SCHEDULE-17
PRINCIPAL ACCOUNTING POLICIES

1. Accounting Conventions:

The accompanying financial statements are prepared by following the going concern concept and
on the historical cost basis unless otherwise stated and conform to the statutory provisions and
practices prevailing within the Banking Industry in the country.

2. Transactions involving Foreign Exchange:

i. Monetary Assets and Liabilities as on balance sheet date have been translated using
closing rate as at year end announced by Foreign Exchange Dealers Association of India.

i. Exchange differences arising on settlement of monetary items have been recognised as
income or as expense in the period in which they arise.

iii. The premium or discount arising at the inception of a forward exchange contract, which
is not intended for trading or speculation purpose has been amortised as expense or
income as on the balance sheet date.

3. Investments:
The investment portfolio of the Bank (SLR & Non SLR securities) is classified into three categories
in accordance with the RBI guidelines viz,

a. Held to maturity.

b. Available for sale.

c. Held for trading.
For disclosure in Balance sheet, the investments are disclosed as per the existing six
classifications viz,.

i. Government Securities,

ii. Other approved securities,

iii. Shares,

iv. Debentures and Bonds,

v. Investment in Subsidiaries and Joint Venture,

vi. Others (CP, CD, Mutual fund units, RIDF etc.).

The valuation has been carried out as per RBI guidelines more specifically detailed hereunder:

i) Investments classified under “Held to maturity” category are carried at acquisition cost and
not marked to market. Any premium on acquisition is amortized over the remaining period of
the security on a straight-line basis.

i) The individual scrips in the “Available for sale” and “Held for trading” category are marked to
market at quarterly and monthly intervals respectively. While the net depreciation under each
classification is recognized and fully provided for, the net appreciation under each
classification is ignored.

Other Investments:

a). Investments in sponsored institutions are valued at carrying cost and shares of other
companies which are neither quoted on stock exchanges nor the latest balance sheet is
available are valued at rupee one per company.

b). Debentures and bonds are valued at market price, if quoted, otherwise at appropriate
YTM published by FIMMDA/ PDAL.

¢). Treasury Bills and Commercial papers are valued at carrying cost.

d). Units of Mutual funds are valued at market price, if quoted, otherwise at lower of re-
purchase price or net asset value.




Profit and loss on sale of investment from AFS and HFT category is recognized in profit and loss
account. However, in case of profit on sale of investment under HTM category, an equivalent
amount of profit is appropriated to capital reserve account.

4. Advances:

i) Classification of Advances and Provisions thereof have been made as per the Income
Recognition and Asset Classification norms formulated by the RBI viz, Standard, Sub-
Standard, Doubtful and Loss Assets and accordingly requisite provisions have been made
thereof.

i) Hitherto, the Bank has been providing for Sub-Standard Assets uniformly at 20% but for
this year Bank has changed the policy and has provided 10% uniformly and additional
10% on unsecured portion which is in conformity with RBI prudential norms.

iii) Advances are shown net of provisions required for NPA's. Provisions for advances
classified as Standard Assets is clubbed with other liabilities-others.

5. Fixed Assets:-
a). Premises and other fixed assets are accounted for at historical cost.
b). Premises include free hold as well as lease hold properties.
c). Premises include capital work in progress.
d). Depreciation is provided on diminishing balance method in accordance with the provisions
of Income Tax Act 1961, as per the rates prescribed in Income Tax Rules given below: -

S.No. Heads Rates
A Furniture & Fixtures (including electric fittings) 10%
B Wooden patrtitions 100%
C Vehicles 15%
D Plant & Machinery 15%
E Premises
i) Office Premises 10%
i) Residential & STC buildings 5%

e). However, depreciation on computers (including ATMs) along with major softwares is
charged at the rate of 33.33% on straight-line method as per the RBI guidelines for the
full year even if the computers (including ATMs) have been purchased during the second
half. In respect of Computer software (not forming integral part of computers) has been
charged fully in the year of purchase.

f) Depreciation on additions to Assets made upto 30" September of the year is provided for
at full rates and on additions thereafter at 50% of the rates. No depreciation is provided
on assets sold/ discarded during the year.

e). Leasehold properties are amortized over the period of lease.

6. Employees Benefits:-

i). In respect of employees who have opted for provident fund scheme, matching
contribution is made. For others who have opted for pension scheme, contribution to
pension fund is made based on actuarial valuation.

if). Contribution to gratuity fund is made on the basis of actuarial valuation at the year-end.

iii). Contribution to Leave Encashment Fund is made by spreading the liability over the period
of future average service of the current employees on a straight-line method as per
actuarial valuation.

7. Voluntary Retirement Scheme Expenditure (VRS)

The expenditure incurred on VRS is amortized equally over a period of five years in conformity
with the RBI guidelines.



8. Income Recognition and Expenditure booking

Income and expenditure is accounted for on accrual basis unless otherwise stated.

a). Interest and other income on advances/ investments classified as Non Performing Assets/
investments are recognized to the extent realized in accordance with guidelines issued by the
Reserve Bank of India.

b). Recovery in Non Performing Assets is appropriated first towards the interest and there after

towards principal/ arrears of asset.

c). Interest is paid on overdue deposits as and when such deposits are renewed.

d). Fee, commission (other than insurance commission), exchange, locker rent and insurance

claims are recognized on realization basis.

e). Income from interest on income tax/ other tax refunds is accounted for on the basis of orders

passed by the Competent Authorities.

f). Unforeseen income/ expenses are accounted for in the year of receipt/ payment .

9. Net Profit:-

The net profit is disclosed in the profit and loss account after providing for:

i) Income and Fringe Benefit Tax.

ii). Standard Assets, Non Performing Advances/ Investments as per RBI guidelines
iii). Depreciation/ amortization on Investments

iv). Transfer to contingency reserves.

v). Other usual and necessary provisions.

10. Contingency Funds:-
Contingency funds have been grouped in the Balance Sheet under the head “Other Liabilities and
Provisions”.



SCHEDULE —-18
NOTES ON ACCOUNTS

Reconciliation/ adjustment of inter bank/ inter branch transactions, branch suspense and
sundry deposits is in progress on an ongoing basis. The impact, in the opinion of the
management of the unreconciled entries, if any, on the financial statements would not be
material.

Tax paid in advance/ tax deducted at source includes amount adjusted by Income Tax
Department in respect of various disputed demands. Based on the favorable appellate
orders and interpretation of law, no further provision has been considered by the
management in respect of these disputed demands.

Fixed Assets

i) Documentation formalities are pending in respect of certain immovable properties held
by the Bank valued at Rs. 3.03 Crores (Previous year Rs. 1.63 Crores).

i)The Bank has also acquired certain fixed assets generating cash, parked under
respective heads, for the promotion and development of its business.

iiiThe Bank has been consistently following the charging of depreciation on fixed assets

on diminishing balance as per the rates prescribed in Income Tax Rules as disclosed in

para 5 of Schedule 17, Principal Accounting Policies in preference to rates prescribed in

Schedule XIV read with Section 205 of the Companies Act, 1956. It is higher in totality as

compared to rates prescribed in Schedule XIV of the Companies Act, 1956 in view of the

fact that in Companies Act there is an option to charge depreciation on straight-line

method. However, the depreciation on computers (including ATMs) along with major

softwares has been computed at the rate of 33.33% on straight-line method as per RBI

guidelines.

iv) Depreciation on Banks property includes amortization in respect of leased properties

amounting to Rs. 0.22 Crores.

4. Capital

(Rs. In crores)

Particulars 31.03.2006 31.03.2005
CRAR (%) 12.14% 15.15%
CRAR — Tier | capital (%) 11.76% 12.48%
CRAR — Tier Il capital (%) 0.38% 2.67%
Amount of subordinated debt raised as Tier Il capital Nil Nil

Government of Jammu and Kashmir holds 53.17% of equity shares of the Bank (previous year

53.17%)
Investments
5. a) In conformity with the RBI guidelines issued vide circular number

DBOD.No0.BP.BC.38/21.04.141/2005-06 dated 10-10-2005, the Bank has complied with
and maintained capital charge by more than the required limit of 9% of the risk weighted
assets for both credit risks and market risks for both HFT (along with other item of open
foreign exchange position limit) and AFS category as on March 31,2006, accordingly the
bank has appropriated the entire balance in the Investment fluctuation Reserve of Rs.
252.06 Crores to Revenue and Other Reserves.

b) In consequence thereof, the balance outstanding in Profit and Loss account at Rs.

107.94 crores because of drawn down from Investment fluctuation Reserve (IFR) last
year has been appropriated to Revenue and Other Reserves.
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c) In view of this, the necessary entries of transfers to reserves and taxes, as per
directions of RBI vide letter no. DO.DBS/DO/BMD111/7315/15.01.063/2005-06 dated
14™ November 2005 to correct the entry of utilization of IFR passed in March 2005, are

not required to be passed.

6. The bank has appropriated 2.46 Crores (Previous year Rs. 6.84 Crores) being an amount
equivalent to the profit on sale of HTM Category Securities to “Capital Reserve Account”.

7. The Bank is yet to receive scrips / Certificates /Bonds of Rs. 6.18 Crores. It includes Rs.
3.88 Crores and Rs. 2.30 Crores being equity participation in Jammu Rural Bank and

Kamraz Rural Bank respectively.

8. The total Investment of the Bank in the Joint Venture (Metlife India Insurance Co. Pvt.
Ltd.) stood at Rs. 58.75 Crores. The management has changed its perception and does not
consider it necessary to provide for the diminution in value of these shares on the fact that
this diminution is purely temporary, JVC shall set off the accumulated losses in 2008-09,
solvency ratio of the JVC for the period 2006-2010 is estimated to be above 1.50 and in
view of the safeguard clauses, provided in Shareholders agreement relating to transfer/ sale
of Bank’s share in JVC. Accordingly, the Bank has also recalled the earlier provision of

Rs.7.90 crores in respect of this Investment.

9. Details of investments

(Rs. in Crores)

S. No. Items 31.03.2006 31.03.2005
01. Value of investments
0] Gross value of investments
(@) InIndia 9068.60 9103.33
(b) Outside India Nil Nil
(i) Provision for depreciation
(&) In India 43.94 57.33
(b) Outside India Nil Nil
(iii) Provision for amortization of securities
(&) In India 22.32 14.11
(b) Outside India Nil Nil
(iv) Net value of investments
(&) In India 9002.34 9031.90
(b) Outside India Nil Nil
02. Movement of provision held towards
depreciation on investments
0] Opening balance 57.33 17.64
(i) Add: Provisions made during the year 60.48 181.17
(iii) Less: Write-off/ write back of excess 73.87 141.48
provisions during the year
(iv) Closing balance 43.94 57.33

10. The participation of Repo Transactions is as under:

(Rupeses in Crores)

Particulars Minimum Maximum Daily Average | Outstanding
outstanding | outstanding | outstanding as on
during the | during the | during the | 31.03.2006.
year year year

Securities - sold 0.00 0.00 0.00 0.00

under repos




Securities
purchased
reverse repos

under

0.00

1825.00

467.44

1825.00

11. Non-SLR Investment portfolio
11.1 Issuer Composition of Non SLR Investments (Rs. in Crores)
S. Issuer Amount Extent of | Extent of | Extent of | Extent of
No Private below unrated unlisted
Placement | Investmen | Securities | Securities
t grade
1 PSUs 413.86 0.00 0.00 7.14 50.14
2 Fls 1041.80 15.00 0.00 278.80 336.98
3 Banks 511.60 0.00 0.00 43.59 12.77
4 | Prvate 593.74 215.36 0.00 118.71 174.46
Corporates
5 Subsidiaries
/Joint 68.57 68.57 0.00 0.00 68.57
Venture
6 Others 23.45 0.00 0.00 0.00 23.45
Total 2653.02 298.93 0.00 448.24 666.37
7 Provision
held
towards 43.94 0.00 0.00 0.00 0.00
depreciatio
n
8 Total 2609.08 298.33 0.00 448.24 666.37

The Bank’s investment in unlisted securities as on 31-03-2006 is 25.12% (Previous year 24.11%)
as against the maximum stipulated limit of 10% of its total investment in Non-SLR securities.

11.2 Non-SLR Non-performing investments

Rs. In Crores)

Particulars Amount
Opening balance 124.85
Additions during the year 0.00
Reductions during the year 10.88
Closing balance 113.97
Total provisions held (including floating provision of Rs. 2.76 crores) 91.45

11.3

and Held to maturity are as under:

The value of investments under three categories viz., Held for Trading, Available for sale

(Amount in crores)

Particulars As on 31.03.2006 As on 31.03.2005

HFT AFS HTM Total HFT AFS HTM Total
Government 0.00 | 806.94 | 3718.30 | 452524 | 0.00 | 1899.06 | 3885.69 | 5784.75
securities
Other approved |, o, 0.00 43.02 43.02 0.00 0.00 51.25 51.25
securities
zh;‘rﬁs) (Bquity |4 59 15.36 39.50 54.86 0.00 27.25 43.46 70.71
bDOe:gS”t”res &1 000 | 101038 | 99214 | 200252 | 215 | 1683.78 | 1234.07 | 2920.00




Subsidiaries & |, 0.00 68.57 68.57 0.00 0.00 68.75 68.75
joint venture

Others 0.00 | 483.13 0.00 483.13 | 0.00 | 136.44 0.00 136.44
Subtotal 0.00 | 2315.81 | 4861.53 | 7177.34 | 2.15 | 3746.53 | 5283.22 | 9031.90
Reverse repo 0.00 | 1825.00 | 0.00 1825.00 | 0.00 0.00 0.00 0.00
Grand total 0.00 | 4140.81 | 4861.53 | 9002.34 | 2.15 | 3746.53 | 5283.22 | 9031.90

12 Derivatives

12.1  No Forward rate agreements/ interest rate Swaps are undertaken by the bank during
the year.

12.2  The bank has not entered into exchange traded interest rate derivatives transactions
during the year

12.3 Disclosures on Risk exposures in derivatives
Qualitative Disclosures

The only derivatives traded by the Bank in the foreign exchange market are
forward contracts. Forward contracts are being used to hedge /cover the
exposure in foreign exchange arising out of merchant transactions and trading
positions.

To cover the risks arising out of above derivatives, various limits like AGL, IGL
and Stop loss have been prescribed in the Trading Policy of the Bank which are
monitored through gap analysis and VaR.

Outstanding forward exchange contracts are revalued at the exchange rates for
appropriate maturity rates as announced by FEDAI at the year-end exchange
rates and the resultant gain/ loss is taken to revenue.

Quantitative Disclosures
(Rs. in Crores)

S. No. Particulars Currency Interest rate
derivatives derivatives
0] Derivatives (Notional Principal Amount)
a) For hedging Nil Nil
b) For trading Nil Nil
(i) Marked to market positions [1]
a) Asset (+) Nil Nil
b) Liability (-) Nil Nil
(iii) Credit exposure [2] Nil Nil

(iv) Likely impact of one percentage change in
interest rate (100*PV01)
a) on hedging derivatives Nil Nil
b) on trading derivatives Nil Nil
(v) Maximum & Minimum of 100*PV01
observed during the year
a) on hedging Nil Nil
b) on trading Nil Nil

13. Asset Quality
13.1 Non Performing Asset (Rs. In crores)




Particulars 31.03.2006 31.03.2005
Net NPAs to Net Advances (%) 0.92% 1.41%
Movement in Gross NPAs:
(a) Opening Balance 317.25 286.51
(b) Additions during the year 157.95 150.35
(c) Reductions during the year 105.01 119.61
(d) Closing balance 370.19 317.25
Movement in Net NPAs:
(a) Opening Balance 162.93 137.35
(b) Additions during the year 75.95 105.02
(c) Reductions during the year 105.01 79.44
(d) Closing balance (after reducing interest suspense 133.87 162.93
amounting to Rs. 0.73 crores)
Movement of Provision for NPAs (excluding
provision on standard assets):
(a) Opening Balance 153.59 147.68
(b) Add/Transfer Provision made during the year **82.00 *46.08
(c) Less write-off 0.00 40.17
(d) Closing Balance **235.59 *153.59

* Including floating provision of Rs. 14.67 crores.
** |Including floating provision of Rs. 52.90 crores.

13.2 Details of Loan assets subjected to Restructuring

(Rs. In crores)

31.03.2006 31.03.2005
Particulars No. of | Amount | No. of | Amount
Accounts Accounts

a) Total amount of loan Restructured
0] Standard assets restructured 10 8.94 12 84.92
(i) Sub-Standards assets Restructured 2 6.72 Nil Nil
(iii) Doubtful assets restructured Nil Nil Nil Nil
Total: 12 15.66 12 84.92

b) Corporate Debt Restructuring

® Standard Assets subjected to CDR Nil Nil 2 67.60
(i) Sub-standard Assets subject to CDR Nil Nil Nil Nil
(iii) Doubtful Assets subject to CDR Nil Nil Nil Nil
Total: Nil Nil 2 67.60

In the opinion of management there is no interest sacrifice

during the current year, thereby no provision of the same is required.

in respect of debts restructured,

14. Details of Financial Assets Sold to Securitization/ Reconstruction

Company for Asset Reconstruction.

The Bank has not securitised any Assets during the year.

15. Provisions on standard Assets

Rs. In crores)
Particulars 31.03.2006 31.03.2005
Provision towards Standard Assets 55.47 30.32




Provision @ 0.40% on standard assets (excluding SME & agricultural advances) and @ 0.25% on
standard SME & agricultural advances has been arrived at Rs. 55.47 Crores against which the
bank is already holding provision of Rs. 30.32 Crores. Hence provision of Rs. 25.15 Crores has
been made during the year.

16. Business Ratios
(Rs. In crores)
Particulars 31.03.2006 31.03.2005

0] Interest income as a percentage to working 7.60% 7.64%
fund. *

(i) Non-Interest income as a percentage to 0.59% 0.47%
working funds. *

(iii) Operating profit as a percentage to working 2.01% 1.82%
funds. *

(iv) Return on Assets. ** 0.67% 0.47%

(v) Business (deposits plus advances) per 5.16 crores 4.35 crores
employee***

(vi) Profit per employee 0.03 crores 0.02 crores

* Working funds are the average of total of assets as reported to RBI in Form X.

** Assets are the total assets as at the close of the year.

ok Deposits (other than inter-bank deposits) & Gross Advances are as at the close of the
year.

17. Asset Liability Management

(i) Maturity pattern of certain items of assets and liabilities as on 31.03.2006
(Rs. In crores)

1to 14 | 15Day 29 Over Over | OverI | Over Over Total
days s to days 3 6mths | Yr& 3Yrs 5 Yrs.
28day & mths & upto &
S upto 3 & uptol | 3Yrs upto
mths upto Yr 5Yrs
6
mths
Deposits 2518.86 | 692.13 | 4075.94 | 1682.58 | 756.40 | 10499.65 | 2956.79 | 302.28 | 23484.63
Borrowings 0.00 0.00 27.02 | 21811 | 4.20 1362 | 0.98 0.00 263.93
Investments | ,gco64 | 37516 | 972.35 | 15147 | 6345 | 81179 | 717.00 | 439811 | 10351.87
Advances | 11049 | 42039 | 154272 | 74158 | 1445.01 | 6679.27 | 1347.34 | 1139.30 | 14483.10
ii) Details of Foreign currency Assets / Liabilities (Maturity Pattern) as on 31.03.2006
Liabilities (Rs. in Crores)
1to14 15to 28 | 29 days to | Over 3 mth Over 6 Above 1 Total
Days Days 3 months To 6 mths mth year
To 1 year
uUsD 376.60 210.51 567.17 372.32 53.26 0.00 1579.86
EURO 12.80 11.65 16.60 6.62 2.24 0.00 49.91
GBP 6.97 3.11 0.00 0.00 0.00 0.00 10.08
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J.YEN 0.00 0.00 0.00 0.00 0.00 0.00 0.00
TOTAL 396.37 225.27 583.77 378.94 55.50 0.00 1639.85
Assets (Rs. In crores)
1to14 15to 28 | 29 days to Over 3 Over 6 Above 1 Total
Days Days 3 months mth mth year
To 6 mths | To 1 year
usbD 357.63 203.45 548.50 395.44 53.94 0.00 1558.97
EURO 9.02 8.62 20.41 9.59 2.24 0.00 49.88
GBP 3.64 4.50 0.93 0.86 0.40 0.00 10.34
J.YEN 0.20 0.00 0.00 0.00 0.00 0.00 0.20
TOTAL 370.49 216.57 569.84 405.90 56.58 0.00 1619.39

The data on ALM has been compiled on the basis of information furnished by the branches /
offices. In cases where the authenticity could not be verified, the computation has been done on
the basis of assumption and estimates made by the management and relied upon by the

auditors.
18. Lending to Sensitive Sector

18.1 Exposure to Real Estate Sector

(Rs. In crores)

Particulars

31.03.2006

31.03.2005

1.Direct exposure

(O] Residential mortgages

(a) Individual housing loans upto Rs. 15 lakhs

(b) Others
Lending'’s fully secured by mortgages on residential property
that is or will be occupied by the borrower or that is rented,;
(i) Commercial real estate
Lending’s secured by mortgages on commercial real estates
(office buildings, retail space, multi-purpose commercial
premises, multi-family residential buildings, multi-tenanted
commercial premises, industrial or warehouse space, hotels,
land acquisition, development and construction, etc).
Exposure would also include non-fund based (NFB) limits.

Investment in mortgage backed securities and other
securitised exposures

(a) Residential

(b) Commercial real estate
2.Indirect exposure
(Fund based & non fund based exposure on National Housing
Bank and housing finance companieg

(iii)

447.36
54.27

1039.60

Nil
Nil

645.90

} 421.38

732.32

Nil
Nil

633.63

18.2 Exposure to Capital Market
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Particulars 31.03.2006 | 31.03.2005

1. Investments made in equity shares 89.19 33.57
2. Investments in bonds/ convertible debentures 0.00 0.00
3. Investments in units of equity-oriented mutual funds 66.00 14.50
4. Advances against shares to individuals for investments in 0.11 0.07

equity shares (including IPOs/ ESOPS), bonds and

debentures, units of equity oriented mutual funds
5. Secured and unsecured advances to stock brokers and 32.61 0.13

guarantees issued on behalf of stockbrokers and market

makers
Total (1+2+3+4+5) 187.91 48.27
6. Of 5 above, the total finance extended to stock brokers for

margin trading Nil Nil

19. Advances to Commodities Sector
(Rs. In crores)
Particulars 31.03.2006 | 31.03.2005
1. Cashcrop 8.49 4.05
2. Edible oils 40.65 37.48
3. Agriculture produce 50.51 30.73
4. Other sensitive commodities 47.61 19.09
Total 147.26 91.35
20. Risk category wise country exposure
(Rs. in Crores)
Category | Risk Category Exposure Provision Exposure Provision
(net) as at held as at (net) as at held as at
March 2006 | March 2006 | March 2005 | March 2005
Al Insignificant 18.96 Nil 12.47 Nil
A2 Low 1.38 Nil 1.04 Nil
Bl Moderate Nil Nil Nil Nil
B2 High Nil Nil Nil Nil
C1 Very high Nil Nil Nil Nil
C2 Restricted Nil Nil Nil Nil
D Off-Credit Nil Nil Nil Nil
Total 20.33 Nil 13.51 Nil
21. Details of Single borrower limit, Group borrower limit exceeded

by the bank.

The Bank has not exceeded the prudential credit exposure limit in respect of any account.

22, Miscellaneous

22.1 Details of provisions:

(Rs. In crores)

Particulars 31.03.2006 31.03.2005
Tax expense
i) Current tax 77.50 21.00
i) Deferred tax liability/ (asset) (1.22) (0.14)
iii) Fringe benefit tax 8.00 0.00
Provision against NPA’s 82.00 37.73
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Provision for standard assets 25.15 0.00
Provision for depreciation on investments 60.48 181.17
Provision for amortisation of securities 22.32 14.11
Provision for frauds and embezzlements 0.20 0.42
Provision for Debts Restructured (investments only) 1.52 0.00
Provision for Non performing Investment * (1.52) 0.00
Other provisions & contingencies 0.01 0.22

Total 274.45 254.51

* Floating provision utilized, balance in floating provision Rs. 2.76 crores.

22.2 Penalties imposed by RBI

Penalty of Rs. 5.00 lakhs was imposed by RBI during the financial year 2005-06 for breach of
letter of credit norms.

23. Information in respect of Accounting Standards issued by the
Institute of Chartered Accountants of India:

23.1 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 included in Profit & Loss Account required to be
disclosed as per Accounting Standard-5 read with RBI Guidelines.

23.2 Accounting standard 9- Revenue recognition

There are no material items of income, which are required to be disclosed as per
Accounting Standard — 9, read with RBI guidelines.

23.3 Accounting standard 15 — Retirement benefits

a)

b)
c)

Total VRS liability of the Bank amounting to Rs. 39.83 Crores has been accounted for
under Deferred Revenue Expenditure to be amortized equally in five years in terms
of RBI guidelines. It being the second year the sum of Rs. 7.96 Crores has been
charged to Profit & loss account. Balance amount of Rs. 23.91 Crores is included in
Schedule 11 (Other Assets -Others).

Liability for Gratuity and Pension has been provided for based on actuarial valuation.
Hitherto, the Bank had been charging the actual payment of leave encashment for
the employees retiring during the particular year to Revenue. However, for this year
the payment has been debited to leave encashment fund. The Bank has started
contributing to this fund from year 2003-04 on an adhoc basis and contributed Rs. 2
crore and Rs. 2.65 crore each in year 2003-04 and 2004-05 respectively, whereas for
this year the bank has contributed to this fund as per actuarial valuation.
Accordingly, a sum of Rs. 3.40 crore has been provided towards Leave Encashment
Fund, which has been worked out by spreading over the liability over a period of 18
years, the future average service of the current employees, in conformity with Para
23 of AS-15. The impact in change has resulted into additional provision of Rs. 0.35
crores.

23.4 Accounting standard 17 — Segment Reporting

12




i)

The Bank has recognized business segment as its primary reportable segment
under AS-17 classified into treasury, other banking and residual operations and

necessary disclosure is given below-

(Rs. In crores)

Segment-wise Revenue, Results and Capital Employed

Description March 2006 | March 2005
A Segment Revenue (Income)
i. Treasury Operations 620.74 670.73
ii. Other Banking Operations 1643.43 1497.53
iii. | Residual Operations 2.48 2.30
iv. | Unallocable income 110.93 68.15
Total 2377.57 2238.71
Less Inter Segment Revenue 538.14 593.34
Net Income from Operations 1839.43 1645.37
B Segment Results (Profit before tax)
i. Treasury Operations (11.97) (103.03)
. Other Banking Operations 322.85 328.59
iii. | Residual Operations 0.61 0.31
Total 311.50 225.87
Less un-allocable expenses (Net of un-allocable income) 50.36 89.94
Total Profit before tax 261.13 135.93
C Segment Assets
i. Treasury Operations 12015.42 12194.82
ii. Other Banking Operations 13473.57 11150.03
iii. | Residual Operations 2.02 1.93
iv. | Un-allocated 957.97 1076.05
Total 26448.98 24422.83
D | Segment Liabilities
i. Treasury Operations 11075.42 11255.34
ii. Other Banking Operations 13254.53 11114.50
iii. | Residual Operations 0.01 0.04
iv. | Un-allocated 319.55 387.55
Total 24649.51 22757.43
E Capital Employed
i. Treasury Operations 940.01 939.48
ii. Other Banking Operations 219.03 35.53
iii. | Residual Operations 2.01 1.89
iv. | Un-allocated 638.42 688.50
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Total

1799.47

1665.40

i)

As the Bank does not have any overseas branch, there is no requirement as to reporting
of geographical segment

23.5 Accounting standard 18 — Related party disclosures

(Figures as at 31.03.2006 Rs. in Crores)

Items/Rela Kamraz Jammu Metlife K.M.P K.M.P. Mr. K.M.P Son of
ted Party Rural Bank | Rural Bank India Dr. H.A. M.Y. Khan Mr. A.R. K.M.P. (ED)
(Associates | (Associates (Joint Drabu (Chairma Fazili Mr. Zubair
) ) Venture) | (Chairma n) upto (ED) Fazili
n) from 07.06.05 | 09.06.05
08.06.05
Deposits 124.87 301.34 7.28 - Nil -- --
Advances 0.04 0.00 Nil - Nil | 0.04 0.02
Investments 4.34 5.48 58.75 -- Nil -- --
Interest Paid 5.28 17.77 Nil -- Nil - -
Interest/Com -- Nil
m. 0.008 Nil 3.98 0.002 0.004
Received
Salary NA NA NA | 0.23 0.03 0.10
(Previous (Previous (Previous --
Year: Nil) Year: 0.14) | Year: Nil)

x Bank is holding 25% of Share Capital in MetLife India and 35% in Jammu Rural
Bank & Kamraz Rural Bank respectively.
x K.M.P (Key Management Personnel)

23.6 Accounting standard 20 — Earning per share

(Rs. In crores)

Particulars 31.03.2006 31.03.2005
Net Profit available to Equity Share Holders 176.84 115.07
Weighted Average No. of Equity Shares 48477702 48499482*
Basic/diluted Earning per share 36.48 23.73
* (I) No. of Equity Shares outstanding on 1 ' April 2004 NA 48499482

(1) 21900 shares were forfeited on 29.03.2005
(1 Weighted average no. of
(48499602*363/365 + 48477702*2/365)

shares

23.7 Accounting standard 22 — Accounting for taxes on income
The Bank has accounted for Income Tax in compliance with Accounting Standard 22
accordingly deferred Tax assets and liabilities are recognized.

(Rs. In thousands)

Timing Difference DTA DTL
Amortization of Expenses — Section 35D 750 --
Depreciation on Assets 19245 --
Leave encashment Section 43B for the year 25728 --
Leave encashment Section 43B for the earlier year 43000 --
Net DTA 88723
Tax Impact (It includes below the line Rs. 14474) 29864

23.8 Accounting standard 27 — Joint venture
14



The company has a joint venture with MetLife India Insurance Company Pvt. Ltd.

The relevant disclosures as per AS-27 are given hereunder:

Name : MetLife India Insurance Company Pvt. Ltd.
(Company incorporated in India)
Address : “Brigade Seshamabhal’

No. — 5, Vani Vilas Road
Basavanagudi, Banglore- 560004, India

Contingent Liabilities : Nil
Capital commitment : Nil
Proportion of ownership interest : 25%

23.9 Accounting standard 28 — Impairment of Assets

Majority of Fixed Assets of the Bank are considered as Corporate Assets and not cash generating
assets and in the opinion of Management there is no material impairment in these Fixed Assets.
Regarding balance Fixed Assets generating cash there is no material impairment. As such no
provision is required as per AS-28 issued by ICAI.

23.10 Accounting standard 29- Provisions against Contingent Liabilities and
contingent Assets

In respect of Contingent Liabilities under each class shown as per Schedule 12, in the
opinion of the Management, the possibility of any out flow in settlement is remote hence
no provision is required to settle the obligations.

24. Other Disclosures
24.1 Foreign Exchange

(&) 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 Provision and Disclosure is required to be made as per the RBI
Circular No. 96/21.04.103/2003 dated: 17.06.2004.

(b) Claims pending with ECGCI amounts to Rs. 6.17 Crores (Previous year Rs.
7.30 Crores).

24.2 The Bank, in conformity with RBI prudential norms, has changed the provisioning rates
on Sub-Standard Assets from 20% to 10 % uniformly and additional 10% on

unsecured portion. The impact in change has resulted into less provisioning by Rs. 9.78
crores.

25. The principal accounting policies and Notes on Accounts (Schedule 17) form an integral part
of these accounts.

26. Previous year figures have been regrouped / rearranged where ever necessary and possible
to conform to current year figures.
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PART IV OF SCHEDULE VI TO THE COMPANIES ACT, 1956
. REGISTRATION DETAILS

Registration No. State Code
4 6 0 7
Balance Sheet Date
3 1 0 3 2 0 0 6
Date Month Year
. CAPITAL RAISED DURING THE YEAR (A MOUNT IN Rs. 000'S)
Public Issue Rights issue
L L [ INJIJL | L[ T NI L]
Bonus Issue Private Placement
L [ [ INJr L | L L [ INJI L |
II. POSITION OF MOBILIZATION AND DEPLOYMENT OF FUNDS  (Amount in Rs. 000,s)
Total Liabilities Total Assets
(2 /6 4[4 (8]9][8[2]2] 12 J6[4]4[89[8[2]2]
SOURCE OF FUNDS
Paid-up Capital Reserves & Surplus
L L [ J4]8f4a]9 ]2 1] [t [7 [5]0[9]7 ]9 4]
Secured Loans Unsecured Loans
L 1 INJrJr | L [2]6 3 ]9 [3]4]7]
Deposits
2 [3 [4 [8 [4 6 [3][7 [1 |
APPLICATION OF FUNDS
Net Fixed Assets Investments
Ll [t ]9ofa]7]1]6[8] [9 o Jo |2 [3 [4]0]6 |
Advances
(1[4 ]4 (8 [3 [t o [5 [1 ]
Net Current Assets Miscellaneous Expenditure
| (1 [8]6[7[8[8[0]8] L L T [INJrJL |
Accumulated Losses
L [ [ INJI [L |
I1I. PERFORMANCE OF THE BANK (Amount in Rs. 000’s)
Total Income Total Expenditure
L 1183 ]9 [4[2]9]5] (L[5 1708 [2]9]7 6]
Profit Before Tax Profit After Tax
L1 [2Je 1 1 ]3]t ]9 ] L (1 [7]6 8[43 [4]
Earning Per Share (in Rs.) Dividend Rate (%)
L [ [ 13 Je]. [4]8] L L[ 1 [8]o]
IV. GENERIC NAMES OF PRINCIPAL PRODUCTS / SERVICES (As per Monetary
Terms)
Item Code No (ITC Code) ‘ ‘ ‘N |I |L |
ProductDescription\B|A|N\K\1 |N|G\ \s |E|R\V\I |C|E \s\
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