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DIRECTORS’ REPORT: 2009-10
The Board of Directors have pleasure in presenting the 41st  Annual Report together with the Balance Sheet as on 31st March, 2010 and Profit and Loss Account for the financial year ended March 31, 2010.
MANAGEMENT DISCUSSION AND ANALYSIS

I. ECONOMIC ENVIRONMENT 

2009-10 was a year of recuperation and recovery for the global economy post global financial crisis and the economic recession that followed. The global outlook improved significantly and global recovery has progressed better than previously anticipated. The emerging economies, which are increasingly driven by domestic growth factors, continue to drive global recovery. 

India was one of the first countries to recover from the global crisis on account of its strong domestic demand and healthy financial sector. Growth in GDP averaged 6.7% in the first three quarters of FY10 and it is expected that the strong growth momentum will continue in the fourth quarter as well. As per the advance estimates released by the Central Statistical Organization (CSO), the Indian economy is expected to grow by 7.2% in 2009-10 vis-à-vis a 6.7% growth in the previous fiscal.  Agriculture sector is estimated to contract by 0.2% and services to record a moderate growth. 
India’s industrial production (IIP) registered an impressive 10.4% growth for the financial year 2009-10 as against a growth of 2.8% a year ago. The continued strong growth in manufacturing, which accounts for nearly 80% of India’s industrial production, indicates the resilience of domestic demand.

During 2009-10, the primary concern among the policy makers was inflation. Monthly wholesale price inflation rose significantly to 9.9% in March 2010, primarily due to rising prices of primary articles, especially food items as against an increase of 1.2% a year ago.  

India's exports, which had been contracting upto October 2009, have finally turned positive in November 2009 and the uptrend has been continuing for the fifth consecutive month.  As per the provisional data released by the Directorate General of Commercial Intelligence and Statistics (DGCI&S), during April-March 2009-10 merchandise exports of India aggregated to US $177 billion, recording a negative growth of 4.7%. Cumulative value of imports during April-March 2009-10 amounted to US$279 billion, registering a decline of 8.2%. The trade deficit for April-March 2009-10 was estimated at US $ 102 billion, lower than the deficit of US $ 118 billion during April-March 2008-09.

Financial markets in India remained orderly and reflected the overall expectations of stronger recovery in the economy.
The stock market, though volatile, amid the concerns regarding economic recovery and the Dubai Crisis related uncertainty, managed to sustain growth. The new amendments from SEBI in favour of market developments helped to keep the market active. The lower corporate earnings and increasing inflation figures are the major risks to investors’ optimism. Going forward, the announcement to take forward the financial sector reforms, continuous higher capital inflows, robust growth in the index of industrial production and expected fast recovery in economic growth will ensure buoyant financial markets in FY11.
In the foreign exchange market, the rupee appreciated against major international currencies primarily backed by higher capital inflows. The strong flow of capital to Indian markets, particularly from foreign institutional investors, would put upward pressure on the rupee.
Economic Environment in Karnataka

Karnataka is one of the fastest growing States in India. Widely acclaimed for its internationally reputed Information and Bio-technology companies, the State is home to varied industrial activities, leading research and development institutions and a pool of skilled manpower. As per the Economic Survey of Karnataka 2009-10, the real growth in Gross State Domestic Product (GSDP) is anticipated to be around 5.5% during 2009-10. Canara Bank, owing its origin to the State, is continuing its leadership position in the State.  The Bank has been playing a leading role in extending financial services to large number of people through its over 600 branches spread across the State.  The State contributes over 16% of total domestic business of the Bank as at March 2010.  The total business of the Bank in the State stood at Rs. 63412 crore comprising Rs. 35732 crore under deposits and Rs. 27680 crore under advances as at March 2010. 

II. MONETARY AND BANKING DEVELOPMENTS

Growth in key monetary aggregates and money supply in 2009-10 reflected the changing liquidity conditions arising from domestic and global financial environment and the monetary policy response. Policy initiatives by the RBI were aimed at providing ample liquidity and maintaining a market environment conducive for the continued flow of credit to productive sectors of the economy.

 Growth in monetary and credit aggregates during 2009-10 remained broadly in line with the projections set out by the RBI. Money supply (M3) growth decelerated from over 20% at the beginning of the financial year to 16.7% by March 2010, slightly above the Reserve Bank’s indicative projection of 16.5%. Aggregate deposits of scheduled commercial banks increased by 17% during 2009-10 as against 19.9% recorded in 2008-09. The growth in bank credit was 16.7% y-o-y, as on March 26, 2010 compared to 17.5% a year ago. Non-food credit growth was above the indicative projection of 16%.
The banking sector in India remains healthy, resilient, profitable and performed well during 2009-10.  Public sector banks have performed relatively better than their private sector counterparts in terms of gaining ground in market share and reporting strong bottom-lines. 
The year 2009-10 saw the following key policy measures announced by the RBI. 

· Since April 2009, RBI has increased the CRR by 100 basis points in three phases of Net Demand and Time Liabilities (NDTL) of banks and also raised the repo rate and reverse repo rate by 50 basis points each in two phases.

· The statutory liquidity ratio (SLR) for scheduled commercial banks has been increased to 25% of their NDTL from the fortnight beginning November 7, 2009.

· The provisioning requirement for advances to the commercial real estate sector classified as ‘standard assets’ increased from 0.4% to 1%.

· In order to meet the increasing financing needs of the infrastructure sector, the provisioning requirement for banks’ unsecured infrastructure exposures has been reduced from 20% to 15%. 

· RBI advised banks to augment their provisioning cushions consisting of specific provisions against Non Performing Assets (NPAs) as well as floating provisions, so that their total provisioning coverage ratio, including floating provisions, reaches 70% by September 2010.

· RBI allowed banks to classify their investments in non-SLR bonds issued by companies engaged in infrastructure activities and having a minimum residual maturity of seven years under the held to maturity (HTM) category. 

· RBI liberalized the extant branch authorisation policy for domestic scheduled commercial banks, other than RRBs.
· In order to broaden the financial markets, RBI introduced Interest Rate Futures (IRF) based on the 5- year and 2- year notional coupon bearing Government Securities, and Exchange traded currency options on spot US Dollar / Rupee exchange rate. 

· Banks are moving to calculation of interest on Savings Bank deposits on a daily product basis from April 1, 2010. 
· The Reserve Bank has directed scheduled commercial banks to switch over to the new system of base rate in place of the existing benchmark prime lending rate (BPLR) system from July 1, 2010.

· All scheduled commercial banks will convert their opening balance sheet as at April 1, 2013 in compliance with the International Financial Reporting Standards (IFRSs) converged Indian Accounting Standards (IASs). 

OUTLOOK FOR 2010-11
The International Monetary Fund (IMF), in its World Economic Outlook, April 2010 raised its forecast for world economic growth in 2010 to 4.2% as against a 0.6% contraction in 2009. However, IMF forecasted that advanced economies would not exit the global recession until the middle of 2010 and emerging economies, which are increasingly driven by domestic growth factors will continue to drive global recovery.
Financial year 2010-11 started on a positive note for Indian economy with major macro economic parameters performing well. Industrial growth and exports have been showing steady increase and the continued strong growth in manufacturing indicates the resilience of domestic demand. A strong saving and investment rate, favourable capital market conditions and improved capital flows and positive business outlook will also help the economy towards a faster revival. Going forward, the strong domestic demand and sustained increase in per capita income will ensure faster economic growth. Thrust on inclusive growth and focus on the rural economy would propel the growth engine of the economy further. 

Indian economy will remain one of the fastest growing economies in the world in view of the expected recovery in agricultural production, industrial output, demand for higher exports and the revival of global economy. The RBI in its Annual Monetary Policy Statement for 2010-11 placed real GDP growth for 2010-11 at 8%, with an upward bias. The RBI envisages containing money supply (M3) at around 17% in consonance with the outlook on growth and inflation. While aggregate deposits of SCBs are projected to grow at 18%, adjusted non-food credit is likely to record a growth of 20% during 2010-11, as indicated by the RBI. The annual policy also endeavors to contain inflation at a benign level of 5.5%, with a medium term goal of 3%.
III. CANARA BANK IN 2009-10
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FINANCIAL PERFORMANCE

For Canara Bank, 2009-10 was a year of reckoning and crossing of milestones. It was a year of robust performance on the business front coupled with unprecedented gains in profits and profitability. Continued buoyancy in core business operations and costs containment helped the Bank to sustain and enhance the topline earnings while maintaining a stronger bottomline. 
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Net profit reached an all time high of Rs. 3021 crore, signifying a strong 45.8% growth y-o-y and substantially higher than Rs. 2072 crore recorded during the preceding year. Operating profit recorded a 27.7% growth to reach a level of Rs. 5061 crore.  
Return on average assets (RoAA) for the year stood at 1.30%, well above the international benchmark of 1%. Cost to Income ratio declined by 288 basis points to 40.73%. Profit per employee, moved up to Rs.7.36 lakh compared to Rs.4.97 lakh in the previous financial year.
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Enhancing Shareholder Value: In conformity with its commitment to enhance value for shareholders, the Bank showed steady improvement in Earnings Per Share (EPS) and Book Value. While Book Value increased to Rs.305.83 as at March 2010 as compared to Rs.244.87 for the previous financial, EPS rose to Rs.73.69 for the year ended March 2010 compared to Rs.50.55 a year ago. A dividend of 100%, amounting to Rs.410 crore, was recommended by the Board of Directors of the Bank for 2009-10.
	Key Financial Ratios (%)
	March.2009
	March.2010

	Cost of Funds
	6.32
	5.65

	Yield on Funds

	8.72
	8.10

	Cost of Deposits 
	6.87
	6.12

	Yield on Advances 
	10.79
	9.81

	Yield on Investments 
	7.94
	7.52

	Spread as a % to AWF
	2.40
	2.45

	Net Interest Margin (NIM)
	2.78
	2.80

	Operating Expenses to AWF
	1.56
	1.50

	Return on Avg. Assets (RoAA)
	1.06
	1.30

	Return on Avg. Networth 
	22.61
	26.76

	Business per Employee (Rs. in Crore)
	7.80
	9.83

	Profit per Employee (Rs. in Lakh)
	4.97
	7.36

	Book Value (Rs.)
	244.87
	305.83

	Earnings per Share (Rs.)  
	50.55
	73.69


AWF - Average Working Funds
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Income and Expenditure Analysis 

The Bank’s interest income recorded a y-o-y growth of 9.5% to reach Rs.18752 crore compared to Rs.17119 crore recorded during the previous financial year. Non-interest income increased to Rs. 2858 crore, recording a robust growth of 23.7%. 
 Concerted focus on mobilization of low cost deposits and strong resistance to high cost preferential rate deposits helped the Bank to reduce the cost of deposits to 6.12% from March 2009 level of 6.87%. Yield on advances decreased by 98 basis points to 9.81% as against 10.79% in March 2009 due to low interest rates. Interest spread increased to 2.45% from 2.40% as at March 2009. 
[image: image9.emf]Composition of Income

(2009-10)

Others

1%

Non-Interest 

Income 

13%

Investments

21%

Loans and 

Advances

65%

 While interest expenditure marginally increased to Rs.13071 crore, the Bank reasonably contained its rise in non-interest expenditure at 13.5%. Notably, the net interest income of the Bank registered a good 20.4% growth to reach Rs. 5681 crore and Net Interest Margin (NIM) improved to 2.80% compared to 2.78% as at March 2009.  
Capital and Reserves
Networth of the Bank, as at March 2010, stood at Rs.12949 crore compared to Rs.10040 crore as at March 2009.  With the paid-up capital at Rs.410 crore, reserves and surplus increased to Rs.14262 crore. To augment the capital resources, the Bank raised Rs. 600 crore through the Innovative Perpetual Tier I Bonds during the year. 
                                                                                                                 (Amt. in Rs. Crore) 
	Composition of Capital
	March 2009
Basle II
	March 2010

Basle II

	Risk Weighted Assets 
	125111
	150623

	Tier I Capital  
	10023
	12870

	CRAR (%)(Tier I)
	8.01
	8.54

	Tier II Capital 
	7623
	7362

	CRAR (%)(Tier II)
	6.09
	4.89

	Total Capital 
	17646
	20232

	CRAR (%)
	14.10
	13.43


As at March 2010, Capital to Risk Weighted Assets Ratio (CRAR) of the Bank under Basle II stood at 13.43%, well above the 9% regulatory benchmark. Significantly, the Bank has attained a Tier I capital ratio of 8.54%. The medium term objective of the Bank is to maintain the CRAR ratio above 12%. With the still undiluted 73.17% Government of India shareholding, the Bank has large headroom available under both Tier I and Tier II options to raise capital and support business growth momentum.  
BUSINESS GROWTH
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Deposits
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Total Deposits of the Bank registered a growth of 25.6% to reach Rs. 2,34,651 crore as at March 2010. In accordance with the strategic focus, the Bank's core deposits recorded a growth of 32.3%, supported by 19.3% growth in savings deposits. 
Unrelenting focus on augmenting of low cost resources yielded good results. While savings deposits during FY09 grew by Rs.6544 crore, in FY10, aided by the Bank’s mega savings bank deposit campaign, it surged by Rs.8064 crore. The share of CASA deposits (current and savings bank deposits) in domestic deposits stood at 29.85%. With a CASA per branch at Rs. 22.4 crore, the Bank continues to be one of the best among the peers. Pursuing a strategy of broad basing deposit clientele, all the branches together added nearly 2.35 million deposit accounts, taking the total tally under deposit accounts to 32.85 million.  

Advances (net)
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The Bank's advances (net) witnessed a robust 22.5% growth in 2009-10 to reach   Rs. 1,69,335 crore. In quantum terms, credit increased by over Rs.31000 crore. The Bank stepped up credit to all productive segments of the economy like agriculture, Micro, Small and Medium Enterprises (MSMEs), exposure to corporate and infrastructure segments. The number of borrowal accounts, as at March 2010, rose to 4.49 million.  
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Total Business of the Bank grew by 24.3% to reach Rs. 4,03,986 crore as at March 2010 as against Rs. 3,25,112 crore during the preceding year. Productivity, as measured by business per employee, increased to Rs.9.83 crore from Rs.7.80 crore a year ago, continuing to be one of the best among the peers. With several enterprise-wide initiatives and measures, the Bank added 2.54 million clientele during the year.
Retail Lending Operations 

 Retail lending operations of the Bank regained the growth momentum during the year. While disbursals under the retail lending stood at Rs. 8653 crore, the outstanding advances rose to Rs. 23902 crore, accounting for about 15% of the domestic credit.  
                                                                                         (Amt. in Rs. Crore)

	Retail Lending 
	March 2009
	March 2010
	Growth (%)

	Retail Lending
	19798
	23902
	20.7

	Housing (Direct)
	7896
	10116
	28.1

	Retail Trade
	4451
	5383
	20.9

	Other Personal (Including Education Loan)
	7451
	8403
	12.8


The Bank took several measures during the year to expand retail credit, including special packages for housing and auto loans. Under Canara Mobile loan, the Bank sanctioned 24,000 accounts, amounting to Rs. 803 crore. To facilitate speedy disposal of proposals and credit flow, a total of 25 Centralized Processing Units (CPU)/ Retail Assets Hubs (RAH) for housing and other retail loans were functioning at major centres across the country. 
TREASURY AND INTERNATIONAL OPERATIONS

Aggregate investments of the Bank, as at March 2010, moved up to Rs.69,677 crore.  Portfolio modified duration (years) increased from 4.08 to 4.97 as at March 2010 due to redemption of short dated securities and T-Bills and fresh investments made in long dated securities. The modified duration of the Available for Sale (AFS) portfolio increased to 1.93 as at March 2010 from 1.87 a year ago on account of investments made in dated securities and reduction of investments in treasury bills. The trading profit during the year was higher at Rs.872 crore as against Rs.675 crore in the previous year. The yield on investments stood at 7.52% as at March 2010.

The Bank continues to be an active player in securities market by participating in Government Securities auctions. The total amount of underwriting commitment for the year was Rs. 32026 crore. During the year, the Bank achieved 44% success ratio as against mandatory 40% of its obligation as a Primary Dealer.   
The Bank is engaged in financing and facilitating foreign trade through its 16 foreign departments and 128 designated branches across the country. 
Foreign Business Turnover of the Bank, as at 31st March 2010, aggregated to                  Rs. 1,27,614 crore, comprising Rs.45,777 crore under exports, Rs.37,235 crore under imports and Rs.44,602 crore under remittances.  Outstanding export credit of the Bank was at Rs.8966 crore.
Across the borders, the Bank’s presence covered three branches at London, Hong Kong and Shanghai as at March 2010. On April 12, 2010 the Bank opened its fourth overseas branch at Leicester (UK), taking the number of foreign branches to 4. Besides, a joint venture bank, namely, Commercial Bank of India LLC in association with State Bank of India is also operational in Moscow.  
Business performance of overseas branches as on 31.03.2010.
	Overseas Branch
	Deposits
	Advances
	Gross Profit
	Net Profit

	London (GBP Mn)
	992.69
	771.08
	8.88
	0.30

	Hong Kong (USD Mn)
	61.85
	363.25
	5.50
	2.48

	Shanghai 
	In first year of operation 


The Bank has already obtained approval from the RBI to open 10 branches/offices in Johannesburg, Frankfurt, Muscat, Manama, QFC-Qatar, New York, Sao Paulo, Dar-er-Salam, Tokyo and Sharjah, out of the 20 international financial centres identified for global expansion in the medium term. 
The Bank's international operations are supported by a wide network of 395 correspondent banks, spread across 80 countries. The Bank has rupee drawing arrangements with 22 exchange houses and 18 banks in the Middle East for channelising the remittances of expatriates. The Bank has been managing two exchange houses viz., Al Razouki International Exchange Company, Dubai and Eastern Exchange Est., Qatar, under secondment and management agreement respectively.  The Bank, during the year, expanded its arrangement under 'Remit Money', a web based product by extending to 17 Exchange Companies/Banks and 4 branches abroad.
OTHER SERVICES

During 2009-10, Merchant Banking Division handled one Buy Back Issue amounting to Rs.3.45 crore as Manager and one Rights Issue as advisor with issue size amounting to Rs.1.66 crore. The Division also handled Private Placement Issues in respect of National Highways Authority of India (NHAI), with an issue size of Rs.4000 crore and Rural Electrification Corporation Ltd., (REC) 'ON TAP BASIS' during the period as Arrangers. The Bank's Tier I Bonds Issue (IPDI) amounting to Rs.600 crore was also dealt by the Division in Preparing/Compiling the Disclosure Document in terms of SEBI guidelines. During the period, it handled one specialised assignment of "Fair Valuation of Equity" and also acted as Issuing and Paying agents for Commercial paper placements to supplement fee based income. The Division has handled 6 "Bankers to an Issue" assignments as Escrow Bankers / Collecting Bankers with total float funds amounting to Rs.1627 crore. 

The Syndication Group has syndicated projects costing Rs.14498 crore and arranged for total debt to the tune of Rs.3969 crore. The debt component of the current projects under placement is to the tune of Rs.1148 crore.  The Group is also having projects to the extent of debt component of Rs. 1881 crore under various stages of syndication. The Group generated a substantial increase in the fee based income and syndicated/ arranged funds for diverse projects from manufacturing, steel, aircrafts,  hotels, port terminals, roads and railways sectors. 

The Bank has tie-up arrangements in both life and non-life insurance segments under its ‘bancassurance’ arm.  The Bank earned a commission income of Rs. 53.41 crore from Canara HSBC Oriental Bank of Commerce Life Insurance Company Limited. The commission income received from Aviva life insurance was Rs. 2.63 crore.  The Bank’s tie-up arrangement with M/s United India Insurance Company Ltd (UIICL) for general insurance business has resulted in a commission income of Rs 8.2 crore during the year.  

The Bank has Corporate Agency Agreement with M/s Export Credit Guarantee Corporation of India for marketing Export policies through all branches across the country.                                                                    

Corporate Cash Management Services (CCMS) network of the Bank, covering 94 Operating Centres and 595 Pooling Branches, provides services related to local and upcountry cheque collection, bulk cheques collection and zero balance account facility. The aggregate turnover under CCMS amounted to Rs.1459 crore during the year. 

Under Card Business, the Bank took several initiatives to expand its credit and debit-cum-ATM card base.  The Bank launched its non-personalised debit card during the year. Profit under card business during 2009-10 was at Rs. 38.81 crore compared to Rs. 20.85 crore in the preceding year.  
The Bank is extending depository services from 54 DP Service Centres spread across 36 cities in the country. 
As a value addition, the Bank is extending Online Trading Facility to DP clients under a tie-up with broking subsidiary M/s. Canara Bank Securities Limited, Mumbai.  Online Trading client base has increased to 12,000.

Executor, Trustee and Taxation Services outfit of the Bank provides services like Debenture/Security Trusteeship, Will and Executorship, Trusteeship, Personal Tax Assistance and Power of Attorney Services. During the year under review, it secured 12 new debenture/security trusteeship issues, amounting to Rs.8026 crore and generated fee-based income of Rs. 1.85 crore.

Under Government Business, comprising Direct and Indirect Tax collections, payment of pensions to various departments, handling Ministry Accounts, Postal Transactions and Treasury, collection of Senior Citizen’s Deposit, Public Provident Fund Scheme and sale of RBI and Government bonds, the Bank earned an income of Rs. 48.57 crore. 

The Bank has been authorized to handle accounts of Department of Education, Department of Culture, Department of Arts, Department of Youth Affairs and Sports under Ministry of Human Resources Development (HRD), Government of India. The Bank has developed a Web-Portal for Ministry of HRD for e-tracking the funds under the Sarva Shiksha Abhiyan Scheme.  On satisfactory working of the web portal and service extended by the Bank, the Ministry has revised the performance review period to 1 year instead of 3 months.
The Bank has developed the software for formation of Central Pension Processing Centre (CPPC) at Bangalore for easier calculation, disbursement and reimbursement of pension payments of Central, Civil and Defence pensioners all over India.

The Bank has been authorized as the accredited Bankers for Unique Identification Authority of India (UIDAI), New Delhi, which was established in February 2010, as an agency of Government of India responsible for implementing the Multipurpose National Identity Card or Unique Identification Card (UID Card) project in India.

The Bank has introduced e-stamping project in 5 branches in Bangalore City and is being extended to other 27 branches situated in District Head Quarters in the State of Karnataka. E-stamping is highly secure and tamper proof and replaces the stamp paper.
Agricultural Consultancy Services (ACS) outfit of the Bank handled about 200 assignments during the year under review. ACS appraised projects to the tune of Rs. 315 crore. Important assignments handled during the year included appraisal/viability studies in agriculture and allied activities, rehabilitation packages for sick units, follow-up consultancy in agricultural sector, preparation of model/ pilot projects to support the Bank’s lending activities towards agricultural sector and ensuring quality advances.   
ASSET QUALITY AND RISK MANAGEMENT


Asset Quality

In tune with the industry and economic conditions, the gross NPA level of the Bank rose to Rs. 2590 crore during the year.  Notwithstanding the above, the Bank could contain its gross NPA ratio. With a gross NPA ratio of 1.52% compared to 1.56% in the previous year, the Bank’s NPA ratio continues to be one of the lowest among the peers.   With a net NPA level of Rs.1800 crore, net NPA ratio stood at 1.06% as at March 2010 compared to 1.09% in the preceding year. 
Cash recovery during the year aggregated to an all time high of Rs. 1575 crore, well exceeding the preceding year’s cash recovery of Rs. 1289 crore.  
Risk Management

Risk Management Initiatives
The Bank has put in place a unified risk management architecture to attain global best practices for effective implementation of risk management initiatives in consistence with the Basle II framework and RBI guidelines. The Board of Directors drives the Risk Management initiatives in the Bank. The Risk Management Committee of the Board is operational. Top Executive Committees for Credit Risk, Operational Risk and Market Risk Management oversee and monitor the respective risk management processes and procedures. Asset Liability Committee (ALCO) meets periodically for effective and pro-active ALM in the Bank. 
An exclusive Risk Management Wing at the Head Office is functioning as a nodal centre for overall implementation of various risk management initiatives across the Bank. Integrated Mid-office of both domestic and Forex Treasury are functioning under the Risk Management Wing for effective and independent supervision and monitoring of Market Risk in investment and forex functions. Risk Management Sections are functioning at all the 34 Circle Offices of the Bank as an extended arm of the Risk Management Wing at the Corporate Office. 
The Bank has put in place various risk management policies, which include policy for management of Credit Risk, Market Risk, Operational Risk, Asset Liability, Liquidity Risk, Country Risk, Counterparty Bank Risk, Corporate Governance, Disclosures, Collateral Management, Stress Testing, Compliance Functions, Disaster Recovery and Business Continuity Planning, Business Lines, Outsourcing, Group Risk, Legal Risk etc. The Bank has also framed risk management policies for its overseas branches. These policies are being reviewed and fine tuned annually.
Migration to Basle II Norms 

The Bank has smoothly transited to Basle II Norms as on 31.03.2008. The Capital to Risk Weighted Assets Ratio (CRAR) is being computed as per Pillar 1 requirement of Basle II Norms, adhering to the New Capital Adequacy Framework guidelines stipulated by the RBI. 

The Bank has framed its Policy on ICAAP (Internal Capital Adequacy Assessment Process) consistent with the RBI guidelines under Pillar 2 of Basle II Norms. A Capital Planning Committee is in place at the Corporate Office which meets periodically to assess capital requirement of the Bank, ensure maintenance of appropriate level of CRAR and evaluate various options for raising Capital.  

The Bank adheres to the Disclosure norms as per the RBI guidelines under Pillar 3 of Basle II Norms. A Board approved Disclosure Policy is in place. A Disclosure Committee comprising of Top Executives has been constituted to ensure adherence to the policy guidelines.
Credit Risk Management
The Bank has adopted 'Standardized Approach' to estimate Credit Risk Weighted Assets (RWA) for computing CRAR from the year 2007-08 onwards as required under the New Capital Adequacy Framework (NCAF). The data in this regard are collected from the branches and validated by internal/external auditors. The Bank has embarked upon a software solution, viz., 'CDCRM' (Centralized Database and System Architecture for Credit Risk Management), to get the system support for requirements to compute RWA, generate various credit related statements, help conducting various analysis of credit portfolio and to facilitate continuous monitoring. 

The Bank has an effective risk management system for managing credit risk. The various initiatives taken by the Bank are as follows:

· A comprehensive Credit Risk Management Policy in tune with the regulatory guidelines and best practices in the industry, which is being reviewed annually. 
· Credit risk management policies for the overseas branches are also subjected to comprehensive reviews.

· Four credit risk rating models are in place, developed internally, for rating borrowal accounts based on the exposure limits. Rating of eligible account has been made mandatory as a pre-sanction exercise. Migration analysis of rated accounts is done periodically. 

· Pricing based on rating has been initiated.

· Entry barriers are fixed based on risk rating.

· Core credit group in all major Circles in place for effective credit evaluation and segregation of appraisal and relationship functions.

· Fixation of various exposure ceiling / prudential norms to avert concentration risk, such as, single and group borrowers, substantial exposures, term loans,  unsecured advances, exposure to various industries, NBFCs, real estate sector and capital market. 

· Stipulating financial covenants / standards / benchmarks for appraisal / sanction / renewal of limits.  

· Credit Monitoring Wing has been formed for strengthening the loan review mechanism. An excusive Credit monitoring policy has been framed incorporating the loan review  mechanism through various credit monitoring tools, such as, credit monitoring formats, mid-term reviews, stock audits, quarterly information system / half yearly operating systems, special watch list accounts,  intense monitoring of quick mortality accounts and review of sanctions by higher authorities.
· Nomination of trained Credit Monitoring Officers (CMOs) at branches for focused/dedicated monitoring of high value exposures of Rs. 1 crore and above.

· Introduction of Credit Audit system by external / internal auditors of all borrowal accounts of Rs.1 crore and above.

The Bank is using / mapping the ratings assigned by recognized external credit rating agencies to the exposures of the concerned borrowers to optimize capital under standardized approach.  The Bank has initiated steps to encourage the borrowers to get the facilities rated.

Operational Risk Management

The Bank has computed capital charge for operational risk by adopting 'Basic Indicator Approach' as stipulated by the RBI. 

A proper organizational structure is in place to oversee and guide the operational risk initiatives of the Bank. To move towards advanced approaches for operational risk measurement, the Bank has put in place the following:
· Operational Risk Management Policy which covers the objectives, identification, assessment, monitoring and control of operational risk loss incidents.

· Training is imparted to staff to create awareness on operational risk management system.
· The Bank has compiled a comprehensive Best Practices Codes (Manual of Instructions) and Desk Cards on all the activities carried out at branches for their guidance.
Market Risk Management
The Bank has been computing capital charge for market risk on 'Available For Sale' (AFS) and 'Held For Trading' portfolio under investments, by adopting 'Standardised Modified Duration' approach.

Integrated Mid-office at Risk Management Wing is monitoring market risk through on-line connectivity with the domestic and forex treasury.  Exposure limits, such as, Stop Loss limits on trading books, Dealer-wise limits, limits on Money Market Operations, M-duration limits for AFS category, Aggregate Gap limit, Intra day and overnight limit for various currency positions are fixed to act as risk mitigants and are monitored. Reporting system has been strengthened for effective market risk management. 
Towards implementation of internal models based approach for calculation of capital charge for market risk, the Bank has put in place a VaR based model for estimating General Market Risk. The process of back testing of the results given by the model has been completed. Stress testing exercise as per the guidelines is envisaged. 
Asset Liability Management
The Bank has put in place an effective Asset Liability Management system that addresses issues related to liquidity and interest rate risks. The Board of Directors of the Bank has constituted an Asset Liability Committee (ALCO) to oversee ALM functions, including fixation of interest rates for various components of assets and liabilities, its composition, maturity and duration. A comprehensive software solution has been installed for quantifying risks and to analyze Maturity Gap, Duration and Sensitivity of Assets and Liabilities to interest rate variations. 
Periodical studies are being undertaken to analyze the behavioral patterns of various components of assets and liabilities to estimate the liquidity on a dynamic basis. To evaluate the impact of changes in interest rate on Bank’s earnings, an analysis of Earnings at Risk (EAR) and its impact on Net Interest Income (NII) are being done on an ongoing basis. Stress testing exercises by simulating scenarios of liquidity and interest rates are undertaken to estimate the stress cost as also the Economic Value of Equity (EVE). The change in the composition and residual maturity of assets and liabilities is evaluated by the Traditional Gap Method (TGA) as also by the Duration Gap Method (DGA).  
The liquidity position of the Bank is tracked on a daily basis by means of residual maturity of assets and liabilities. 
The ALCO meets regularly to discuss various issues pertaining to the liquidity position by considering the residual maturity profile of various assets and liabilities, takes stock of the dynamic interest rate scenario, discusses at length the changes evolving in economic and financial parameters, which have a direct or indirect bearing on the banking industry and focuses on the impact of all these factors on the business profile of the Bank. 
Risk Management Committee of the Board: Board level Risk Management Committee is already in place in the Bank which meets regularly to provide guidance and direction in implementing the risk management initiatives of the Bank.

NATIONAL PRIORITIES 
Priority Sector Advances
As one of the leading players in the domestic banking industry, the Bank continues to accord importance to varied goals under national priorities. The remarkable performance during 2009-10 has further reinforced the Bank’s commitment to the large and growing productive segments of the economy, including agriculture, small enterprises, education, micro-credit, weaker sections, SC/STs and minorities.
The Bank has achieved stipulated mandatory targets under Total Priority, Total Agriculture and Weaker Sections Advances with comfortable margin. 
Priority Sector Advances of the Bank as at March 2010 increased by Rs.10547 crore to reach Rs.59310 crore, recording a y-o-y growth of 21.6% covering 38 lakh borrowers. Priority Sector Advances formed 43.92% of the Bank’s Adjusted Net Bank Credit (ANBC), well above the 40% stipulated norm. 
                                                                                                                                         (Amt. in Rs. Crore)
	Priority Sector Advances
	As at March
	Growth

	
	2009
	2010
	Amount
	%

	Agriculture
	20144
	25051
	4907
	24.36

	Micro & Small Enterprises
	16316
	24180
	7864
	48.20


With a focus on credit delivery to agriculture, the Bank’s advances under agriculture rose by Rs. 4907 crore to reach Rs. 25051 crore, covering 29 lakh farmers. Agriculture credit as a proportion of ANBC rose to 18.55%, surpassing the mandatory targeted level of 18%. Advances to agriculture (direct) reached a level of Rs. 19069 crore, with a 23% y-o-y growth and accounting for 14.12% of ANBC.

Under Kisan Credit Card Scheme, the Bank issued 3.02 lakh cards during the year with credit coverage of Rs.2432 crore.  As at March 2010, the cumulative number of Kisan Credit Cards reached 30 lakhs, involving credit coverage of Rs.14507 crore.

Over the years, the Bank has supported lakhs of promising students to pursue higher education in India and abroad.    In doing so, the Bank has built up a sizable education loan portfolio and has been sustaining the premier position among nationalized banks in India.  The Bank's advances under Education Loan Scheme recorded a growth of 25.9% to reach Rs.2896 crore. The Bank has financed more than 1.71 lakh students as at March 2010. The Bank also extended financial assistance to other priority sectors, such as, retail traders, housing and micro credit.  
During the year, the Bank actively participated in various Government Sponsored Schemes, such as, PMRY, SGSY, SJSRY, SLRS and DRI.  As at 31st March 2010, the outstanding advances under these schemes aggregated to Rs.556 crore, involving 1.40 lakh beneficiaries.
Performance under Various Government Sponsored Schemes

	Name of the Scheme
	No. of Accounts
	Amt. in Rs. Crore

	PMRY
	61980
	295.81

	SGSY
	16071
	50.11

	SJSRY
	33734
	158.48

	SLRS
	1164
	2.50

	DRI
	27188
	49.50

	Total
	140137
	556.40


· In support of the underprivileged sections of the society, the Bank’s advances to SC/ST beneficiaries reached Rs.3905 crore as at March 2010. Advances to SC/ST reached a level of 6.58% of total priority sector advances and total accounts under SC/ST advances were 17% of total priority sector accounts.

· Advances to weaker sections aggregated to Rs.14631 crore, with 25 lakh borrowers. Advances to weaker sections formed 10.83% of ANBC against the norm of 10%. 
· As at March 2010, advances by the Bank to minority communities aggregated to Rs. 9348 crore and crossed the stipulated target of 15% of total priority by reaching 15.76%. 
During the year, the Bank has formed 44890 Self-Help Groups (SHGs), taking the cumulative number of SHGs formed to 3.20 lakhs as at March 2010. With 50,701 SHGs credit linked during the year, the cumulative tally under credit linking reached 2.75 lakhs since inception.  

The total exposure of the Bank under SHG finance rose to Rs. 926 crore, spreading over 97,498 SHGs. 

Advances to Micro, Small and Medium Enterprises (MSMEs) reached Rs.31074 crore, with a y-o-y growth of over 30%, far above the mandatory y-o-y growth of 20%. 
The Bank has covered 37,608 accounts with an exposure of over Rs. 948 crore as at March 2010 under Credit Guarantee for Micro and Small Enterprises (CGMSE). 

Considering the importance of MSME sector in the national economy, the Bank has developed specific loan products to meet the diverse requirements of entrepreneurs in this particular segment. Cluster based lending is adopted to cater to the units in industrial clusters. Area/ cluster specific loan products have been introduced to meet specific requirements. 
To enable the MSME sector to face the challenges of economic slowdown, the Bank acted swiftly and rolled out a Special Package to provide relief to MSMEs during December 2008. The special package continued during the year 2009-10 also. The comprehensive package includes, among other facilities, additional/adhoc working capital, extended tenability for receivables, concession in interest and debt restructuring.  MSME Care Centers were established across the country to resolve the grievances of MSMEs.
During the year, the Bank has launched "SME SULABH", a new business model for speedy credit delivery to MSME Sector.  The SME Sulabhs are independent centralized loan processing centres aimed at fast processing/quick delivery of credit to MSMEs. They are equipped with specialized marketing, credit appraisal and monitoring teams.  15 SME Sulabhs have been established at Agra, Ahmedabad, Bangalore, Chandigarh, Chennai, Coimbatore, Delhi, Hubli, Hyderabad, Kolkata, Lucknow, Madurai, Mumbai, Pune and Trivandrum. The Bank has embarked upon reaching out to large section of MSMEs at major centres in the country through this model.  The contributions of the Sulabhs in the growth of MSME credit of the Bank during 2009-10 has been substantial resulting in Bank achieving the MSME targets for the year. 

Financial Inclusion

Actively supporting the national agenda of 100% financial inclusion, the Bank has been playing an important role of enhancing financial inclusion across the country. The Bank has come out with a scheme by bringing all financial inclusion products under one umbrella called "Canara Nayee Disha" for financial deepening under the second phase. Notably, the Bank achieved Total Financial Inclusion in all the 26 Lead Districts spread over five States, namely, Karnataka, Kerala, Tamil Nadu, Bihar and Uttar Pradesh.                                                    

The Bank mobilized 4.50 lakhs no-frill accounts (CanSaral) during 2009-10 and reached a cumulative level of 21.80 lakhs since inception. The total savings in the no-frill accounts reached a level of Rs. 382.50 crore. The Bank undertook several technology initiatives to further financial inclusion process like multi-lingual bio-metric ATMs, voice-enabled mobile bio-metric ATM and launching of Smart Card project. Electronic Benefit Transfer (EBT) scheme for disbursement of Government benefits like wages under NREGP and Social security Pension was launched by RBI on 22.03.2010 at Bangalore. The Bank is participating in three districts, viz., Chitradurga, Bellary and Gulbarga in Karnataka.
As a measure of taking the financial products to the excluded, the Bank also sanctioned 1,88,762 General Credit Cards (GCCs) since inception and the total exposure under GCC as at March 2010 stood at Rs. 269.64 crore spread over 1,34,386 GCC accounts. 
In order to help the urban poor, the Bank opened Exclusive Microfinance branches  in nine urban centres, viz., Bangalore, Madurai, Chennai, Coimbatore, Hyderabad, Lucknow, Chandigarh,  Amritsar and Mumbai. These branches will educate the slum dwellers and urban poor about the group mechanism and provide the credit facilities.
Lead Bank Scheme

Canara Bank has lead bank responsibilities in 26 districts in the country, viz., eight in Karnataka, seven in Tamil Nadu, five in Kerala, five in Uttar Pradesh and one in Bihar. The Bank also works as the Convenor of the State Level Bankers’ Committee (SLBC) in the State of Kerala.

Entrepreneurship Development among Women

Centre for Entrepreneurship Development for Women (CEDW) at Head Office, Bangalore, and Centres at 34 Circle Offices are working towards economic empowerment of women. All these Centres have conducted several training programmes during the year 2009-10 which include General Entrepreneurship Development Programmes (EDP), Entrepreneurship Awareness Programmes, Seminars, Career Guidance programmes, Skill EDPs and provided marketing support to women entrepreneurs by organizing Canutsav /Canbazar. CEDW cells have also assisted in formation of SHGs and credit linkages. Three exclusive Mahila Banking Branches at Bangalore, Chennai and Trivandrum are also operating specifically to cater to women clientele. 

· As against RBI’s norm of 5% of ANBC to women beneficiaries, the Bank has achieved 12.99 % as at December 2009. Nearly 10.87 lakh women are assisted to the tune of Rs. 17546 crore.

· The Bank is leading among nationalized banks in India in terms of women beneficiaries. 

CORPORATE SOCIAL RESPONSIBILITY


Following the century old tradition and founding principles, the Bank has set fine examples in fulfilling varied Corporate Social Responsibility (CSR) activities. The Bank has been taking numerous initiatives over the years to promote rural development and has set up many self-employment training institutes to counter poverty and unemployment among rural youth.  To provide basic amenities in the rural areas, the Bank is encouraging setting up of rural clinics, drinking water facilities and engaging rural volunteers for betterment of communities. 

Rural Development

The Bank, through its Canara Bank Centenary Rural Development Trust, has established exclusive training institutes to promote entrepreneurship development among rural youth and encourage them taking up self-employment activities. During the year, 9 new training institutes were opened at Aligarh and Etah districts in Uttar Pradesh, Sheikhpura district in Bihar, Calicut and Palakkad districts in Kerala, Nilgiris, Erode, Theni and Dindigul in Tamil Nadu enhancing the number of such training institutes to 26. These institutes have so far trained 94935 unemployed youth, comprising 60% women with an impressive settlement rate of 70%.  The Trust is also supporting the activities of Society for Educational and Economic Development (SEED), a voluntary organization based in Sriperambadur, Tamil Nadu, working for the welfare of the socially marginalized children. 
The Bank has co-sponsored 23 Rural Development and Self Employment Training Institutes (RUDSETIs) engaged in training of rural youth for taking up self-employment programmes. 23 RUDSETIs have trained more than 2,38,000 unemployed youth, with a settlement rate of 70%.
The Bank is also co-sponsoring Deshpande-RUDSETI at Haliyal in Karnataka and Andhra Pradesh Bankers Institute of Rural Development (APBIRED) at Hyderabad in Andhra Pradesh. These two institutes are also engaged in promoting entrepreneurship development among rural unemployed youth.

The new campus for Canara Bank Institute for Artisans, Karaikudi was inaugurated by Hon'ble Union Home Minister, Shri P Chidambaram, during the year.

Canara Bank's Rural Clinic Service Scheme provides basic health care services in remote areas lacking basic medical infrastructure facilities. Under the Scheme, the Bank encourages doctors to set up clinics in identified rural areas.  As at March 2010, the total number of such clinics rose to 518. The Bank under 'Jalayoga', a scheme to provide safe drinking water, has so far implemented 35 projects in its lead districts.  
The Bank donated a hi-tech, custom built, solar powered 'Mobile Sales Van' to assist women entrepreneurs, SHGs and artisans to market their products.
Visits by Parliamentary Committees

The third Sub-Committee of Parliamentary Committee on Official Languages had inspected our Khajuraho, Ghaziabad, Raipur Branches and CO Mysore and lauded the efforts put in by the Bank in the field of Official Language implementation. 
ORGANISATION AND SUPPORT SERVICES

Branch Network


The year was significant for the Bank in expanding domestic operations across the country. Befitting its 104th year of existence, the Bank on its Founder’s Day i.e., 19th November, 2009, opened 104 branches across the country, inaugurated by Hon’ble Finance Minister Shri Pranab Mukherjee. The Bank opened 314 branches during the year, taking the total tally under the branch network to 3046 branches. 
Composition of domestic branch network
	Category
	No. of Branches

	
	31.03.2009
	31.03.2010

	Metropolitan 
	629
	727

	Urban 
	674
	744

	Semi-urban
	691
	793

	Rural
	735
	779

	Total Branches
	2729
	3043


The Bank has 118 specialized branches catering to the specific financial needs of different clientele categories. 
	Categories of Specialized Branches
	31.03.2010

	1. SMEs
	37

	2. Overseas
	17

	3. Agri-Finance
	10

	4. Micro Finance Branches
	9

	5. Savings
	7

	6. NRIs
	7

	7. Asset Recovery Management
	7

	8. Prime Corporate
	7

	9. Industrial Finance
	5

	10. Stock Exchange
	3

	11. Capital Market
	3

	12. Mahila Banking
	3

	13. Consumer Finance
	1

	14. Housing Finance
	1

	15. Branch for Physically Challenged
	1

	TOTAL
	118


InfoTech Progress
The Bank took several initiatives in the InfoTech front during the year. As at the end of March 2010, number of branches covered under Core Banking Solution (CBS) expanded to 1809, besides 29 Extension Counters, 92 Currency Chests and 80 Service Units (Accounts Sections/Clearing Sections/Local Processing Centres/Foreign Departments) along with Integrated Voice Recording System (IVRS) and Internet and Mobile Banking (IMB). Several modules/ facilities come along with CBS like SPEED-e-module for enabling clients to deliver instruction through internet, Funds Transfer Facility for the purpose of online trading, sales and marketing module for marketing purposes, Lending Automation Processing System (LAPS) for Retail and Corporate and Anti-Money Laundering (AML) modules. CBS branches covered 90% of the Bank’s total business as at March 2010.
As at March 2010, the Bank had 2017 ATMs spread across 728 centres, including 745 offsite ATMs and 180 ATMs in railway stations.  It has also set up 150 e-kiosks for booking railway tickets.  Debit card base of the Bank further increased to about 50 lakhs as at March 2010.
The Bank implemented Centralized Online Tax Accounting System (Government Business module) in 463 branches and Excise and Service Tax modules in 144 branches, under CBS setup. Sales Tax module has been implemented in all designated branches of Delhi and Maharashtra. Local Processing Centres (LPC) have been established in 25 centres all over India, covering 542 branches. Centralized Pension Processing cell was introduced and 84 branches of Bangalore Metro Circle Office have been covered. The Bank has a well-designed and secured Corporate Network, covering all the Branches/Offices for rolling out network-based delivery channels. All the Circle Offices have been provided with the video conference facility.  
	Infotech Progress
	31.03.2009
	31.03.2010

	Core Banking Branches
	1053
	1809

	Any Where Banking Branches
	2062
	2091

	Internet and Mobile Banking Branches
	1362
	1959

	NEFT and RTGS
	2729
	3037


Manpower Profile
As at March 31, 2010, the Bank had 43,380 employees on its rolls. 
	
	 March 2009
	March

2010

	Total No. of Employees
	44090
	43380

	Officers
	17551
	17338

	Clerks
	16500
	16285

	Sub-Staff*
	10039
	9757


                     * includes part-time employees (PTEs)
Women employees comprising 9,649 constituted over 22% of the Bank's total staff. The Bank recruited 466 women employees and promoted 217 women employees during the year. 
During the year, the Bank recruited 1181 persons in various cadres out of which 177 belonged to Scheduled Castes (SCs) and 129 to Scheduled Tribes (STs) category. The total number of ex-servicemen as at the end of March 2010 stood at 1,573 and 156 of them were recruited in various cadres during the year. There were 845 Physically Challenged Employees on the rolls of the Bank. 
Reservation Policy in respect of SCs and STs  

As at March 2010, the number of Scheduled Castes and Scheduled Tribes together constituted 25.83% of total staff strength of the Bank. The composition of SC/ST employees in the Bank as at March 2010 was as under:

	Cadre
	Scheduled Castes
	Scheduled Tribes

	Officers
	3072
	1131

	Clerks
	2911
	867

	Sub-staff + PTEs
	2773
	449

	Total
	8756
	2447


The Bank has been strictly adhering to the Reservation Policy in respect of Scheduled Castes and Scheduled Tribes as per the Govt. of India guidelines. 

· Reservation Policy is implemented through the mechanism of Post Based Rosters. In terms of the directives of the Ministry of Finance, Government of India, Bank has since switched over to Post Based Rosters for all cadres. 

· The Bank has been extending Reservation/Relaxations/Concessions in Direct Recruitment as well as in promotions to candidates belonging to Scheduled Castes and Scheduled Tribes as per the Govt. guidelines.

· Pre-recruitment and Pre-promotion training is given to candidates belonging to Scheduled Castes and Scheduled Tribes. In the Advertisement inviting for the application from the eligible candidates for recruitment to Clerical and Officer cadres, a specific reference is made with regard to imparting of pre-recruitment training to candidates belonging to SC / ST / PWD / Minority Communities / Ex-servicemen. Candidates who opt for pre-recruitment training are given training to prepare themselves for written test as well as interview. 
· Study materials, note book, stationeries are provided free of cost to all the participants. Wherever possible, respective State Governments are also providing the Lodging Facilities in government / backward class hostels. ' 

· The Bank has setup SC/ST Cell at the Head Office and also at Circle Offices to ensure maintenance of Rosters and implementation of other aspects of Reservation Policy. 

· Chief Liaison Officer has been nominated at Head Office and Liaison Officers have been nominated at Circle Offices for ensuring implementation of Reservation Policy.

· Further, representations received from Scheduled Caste / Scheduled Tribe employees, either directly or through the SC/ST Associations, are being looked into by the Liaison Officer/Chief Liaison Officer. Wherever required, necessary enquiries are conducted and appropriate action is taken. A separate register is maintained for recording various representations received from Scheduled Caste/Scheduled Tribe employees and the action taken is also recorded in the register. 
· In addition to the above, the representatives of majority Scheduled Caste / Scheduled Tribe Employees' Association are invited for Quarterly Meeting with the Chief Executive of the Bank to discuss on the implementation of guidelines on reservation policy. Quarterly Meetings are also held at Circle Offices, where Rosters are maintained and grievances, if any, are redressed by the Liaison Officer.

· The Board of Directors of the Bank also review the progress made in the implementation of Reservation Policy on a half yearly and yearly basis. 
Training / Human Resource Development (HRD)
Human resources form the basic lifeline for a service-oriented industry like banking.  The HR policies of the Bank have been reinvented and refocused time and again to suit to the changing banking scenario. HR interventions like SPANDAN for bringing attitudinal change among front line staff, PRATIBHA for grooming in-house talents in varied specialized areas and executive grooming through reputed institutes and other significant HR tools like Quality Circles, Study Circles, Staff Meetings and Brain Storming Sessions have been implemented for effective team building and collective excellence. 
The Bank’s quest to enhance the competencies of the workforce will continue through focused and need based trainings at various institutes of repute like IIMs, ISB, XLRI, NIBM etc.  Customised programmes are also being organised to develop expertise in certain niche areas like Risk Management, Treasury Operations, IT etc. 

Specialised trainings to the Senior Management Level / Top Management Level executives are conducted based on the requirement. The Bank has been able to add substantially to the repertoire of knowledge of its officials through this training intervention and motivating them to perform with renewed vigour and enthusiasm.  
The Bank has trained 31,587 employees during the year, covering a wide range of functional areas including some of the new training programmes like Control aspects of CBS, Financial Inclusion, Advanced Credit Management, Marketing Programme for Counter Staff, CBS Help Desk Training, Quality reporting for inspecting officials and Programme on Credit Audit, Cluster MSME Programmes, HRMS package, CBS- FCR- Champions, CBS-FCC- Champions and CASA Marketing. Out of the trained staff, 7047 personnel were women employees, 6715 personnel belonged to the Scheduled Caste category and 1845 personnel who received training were under the Scheduled Tribe category. 

Establishing a proper Talent Management and Reward System will be the Bank’s focus in the coming years. There will be concerted efforts to identify potential leaders and groom them to take up higher responsibilities in the days to come. An attempt is being continuously made to empower deserving employees so that they will become future leaders of the organisation. 

Changes in the Organizational Setup 
The Bank brought out further changes in its organizational/ operational set-up to facilitate smooth functioning and effective results. The Organizational design and structure are continuously revisited and studied to make inroads for functional excellence. 
The Bank has completely moved towards a 3 tier structure comprising of Head Office, Circle Offices and Branches. The re-structuring was effected by delayering the Regional Office setup and thus providing significant opportunities for growth by building stronger clientele relations through faster and effective decisions. The Organizational Structure has been reworked to enable better execution of strategy and ensure smooth functioning. 

Customer Orientation 

The Bank’s endeavour has always been to respond to customers by taking conscious initiatives and showing proactive response to changing customer expectations. The Bank offers a personalized range of specialized and diversified products and quality service to customers. The Bank made arrangements for providing copies of the ‘Code of Bank’s Commitment to Customers’ to customers at branches. An informative booklet containing all the relevant information on 'Frequently Asked Questions by Customers' was made available at all branches towards better Customer Service. The Policy guidelines relating to Collection of Cheques/Instruments, Grievance Redressal Mechanism and Compensation Policy were placed on the Bank’s website for use of the customers. As a part of Customer Relationship Management initiatives, a Call Centre was setup during March 2008. The call centre caters to the customers in 6 languages viz., English, Hindi, Kannada, Tamil, Telugu and Malayalam. The number of calls received by the Call Centre during the year was more than 7.5 lakh. 
Systems and Procedures
Risk Based Internal Audit (RBIA) was conducted in all the 2078 branches/ units programmed for on-site RBIA during the year.  Information Security Audit was conducted along with RBIA. Concurrent / Continuous Audit was conducted in 763 branches/service units, of which 250 branches and 35 units were  subjected to concurrent/continuous audit by internal auditors and 461 branches and 17 service units were subjected to concurrent audit by external auditors covering  55.01% of deposits and 87.5%  of advances (as per the Business position as at 31.3.2009). 357 branches were subjected to income/revenue audit, which included   branches identified for income audit on quarterly basis in addition to 763 branches which are under concurrent/continuous audit on monthly basis.

Know Your Customers (KYC)
The Bank took several measures for the effective implementation of Know Your Customer (KYC) and Anti Money Laundering (AML) guidelines and ensured 100% KYC compliance by all branches. 
To ensure better compliance of guidelines on KYC / AML following steps have been initiated. 

· Printing and dispatch of Thanks giving letters to new account holders and introducers, centrally at Circle Office. On a trial basis the system has been implemented at Bangalore Metro and Bangalore Rural Circles. 

· Branches have been advised to ensure that all the accounts are KYC compliant.

· All Circles have nominated an Executive as Nodal Compliance Officer for monitoring and ensuring compliance of guidelines on Know Your Customer (KYC)/Anti Money Laundering (AML)/Combating of Financing of Terrorism (CFT). 

Vigilance Setup

The Bank's Vigilance Wing at its Corporate Office is headed by Chief Vigilance Officer (CVO) in the rank of General Manager. The CVO is ably aided by Vigilance Officers at all Circles, RRBs and most of the Bank’s Subsidiaries. Guidelines on review, reporting and monitoring of frauds have been issued and all the reported cases of frauds were reviewed from adequacy of existing systems and procedures angle and necessary preventive measures taken to prevent frauds. Fraud awareness Circulars were issued to enhance awareness on prevention of frauds. During the year, a leaflet was brought out containing the message of the CVO highlighting the effective measures undertaken through system improvements and leveraging of information technology to create increased transparency and awareness to fight corruption besides providing more efficient service to the customers and general public. 
For preventing and detecting frauds and other irregularities, the Bank took adequate measures, such as, introduction of early warning signals, revised norms for security verification and introduction of surveillance audit visit of General Manager, Inspection Wing for effective monitoring of the Circles, where large scale frauds have occurred. As directed by the Central Vigilance Commission, ‘Vigilance Awareness Week’ was observed from 3rd November 2009 to 7th November 2009.  

Security Arrangements

The security environment in the Bank remained, by and large, normal during 2009-10. There were 52 incidents of crime during the year involving a loss of Rs. 12.61 lakh. There was one major fire incident during the year and loss approximated to Rs. 21 lakh. The security arrangements have been reinforced by installation of CCTV in all Currency Chests and identified branches. Modern fire safety devises have been introduced at select Offices. Fire safety drills have been introduced and practiced at regular intervals in order to minimize damage to property and prevent injury and loss of life.  
Ambience Improvement
All the new branches opened in prime localities and branches shifted to new premises during the year were provided with suitable interior to meet the present day requirements of the customers. Besides, the Bank is providing better interiors to augment the requirements of computer environment and also proposes to enhance the ambience at all branches.
Right to Information

Under the Right to Information Act, 2005, the Bank set up an exclusive Right to Information Act outfit to provide information and bring transparency. During the year under review, the Bank dealt with all the 1666 applications/ appeals received as per the provisions of the Act. 
Implementation of Official Language

The Bank made noteworthy progress under the implementation of official language during the year under review. As at March 2010, around 95% of employees have obtained working knowledge in Hindi and the Bank has notified 2290 branches under Rule 10(4) of OL Rules 1976. All the employees of the Bank possessing working knowledge of Hindi have been trained in Hindi workshops. During the year under review, Bank has conducted 179 refresher training programmes for such employees.  

In the sphere of using Information Technology in the Official Language, the Bank has furthered the use of Shabdaratna and Akruthi packages for word processing, usage of Bankscript package for Data processing and also made provision in ATM screens of the Bank for carrying transaction in 10 Indian languages. Telebanking facility has also been provided in Hindi and English and other 6 major regional languages. The Bank's corporate website is fully bilingual. 

To encourage effective implementation of Official Language, the Bank has introduced various schemes and awards to its employees. Official Language Implementation Committees are constituted in all the branches of the Bank to motivate and guide the employees towards effective implementation of Official Language Policy of the Govt. of India.
Promotion of Sports

Canara Bank has always been encouraging and supporting sports and contributed generously to sporting activities all over the country, sponsoring tournaments and providing scholarships to talented sportspersons.  The Bank has also shown a keen and abiding interest in recruiting sportspersons and today has on its rolls 42 sports persons in six disciplines viz., Cricket, Hockey, Women’s Athletics, Badminton, Ball Badminton and Table Tennis.
International Cricketers Shri B K Venkatesh Prasad, Shri Sunil Joshi, Ms Shantha Rangaswamy, Ms Kalpana and Ms Sudha Shah (Coach of the Indian Women’s Cricket Team) are presently in the Bank’s fold. Ace Shuttler and former National Champion and former coach of the Indian Badminton Team, Shri U Vimal Kumar, International Athletes – Smt. M K Asha, Smt. Suma Gopalakrishna and Smt. H M Jyothi and Hockey Internationals – Shri Bharat Chhetri and Shri P Shanmugam are also in the Bank’s rolls.
Canara Bank recorded several distinctions in the sporting arena and the Bank’s Cricket, Ball Badminton and Table Tennis Teams rank numero uno in the State of Karnataka.  

FINANCIAL SUPERMARKET 

Subsidiaries, Sponsored Entities and Joint Ventures

Canara Bank, with an objective of offering ‘One Stop Banking Mart’ for the customers, forayed into diversified business activities by opening subsidiaries during late 1980s. Today, the Bank functions as a ‘Financial Supermarket’ with as many as nine subsidiaries/ sponsored entities/ joint ventures in diversified areas.  The Bank has taken significant steps towards strengthening fundamentals of these entities so as to emerge as a strong 'Financial Supermarket' in India. All the subsidiaries/ sponsored entities/ joint ventures of the Bank recorded satisfactory performance during the reporting year.  

Commercial Bank of India LLC (CBIL)
CBIL, a joint venture of Canara Bank and State Bank of India, has been operational since April 2004 in Moscow, Russia. The Company earned a profit after tax of USD 2.15 million as at 31st March 2010.       
Canbank Venture Capital Fund Limited (CVCFL) 

CVCFL, the Trustee and Manager of Canbank Venture Capital Fund (CVCF), is a wholly owned subsidiary of the Bank. Currently, it manages two Funds with a corpus of Rs. 23.85 crore. During the financial year 2009-10, CVCFL assisted 95 Ventures, involving a sum of Rs. 108.90 crore. The Company recorded a profit after tax of Rs.71.02 lakh for the year 2009-10. CVCF is all set to float 5th Fund with a corpus of Rs. 500 crore. The Company has been continuously paying dividend. 
Can Fin Homes Limited (CFHL)

CFHL, a sponsored entity of Canara Bank, is one of the premier housing finance entities in the country. The Company sanctioned and disbursed loans amounting to Rs.653 crore and Rs.547 crore respectively, taking cumulative sanctions to Rs.6172 crore and disbursement to Rs.5329 crore as at March 2010. The company posted a profit after tax of Rs.39.18 crore as at March 2010 as against Rs.31.52 crore during the previous year. 
Canbank Factors Limited (CFL) 

Canbank Factors Limited, which is a factoring subsidiary of the Bank, is a member of Factors Chain International. Factors Chain International is an umbrella organization for factoring companies across the world.  The company achieved a total business turnover of Rs. 3735 crore as at 31.03.2010. The Company has earned Profit after Tax of Rs. 24.37 crore as at March 2010. The Company paid a dividend of Rs. 224 lakh to the Bank.
Canbank Computer Services Limited (CCSL)                             

Canbank Computer Services Limited is the only Software Company promoted by a public sector bank in the country.  CCSL is primarily engaged in IT and Software development services, training/consultancy and registrar and share transfer agency.  The Company is a member of the NASSCOM and Registered as a software solution provider for World Bank projects.  The Company has posted profit after tax of Rs. 110.31 lakh as on 31.03.2010. CCSL received orders for managing CBS Help Desk of Canara Bank and its operation is likely to commence from May 2010. The Company has been successfully managing the Call Centre activity of Canara Bank and started attending outbound calls also. During the year, the Company also conducted Information System Audit Training for Officials in Inspection Department and IT Department of Pragathi Gramin Bank.

Canara Bank Securities Limited (CBSL) 

CBSL (Formerly Gilt Securities Trading Corporation Limited) which was established as Primary dealer, has hived off Primary Dealer business to the parent Bank. The Company has diversified into Capital Market related activities, mainly stock broking since 2007. The Company offers stock broking services to both institutional and retail clients. Online Trading Counter for retail customers is its flagship product. The Company entered Currency Derivatives during 2009-10.  The Company posted a Profit after Tax of Rs. 6.51 crore as at March 2010. The Company declared its maiden dividend and paid dividend of Rs. 4 crore to the Bank.
Canbank Financial Services Limited (Canfina)

Canbank Financial Services Ltd confined its activities to legal matters arising out of past transactions in securities, besides concentrating on collection of lease rentals and recovery of dues under decreed accounts. During the year, Canfina posted a profit after tax of Rs. 2.58 crore. It repaid Rs. 326.45 crore out of the funding support of Rs. 376.45 crore given by the Bank and proposes to clear the entire liability of Rs. 50 crore outstanding, during the current fiscal year.

Canara Robeco Asset Management Company Limited (CRAMC)
To manage assets of Canbank Mutual Fund M/s Canbank Investment Management Services Limited (CIMS) was established in 1993. In the year 2007, Canara Bank divested 49% stake of Asset Management Company in favour of M/s Robeco Groep N V forming a joint venture, for managing the assets of Canbank Mutual Fund (since renamed as Canara Robeco Mutual Fund). The company has since been renamed as Canara Robeco Asset Management Company Limited. The JV aims to capture a worthwhile market share of Mutual Fund industry by bringing best international practices and expertise supported by the vast network of the Bank.  With a majority share of 51% held by the Bank, Assets Under Management (AUM) of the Company improved to Rs. 7632 crore and Corpus fund increased to Rs. 5879 crore, with investors base of 3 lakh as at March 2010.  The Company is currently managing 18 Schemes. The Fund crossed the milestone AUM of Rs. 10000 crore during February 2010. Canara Robeco Asset Management Company was nominated for Best AMC – ranked as the 2nd best AMC at Business world MF Awards and received Best Bond Fund House Award at Lipper Fund Awards 2010. The company has improved its ranking from 26 out of 32 fund houses to 16 out of 37 fund houses as at March 2010.
Canara HSBC Oriental Bank of Commerce Life Insurance Company Limited
An Insurance Joint Venture floated by the Bank in association with internationally reputed HSBC Insurance (Asia Pacific) Holding Limited and Oriental Bank of Commerce. The Company was incorporated during September 2007. With a majority shareholding of 51% in the Company, the Bank has ventured into niche segment, with a fine blend of international expertise and its own domestic out reach. The Company commenced its business operations from 16.06.2008 with offering products viz., Child Plan, Saral Bima Plan, Stay Smart, Retire Smart and Saral Bima Plus. In addition, mandatory and non-mandatory Group Credit protection schemes were also launched. The Company's assets under management (AUM) during the year stood at Rs. 1314 crore as on 31.03.2010. The Company has registered an Annualized Premium Equivalent (APE) of Rs. 644 crore in its second year of operation. The Company has also crossed Rs. 1000 crore in terms of total premium since inception and has become the fastest to achieve this milestone in a record time of 21 months.  Out of the 22 private players in the insurance field in India, the Company ranked 13th. The Company has doubled its market share at 1.8% during 2009-10 from 0.9% in 2008-09.
Regional Rural Banks (RRBs)

Canara Bank sponsored 3 RRBs in three States with a network of 793 branches, viz., Pragathi Gramin Bank in the State of Karnataka, Shreyas Gramin Bank in the State of Uttar Pradesh and South Malabar Gramin Bank in the State of Kerala. All RRBs sponsored by Canara Bank are profit making as at March 2010 with a combined operating profit level at Rs.165 crore and profit after tax of Rs. 108 crore.  Aggregate business level of these RRBs crossed the Rs.17000 crore mark to reach Rs.17509 crore, comprising Rs.9444 crore under deposits and Rs.8065 crore under advances as at March 2010. Gross NPA ratio of these RRBs was 2.28% and Net NPA was 1.24% as at March 2010.  In tune with policy focus to double the credit flow to agriculture sector, the RRBs disbursed an amount of Rs.5125 crore, recording a y-o-y growth of 27.9% during the year under review. Priority sector advances constituted 88.79%. Agriculture credit outstanding stood at Rs.5768 crore as at March 2010.

During this financial, Pragathi Gramin Bank achieved number one position in business in South India, apart from maintaining the number one position in the State of Karnataka.  While South Malabar Gramin Bank continues to occupy number one status in the State of Kerala, Shreyas Gramin Bank was number one under Employee productivity in the State of UP.  All the three RRBs are taking necessary steps to implement CBS in all their branches by September 2011.

AWARDS/ACCOLADES 

In recognition of the varied initiatives, the Bank was conferred with several awards and accolades during the year.  Some prominent awards received are as under:
· Best Bank in South Zone Award for the year 2008-09 in respect of lending under KVIC and PMEGP Schemes.  The award was handed over by Dr. Manmohan Singh, Hon’ble Prime Minister of India. 
· The Bank received the Credit Guarantee Approval Certificate issued by CGTMSE from Shri Pranab Mukherjee, Hon’ble Finance Minister of India.  
VARIOUS POLICIES OF THE BANK
There is a system of well-defined policies and procedures of the Bank.  During the year, concerted efforts were made to streamline the policies and procedures of the Bank in the light of regulatory requirements of the RBI, the directions of the Government of India and the emergent requirements of the Bank in the present day context.  Accordingly, there has been a sharper focus on policies relating to, among others, Credit Risk Management, Market Risk Management, Operational Risk Management, Asset Liability Management, Liquidity Risk Management, Country Risk, Counterparty Bank Risk, Corporate Governance, Disclosures, Collateral Management, Stress Testing, Compliance Functions, Disaster Recovery and Business Continuity Planning, Business Lines, Outsourcing and Internal Capital Adequacy Assessment Process (ICAAP), Know Your Customers (KYC), Anti-Money Laundering (AML), Recovery and Investments.
CHANGES IN THE BOARD OF DIRECTORS

Year 2009-10 saw changes in the composition of the Board of Directors of the Bank.

· The term of Shri Ajay Mathur as Part-time Non-Official Director on the Board ended on 12.10.2009.
· The term of Shri S K Kohli as Officer Employee Director ended on 07.03.2010.

DIRECTORS’ RESPONSIBILITY STATEMENT

The Directors, in preparation of the annual accounts for the year ended March 31, 2010, confirm the following: 

· That in the preparation of the annual accounts, the applicable accounting standards had been followed along with proper explanation relating to material departures.

· That they had 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 at the end of the financial year and of the profit or loss of the Bank for the period. 

· That they had taken proper and sufficient care for the maintenance of adequate accounting records in accordance with the provisions of applicable laws governing banks in India for safeguarding the assets of the Bank and for preventing and detecting fraud and other irregularities.

· That they had prepared the annual accounts on a going concern basis. 
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Canara Bank crossed three major milestones during 2009-10. First, its total business crossed the Rs.400000 crore mark, signifying a growth of 24.3%. Second, Net profit crossed Rs.3000 crore to reach Rs.3021 crore, up by 45.8%. Third, the Bank’s branch network crossed the 3000 mark to reach 3046, with an addition of 314 branches during the year. 








Dividend of 100% for 2009-10








Business Volumes Cross Rs.4 Lakh Crore








Clientele Base crossed 37 Million- 2.54  Million Accounts Added 








All Time High Cash Recovery at Rs.1575 crore








Migration to Basel II norms and Future Strategies





Reaching Out Through Financial Inclusion 





Setting Examples in CSR Activities





Expanded Pan India Presence





An Example for many unemployed youth in Rural India


Thousands of youth found their ways to decent living with the aid of training imparted by the Bank sponsored/co-sponsored rural training institutes.  One such worthy example is the case of Shri M S Nagraj, born to a poor traditional carpenter family. Bowed down by the hardships of life, Shri Nagaraj had to leave his formal schooling halfway at the age of 12 to supplement his family income.  He did not know what to do in life and was not sure whether his traditional carpentry job could provide a decent living until he joined Canara Bank Institute for Artisans, Mangalore, Karnataka, sponsored by the Bank. His training at the institute has given him the objective to finesse his skills and learn new techniques of sculpting. After successfully completing the training, he has never looked back.  Now he is a full-fledged sculptor and is successfully handling large projects. A confident and proud Nagaraj still remembers the day of opting sculpting and sincerely thanks the Institute for all that he has achieved in life.  Today he earns an average Rs.15,000 to Rs.20,000 per month and happy to be a supportive son to his parents and brother to his sisters.
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