shares of ¥10/- each 188,47,26 188,46,33
(Previous year 18,84,63,305 Equity shares of 310/- each)

Paid-up Capital

18,84,56,021 Equity shares of ¥10/- each 188,45,60 188,44,68
(Previous year 18,84,46,755 Equity shares of ¥10/- each)

Add : Forfeited Shares 98 98
Total 188,46,58 188,45,66

SCHEDULE - 2 RESERVES AND SURPLUS
. Statutory Reserve

Opening balance 1753,00,00 1523,00,00
Additions during the year 230,00,00 230,00,00
1983,00,00 1753,00,00
Deductions during the year 0 0
Total 1983,00,00 1753,00,00
Il. Capital Reserve
Opening balance 70,09,36 66,94,56
Additions during the year 8,85,37 3,14,80
78,94,73 70,09,36
Deductions during the year 0 0
Total 78,94,73 70,09,36
lll. Share Premium
Opening balance 722,86,22 722,43,00
Additions during the year 12,21 43,22
722,98,43 722,86,22
Deductions during the year 0 0
Total 722,98,43 722,86,22
IV. Revenue and other Reserves
a) Revenue Reserve
Opening balance 503,23,73 44523,73
Additions during the year 41,00,00 58,00,00
544,23,73 503,23,73
Deductions during the year 0 0
Total 544,23,73 503,23,73
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( in '000s)
As on As on
31.03.2016 31.03.2015
4 4
b) Special Reserve u/s 36(1)(viii) of Income Tax Act
Opening balance 128,75,68 102,68,73
Additions during the year 25,83,62 26,06,95
154,59,30 128,75,68
Deletion during the year 0 0
Total 154,59,30 128,75,68
c) Employee Stock Option Outstanding
Opening balance 3,00,61 3,31,46
Additions during the year 0 0
3,00,61 3,31,46
Deductions during the year 8,84 30,85
Total 2,91,77 3,00,61
d) Investment Reserve Account
Opening balance 19,24,69 0
Additions during the year 0 19,24,69
19,24,69 19,24,69
Deductions during the year 3,83,99 0
Total 15,40,70 19,24,69
V. Balance in Profit and Loss Account 3,18 40,10
GRAND TOTAL (1 TO V) 3502,11,84 3200,60,39
SCHEDULE -3 DEPOSITS
A.l.Demand Deposits
1. From Banks 3,77,52 1,81,92
2. From others 3239,72,38 2869,58,29
3243,49,90 2871,40,21
ll. Savings Bank Deposits 10017,21,20 8601,91,81
lll. Term Deposits
1. From Banks 16,89,62 23,47,09
2. From others 37210,60,23 34511,81,44
37227,49,85 34535,28,53
Total : (I, Il and Ill) 50488,20,95 46008,60,55
B. 1. Deposits of branches in India 50488,20,95 46008,60,55
2. Deposits of branches outside India 0 0
Total (1+2) 50488,20,95 46008,60,55
SCHEDULE -4 BORROWINGS
. Borrowings in India
1. Reserve Bank of India 30,00,00 0
2. Other Banks 0 0
3. Other Institutions and Agencies 322,09,70 356,50,78
4. Subordinated Debts for Tier Il Capital 600,00,00 600,00,00
Total 952,09,70 956,50,78
Il. Borrowings outside India 99,38,25 81,25,00
Total : (I and Il) 1051,47,95 1037,75,78
Secured borrowings included in | & Il above 30,00,00 0
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( in '000s)
As on As on
31.03.2016 31.03.2015
3 3
SCHEDULE -5 OTHER LIABILITIES AND PROVISIONS
I. Bills Payable 287,96,76 275,86,54
Il. Inter Office adjustments (Net) 33,32,58 13,41,60
I1l. Interest accrued 87,04,15 104,45,33
IV. Deferred Tax Liability (Net) 9,04,26 8,39,08
V. Others (including Provisions)* 852,68,42 999,05,00
Total 1270,06,17 1401,17,55
*includes provision for Standard advances 3219,90,17
(Previous year 3214,88,88)
SCHEDULE -6 CASH AND BALANCES WITH RBI
I. Cash in hand 516,41,42 485,36,53
(including foreign currency notes)
Il. Balances with Reserve Bank of India
1. In Current Account 2059,20,95 2003,07,97
2. In Other Accounts 70,00,00 0
Total 2129,20,95 2003,07,97
Total : (I and Il) 2645,62,37 2488,44,50
SCHEDULE -7 BALANCES WITH BANKS AND MONEY AT
CALL AND SHORT NOTICE
. ININDIA
i. Balances with Banks
a) In Current Accounts 62,96,25 61,99,46
b) In other deposit accounts 25,00,00 85,00
87,96,25 62,84,46
ii. Money at Call and Short Notice
a) With Banks 0 0
b) With other institutions 199,91,79 0
199,91,79 0
Total (i) & (ii) 287,88,04 62,84,46
Il. OUTSIDE INDIA
i. In Current Accounts 12,03,72 61,52
ii. In Other Deposit Accounts 99,38,25 62,25,00
iii. Money at Call and Short Notice 0 0
Total 111,41,97 62,86,52
Grand Total (I and II) 399,30,01 125,70,98
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( in '000s)
As on As on
31.03.2016 31.03.2015
3 3
SCHEDULE - 8 INVESTMENTS
l. Investments in India (Gross) 16309,10,28 14061,35,29
Less: Provision / Depreciation 52,44,97 29,67,97
Net Investments In India 16256,65,31 14031,67,32
Break-up :
1. Government Securities 11565,12,36 11452,06,70
2. Other Approved Securities 0 0
3. Shares 96,02,68 127,96,07
4. Debentures and Bonds 2038,71,04 1341,14,20
5. Subsidiaries and/or Joint Ventures 0 0
6. Others 2556,79,23 1110,50,35
Total 16256,65,31 14031,67,32
Il. Investments outside India 0 0
Total (I+Il) 16256,65,31 14031,67,32
SCHEDULE -9 ADVANCES
A) 1. Bills Purchased and discounted 813,83,14 877,10,58
2. Cash Credits, Overdrafts and
Loans repayable on demand 12806,61,22 12235,94,33
3. Term Loans 20282,00,48 18566,93,85
Total 33902,44,84 31679,98,76
B) 1. Secured by Tangible Assets (including book debts) 30698,44,12 28623,61,99
2. Secured by Bank/Government Guarantees 2112,00,01 1939,48,12
3. Unsecured 1092,00,71 1116,88,65
Total 33902,44,84 31679,98,76
C) I. Advances in India
1. Priority Sectors 14482,33,47 12587,30,14
2. Public Sectors 815,14,18 876,79,32
3. Banks 0 0
4. Others 18604,97,19 18215,89,30
Total 33902,44,84 31679,98,76
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.land C. 1) 33902,44,84 31679,98,76

Note: The above advances are net of provisions.
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(% in '000s)
As on As on
31.03.2016 31.03.2015
4 4
SCHEDULE - 10 FIXED ASSETS
. Premises
At cost as on 31%March of the preceding year 137,07,39 131,66,43
Additions during the year 4,99,67 5,41,29
142,07,06 137,07,72
Deductions during the year 33 33
142,06,73 137,07,39
Depreciation to-date 17,75,79 16,14,08
Total 124,30,94 120,93,31
Il. Other Fixed Assets
(including Furniture and Fixtures)
At cost as on 31*March of the preceding year 358,10,71 287,25,85
Additions during the year 53,55,70 75,78,73
411,66,41 363,04,58
Deductions during the year 4,95,72 4,93,87
406,70,69 358,10,71
Depreciation to date 224,37,78 187,18,70
Total 182,32,91 170,92,01
Total (I+11) 306,63,85 291,85,32
SCHEDULE - 11 OTHER ASSETS
I. Interest accrued 264,53,94 277,38,37
Il. Tax paid in advance/tax deducted at source (net of
provisions) 889,62,65 801,31,96
lll. Stationery and Stamps 3,53,85 6,79,60
IV. Non-Banking Assets acquired in satisfaction of claims 2,19,29 1,86,04
V. Others* 1829,77,38 2131,57,08
Total 2989,67,11 3218,93,05
*includes MAT entitlement Credit of ¥ 69,90,91
(Previous year ¥135,30,59)
SCHEDULE - 12 CONTINGENT LIABILITIES
I. Claims against the Bank not acknowledged as debts 32,78,33 33,55,24
Il Liability for Partly paid investments 0 0
Ill. Liability on account of outstanding Forward Exchange
Contracts including derivatives 3024,80,38 5575,88,51
IV. Guarantees given on behalf of constituents
a) InIndia 2246,49,39 2172,56,30
b) Outside India 0 0
V. Acceptances, Endorsements and other Obligations 510,33,60 483,07,63
VI. Other items for which the bank is contingently liable 63,27,95 50,60,99
Total 5877,69,65 8315,68,67
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SCHEDULES TO PROFIT & LOSS ACCOUNT FOR THE YEAR ENDED 31°" MARCH 2016 (3 in '000s)
For the year ended For the year ended
31.03.2016 31.03.2015
N N

SCHEDULE - 13 INTEREST EARNED

|. Interest/discount on advances/bills 3700,48,00 3505,56,44
II. Income on Investments 1189,90,44 1085,55,36
I1l. Interest on balances with R.B.l / other Inter-Bank funds 2,59,63 1,98,42
IV. Others 99,22,96 105,31,71

Total 4992,21,03 4698,41,93

SCHEDULE - 14 OTHER INCOME

I.  Commission, Exchange and Brokerage 237,94,59 224,02,85
Il. Profit on sale of Investments (net) 62,43,62 112,71,33
Ill. Profit on Revaluation of Investments (net) 0 0
IV. Profit/(Loss) on sale of Land, Buildings and Other Assets (net) (89,33) (29,11)
V. Profit on Exchange Transactions(net) 29,80,58 35,62,13
VI. Income earned by way of dividends etc., from Subsidiaries/

Companies and /or Joint Ventures abroad/ in India 0 0
VIl.Miscellaneous income 213,56,51 134,92,31

Total 542,85,97 506,99,51

SCHEDULE - 15 INTEREST EXPENDED

1. Interest on deposits 3588,01,57 3408,26,66
2. Interest on Reserve Bank of India/Inter-Bank Borrowings 20,04,63 27,36,37
3. Others 81,27,57 93,94,22
Total 3689,33,77 3529,57,25
SCHEDULE - 16 OPERATING EXPENSES
I.  Payments to and provisions for employees 443,02,45 524,66,43
Il. Rent, Taxes and Lighting 106,97,98 90,70,38
Ill. Printing and Stationery 12,61,08 7,34,32
IV. Advertisement and Publicity 8,04,48 7,91,17
V. Depreciation on Bank's property 42,23,38 (14,17,09)
VI. Directors' fees, allowances and expenses 1,13,09 96,38
VII. Auditors' fees and expenses (including branch audit fees ) 2,75,34 2,17,95
VIll.Law charges 2,41,76 2,47,62
IX. Postage, telegrams, telephones etc. 16,98,81 12,92,48
X. Repairs and maintenance 24,35,78 22,45,96
Xl. Insurance 52,35,63 48,15,50
XII. Other expenditure 278,30,32 196,85,58
Total 991,20,10 902,46,68
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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 Mangaluru 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 industryin 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 dealt appropriately 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, Funded Interest Term Loan (FITL) and rent on safe deposit lockers, which are all accounted on cash basis.
Recoveries made in Non-performing advances are appropriated as under:

a) Incase of Term Loan/DPN the recoveries are appropriated towards the principal, interest and charges in order of
demand.

b) In case of Overdraft accounts the recoveries are first appropriated towards excess allowed in overdraft account if
any, followed by expired sanctioned TOD and then towards interest.

c) Incase of One Time Settlement (OTS) accounts the 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 is
ignored.

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.
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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, except wherein Reserve Bank of India has specifically permitted amortisation of the loss on sale of
advances over the subsequent periods.

5. FIXEDASSETS:

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.
6. DEPRECIATION:

Depreciation on fixed assets is provided following Straight Line Method (SLM) as per the useful life specified under
Schedule Il of the Companies Act, 2013, except in respect of computers (including software) where depreciation is
provided at a flatrate of 33.33% as per RBI guidelines.

Where during any financial year, addition has been made to any Asset or where any Asset has been sold,
discarded, demolished or destroyed, the Depreciation on such Asset is calculated on Prorata basis from the date
of such Addition or as the case may be, upto the date on which such Asset has been sold, discarded, demolished
ordestroyed.

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 impairment, if any, and is
recognised wherever the carrying amount of an asset exceeds its recoverable value.

7. 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
ofthe 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.

8. EMPLOYEE BENEFITS:

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

Contribution to the recognised Gratuity Fund, Pension Fund and encashable 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.
9. EMPLOYEE STOCKOPTION:

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.

10. 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 Segmentis 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.
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11. SHARE ISSUE EXPENSES:
Share issue expenses are adjusted in share premium account.
12. 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 shares outstanding as at the year end.

13. TAXATION:

Tax expenses comprise current and deferred taxes. Currentincome 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.

14.PROVISIONS AND CONTINGENT LIABILITIES:

A provision is recognised when there is an obligation as a result of past event, it is 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.

15.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) Depreciation on Investments and other
necessary and applicable provisions.

SCHEDULE -18

NOTES ON ACCOUNTS FORMING PART OF THE BALANCE SHEET AS ON 31* MARCH 2016, THE PROFIT
AND LOSS ACCOUNT AND THE CASH FLOW STATEMENT FOR THE YEAR ENDED 31*MARCH 2016.

1. Disclosures as per RBI requirement:

1.1 Capital: (% in crore)
sl. ) Current Year Previous Year
No. Particulars S

asel lll Basel Ill
a Common Equity Tier 1 capital ratio (%) 10.56 10.52
b Tier 1 capital ratio (%) 10.56 10.52
C Tier 2 capital ratio (%) 1.47 1.89
d Total Capital ratio (CRAR) (%) 12.03 12.41
e Amount of equity capital raised Nil Nil
f Amount of additional Tier 1 capital raised, of which Nil Nil
- PNCPS Nil Nil
- PDI Nil Nil
g Amount of Tier 2 capital raised, of which Nil Nil
- Debt capital instruments Nil Nil
- Preference share capital instruments Nil Nil
- Perpetual cumulative preference shares (PCPS) Nil Nil
- Redeemable non cumulative preference shares (RNCPS) Nil Nil
- Redeemable cumulative preference shares (RCPS) Nil Nil
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1.2 Investments (% in crore)
SI.No. Particulars Current Year Previous Year
1 Value of Investments
A | Gross Value of Investments
a In India 16309.10 14061.35*
b Outside India Nil Nil
B | Provisions / Depreciation
a In India 52.45 29.68
b Outside India Nil Nil
C | Net Value of Investments
a In India 16256.65 14031.67*
b Outside India Nil Nil
2 Movement of provisions held towards
depreciation on investments
a Opening balance 29.68 97.01
b Add: Provisions made during the year 35.63 0.00
c Less:Write-off /write back of excess provisions
during the year 12.86 67.33
d Closing balance 52.45 29.68

*Pursuant to RBI Circular DBR.BP.BC.NO.31/21.04.018/2015-16 dated 16" July 2015, Bank has classified deposits placed
with NABARD/SIDBI/NHB for meeting shortfall in priority Sector lending targets, under 'Other Assets' which were hitherto
included under'Investments'.

1.2.1 Repo Transactions (in face value terms) ® in crore)
s, ) Outstanding during the year Outstanding
No. Particulars . Daily As on

Al LS Average 31.03.2016
1 | Securities sold under Repo
a | Government securities 15.00 150.00 18.92 30.00
b | Corporate Debt securities Nil Nil Nil Nil
2 | Securities purchased under Reverse Repo
a | Government securities 0.10 600.00 42.64 70.00
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)
sI 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) (7
1 | PSUs 1199.88 884.35 Nil Nil Nil
2 | Financial Institutions 656.40 80.00 Nil Nil Nil
3 | Banks 2044 .47 21.99 Nil Nil Nil
4 | Private Corporates 537.56 161.62 9.80 Nil 2.00
5 | Subsidiaries / joint ventures Nil Nil Nil Nil Nil
6 | Others 305.67 295.17 Nil Nil Nil
7 | Less - Provision/ depreciation 52.45
TOTAL 4691.53

Amounts reported under columns (4) to (7) above are not mutually exclusive
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1.2.2.ii. Non-performing Non-SLR Investments (% in crore)
Particulars Current Year Previous Year
Opening Balance 12.86 14.11
Additions during the year since 1* April 160.68* 6.64
Reductions during the above period 12.85 7.89
Closing Balance 160.69 12.86
Total Provision Held - NPI 33.45% 12.86

*Includes Non-performing UDAY Bonds aggregating to ¥ 149.69 crore.
#Includes Provision on Non-performing UDAY Bonds aggregating to % 22.45 crore.

In accordance with UDAY (Ujwal Discom Assurance Yojna) scheme for operational and financial turnaround of Power
Distribution Companies (DISCOMS) during 2015-16, the Bank has subscribed to Non-SLR SDL Bonds of Government of
Rajasthan (GOR) amounting to ¥ 380.59 crore, GOR Guaranteed DISCOM Bonds of ¥149.69 crore (segment not
envisaged to be converted into SDL during 2016-17) and GOR guaranteed DISCOM Bonds of ¥ 149.69 crore (segment
envisaged to be converted into SDL during 2016-17) against settlement of Rajasthan DISCOM Debts of%¥ 679.97 crore.

In compliance to the RBI Letter No. DBR.BP.N0.11657/21.04.132/2015-16 dated 17" March 2016, Bank has made the
provision as under-

a) R 22.45 Crore in respect of segment not envisaged to be converted into SDL in FY 2016-17 @ 15% on ¥ 149.69
crore.

b) No provision has been made for the segment of ¥149.69 Crore envisaged to be converted into SDL during
2016-17.

1.2.2.iii. Sale and transfers to/from HTM Category

During the year, the bank has not sold and transferred any securities to/from HTM Category exceeding 5% of the book
value ofinvestments held in HTM category in the beginning of the year.

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 Derivatives

(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 trading in
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 may also use 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 a regular 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.
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(ii) Quantitative Disclosures: (% in crore)
Sl.No. Particulars Currency Derivatives | Interest Rate Derivatives
1 Derivatives (Notional Principal Amount)
a | Hedging Nil Nil
b | Trading Nil Nil
2. | Marked to Market Positions
Assets(+) Nil Nil
Liabilities(-) Nil Nil
3. | Credit Exposure Nil 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
Note: Bank has not entered into any derivative instruments other than Forex Forward Contracts maturing within 13 months, for

trading/hedging purposes either in foreign exchange or domestic treasury operations. Bank does not have any open position in the
derivative instruments in trading book as on March 31, 2016.

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 (%) 3.44 2.95
2 Net NPA to Net Advances (%) 2.35 1.98
3 Movement of NPAs (Gross)
a) Opening Balance 944.21 835.94
b) Additions during the year* 1125.07 929.83
c) Reductions during the year* 888.88 821.56
d) Closing balance 1180.40 944.21
4 Movement of Net NPAs
a) Opening Balance 623.55 538.04
b) Additions during the year 631.07 557.81
¢) Reductions during the year 459.15 472.30
d) Closing balance 795.47 623.55
5. Movement of provisions for NPAs
a) Opening Balance 315.35 271.53
b) Provision made during the year 267.18 223.07
c) Write off/write back of excess provision 211.69 179.25
d) Closing balance 370.84 315.35

*Includes inter quarter additions/deletions to the extent of ¥199.32 Crore (Previous year % 339.83 crore)
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1.4.2 Details of Loan assets subject to Restructuring:  in crore)
Sl Type of Restructuring | Under CDR Mechanism Under SME Debt Restructuring Others Total
2 Asset Classifications -> STD | sS | Ds LS | Total | STD | SS DS LS | Total | STD [ SS | DS LS | Total| STD | SS DS LS | Total
No. of 10) 0 0 1 1 5 0 1 0 6 544 4 190 18 756 559 4 191 19 73
borrowers
1. | Restructured Accounts as [l ™ 32754 0 0| 248 33002 | 1445 0 7 0| 21.45[ 145778 13500 | 79.23| 028 |1672.38[1799.77| 135.09| 8623 276| 2023.85
on April 1 of the FY "
PP outstanding
(Opening figures)
Provision 49.66 0 0| 248 | 5214 | 0.77 0 1.82 0 2.59| 14223 20.27| 43.63| 028 | 206.41 19266 20.27| 4545| 276 261.14
thereon
No. of 0 0 0 0 0 1 0 0 0 1 15| 0 2 0 17 16} 0 2 0 18
borrowers
2. | Fresh Restructuring Amount 41.95] 0 0| 442 46.37 8.61 0 0 0 8.61| 544.81 0| 7065 0| 615.46| 595.37 0| 7065 442| 67044
during the year outstanding|
Provision 25.84, 0 0.00| 546 | 31.30 161 0 0 0 161 38.12 0| 41.08 0 79.20| 65.57 0| 41.08 5.46 1211
thereon*
No. of 0 0 0 0 0 0 0 0 0 0 10| -1 9 0 0 10] -1 9 0 0
3. | Upgradations to borrowers
restructured standard Amount 0 0 0 0 0 0 0 0 0 o e6.1s[ 6173 -4.42 0 of 6615 61.73| 442 0 0
category during the FY outstanding
Provision 0 0 0 0 0 0 0 0 0 0| 1149 926 -2.23 0 0| 1149 -926| -2.23 0 0
thereon
4. | Restructured standard |No.of 0 0 -1 -1 -15 -15 -16 -16

advances which cease to |borrowers
attract higher provisioning [, - -y 0 0| 003 003|128 281 1284 1284
and/or additional risk outstandin
weight at the end of the 9
FY and hence need not be | pryision 0 0 0 0| -060 -0.60[ -0.60) -0.60
shown as restructured |hereon
standard advances at the
beginning of the next FY

No. of 3 0 1 2 0 0 0 0 0 o[ 51 12| 39 0 of s 12 40 2 0
. borrowers
5. | Down -gradation of Amount | -50.08 0| 3636 1372 0 0 0 0 0 o[ -104.79] 1554 89.25 0 o[ -15487] 1554 | 12561 1372 0
restructured accounts oulstanding
during the FY -
Provision | -8.84 o 8o4] 080 0 0 o 143 of 143] 1204 291 913 0 of 2088 291 1860[ 0.80 143
thereon
No. of 0 0 0 K - 0 0 0 0 o 42 2| | 8| e 42 2f a7 9 -100
borrowers
6. | Write - offs of restructured [Amount | -28.90 0| -648| -360( -38.98| -2.02 0 0 0| -202( 71597 7361| 4271 -0.28| -832.57| -746.89| 7361 49.19| -388 -873.57
accounts during the FY outstanding
Provision | -8.50 o 560 828 538 -005 0 0 o -0.05 67.36] -1092| 1872 -0.28 -97.28] 7591 -1092| -13.12] 800[ -91.95
thereon*
No. of 7 0 1 2 10 5 0 1 0 6 41 13] 185 of ese| 473 13| 187 2 675
borrowers
T sﬁs,\'nra“ri":‘;“oﬁ?“"'“s Amount | 29051 0| 2988 17.02] 33741 2101 o] 700 0| 28.011235.17] 1529 192.00 0[1442.46] 1546.69] 1529 228.88| 17.02] 1807.88
(Closing figure) outstanding
Provision | 58.16 0| 1364| 17.02] s882[ 233 o 325 o 558 11184 300 7289 0| 187.73[ 17233 300 8978 17.02 28213

thereon
*Provision including incremental provision
Note: 1. The figures under Sr. No.2 include addition to existing restructured accounts
2. Write-offs of restructured accounts during the year include reduction of ¥ 802.27 Crore from existing restructured accounts by way of closure/recovery.
3. Provision includes total provision held on Restructured accounts.

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

(% in crore)
Sl.No. Particulars Current Year Previous Year

1 No. of Accounts 52 41
2 Aggregate Value (net of Provisions) of accounts sold to SC/RC 202.77 180.01
3 Aggregate consideration 127.69 169.59
4 Additional consideration realised in respect of accounts

transferred in earlier years Nil Nil
5 Aggregate Gain / (Loss) over net book value (75.08) (10.42)

In terms of RBI Circular DBR.No.BP.BC.94/21.04.048/2014-15 dated 21% May 2015, in respect of assets sold to SC/ RCs,
the shortfall arrived at by deducting the sale consideration and the provision held as on the date of the sale from the
outstanding amount, is to be amortised over 2 years. Accordingly for the sales that were concluded during the current
financial year, the Bank has charged to the Profit and Loss account an amount of ¥16.36 Crore during the year ended March
31,2016 on proportionate basis (previous year310.42 Crore ) and balance carried over as at March 31, 2016 is ¥58.72 Crore
(Previous Year-NIL)

Details of Security Receipts from Securitisation/ Reconstruction Companies: ® in crore)
Backed by NPAs sold by
Backed by NPAs other banks/ financial
. sold by the bank PPN . Total
Particulars as underlying institutions/ non-banking
financial companies as underlying
Previous | Current Previous Current Previous| Current
Year Year Year Year Year Year
Book value of investments in security
receipts 185.42 290.60 2.24 1.71 187.66 | 292.31
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1.4.4 Details of Non-performing Financial assets purchased from other banks /Sold to Other Banks: NIL

1.4.5 Provisions on Standard Assets: (% in crore)
Item Current Year Previous Year
Provisions towards Standard Assets 219.90 214.89
1.5 Business Ratios
Sl.No. Particulars Current Year Previous Year
1 Interest Income to working funds 9.18% 9.47%
2 Non-interest income to working funds 1.00% 1.02%
3 Operating profits to working funds 1.57% 1.56%
4 Return on Assets 0.76% 0.91%
5 Business (Deposits Plus Advances) per employee (% in crore) 10.83 10.52
6 Profit per employee (% in crore) 0.05 0.06

1.6 Asset Liability Management:
Maturity Pattern of certain items of assets and liabilities:

(% in crore)
Foreign | Foreign
Particulars Deposits | Advances | Investments |Borrowings | Currency | Currency
Assets | Liabilities
1 day 617.45| 803.99 13.36 47.90 164.63 42.54
2 to 7 days 768.81 237.24 365.41 0.00 503.35 501.32
8 to 14 days 528.18| 387.80 469.86 0.00 57.30 20.62
15 to 28 days 636.15| 270.60 74.60 53.00 86.90 71.19
29 days to 3 months 3374.76| 2512.19 1405.82 46.38 738.73 697.76
Over 3 months and up to 6 months 4222.31| 2364.13 355.92 17.90 330.33 213.82
Over 6 months and up to 12 months 5215.87| 3621.97 517.38 35.81 299.44 355.77
Over 1 year and up to 3 years 23681.91| 14771.35 1798.92 511.13 3.98 174.21
Over 3 years and up to 5 years 1990.93| 3389.68 1721.37 89.36 0.00 82.42
Over 5 years 9451.84| 5543.50 9534.01 250.00 0.00 22.64
Total 50488.21| 33902.45 16256.65 1051.48 | 2184.66 | 2182.29
1.7 Exposures
1.7.1 Exposure to Real Estate Sector: ® in crore)
Sl.No. Particulars Current Year Previous Year
1 Direct exposure
Residential Mortgages:—
a Lending fully secured by mortgages on residential property 4271.91 3737.58
that is or will be occupied by the borrower or that is rented
Of which, individual housing loans eligible for inclusion in 1806.91 1776.15
priority sector advances
b 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 2059.94 2153.66
residential buildings, multi-tenanted commercial premises,
industrial or warehouse space, hotels, land acquisition,
development and construction, etc.)

c Investments in Mortgage Backed Securities (MBS) and
other securitised exposures:—
Residential Nil Nil
Commercial Real Estate Nil Nil
2 Indirect Exposure
Fund based and non fund based exposures on National 28.89 7.35
Housing Bank (NHB) and Housing Finance Companies (HFCs)
Total Exposure to Real Estate Sector 6360.74 5898.59
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1.7.2 Exposure to Capital Market (% in crore)
Sl.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 96.54 126.65
which is not exclusively invested in corporate debts.
2 Advances against shares/bonds/debentures or other securities or on
clean basis to individuals for investment in shares (including IPOs/ Nil Nil
ESOPS), convertible bonds and convertible debentures and units of : :
equity oriented mutual funds.
3 Advances for any other purposes where shares or convertible bonds or
convertible debentures or units of equity oriented mutual funds are Nil Nil
taken as primary security.
4 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 Nil Nil
other than shares /convertible bonds /convertible debentures /units of
equity oriented mutual funds 'does not fully cover the advances'.
5 Secured and unsecured advances to stockbrokers and guarantees 34.50 37.77
issued on behalf of stockbrokers and market makers. ' )
6 Loans sanctioned to corporate against the security of shares /bonds/
debentures or other securities or on clean basis for meeting promoters Nil Nil
contribution to the equity of new companies in anticipation of raising
resources.
7 Bridge loans to companies against expected equity flows/issues Nil Nil
8 Underwriting commitments taken up by the banks in respect of primary
issue of shares or convertible bonds or convertible debentures or units Nil Nil
of equity oriented mutual funds.
9 Financing to Stockbrokers for margin trading Nil Nil
10 All exposures to Venture capital funds (both registered and Nil Nil
unregistered). : !
Total capital market exposure 131.04 164.42
1.7.3 Risk category-wise Country Exposure: ® in crore)
Risk Category Exposure (net) Provision held Exposure (net) Provision held
as at 31.03.2016 as at 31.03.2016 as at 31.03.2015 as at 31.03.2015
Insignificant 97.63 Nil 104.96 Nil
Low 139.61 Nil 121.82 Nil
Moderate 7.69 Nil 6.45 Nil
High 2.37 Nil 0.00 Nil
Very High 0.00 Nil 0.00 Nil
Restricted 0.62 Nil 6.84 Nil
Off-Credit 0.00 Nil 0.00 Nil
TOTAL 247.92 Nil 240.07 Nil

The net funded exposure of the bank in respect of foreign exchange transactions with each country is within 1% of the total assets of
the 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% March 2016, 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 against intangible securities such as charge over the rights, licences,
authorisations, etc.
1.8. Penaltiesimposed by RBI:
No penalty has been imposed by Reserve Bank of India during the year (Previous year¥ Nil)
2. Accounting Standards:
In compliance with the guidelines issued by the Reserve Bank of India regarding disclosure requirements
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
There are no material prior period items.
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For the preparation of these Financial Results, the bank has followed the same accounting policies and generally accepted
practices adopted for the preparation of Audited Financial Statements for the year ended March 31, 2015.

2.2 Accounting Standard 9 - Revenue Recognition
Revenue is recognized as per accounting policy No.1 of Schedule 17 to the financial statements. Certain items of income are
recognized on cash basis and such income are not material.

23 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 upto
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. Liabilites 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.
d) 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 2016, there was no liability due
and outstanding to the Fund by the Bank.

e) 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.

f) The summarised position of Post-employment benefits and employees’ long term benefits are recognized in the financial
statements as required in accordance with Accounting Standard — 15 and are as under:

Principal actuarial assumption at the Balance Sheet Date (expressed as weighted average)

SI.No. Particulars (F;zr;zig:) (Elr‘z:lt:;tg)
1 Method of Valuation Projected unit credit
2 Discount rate 8.08 7.96
3 Salary escalation rate 5.00 5.00
4 Rate escalation in Basic Pay 5.00 5.00
5 Attrition rate No assumption made
6 Rate of escalation in pension 5.00 —
7 Expected rate of return on plan assets 8.08 7.96
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 o S

1 Present Value of defined benefit obligation

as at 1% April 2015 707.53 159.37
2 Interest Cost 56.46 12.87
3 Current Service Cost 23.05 6.80
4 Benefits Paid (73.27) (12.90)
5 Actuarial Loss/(Gain) on Obligations (1.86) 1.08
6 Present Value of defined benefit

obligation as at 31* March 2016 711.91 167.22
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Changes in Fair value of Plan Assets- Reconciliation of Opening and Closing Balances

(% in crore)
. Pension Gratuity
Sl.No. Particulars (Funded) (Funded)
1 Fair Value of Plan Assets at the beginning of the year 707.54 159.37
2 Expected Return on Plan Assets 57.17 12.69
3 Bank’s Contribution related to Current year 17.05 7.09
4 Benefits Paid (73.27) (12.90)
5 Actuarial Gain/(Loss) on Plan Assets 3.43 0.97
6 Fair Value of Plan Asset at the end of the year 711.91 167.22
Actual Return on Plan Assets (% in crore)
. Pension Gratuity
Sl. No. Particulars (Funded) (Funded)
1 Expected Return on Plan Assets 57.17 12.69
2 Actuarial Gain/(Loss) on Plan Assets 3.43 0.97
3 Actual Return on Plan Assets 60.60 13.66
Actuarial Gain/Loss Recognised  in crore)
. Pension Gratuity
Sl. No. Particulars (Funded) (Funded)
1 Actuarial Gain/(Loss) for the period- Obligations 1.86 (1.08)
2 Actuarial Gain/(Loss) for the period- Plan Assets 3.43 0.97
3 Total (Gain)/Loss for the period- Plan Assets (2-1) (5.29) 0.11
4 Actuarial (Gain)/Loss recognized in the year (5.29) 0.1
5 Unrecognized Actuarial(Gain)/Loss at the end of the year 0.00 0.00
Amounts recognized in Balance Sheet and Related Analysis (Z in crore)
. Pension Gratuity
Sl. No. Particulars (Funded) (Funded)
Present value of the Obligations 711.91 167.22
2 Fair Value of Plan Assets 711.91 167.22
Differences (Assets-Obligations) 0.00 0.00
Expenses recognised in the Statement of Profit and Loss Account ® in crore)
. Pension Gratuity
Sl. No. Particulars (Funded) (Funded)
1 Current Service Cost 23.05 6.80
2 Interest Cost 56.46 12.87
3 Expected Return on Plan Assets (57.17) (12.69)
4 Net actuarial (Gain)/Loss recognised in the year (5.29) 0.11
5 Expenses recognised in the Statement of
Profit and Loss Account 17.05 7.09
Movements in the Liability Recognised in the Balance Sheet ®in crore)
. Pension Gratuity
Sl. No. Particulars (Funded) (Funded)
1 Opening Net Liability 707.53 159.37
2 Expenses as above 77.65 19.67
3 Benefits Paid 73.27 11.82
4 Closing Net Liability 711.91 167.22
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Amount for the Current Period (% in crore)
. Pension Gratuity
Sl.No. Particulars (Funded) (Funded)
1 Present value obligations 711.91 167.22
2 Plan Assets 711.91 167.22
3 Surplus / (Deficit) 0.00 0.00
4 Experience adjustments on plan liabilities- (loss)/gain (1.86) 1.08
5 Experience adjustments on plan assets- (loss)/gain 3.43 0.97
Major Categories of plan assets (As a percentage of total plan assets)
. Pension Gratuity
Sl.No. Particulars Trust T
1 Government of India Securities 0.00 9.04
2 State Government Securities 0.00 0.72
3 High Quality Corporate Bonds 0.00 5.54
4 Equity Shares of Listed Companies 0.00 0.00
5 Property 0.00 0.00
6 Funds managed by insurer 99.99 80.15
7 Mutual Funds 0.00 0.06
8 Bank Deposits - Current Accounts 0.01 0.69
9 Others 0.00 3.80
10 | Total 100.00 100.00
Estimated contribution for the next year ( in crore)
Sl.No. Particulars l;i:%':: E[f:]tg:g
1 Enterprises Best estimate of expenditure to be incurred
during the next year (inclusive of proportionate amortisation) 93.00 9.00
2.3.2. Employee Stock Options (ESOP)

24

The shareholders of the Bank had approved on 15.07.2006, 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 option entitling for one share at an exercise price of 50 per share (adjusted to I46.20 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 for its 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 been absorbed.

Accounting Standard 17- Segment Reporting:

For the purpose of segment reporting in terms of AS 17 of ICAI and as prescribed in RBI guidelines, the
business of the Bank has been classified into 4 segments i.e. (a) Treasury Operations (b) 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.
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Business Segments:

(% in crore)

BUSINESS CORPORATE/ RETAIL OTHER BANKING

SEGMENTS LR WHOLESALE BANKING BANKING OPERATIONS UL

Particulars Mar'16 | Mar'15 Mar 16 | Mar'15 Mar 16 | Mar'15 Mar'16 | Mar'5 | Mar'16 | Mar'15
Revenue 1299.25 | 124211 | 174557 | 1728.21 | 2242.83 | 2028.88 | 247.42 | 206.21 | 5535.07| 5205.41
Result 67.94 185.26 169.00 145.26 349.20 271.57 -15.90 -56.86 570.24 545.23
Unallocated expenses 42.24 35.94
Profit before tax 528.00 509.29
Income taxes 112.71 90.91
Extraordinary /
Exceptional Profit/Loss 0.00 -33.07
Net Profit 415.29 451.45
Other Information - -
Segment Assets [19683.15[ 17000.88[ 16051.11 [15926.02 [17994.36 [ 15832.58[ 1575.45 [ 1985.50 |55304.07| 50744.98
Unallocated Assets 1196.26| 1091.62
Total Assets 56500.33| 51836.60
Segment Liabilities [18298.40[ 15797.59[ 15104.00 [ 14998.87 [16825.80 [ 14787.32[ 1462.21 [ 1842.33 |51690.42| 47426.11
Unallocated
liabilities 1119.33| 1021.43
Total Liabilities 52809.75| 48447.54

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 to%0.73 crore (Previous Year %0.56 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:

Particulars Current Year Previous Year
Earnings per share - Basic () 22.04 23.96
Earnings per share - Diluted (%) 22.03 23.95
Net Profit for the year attributable to Equity shares (% in crore) 415.29 451.45
Weighted Average number of Equity Shares - Basic 188456021 188432610
Weighted Average number of Equity Shares - Diluted 188478710 188528829
Nominal value per equity share (%) 10.00 10.00

Allotment of 1800 Equity Shares (Previous Year 1800 Equity Shares) is kept in abeyance due to restraint orders
received and matter is sub-judice. The same has not been considered for EPS calculation, as the shares are not

allotted.
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)
r‘?‘l)- Particulars Current Year Previous Year
A Deferred Tax Liabilities
1 Depreciation on fixed assets 24.13 22.59
2 Depreciation on investments 19.76 34.49
3 Accrued Interest on Investments 91.49 95.89
4 Special Reserve u/s 36(1)(viii) of Income Tax Act 53.50 44 .56
5 Deferred Revenue Expenditure 20.32 0.00
Total 209.20 197.53
B Deferred Tax Assets
1 PL/LFC Encashment 25.18 25.89
2 Provision for wage revision 0.00 28.30
3 Provision made for NPA in excess of deduction allowed
u/s 36(1)(viia) of Income Tax Act 128.34 109.13
4 Provision for Fair Value Loss 23.37 18.69
5 Others 23.27 7.13
Total 200.16 189.14
Net deferred tax liabilities (A) — (B) 9.04 8.39
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An assessment is made at each Balance Sheet date whether there is any indication that an asset is impaired. If
any such indication exists, an estimate of the recoverable amount is made and impairment loss, if any, is
provided for. As on March 31,2016, there is no indication ofimpairment in connection with any asset.

2.9 Accounting Standard 29 - Provision, Contingent liabilities and Contingent assets:
Movement in Provision for Contingencies:

(% in crore)
. Opening as on | Provision made Provisions Closing as
Particulars 01-04-2015 | during the year | reversed / adjusted| on 31-03-2016
Provision for Contingencies 13.76 5.19 0.32 18.63
3. Additional Disclosures:
3.1 Details of Provisions and Contingencies made during the year: (Z in crore)
SI.No. Particulars Current Year Previous Year
1 Provisions for Depreciation on Investment 13.16 (59.44)
Provisions towards NPA 267.18 223.07
3 Provisions towards Standard Assets (including NPV of
Restructured Standard advances) 18.55 48.15
4 Provisions made for Non-performing UDAY Bonds 22.45 0.00
5 Provisions made towards taxes 112.71 107.95
6 Other Provisions & contingencies-for frauds, claims
against the bank not acknowledged as debts and other
intangibles. 5.19 2.20
Total 439.24 321.93
3.2 Floating /Countercyclical Provisions: ® in crore)

Particulars Current Year Previous Year
Opening Balance NIL 6.91
Provision made during the Year NIL NIL
Utilised During the Year NIL 6.91
Closing balance NIL NIL

During the previous year ended March 31,2015 Pursuant to Master Circular on Prudential Norms on Income
Recognition and Provisioning pertaining to Advances issued by the RBI, the Bank had utilised a sum of ¥ 6.91 crore
from Counter Cyclical buffer for meeting shortfall on sale of NPAs to Asset Reconstruction Companies.

3.3 Drawdown from Reserves:

The Bank has drawn a sum of ¥3.84 Crore (Previous year NIL) from the Investment Reserve to meet the depreciation
requirement on Investment as per extant RBI Guidelines.

3.4 Complaints/ Unimplemented Awards of Banking Ombudsman:

3.4.1 Customer Complaints:

Sl.No. Particulars Current Year Previous Year
(a) No. of complaints pending at the beginning of the year 68 35
(b) No. of complaints received during the year 13959 6796
(c) No. of complaints redressed during the year 13777 6763
(d) No. of complaints pending at the end of year 250 68

Out of the above, the ATM complaints attributable to Acquiring Bank are detailed here below:

SI.No. Particulars Current Year Previous Year
(a) No. of complaints pending at the beginning of the year 41 18
(b) No. of complaints received during the year 6239 4383
(c) No. of complaints redressed during the year 6085 4360
(d) No. of complaints pending at the end of year 195 41
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3.4.2 Awards passed by the Banking Ombudsman:

Sl.No. Particulars Current Year | Previous Year
(a) No. of unimplemented awards at the beginning of the year Nil Nil
(b) No. of awards passed by the Banking Ombudsman during the year Nil Nil
(c) No. of awards implemented during the year Nil Nil
(d) No. of unimplemented awards at the end of the year Nil Nil

3.5 Disclosure of Letters of Comfort (LoC)

The Bank issues Letters of Comfort 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 LoC issued by the Bank and remaining outstanding as of
31*March 2016.

Details of LoC issued by the Bank is as follows: & in crore)
1 Letters of comfort issued during the year 984.75
2 Letters of comfort matured/cancelled during the year 898.59
3 Letters of comfort outstanding at the end of the year 397.08

3.6 Provision Coverage Ratio (PCR):
The Bank's provision coverage ratio as of March 31, 2016 is 48.39% (previous year 50.54%)

3.7 Bank Assurance Business: (% in crore)
Current Previous
ﬁ(l)'_ Nature of Income Year Year
1 For selling Life Insurance Policies 25.76 22.15
2 For selling Non-Life Insurance Policies 5.26 442
Total 31.02 26.57

3.8 Concentration of Deposits, Advances, Exposures and NPAs:
3.8.1 Concentration of Deposits:

sI. . Current Previous
No. Particulars Year Year
1 Total deposits of 20 largest depositors (F in crore) 2325.38 2119.02
2 Percentage of deposits of 20 largest depositors to total deposits 4.61 4.61
3.8.2 Concentration of Advances:
Sl. . Current Previous
No. Particulars Year Year
1 Total advances of 20 largest borrowers (% in crore) 3950.66 4106.48
2 Percentage of advances of 20 largest borrowers to total
advances (credit exposures including derivatives) 9.40 9.92

3.8.3 Concentration of Exposures:

Sl. . Current Previous
No. Particulars Year Year
1 Total exposures of 20 largest borrowers/ Customers
(X in crore) 4744.80 4452.11
2 Percentage of Exposures to 20 largest borrowers / customers
to Total Exposure of the bank on borrowers / customers 10.04 10.12
3.8.4 Concentration of NPAs: ( in crore)
SI. No. Particulars Current Year Previous Year
1 Total fund based Exposure of Top Four NPA accounts 300.94 242.99
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3.9 Sector-Wise Advances:

(% in crore)
Current year Previous year
Sl. Percentage of Percentage of
No. Sector Outstanding o Gross NPAs | Outstanding o Gross NPAs
Total NPAs to Total Total NPAs to Total
Advances Advances Advances Advances
in that sector in that sector
A | Priority Sector
1 Agriculture and allied activities 4547.53 103.41 2.27 4273.15 83.54 1.95
2 Advances to industries sector eligible as
priority sector lending 3743.68 83.03 2.22 3038.58 86.66 2.85
a Textiles 1107.33 11.98 1.08 738.15 11.53 1.56
b Others 2636.35 71.05 2.70 2300.43 75.13 3.27
3 Services 4210.80 118.56 2.82 3320.04 111.49 3.36
a_ Professional and self employed 1190.66 29.20 245 928.34 22.54 243
b Trade and Business 2466.00 69.03 2.80 1916.89 70.23 3.66
¢ Small road and water transport operators 425.68 19.37 4.55 361.46 18.27 5.05
d  Others 128.46 0.96 0.75 113.35 0.45 0.40
4 Personal and Other Loans 2100.49 26.96 1.28 2066.82 25.65 1.24
a_ Housing Loan 1810.62 18.50 1.02 175717 20.63 1.17
b Others 289.87 8.46 2.92 309.65 5.02 1.62
Sub-total (A) 14602.50 331.96 2.27 12698.59 307.34 2.42
B | NON PRIORITY SECTOR
1 Agriculture and allied activities 26.58 0.00 0.00 0.00 0.00 0.00
2 Industry 3478.95 219.45 6.31 3992.43 235.81 5.91
a__Automobiles 396.04 0.00 0.00 433.92 0 0.00
b Textiles 720.99 80.22 11.13 755.31 29.90 3.96
c__lron & Steel 541.03 59.53 11.00 618.09 65.25 10.56
d  Others 1820.89 79.70 4.38 2185.11 140.66 6.44
3 Services 2674.72 131.35 4.91 2409.75 108.88 4.52
a Professional and self employed 884.33 92.88 10.50 1324.30 74.39 5.62
b Other Service activity 1790.39 3847 2.15 1085.45 34.49 3.18
4 Personal loans 5357.50 95.09 1.77 4459.65 89.22 2.00
a Housing 3964.06 34.61 0.87 3458.38 67.50 1.95
b Other Personal Loan 1393.44 60.48 4.34 1001.27 21.72 217
5 Other Non-Priority Loan 8133.03 402.55 4.95 8434.91 202.96 241
a Commercial Real estate 432.50 6.71 1.55 1541.59 34.98 2.27
b Infrastructure Loan 1615.57 185.79 11.50 2056.62 37.95 1.85
¢ Others 6084.96 210.05 345 5923.62 130.03 2.20
Sub-total (B) 19670.78 848.44 4.31 19296.74 636.87 3.30
Total (A+B) 34273.28 1180.40 3.44 31995.33 944.21 2.95
3.10 Movement of NPA: (% in crore)
. Current Previous
Particulars Year Year
Gross NPAs as on April 1 (Opening balance) 944.21 835.94
Additions (Fresh NPAs) during the year* 1125.07 929.83
Sub-total (A) 2069.28 1765.77
Less:
(i) Up-gradations 240.96 282.63
(i) Recoveries (excluding recoveries made from upgraded accounts) 342.80 320.07
(iii) Technical/ Prudential write offs 110.10 53.47
(iv) Write offs other than those under (iii) above 195.02 165.39
Sub-Total (B)* 888.88 821.56
Gross NPAs as on 31* March (Closing balance) [(A) — (B)] 1180.40 944.21

*Includes inter quarter additions/deletions to the extent of ¥199.32 crore (Previous Year ¥339.83 crore)
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Movements in Technical Write Off:

(% in crore)
Particulars C%raern t Prs\éiac:'us

Opening balance of Technical/prudential write-off accounts as
at April 1 316.51 314.05
Add: Technical/prudential write-offs during the year 110.11 53.47

Sub-total (A) 426.62 367.52
Less: Recoveries / Actual Write offs from previously technical/
prudential written - off accounts during the year (B) 65.77 51.01
Closing balance as at March 31 ( A-B) 360.85 316.51

3.11 Overseas Assets, NPA and Revenue: Nil
3.12 Off-Balance Sheet SPV sponsored (which are required to be consolidated as per accounting norms):Nil
3.13 Disclosure of Remunerations:-

a) Qualitative disclosure:

Remuneration Committee

The Nomination & Remuneration Committee (N&RC) consists only Independent Directors, two of them being
the members of Integrated Risk Management Committee of the Board (IRMC) also.

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 N&RC works in close coordination with the Integrated Risk Management Committee to ensure effective
alignment of remuneration and risks.

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 performance-based remuneration motivates and rewards high performers who strengthen long-term
customer relations, and generate income and shareholder value. The bank's compensation policy stipulates
that while designing the compensation package to WTD/CEQ, it is ensured that there is a proper balance
between fixed pay and variable pay. While fixing the Variable Pay, performance parameters under financial and
non-financial areas of operations shall be assessed.

The variable pay shall not exceed 70% of the fixed pay in a year. The deterioration in the financial performance of
the bank should generally lead to a contraction in the total amount of variable remuneration to be 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/Nomination & Remuneration 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/claw
back arrangements. The variable pay could be in cash, or stock linked instruments or mix of both.
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b) Quantitative disclosures

Particulars Current Year Previous Year
(i) Number of meetings held by the Remuneration Two Three
Committee during the financial year and remuneration Sitting fees of Sitting fees of
paid to its members. 320000/- to each 15000/ to each
non-whole time non-whole time
Director members per |Director members per
meeting attended. meeting attended.
(i) | Number of employees having received a variable One One

remuneration award during the financial year.

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
sign on bonus.

Details of severance pay, in addition to accrued benefits,

if any. Nil Nil
(iii) | Total amount of outstanding deferred remuneration, split | Nil Nil
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 : %0.60 crore Fixed : 30.53 crore
financial year to show fixed and variable, deferred and the variables : Variable: Nil
non-deferred. 0.0742 Crore

for the year 2014-15
was paid during the
Current year

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

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

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

3.14 Disclosure relating to Securitization:
The Bank has not sponsored any SPV's for securitisation transactions

3.15 Credit Default Swap:
The Bank has not entered into any credit default swap.

3.16 Intra-Group Exposures:
The Bank does not have any Intra-group Companies under its management.

3.17 Transfers to Depositor Education and Awareness Fund (DEAF): (% in crore)
Particulars Cg;raernt Pr$\éi;'us
Opening balance of amounts transferred to DEAF 50.61 Nil
Add : Amounts transferred to DEAF during the year 12.67 50.61
Less : Amounts reimbursed by DEAF towards claims Nil Nil
Closing balance of amounts transferred to DEAF 63.28 50.61
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3.18 Un-hedged Foreign Currency Exposure:

The Bank has put in place a policy on Hedging of Foreign Currency Exposure which is a part of the Loan Policy which
stipulates the guidelines on managing the risk arising out of the un-hedged foreign currency exposure in line with the
extant RBI Guidelines. Further, the Bank has made a provision of 313.20 crore (Previous year3 12.81 crore) and has
provided capital for the un-hedged foreign currency exposure of borrowal entities of ¥ 3.49 crore (previous year35.75
crore) in line with the extant RBI Guidelines.

3.19 Frauds:
The total number of frauds reported during the yearis 21, amounting to ¥ 91.98 crore, is fully provided for in the current
year.
3.20 Liquidity Coverage Ratio )
(% in crore)
March 2016 March 2015
(Average of 12 Data (Average of 3 Data
Points) Points)
Sl
No Item Total
. Total Average | Total Average Total A C1E]
Unweighted | Weighted | Unweighted | V780
Value Value Value V:-ﬂue

High Quality Liquid Assets

1

Total High Quality Liquid Assets (HQLA)

5652.40 | 5652.40

5526.72 | 5526.72

Cash Outflows

2 | Retail Deposits and deposits from small business
customers 36868.12 | 3262.42 | 35021.83 3090.2
(i) Stable Deposits 8487.82 424.39 8239.57 411.98
(i) Less Stable Deposits 28380.30 | 2838.03 | 26782.26 | 2678.22
3 | Unsecured Wholesale Funding, of which: 6315.46 2681.40 5652.56 | 1809.38
(i) Operational Deposits (all counterparties) 6315.46 2681.40 5652.56 | 1809.38
(ii) Non-operational Deposits (all counterparties) 0.00 0.00 0.00 0.00
(iii) Unsecured Debt 0.00 0.00 0.00 0.00
4 | Secured wholesale funding 2.50 0.00 0.00 0.00
5 | Additional requirements, of which 4937.00 1461.18 4511.86 | 1218.41
(i) Outflows related to derivative exposures and other
collateral requirements 0.07 0.07 0.00 0.00
(ii) Outflows related to loss of funding on debt products 0.00 0.00 0.00 0.00
(iii) Credit and liquidity facilities 4936.93 1461.11 4511.86 | 1218.41
6 | Other contractual funding obligations 253.92 253.92 231.79 231.79
7 | Other contingent funding obligations 2833.99 131.43 2866.77 143.34
8 | Total Cash Outflows 51210.99 | 7790.35 | 48284.81 | 6493.13
Cash Inflows
9 | Secured lending (e.g. reverse repos) 5.83 0.00 0.00 0.00
10 | Inflows from fully performing exposures 1080.54 540.27 1091.56 545.78
11 | Other cash inflows 1118.82 1118.82 865.71 865.71
12 | Total Cash Inflows 2205.19 1659.09 1957.27 | 1411.49
13 | TOTAL HQLA 5652.40 | 5652.40 5526.72 | 5526.72
14 | Total Net Cash Outflows 49005.80 | 6131.26 | 46327.54 | 5081.64
15 | Liquidity Coverage Ratio (%) 92.19 108.76

Note: The LCR as on 31.03.2016 is 95.06%. However, 12 months average for the Financial Year 2015-16 works out to 92.19%.

Qualitative Disclosures:
Bank is computing LCR on a monthly basis in line with the RBI circular dated June 9, 2014 on “Basel Il Framework on
Liquidity Standards — Liquidity Coverage Ratio(LCR), Liquidity Risk Monitoring Tools and LCR Disclosure Standards”. The
computation is also in line with the amendments made as per the RBI circular dated February 2, 2016. These guidelines
ensure that banks maintain sufficient amount of High Quality Liquidity Assets (HQLAS) to survive 30 days stress scenario so
that banks can take corrective measures within such period. These HQLAs have to be 100% of the net cash outflows w.e.f
January 1, 2019. To provide sufficient transition period, the guidelines require maintaining minimum 60% w.e.f January 1,
2015 and step up of 10% every year to reach 100% by January 1,2019.
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Necessary system has been put in place to compute LCR and bank's strategy would be to maintain LCR well above the
regulatory minimum levels ahead of the stipulated timelines. The main driver of LCR is adequate HQLAs and Bank is
maintaining LCR well above the minimum stipulated level of 70% in view of SLR investments in excess of statutory
requirement and 10% of NDTL in the form of borrowing limit available through Marginal Standing Facility (MSF) and Facility
to Avail Liquidity for Liquidity Coverage Ratio (FALLCR).The Bank has a diversified liability mix comprising of healthy Retail
Deposits with its pan India presence and the dependency on wholesale funding is insignificant.

Bank's Asset Liability Management Committee (ALCO) is empowered to monitor and form suitable strategies to maintain
stipulated levels of LCR by channelizing funds to target good quality asset and liability profile to meet Bank's profitability as
well as liquidity requirements.

Funding strategies are formulated by the Treasury and Accounts Department (TAD) in accordance with ALCO guidance.
The objective of the funding strategy is to achieve an optimal funding mix which is consistent with prudent liquidity, diversity
of sources and servicing costs. Accordingly, TAD estimates daily liquidity requirement. With the help of structural liquidity
statement prepared by bank, TAD evaluates current and future liquidity requirement and takes necessary action.

3.21 Strategic Debt Restructuring (SDR):

During the year, the Bank has been allotted 248264 no. of shares with a face value of % 2 /- at the rate of ¥ 11.89 per share
amounting to a book value of ¥ 0.30 Crores.

3.22 Operating Expenses stated in Schedule 16 to the Profit and Loss Account includes ¥ 4.90 Crore spent toward
Corporate Social responsibility (CSR)Activities.

4 Reconciliation of Branch Adjustments and Balancing of Subsidiary Ledgers.
a) Balancing of Subsidiary Ledgers is completed in all branches/offices.

b) Reconciliation of branch adjustments/Inter Bank accounts has been completed up to 31* March 2016 and steps are
being taken to give effect to consequential adjustments of pending items.

5 Investments:

The percentage of SLR investments under “Held to Maturity” category as on 31* March 2016 was 21.05% (Previous
Year 22.33%) of the Net Demand and Time Liabilities of the bank, which is within the permissible limit as per RBI
guidelines.

6. Asum of X 791.82 crore (Previous year ¥ 605.62 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 on identical issues for earlier assessment years.

7. In accordance with the RBI Circular DBR. No. BPBC.2/21.06.201/2015-16 dated 1% July 2015 on 'Basel Ill Capital
Regulations' and RBI Circular DBR.NO.BP.BC 80/21.06.201/2014-15 dated March 31, 2015 on 'Prudential Guidelines
on Capital Adequacy and Liquidity Standards Amendments', Banks are required to make Pillar Ill disclosures including
Leverage Ratio and Liquidity Coverage Ratio under Basel Il Framework. The Bank has made these disclosures which
are available on its web site at the following link http://ktkbank.com/ktk/BaselDisclosures.jsp#. These disclosures
have not been audited by the Statutory Central Auditors.

8. 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/- Sd/-
Muralidhar K. Rao Y. V. Balachandra Chandrashekar Rao. B. M. S. Mahabaleshwara P. Jayarama Bhat
Deputy General Manager Company Secretary General Manager & CFO Chief General Manager Managing Director & CEO
Sd/- Sd/- Sd/- Sd/- Sd/-
Ananthakrishna S. V. Manjunath Dr. H. Ramamohan Ashok Haranahalli B. A. Prabhakar
Chairman D. Harshendra Kumar  T. R. Chandrasekaran Usha Ganesh Ullal Ravindra Bhat
Directors Directors Rammohan Rao Belle Keshav Krishnarao Desai
Directors Directors

Refer our report of even date

For Kamath & Rau For Abarna & Ananthan
Chartered Accountants Chartered Accountants
Firm Regn. No. 001689S Firm Regn. No. 000003S
Sd/- Sd/-
Srinivas S. Kamath C. S. Gopalakrishna
Partner Partner
M. No. 201716 M. No. 014706

Place : Mangaluru
Date : 20" May 2016
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INDEPENDENT AUDITORS' REPORT

To,

The Shareholders of The Karnataka Bank Limited

Report on the Financial Statements

1. We have audited the accompanying financial
statements of The Karnataka Bank Limited (‘the
Bank'), which comprise the Balance Sheet as at
31* March 2016, the Profit and Loss Account, the
Cash Flow Statement for the year then ended and
a summary of significant accounting policies and
other explanatory information. Incorporated in
these Financial Statements are the returns of 29
branches audited by us, 722 branches/offices
audited by Branch Auditors.

Management's Responsibility for the Financial
Statements

2. The Bank's Board of Directors is responsible for
the matters stated in section 134(5) of the
Companies Act,2013 (‘the Act') with respect to the
preparation of these financial statements that give
a true and fair view of the financial position,
financial performance and cash flows of the Bank
in accordance with the accounting principles
generally accepted in India, including the
Accounting Standards specified under Section
133 of the Act, read with Rule 7 of the Companies
(Accounts) Rules, 2014 and provisions of Section
29 of the Banking Regulation Act, 1949 and
circulars and guidelines issued by the Reserve
Bank of India ('‘RBI') from time to time. This
responsibility also includes maintenance of
adequate accounting records in accordance with
the provisions of the Act for safeguarding of the
assets of the Bank and for preventing and
detecting frauds and other irregularities; selection
and application of appropriate accounting policies;
making judgments and estimates that are
reasonable and prudent; and  design,
implementation and maintenance of adequate
internal financial controls, that were operating
effectively for ensuring the accuracy and
completeness of the accounting records, relevant
to the preparation and presentation of the financial
statements that give a true and fair view and are
free from material misstatement, whether due to
fraud or error.

Auditor's Responsibility

3. Our responsibility is to express an opinion
on these financial statements based on our
audit.

4. We have taken into account the provisions of the
Act, the accounting and auditing standards and
matters which are required to be included in the
audit report under the provisions of the Act and the
Rules made there under.
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We conducted our audit of the Bank including its
branches in accordance with Standards on
Auditing ('the Standards') specified under Section
143(10) of the Act. Those Standards require that
we comply with ethical requirements and plan and
perform the audit to obtain reasonable assurance
about whether the financial statements are free of
material misstatements.

An audit involves performing procedures to obtain
audit evidence about the amounts and the
disclosures in the financial statements. The
procedures selected depend on the auditor's
judgment, including the assessment of the risks of
material misstatement of the financial statements,
whether due to fraud or error. In making those risk
assessments, the auditor considers internal
financial control relevant to the Bank's preparation
of the financial statements that give a true and fair
view in order to design audit procedures that are
appropriate in the circumstances. An audit also
includes evaluating the appropriateness of
accounting policies used and the reasonableness
of the accounting estimates made by the Bank's
Directors, as well as evaluating the overall
presentation of the financial statements.

7. We believe that the audit evidence we have
obtained is sufficient and appropriate to provide a
basis for our audit opinion on the financial
statements.

Opinion

8. In our opinion and to the best of our information

and according to the explanations given to us, the
aforesaid financial statements give the
information required by the Banking Regulation
Act, 1949 as well as the Companies Act, 2013, in
the manner so required for banking companies
and give a true and fair view in conformity with
accounting principles generally accepted in India:

a. In case of the Balance Sheet, of the state of
affairs of the Bank as at 31* March, 2016;

b. In case of the Profit and Loss Account, of the
profit for the year ended on that date; and

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

Emphasis of Matter

9.

We draw attention to Note of the Financial
Statements, regarding deferment of loss of
¥58.72 crore on sale of advances to Asset
Reconstruction Companies.

Our opinion is not qualified in respect of this
matter.

98

SDMITH, SYTOBRGID  SROBORBTADITI,
LHRRORDT.

7. PR DRODIVE ORF AR N B RBTTONS &0
3BT, TororwONS WY eéﬁr% eﬁséw_)mi ALY am
@ai')*oosmab Qe wsmo S500NES 20T mzéj
SOwoéed

DPT/EH

8. T, ORTODTOZ T T, VRNITD SNTVE Tord
5537? Zbecﬁ@é,s Iobdn SO0 e TR
cﬁﬁwé&amﬁ B ejséw_ﬁ% 2ROBOTF  AODOZED
50T 1949 2B FoTD F0T 20133 @a&s‘?cﬁmﬁ
DeBBETT [0 IONT), WY T BRLINWD PTTTY
cﬁ@amm Qedod BT, éda DB, OPTOFF T
WO, —

®) By TR B oupFag 31 @[wEE 2016
SO 9T LT BT F2s WIEOTR,

W) oo B, IF gBod  RoTWPFTY wmroasw
HTOITITVA BT w0y B

2) I TOWOS  AVRTHO  JYOD  BoTHFTY
JWFOTT  OTOIBITR 9T INWD  TOWOBODY,
8,233 0e30NY BEWOWRTT.

=z %) a;asﬁ

9.

Y R8T Tord BWIROON ToSNY SFTO3RGS
OhE, BOWD FONT, 2013, QegER 143(10) BTIY
PGDATVT ‘D MOBEF ST SRLONT'T OZRTE0N
TRRWBER. B [RITOB @ﬁeiﬁ@gpé W) VRN

QednDmToN,  SHFT  THAND DI SFTJINRW
3@@533671@05 TRTTNE AT HTTIODZ,
TBOTYES.

dﬁwaz&medsm SRFD mgjmﬂ@ ATRTRBRROT
mami wﬁ 53330 w%ésm@?wx é)admf a.)ﬁ Nuﬁmo
é@w@t&@edm wﬁ m?m BROORS @oﬁnr&)mﬁd
Jo5e080Y, SR RORT. FONFORTE S0

Qﬁ%ﬂamecﬁsd éemFaé uvsda 3eTPET @m@éomj
eﬁﬁvﬁﬁ% =[owWS :;333 3%71@06 &'adaeﬁz% @a‘naﬁ
@éezss ©030F BHFB aofooéﬁmﬁm TowoRAT méo&aﬁ
eﬁsww oﬁﬁ% ONTOES m&b ﬁu Mwéﬁﬁﬁm
udﬁ»)sd ma Nozswré 3503 uozfmmﬁd @'3353
&deaﬁm@wrmzﬁ @60@&)% QRNG waﬁwsoﬂbm
LORPORT. SZWOIREFICW,  VTOLONT z,:”xraeé%ofm
NP FrFHINHONe  OWFT  BOSCOTODIZY,
LERRORT), wyhe ROST  JTBEFITAD  STIIAYI,
©OTRBARY  FFOTLR  TRSE TN adm&aoammdoi)e
ToRR WS STHZ wHorIoNY Vs Iprard atodde

c3§ TINY  $TBONY  WGeDATE WA bﬁafjps
Owam?ﬁ morﬁzﬁmz’n [ROTVTOOT  YLOERT
I 58.72 Bocedns Sw,ci mommm FOTON zsm
REDTBI), HSonen QY méeﬁ

B ORONTY TN, VPT/ONF) I, TOWERLINT.



X@X The Karnataka Bank Ltd.

Report on Other Legal and Regulatory Requirements

10. The Balance Sheet and the Profit and Loss
Account have been drawn up in accordance with
the provisions of Section 29 of the Banking
Regulation Act, 1949, read with Section 133 of the
Companies Act, 2013, read with Rule 7 of the
Companies (Accounts) Rules, 2014.

1.

12.

As required by sub section (3) of section 30 of the
Banking Regulation Act, 1949, we report that:

(@)

(b)

(c)

we have obtained all the information and
explanations which, to the best of our
knowledge and belief, were necessary for the
purpose of our audit and have found them to
be satisfactory;

the transactions of the Bank, which have
come to our notice, have been within the
powers of the Bank; and

the returns received from the offices and
branches of the Bank have been found
adequate for the purposes of our audit.

Further, as required by section 143(3) of the Act,
we further report that:

Vi.

we have sought and obtained all the
information and explanations which to the
best of our knowledge and belief were
necessary for the purpose of our audit;

in our opinion, proper books of account as
required by law have been kept by the Bank so
far as it appears from our examination of those
books and proper returns adequate for the
purposes of our audit have been received
from branches not visited by us;

the reports on the accounts of the branch
offices audited by branch auditors of the Bank
under section 143(8) of the Companies Act,
2013, have been sent to us and have been
properly dealt with by us in preparing this
report;

The Balance Sheet, the Profit and Loss
Account and the Cash Flow Statement dealt
with by this report are in agreement with the
books of account and with the returns
received from the branches not visited by us;

in our opinion, the aforesaid financial
statements comply with the Accounting
Standards specified under Section 133 of the
Act, read with Rule 7 of the Companies
(Accounts) Rules, 2014, to the extent they are
not inconsistent with the accounting policies
prescribed by RBI;

on the basis of written representations
received from the directors as on 31* March
2016 taken on record by the Board of
Directors, none of the directors is disqualified
as on 31* March 2016 from being appointed
as a director in terms of Section 164 (2) of the
Act; and
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ess&mm@c;ﬁ Feoman ZYIITNT.

(i) 30T BOWT 2013, Qyen 143 (8)ToI
T30 /3RECONY TOXNET SR, T0a30
S3TOZNRCTFOOT IROT, UINEI,  II,
TTO QeBY ojamo&mﬁé WYRERORTI eI,

(iv) 8 TCOODY BT WOIT By BRF Tey IR
oo IF BLF [INH TOWOT VAT FTeIOIW
ggFsndeodn  TRe [y el eaT

ToBNYOT WOT FTOR ToFCIPNTIT.

I, VPITWONTOE, fmc%ocs BHFT AR,
ST UNT  WT0LONT PREOHBR  BRTTINTT
ek, BoBY  FORT 2013, Qe 133 Tenw
wTBReoOR LTvY 3oIBD (SF) JwoEs, 2014,
DORNT 7T ©FJOR  wFeDT  WFR0ONT
BRITORNY WVTOTTONR.

(vi) 31 =wese 20168 QTerIzONY0T worm DD
BEAOIIT), AVEFTFC  TDORPOID DI,

QRNTICH 31 B[RWE 2016§ ofmmz%
QT STITR g3, TOB OB FeRFT]E ooy
oW ToONT 2013, DN 164(2)  ©9IDT,
OIBEBODTZY, BRODDOY )



92" ANNUAL REPORT 2015-16

vii. with respect to the adequacy of the internal (vi) ©0808 ©HFT Q0POZRT CHPIOSRNE BT
financial controls over financial reporting of 03T DONOTHT IREETY T3 DOTOZ I
the Bank and the operating effectiveness of =30 wmwog‘@’osoej aezsemmﬁw ¢
such controls, refer to our separate Reportin ' ® ’

“AnnexureA”;

viii. with respect to the other matters to be (viii) 30T (S@T WD, SRWT) WOFS 2014,
included in the Auditor's Report in 0D 113 93073, 33TO3ReFIT
accordance with Rule 11 of the Companies SO00HOS w38 ARODRY 5\)@&3@?\, 353

152} &

(Audit and Auditors) Rules, 2014, in our
opinion and to the best of our information
and according to the explanations given to

£92TRONTI0E, Tonw I, CEMCOW
SDTYECD TFoT W) TR ART  VB|TWNY

us: [SiepleR

a. the Bank has disclosed the impact of D W08 PIDTVE  WHBNY  TROSNYEY,
pending litigations on its financial TR 03063009 Slalasd 39,33,
position inits financial statements CRLET ROTFFTY  TBLIAT.

b. the Bank has made provision, as 0. OB TIRD  TFS  WT  ©FP0WOT
required under the applicable law or TRITORNY WD oHFRGIRR,  TFR
accounting  standards, for material oedey @0Am), Ww FHod  wdwEdm

IF 2T, ©oJW, FTOBRODILY TR

foreseeable losses, if any, on long-term B
contracts includin deriv);tive cor?tracts mwﬁ%@w héR  erd HIJ, m%ﬁmﬁm&
g LIRROR HIT HTROHNG TOON weR)

and QLTI T
c. there has been no delay in transferring L ROBD B FRONTY  TRRITETT  HFe

e

amounts, required to be transferred, to DB, FTT AOK  BRIRGI, TR,
the Investor Education and Protection mgg SRR @@ouﬁﬁm@@% -
Fund by the Bank.

For Kamath & Rau For Abarna & Ananthan I I TomF N BT T3y WROIF-TRN

Chartered Accountants Chartered Accountants SBTOBRTITD SieueoRatley
Firm Regn. No. 001689S Firm Regn. No. 000003S ﬁoi’éois Bc0ntd Boad: 001689%° r)oﬁ@ojs Bpeoned B0 00000307
Sd/- Sd/- Xo /- R/~

Srinivas S Kamath C.S. Gopalakrishna 2% OFF RIS 207, RReTROTH

Partner Partner TRVTTI Esplovianleied

M.No. 201716 M.No. 014706 AoE3S B0 201716 ARSI Hoad; 014706

Place : Mangaluru B¢ THonded

Date : 20-05-2016 QZ00F : 20 e 2016
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Annexure A to the Independent Auditor's Report
of even date on the Financial Statements of
The Karnataka Bank Limited

T3 mzsoas QNI YT DLITOI 39_39053
O xdso_s) 66& TO3RCPET B QT0T =TNOH
VWO — R

OB FOWT 2013 Aen 143 LvIdgen 3
emwms%(i)d ORI TLOTX AOROTEP eV
By el

Report on the Internal Financial Controls under
Clause (i) of Sub-section 3 of Section 143 of the
Companies Act, 2013

1.

Management's Responsibility for

We have audited the internal financial controls
over financial reporting of The Karnataka Bank
Limited (‘the Bank') as at 31" March 2016 in
conjunction with our audit of the financial
statements of the Bank for the year ended on that
date.

Internal

Financial Controls

2.

The Bank's Board of Directors is responsible for
establishing and maintaining internal financial
controls based on “the internal control over
financial reporting criteria established by the
Bank considering the essential components of
internal control stated in the Guidance Note on
Audit of Internal Financial Controls Over.
Financial Reporting (‘the Guidance Note')
issued by the Institute of Chartered Accountants
ofIndia ('the ICAI')".

These responsibilities include the design,
implementation and maintenance of adequate
internal financial controls that were operating
effectively for ensuring the orderly and efficient
conduct of its business, including adherence to
Bank's policies, the safeguarding of its assets, the
prevention and detection of frauds and errors, the
accuracy and completeness of the accounting
records, and the timely preparation of reliable
financial information, as required under the
CompaniesAct, 2013 ('the Act').

Auditor's Responsibility

3.

Our responsibility is to express an opinion on the

L

BEOF 3T papielg QNUEETS 31 [oeFs 2016 T <HFT
[TOOH OBOE, BOBOF HEFOA QONOTED Wi} T
STTOZRCTS SPRAT, TN, ITOWED 0T e
TOT  TONFT DWEOIT  BEOTORD cEslewiclelaly
TOOSRERBLLIT.

©OZ0T TLOTEY ACLOTT S BBYST BWILRO

©BOB0T  TEOTR  JONOTLY LRI AVeFTTT
&L OOIINT), VT3 w@i@, SRTFBOD WRORR BB[ITIe
BWPRO Q. B BHFE F[OOON Rewrd BOBOT BHFF
QONOZEONEH, VT IWRET ST WFE OTOHOW, ST
QOROI®’  NWNTE  [RART  BRNFTEHFIOD  TE0D
@oéﬁ@ém‘% 3530, méo%ai ©50308 ©RFE AONOZNY
BRENYR), TeRICTHTT.

85 2LTROOIN 20133 FOTBRCH FONT WIDIOTRN
BRO 8oTE, chEReE BeetoRd 00T VIR
TP, FOTFER Tore VRYNY TF T e[S, FIWT)
Tone TFBOH MHITE, [TZOONGY WG wRLRE,
WOT  PREOBA  wIRRORDNE, $ANY  Ppewmods,
BoBS I THNVOT BRTTNWD, STTTT 200N
Tprord P DTZ DI FIoDE, BOIN SFTNY
TOVOTF VLW ENY B30T L.YRPORTZT.

ei‘%ajséxaezssd RO

Bank's i . . ) . 3. T, w0003 LRO0IT HSRFT RITL IEVD SOTOF
ank's internal financial controls over financial ¢ o 3 X
reporting based on our audit. We conducted our ©RFE  dobogend  Wed TR, ©PIRODII,
audit in accordance with the Guidance Note on TITEWBHZ,  AeWIARORT.  II, TOIRTIODTY,
Audit of Internal Financial Controls Over Financial DA WRNE IPRT SHFT [TH DO HOBOE SHFT
Reporting ('the Guidance Note') and the QoPogre  WANS  B[RNAFEOFE  WF, @O
Standards on Auditing (‘the Standards'), issued TRITORNY ©JoD TEICRND. 83 [RITOR W)
by the ICAI and deemed to be prescribed under TIRAFTIEE WONHWISOTT  Fox)  OREF
Section143(10) of the Act, to the extent applicable DEERHTOTTE BRI, FIFD 38, oSpewd
FO an audit of internal financial controls, both a0y TR Gﬁﬁﬁﬁ, w@mm?\gmm& xONReTNT,
|ssged by the ICAI Those Standards and the FHTEE S0Z08, SOFE JODOTHNY WIS [
Guidance Note require that we comply with Ho8ER. Tory HO3E zoosaoésaz—ﬁ)e; 380008, ToohE
ethical requirements and plan and perform the N Mm; = 2
audit to obtain reasonable assurance about DTFLARMET TR TP TAOT 9T
whether adequate internal financial controls over AOBATONTG  SWFT AT STYITODT,
financial reporting was established and Todnges.
maintained and if such controls operated
effectively in all material respects.
4. Our audit involves performing procedures to 4. 3D, JTTOZRFIOID BITR W[OO Hewr BOBOE

obtain audit evidence about the adequacy of the
internal financial controls system over financial
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reporting and their operating effectiveness. Our
audit of internal financial controls over financial
reporting included obtaining an understanding of
internal financial controls over financial reporting,
assessing the risk that a material weakness
exists, and testing and evaluating the
design and operating effectiveness of internal
control based on the assessed risk. The
procedures selected depend on the auditor's
judgement, including the assessment of the risks
of material misstatement of the financial
statements, whether due to fraud or error.

We believe that the audit evidence we have
obtained is sufficient and appropriate to provide a
basis for our audit opinion on the Bank's internal
financial controls system over financial reporting.

Financial Controls Over

Financial Reporting

6.

A bank's internal financial control over financial
reporting is a process designed to provide
reasonable assurance regarding the reliability of
financial reporting and the preparation of financial
statements for external purposes in accordance
with generally accepted accounting principles. A
bank's internal financial control over financial
reporting includes those policies and procedures
that

a. pertain to the maintenance of records that, in
reasonable detail, accurately and fairly
reflect the transactions and dispositions of
the assets of the bank;

b. provide reasonable assurance that
transactions are recorded as necessary to
permit preparation of financial statements in
accordance with generally accepted
accounting principles, and that receipts and
expenditures of the bank are being made
only in accordance with authorizations of
management and directors of the bank; and
provide reasonable assurance regarding
prevention or timely detection of
unauthorized acquisition, use, or disposition
of the bank's assets that could have a
material effect on the financial statements.

Inherent Limitations of Internal Financial Controls
Over Financial Reporting

7.

Because of the inherent limitations of internal
financial controls over financial reporting,
including the possibility of collusion or improper
management override of controls, material
misstatements due to erroror fraud may occur
and not be detected. Also, projections of any
evaluation of the internal financial controls over
financial reporting to future periods are subject to

TOONF LTI éddeaéo&m LIRRORDBT.  BeFoRD
RTOOD Bewd 30303 59@@») ao:’ooés@zj 20T
SR eﬁﬁ TOBRCFPIOIN, TLOTOAD 36@033 Deoed
@osas maﬁmo Qoo BOTN @riéz:ﬁ SRRV,
0%y BWONRT, w—oodmeé 0TIV 3333 QIVTTR
BT DWFOF @dd DRT?, WOTRAT WTRODT
e dséoﬁs @osas DOR0ZD B ATFHETD
E.f@sa‘oaaﬁ@aﬁa aﬁ@et‘osa LYRRORT.
TOONF LTI e:?ofn cﬁﬁwémmﬁaﬁ VT, &
9TOONT @omm aﬁozss o33 3w®omr§®
@%ﬁajgﬂ@ ROTT  DBZB  BF), 9,35, caaeamfss
WHPORTOHOT wamémsmmgd.
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B0TVN B3, sﬁdfﬁoﬁaaﬁqi QEBDTY Ty TET aaﬁd%m@
BITOOIPNS.
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6.

20T LR8I BEVTVRD BWOLOH e S0BOF TLOTOAD
QoDoTERTY, BRTR  ®OQOR WS JowRTE
AORT  PTBHOND, QDTN B N,
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the risk that the internal financial control over
financial reporting may become inadequate
because of changes in conditions, or that the
degree of compliance with the policies or
procedures may deteriorate.

Opinion

8. In our opinion, the Bank has, in all material
respects, an adequate internal financial controls
system over financial reporting and such internal
financial controls over financial reporting were
operating effectively as at 31" March 2016,
based on the internal control over financial
reporting criteria established by the Bank
considering the essential components of internal
control stated in the Guidance Note issued by the
ICAL.

For Kamath & Rau
Chartered Accountants
Firm Regn. No. 001689S

For Abarna & Ananthan
Chartered Accountants
Firm Regn. No. 000003S

Sd/- Sd/-
Srinivas S Kamath C.S. Gopalakrishna
Partner Partner
M.No. 201716 M.No. 014706

Place : Mangaluru
Date : 20-05-2016
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Facts at a glance

1. No. of Deposit Accounts 9164076
2. No. of Advances Accounts 487751
3. Advances to priority sector (% in lakh)
Tvpes of Advances Number of Accounts Balance outstanding
yp at the end of the year at the end of the year
a) Agriculture and Allied Activities 276473 449734.03
b) Advances to Small Enterprises 45887 789622.71
c) Educational Loan 6973 16356.57
d) Housing Loan 23546 180430.32
e) Other Priority Sectors 8472 12089.84
Total 361351 1448233.47
Export Credit 163394.98
4. Branches
Semi- Metro-
Rural Urban Urban politan Total
No. of Branches at the end of the year 163 171 210 181 725
5. Staff
Officers Clerks Sub-Staff Total
As at the end of the year 2953 3358 1481 7792
Recruited during the year 111 344 173 628
6. Staff Training
Bank's own training college At Bankers® Training
College (RBI) & other Total
Officers Clerks Sub Staff Training Colleges
760 725 169 1230 2884
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700" Branch Opening at Howrah, Kolkata

Shri G N Rath, Chief General Manager, Reserve Bank of India, Kolkata,
inaugurating the new branch

Founders’ Day Lecture

Dr. Duvvuri Subbarao, Former Governor of RBI and
Distinguished Visiting Fellow at the National University of Singapore,
delivering the Founders’ Day Lecture in Mangaluru

Donation of Vehicles to City Municipal Council, Chikkamagaluru

under Corporate Social Responsibility initiative

Shri P Jayarama Bhat, MD and CEO, handing over two vehicles with latest
technology used in solid waste management viz. Ride-on Type Road
Sweeping Machine and Vehicle Mounted Suction Cum Jetting Machine
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