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e U Weey FR9Ten ot gaeT CHAIRMAN & MANAGING DIRECTOR'SSTATEMENT
T IreRuR, Dear Shareholders,

31 WiE, 2006 1 G ¥ & AU dF F Fvs oIS @ RU sMual | havegreat pleasureto present to you the Report of the Board of Directors
e P E ﬂ'@f g T A@D % | for the year ended 31% March, 2006.
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Y our Bank hasentered its Centenary Y ear on 7t September 2005. Thisis
a historic occasion in the life of any organization and fittingly, on this
momentous occasi on we rededi cate oursel ves to our corporate mission of
“Serviceto Stakeholders’.

At the macro level, the country’s economy witnessed another year of
upswing with the GDP growth at 8.4%. The uptrend was spurred by
buoyant growth in the services sector, improved industrial activity and a
turn for the better in the agriculture sector. Exports increased by 24.7
percent and imports showed a spurt of 31.5 percent in the year 2005-06.
Foreign currency reserves increased by USD 9.5 hillion to USD 145.1
billion during 2005-06 mainly on account of risein capital inflows. Inflation
was under control with WPI rising by 4.5 percent asagainst 6.5 percent in
the previous year. Non-food credit remained the key driver of banking
activity, growing by 37.3 percent. Credit growth outpaced deposit growth
by asubstantial margin as Bank Depositsgrew by 22.8 percent during the
year 2005-06.

Buoyed by apick-upinthereal economic activity and higher credit offtake,
resulting inincreased income from core operations and improved recovery
of NPAs, your Bank continued to grow at abrisk pace. Net profit doubled
to Rs.701 crorefrom Rs.340 crore and operating profitincreased to Rs.1701
crore from Rs.1460 crore. The global business mix of the bank went up
by over 18% to reach Rs.160594 crore, with deposits increasing by
Rs.15111 crore and total advances growing by Rs.9545 crore.
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The Bank continued its thrust
towards increasing its share in the
160594 retail and personal segmentsbesides
SME and agricultural lending.
Retail credit recorded a robust
growth of 36.71%. Proactive
marketing of Bank’s retail credit
products has been undertaken .
Specialised retail hubs have been set
up by the Bank for delivery of retail
loans to customers with service at
their door step. Tie-up arrangements
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electronics/ tractor manufacturers, leading tour operators etc. in addition
totheexisting lineof tie-ups, to further penetrate personal finance segment
on attractive terms and competitive pricing. Several initiatives towards
providing value added services like clubbing an Insurance Product with
HomeLoan styled ‘Home Assure’ were introduced. Home Assureisan
extremely affordable Term Life Insurance plan, which offers protection
against theloan amount in case of an unfortunate eventuality caused to the
loanee. The customer paysasingle premium at the beginning of the cover
and remains covered throughout the tenure of the loan.
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Priority sector Advances, which include Agricultural Advances, are not
only anational priority reflecting the Bank’ s social commitment but also
arerecognized as a profitable business opportunity by us. Priority sector
advances grew by 26.25% to constitute 49.08% of Net Bank credit.
Agricultural advances recorded a growth of 29.04% and accounted for
19.58% of Net Bank Credit. Bank has initiated handholding of one poor
farmer, poor woman, poor student, poor dalit and poor artisan during the
centenary year thereby continuing its active support to poverty alleviation,
employment generating ventures, empowerment of women and upliftment
of poor and downtrodden. Shatabdi Krishi Vikas Card — an e-enabled
hybrid credit card - wasissued to commemorate the Centenary Y ear of the
Bank and as a salute to the farmers of the country.

TheBank hassigned MOU with National Collateral Management Services
Ltd. (NCMSL) for financing against warehouse receipts and entered into
strategic alliance for co-financing projects with NABARD. Besides, an
MOU was also signed with NABCONS, the wholly owned subsidiary of
NABARD for preparation of detailed project reports as well as appraisal
of agricultura projects. The Bank also has entered into tie-up arrangements
with eleven tractor-manufacturing companies for enlarging Agricultural
credit. The Bank has set up a Star Swarojgar Prashikshan Sansthan on the
lines of RUDSETI (Rural Development & Self Employment Training
Ingtitute) at Bhopal to impart vocational training to entrepreneurs and
farmers so that they are equipped with the necessary skills for managing
an enterprise on their own. So far 150 entrepreneurs have been trained at
the institute. To enhance the bank’s outreach to un-banked masses and
with a view to provide access to under-banked rural populace, the bank
introduced Mobile ATM to servevillagersin Tamil Nadu. Our commitment
toimproveand develop avibrant ‘ Rural India’ will continueinthe coming
years also.

Enhancing Assets quality and reducing NPAs were given utmost priority
in adding value and strength to the Balance Sheet of the Bank. Your
Bank’ sperformancein thisareawas another milestone. Suitable measures
wereinitiated to augment recoveries and arrest slippagesin order to reduce
NPAs. A multi pronged strategy of stringent credit monitoring, upgradation
of accounts, cash recoveries coupled with usage of varioustoolslike CDR
mechanism, SARFAESI Act etc. helped usin achieving the desired results.
Gross NPA reduced to 3.72% from 5.53% and Net NPA declined to
1.49% from 2.80%. You will be happy to know that due to concerted
efforts, the Bank could make cash recoveries of Rs.721 crore. Recoveries
from written off accounts and recovery of uncollected/unrealized interest
amounted to Rs.235 crore.

We have come along way in technology upgradation and strengthening
our IT infrastructure to be the best in the class. We have migrated 555
branches to Core Banking platform (CBS) to make available anywhere
banking. Thetally isincreasing steadily and by thisyear-end the number
would be over 900. Over 1200 branches have been networked and
remaining branches would be networked by December 2006 for MIS
purposes. Y our Bank has set up 314 on-line ATMs besides making over
16000 ATMsavailableto customersthrough shared ATM network. ‘ Star
e-pay’, anew utility Electronic Payment Serviceand ‘ Star e-remit’ aweb
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based remittancefacility for NRIsin U.S.A. for effecting speedy remittances
wereintroduced. As many as 515 branches have been enabled for online
Tax Accounting System (OLTAS) and 555 branches have been enabled
with RTGS/SFM S facilities.

It isour constant endeavour to expand the product range and enhance the
quality of customer service. The Bank engaged professional services of
Boston Consulting Group to identify the existing redundant areas, and
suggest new profitable areas of growth and to reorganise/reengineer its
busi ness processes. Plain vanillaproducts have been redesigned into tierised
value added productsto attract high-end discerning customers by ensuring
delivery of highest quality service standards to them. A host of new
products viz. Diamond Savings Account and Gold & Diamond Current
Account which were introduced at Ahmedabad, Hyderabad, Pune and
Surat cities on pilot basis have now been extended to all major cities
where CBS connectivity isavailable.

Strategic Business Units have been set up for better focus and reducing
turn around time as asequel to organisational restructuring. Recognising
the pivotal role of SME sector in the economy, various initiatives have
been taken to give focused attention to this sector viz. MOU have been
entered into with Small Industries Development Bank Of India (SIDBI),
Andhra Pradesh State Finance Corporation (APSFC) for co-financing.
SME Cells have been established at all Zonal Officesand large corporate
branches are being established to service the specific needs of large
Corporates, with the support of Relationship Managers and Product
Managers. We haveaready centralized inward clearing, outward clearing,
Account opening, pension processing and cheque book issuance at few
centres. All these stepswill rejunevate the processes by making full use of
technology for improving customer service.

The International operations of the Bank, with 20 branches and 3
Representative Offices spread across 12 countries contributed about 18%
of Bank’s total business as at March-end 2006. During the year, to
augment long-term resources, the Bank raised USD 250 million under
Medium Term Note (MTN) programme of USD 1 billion for its overseas
operations. Your Bank is expanding overseas operations by upgrading
existing network aswell as opening new branches. In order to enlargethe
presence worldwide, your Bank is planning opening offices at Doha,
Beijing, Antwerp and Johannesburg. Expansion of operationsin Indonesia
and setting up of a subsidiary in Tanzania are on the anvil. A Global
processing hub has been set up at Singapore for Centralisation of
transactions of overseas operations.

Y our bank isalways on thelook out for newer revenue streamsfor boosting
the bottomline. The Bank’s Treasury is offering several Derivative
products, which arewell received in the market. In the present scenario of
thinning spreads in lending operations, greater focus is being given for
enhancing non-interest income through aggressive marketing efforts in
providing avariety of productsand servicesincluding third party products.

The Human Resources factor decides the success of any venture. Y our
Bank realizesthat the difference between highly successful organizations
and those lagging behind lies in how well their human resources are
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developed, managed and utilized. We have been working towardsproviding
asatisfying work environment, matching the staff profilewith job profile
and devel oping skillsthrough training. Appreciating that motivationisan
integral part of human resources development, Bank has introduced an
Employee Motivation Schemeto recognizeindividual and team effortsin
achieving Bank’s business goals.

Y our Bank has always believed that prosperity of our country liesin the
prosperity of villages. It was therefore decided to reflect and rededicate
our commitment to the development of rural India by launching a mega
project titted  “Integrated Development of 101 villages’. The mega
project launched by our Bank envisages devel opment of self-reliant villages
through peopl€'s participation and provision of adequate bank credit to
create employment opportunities, empower womenfolk and to eradicate
poverty by increasing household income by 40% within ayear.

Our pursuit for increasing valuefor all stakeholderswould be the hallmark
of our journey forward. We havelaid afoundation for astrong edificefor
the future by investing in technol ogy and human resources. | believethat
our focus on growth with value creation for our stakeholders backed by
sound policies, initiatives and good corporate governance, will help usin
meeting challenges as we move forward to realize the goals we have set
for ourselves. Ever increasing competition and rapid changestaking place
in the environment throw up continuous challenges in our quest for
excellence. But, | am sure that the Bank with its resilience and inherent
strength would be able to meet the challenges and scal e greater heightsin
theyearsahead.

With warm regards,

Yours sincerely,

— Nealagsp
(M.Bdachandran)
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