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Jammu & Kashmir Bank (JKBK IN)

Rating: BUY | CMP: Rs56 | TP: Rs80

Healthy core performance

Quick Pointers:

" Notable margin improvement, while PNB MetLife stake sale aided Other
Income

"  Trimming corporate book; low exposure to recently downgraded groups; RBI
cited divergence-in-provisions made

JKBK'’s earnings of Rs2.1bn (PLe:Rs1.5bn) were better than expectations as
bank recorded higher Other Income pertaining to stake sale in PNB MetLife.
Adjusting for stake sale, PPoP grew 56% despite spike in employee cost
coming from wage provisions. Loan growth was driven by retail segment
(34%YoY) and J&K State. Bank reported NIM of 4.05% (+14bps/+86bps
QoQ/YoY) as imrpoved yields offset higher funding costs. Credit cost
(calculated) was moderately high at 2.7% (2.4% in 4Q18) as a) bank
recognized 3 IL&FS accounts of 4 as NPA, b) divergence in provisions cited
by RBI. Bank’s restructured book which had been a concern declined 12%
QoQ. Valuation of 0.6x on Mar-21 ABV is reasonable given healthy loan
growth & margins outlook, robust liabilty franchise (CASA:51%), controlled
asset quality and waning capital concerns. Retain BUY with revised TP of
Rs80 (from Rs76) based on 0.9x Mar-21 ABV.

® Strong core income: Bank reported NIl growth of 42% YoY which has been
improving from last few quarters on back of lower interest reversals, interest
booking on impaired assets and better loan growth towards high margin
segments. Other income saw impact of stake sale in PNB MetLife (~Rs1.85bn),
adjusting for which OI growth was still strong at 27% YoY. Adjusted core PPOP
growth of 56% YoY had impact of gratuity provisions. We expect C/I to hover
around 58-60% for FY20E/21E as bank plans on opening 300 ultra-branches
in unpenetrated regions of J&K State in next 18 months.

" Loan growth in mid-teens: Overall gross loan growth of 15% YoY was driven
by 23%YoY growth in J&K state. We note that overall corporate loan book de-
grew by 3%YoY as bank step back from consortium lending and is focusing on
retail & SME segment. Share of corporate contracted from 51% in FY18 to
43%. Reported NIM improved from 3.2% in 4Q18 to 4.05%. Bank will continue
to grow the J&K state book at 20-25%YoY with focus towards
Agri/Horticulture/Personal loans/state govt employee related loans which
should hold margins.

®  Asset quality saw improvement: GNPA came at 9% (9.9% in 3Q19) as bank
reported high write offs — a trend visible in 4Q18 also. Bank reported slippages
of Rs9.1bn in the quarter with Rs6.4bn emerging from J&K State. Provisions
stood at Rs3.8bn on account of divergence, write offs. Bank holds 81% PCR
on NCLT 1 & 2 list. Thereby, calculated credit cost slightly inched up to 2.7%.
Also, as bank continues to provide high write offs in 4Qs, going ahead, expect
sizeable interest write back and recoveries. Bank’s restructured book which
had been a concern moved favorably recording a decline of 12% QoQ
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" Board approval to raise capital: Bank plans to grow its loan book at 20-
25%YoY in J&K state (constitutes 56% of gross advances) and requires capital
to support the same. Recently, bank has received board approval to raise
Rs16bn in tranches via AT1/Tier Il bond route. This, if routed via AT1, would
increase Tier | capital to 12.7% - currently at 10.6%. Further, bank plans to sell
non-core assets including residual stake in PNB MetLife.

Exhibit 1: Uptick in provisions offset by one-off

(Rs m) Q4FY19  Q4FY18 YOY(?/:)' Q3FY19 QOQ(%
Better repricing of loans, favorable Interest Income 20,699 15,917 30.0 20,027 3.4
loan mix along with healthy growth in Interest Expended 11,386 9,359 217 11,211 1.6
loan book resulted in 42%YoY NI Net interest income (NII) 9,313 6,558 42.0 8,816 5.6
SHELLR Treasury income 2,190 226 868.3 108 NA
Other income 4,036 1,723 134.3 1,635 146.8
. Total income 13,348 8,280 61.2 10,451 27.7
Other income stood out; led by .
treasury gains on one-off pertaining Operating expenses 7,342 5,616 30.7 6,202 18.4
to stake sale in PNB MetLife -Staff expenses 4,956 3,479 42.5 4,078 21.5
(~Rs1.9bn) -Other expenses 2,386 2,137 11.7 2,124 12.3
) Operating profit 6,006 2,665 1254 4,249 41.3
525}%2?;;;;%?: el e ol Core operating profit 3,816 2,438 56.5 4,141 (7.9)
Total provisions 3,780 2,511 50.5 2,528 49.5
Profit before tax 2,227 154 1,350.5 1,721 29.4
Bank used higher other income to Tax & (131) @z0.0) 684 E2)
provide for higher provisions. Profit after tax 2,148 284 656.1 1,038 107.0
Provisions stood at 64% (including
TWO) Balance sheet (Rs mn)
Deposits 8,96,389 8,00,065 12.0 8,62,103 4.0
Advances 6,62,715 5,69,128 16.4 6,50,268 1.9
Advance growth were in line, led by
34%YoY growth in non-corporate Profitability ratios (%)
Eek Yield on Advances 9.4 7.8 154 bps 9.2 15 bps
Cost of Funds 6.4 4.8 160 bps 5.0 137 bps
NIM 4.1 3.2 86 bps 3.9 14 bps
Higher funding cost were shadowed RoaA 0.2 0.1 8 bps 0.4  (22) bps
by improvement in yields, NIM rose RoaE 13.2 1.9 1,133 bps 6.3 690 bps
above 4%
Asset Quality (%)
Gross NPL (Rs mn) 62,214 60,067 3.6 68,597 (9.3)
Huge write off (~Rs14.2bn)in spite of Net NPL (Rs mn) 32,396 27,911 16.1 30,492 6.2
higher slippages (~Rs9.1bn) helped Gross NPL ratio 9.0 10.0  (99) bps 9.9  (97) bps
in achieving lower GNPA% Net NPL ratio 4.9 49 (1) bps 47 20 bps
Coverage ratio (calc) 47.9 53.5 (561) bps 56.3 (840) bps
Business & Other Ratios (%)
Low-cost deposit mix 50.7 50.9 (19) bps 48.9 184 bps
Bank adequately placed on capital Cost-income ratio 55.0 67.8 (1,281) bps 59.3 (434) bps
front, further board approval to raise Non int. inc / total income 30.2 20.8 943 bps 15.6 1,459 bps
16bn would improve Tier | to 12.7% Credit deposit ratio 73.9 71.1 280 bps 75.4 (150) bps
CAR 12.5 11.4 104 bps 11.6 83 bps
Tier-I 10.6 9.2 136 bps 9.8 77 bps
Source: Company, PL
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Exhibit 2: Loan growth largely driven by retail credit... Exhibit 3: ...and J&K loan book continues to drive growth
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Exhibit 4: NIMs rose above 4% Exhibit 5: CASA ratio saw stronger accretion in quarter
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Exhibit 6: Asset quality showing stabilizing trend Exhibit 7: Credit cost inched up on high write-offs
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Exhibit 8: Movement in GNPA & restructured book

Stressed assets for J&K 2017 3Q17 4Q17 1Q18 2Q18 3Q18 4Q18 1Q19 2Q19 3Q19 40Q19
Add: Additions 10,625 1,910 6,476 5055 4,804 3,711 17,477 7,699 2,520 10,286 9,140
Less: Reductions 945 1,591 3,025 8,649 1,382 1,219 19,731 5,349 10,907 2,365 15,524
Gross NPA - Closing 56,830 57,149 60,000 56,406 59,829 62,321 60,067 62,417 60,877 68,597 62,214
Gross NPA % of loans 11.3% 11.8% 11.2% 10.8% 10.9% 10.1% 10.0% 9.8% 9.1% 10.0%  9.0%
Total Std restructured assets 32,463 32,490 55,398 55,537 57,524 56,731 46,614 41,292 39,483 37,986 32,507
Restructured during qgtr. 392 102 33,537 2,231 2,515 2,542 4,066 2,908 2,453 1,967 2,972
O/s Restructuring for J&K State 24,670 21,315 44,000 45,000 45,000 47,940 41,176 42,205 43,398 42,109 40,399
Total Restructured Book 57,133 53,804 63,820 64,154 66,123 67,145 61,330 60,875 58,476 57,047 49,996
Restructured assets as % of loans 6.8% 72% 12.8% 13.2% 12.9% 11.6% 10.8% 10.2% 9.2% 8.8% 7.5%
Source: Company, PL
Exhibit 9: Change in estimates table
old Revised %Change

(Rs mn)

FY20E FY21E FY20E FY21E FY20E FY21E
Net interest income 37,857 43,592 39,013 44,924 3.1 3.1
Operating profit 16,141 18,198 18,380 22,039 13.9 21.1
Net profit 6,238 8,193 5,954 8,078 (4.6) 1.4)
EPS (Rs) 11.2 14.7 10.7 14.5 (4.6) (1.4)
ABVPS (Rs) 72.6 91.6 69.7 92.0 (3.9 0.4
Price target (Rs) 76 80 5.9
Recommendation BUY BUY

Source: Company, PL

Exhibit 10: Valuation Table — We revise our TP to Rs80 (from Rs76) based on
0.9x Mar-21 ABV (rolled over from Sep-20 ABV)

PT calculation and upside

Terminal growth 5.0%
Market risk premium 6.5%
Risk-free rate 7.5%
Adjusted beta 1.07
Cost of equity 14.4%
Fair price - P/ABV, Rs 80
Target P/ABV (x) 0.9
Target P/E (x) 515
Current price, Rs 56
Upside (%) 45%
Source: Company, PL
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Exhibit 11: Return ratios should gradually improve on loan growth, improving

margins and lower credit cost

ROAE decomposition 2014 2015 2016 2017 2018 2019 2020E 2021E
NIM/Assets 36% 3.6% 3.7% 33% 3.6% 3.8% 3.8% 3.9%
Fees/Assets 04% 0.6% 05% 05% 06% 07% 06% 0.6%
Inv. Profits/Assets 01% 02% 02% 02% 0.1% 0.2% 0.0% 0.0%
Net revenues/Assets 4.2% 44% 4.4% 4.0% 4.2% 4.7% 4.5% 4.5%
Opex/Assets -1.6% -1.9% -2.1% -2.3% -25% -2.8% -2.7% -2.6%
Provisions/Assets -0.2% -1.4% -1.3% -3.7% -1.6% -1.2% -1.0% -0.9%
Taxes/Assets -0.8% -04% -04% -0.2% 0.1% -02% -0.2% -0.3%
Costs/Assets -2.6% -3.7% -3.9% -6.2% -3.9% -42% -3.9% -3.8%
ROAA 1.6% 0.7% 0.6% -2.2% 0.3% 0.5% 0.6% 0.7%
Equity/Assets 72% 8.0% 87% 81% 74% 7.1% 68% 6.5%
ROAE 22.3% 8.6% 6.6% -285% 38% 8.1% 95% 11.7%
Source: Company, PL
Exhibit 12: One year forward P/ABV trends
——P/ABV 3yravg. avg. +1 SD avg.-1SD
2.0 1
1.9 1
1.8 1
17 A
1.6 4
1] |
%g 1 N’M\_I‘Imh“ s
11 4
1.0 1
0.9 1
0.8 1
0.7 1
0.6 1
20993333289999895555%933939
3393833282383 8232385938z=
LS ZULSIZLSIZULSIZLSIZULSIIZULS

Source: Company, PL

May 17, 2019



2

Jammu & Kashmir Bank

Income Statement (Rs. m)

Quarterly Financials (Rs. m)

Y/e Mar FY18 FY19 FY20E FY21E Y/e Mar Q1FY19 Q2FY19 Q3FY19 Q4FY19
Int. Earned from Adv. 49,777 59,352 69,328 81,251 Interest Income 17,629 18,401 20,027 20,699
Int. Earned from invt. 14,316 15,520 18,006 19,946 Interest Expenses 9,837 10,482 11,211 11,386
Others 4 285 109 111 Net Interest Income 7,792 7,919 8,816 9,313
Total Interest Income 66,214 76,756 89,056 102,905 YoY growth (%) 1.6 111 24.2 21.7
Interest Expenses 37,506 42,916 50,042 57,981 CEB 502 548 594 622
Net Interest Income 28,708 33,839 39,013 44,924  Treasury - - - -
Growth(%) 12.0 24.7 9.4 14.4  Non Interest Income 1,344 1,112 1,635 4,036
Non Interest Income 4,953 8,127 6,908 7,598 Total Income 18,973 19,513 21,662 24,735
Net Total Income 33,661 41,966 45,921 52,522 Employee Expenses 3,752 3,675 4,078 4,956
Growth(%) (0.9) 19.3 13.1 15.2  Other expenses 1,886 1,929 2,124 2,386
Employee Expenses 12,869 16,462 18,108 20,281  Operating Expenses 5,638 5,604 6,202 7,342
Other Expenses 6,008 6,989 8,037 9,323 Operating Profit 3,498 3,427 4,249 6,006
Operating Expenses 19,842 24,787 27,541 30,483 YoY growth (%) (5.1) (5.9) 11.0 125.4
Operating Profit 13,819 17,179 18,380 22,039  Core Operating Profits - - - -
Growth(%) 6.8 24.3 7.0 19.9 NPA Provision 2,901 1,300 2,653 4,502
NPA Provision 12,227 10,607 9,305 9,963  Others Provisions 2,550 1,724 2,528 3,780
Total Provisions 12,611 10,582 9,874 10,499  Total Provisions 2,550 1,724 2,528 3,780
PBT 1,208 6,597 8,506 11,540 Profit Before Tax 947 1,703 1,721 2,227
Tax Provision (818) 1,949 2,552 3,462  Tax 421 765 684 79
Effective tax rate (%) (67.7) 29.5 30.0 30.0 PAT 526 938 1,038 2,148
PAT 2,026 4,649 5,954 8,078 YoY growth (%) 74.3 30.9 43.2 656.1
Growth(%) (112.4) 129.5 28.1 35.7 Deposits 774,196 814,292 862,103 896,389
Balance Sheet (Rs. m) YoY growth (%) 7.9 15.7 17.8 12.0
Advances 598,411 636,912 650,268 662,715
Y/e Mar FY18 FY19 FY20E FY21E
YoY growth (%) 22.8 24.1 12.3 16.4
Face value 1 1 1 1
No. of equity shares 557 557 557 557 Key Ratios
Equity 557 557 557 557  Yle Mar FY18 FY19 FY20E FY21E
Networth 61,612 66,261 71,711 79,285 CMP (Rs) 56 56 56 56
Growth(%) 8.5 7.5 8.2 10.6  EPS (Rs) 3.8 8.3 10.7 14.5
Adj. Networth to NNPAs 27,911 32,396 26,665 21,865 Book Value (Rs) 99 108 118 131
Deposits 800,065 896,389 1,021,883 1,164,947  Adj. BV (70%)(Rs) 49 50 70 92
Growth(%) 10.4 12.0 14.0 140 P/E (x) 14.8 6.7 5.2 3.8
CASA Deposits 407,146 454,426 520,849 597,618  P/BV (x) 0.6 0.5 0.5 0.4
% of total deposits 50.9 50.7 51.0 51.3 P/ABV (x) 11 11 0.8 0.6
Total Liabilities 896,876 1,014,063 1,154,339 1,309,867 DPS (Rs) - 0.5 0.8 0.8
Net Advances 569,127 662,715 768,750 891,749 Dividend Payout Ratio (%) - 6.0 7.0 5.2
Growth(%) 14.2 16.4 16.0 16.0  Dividend Yield (%) - 0.9 1.3 1.3
Investments 188,800 231,605 263,699 288,691 Efficiency
Total Assets 896,876 1,014,063 1,154,339 1,309,867
Y/e Mar FY18 FY19 FY20E FY21E
Growth (%) 9.4 13.1 13.8 135
Cost-Income Ratio (%) 58.9 59.1 60.0 58.0
Asset Quality C-D Ratio (%) 71.1 73.9 75.2 76.5
Yle Mar FY18 FY19 FY20E FY21E  Business per Emp. (Rs m) 135 153 173 197
Gross NPAs (Rs m) 60,067 62,214 58,332 56,528 Profit per Emp. (Rs lacs) 2 5 6 8
Net NPAs (Rs m) 27,911 32,396 26,665 21,865 Business per Branch (Rs m) 1,574 1,782 2,035 2,324
Gr. NPAs to Gross Adv.(%) 10.0 9.0 7.3 6.1  Profit per Branch (Rs m) 2 5 7 9
Net NPAs to Net Adv. (%) 4.9 4.9 3.5 25 Du-Pont
NPA Coverage % 53.5 47.9 54.3 61.3
Y/e Mar FY18 FY19 FY20E FY21E
Profitability (%) NI 3.58 3.77 3.82 3.86
Y/e Mar Fy1is FY19 FY20E FY21E  Total Income 4.19 4.68 4.50 451
NIM 3.6 3.8 3.8 3.9  Operating Expenses 2.47 2.76 2.70 2.62
RoAA 0.2 0.5 0.5 0.7 PPoP 1.72 1.92 1.80 1.89
ROAE 3.4 7.3 8.6 10.7  Total provisions 1.57 1.18 0.97 0.90
Tier | 9.2 10.6 105 10.0 ROAA 0.25 0.52 0.58 0.69
CRAR 11.4 125 11.4 10.8 ROAE 3.83 8.05 9.48 11.66

Source: Company Data, PL Research

Source: Company Data, PL Research

May 17, 2019



“.’ Jammu & Kashmir Bank

Price Chart Recommendation History

R No. Date Rating TP (Rs.) Share Price (Rs.)
100 1 4-Jun-18  BUY 100 56
84 2 10-Jul-18  BUY 100 51
3 27-Jul-18  BUY 94 54
o 4 5-Oct-18 BUY 94 40
52 5 7-Jan-19 BUY 94 38
6 14-Jan-19 BUY 76 37
* & 3 S : 3 3 2 7 5-Apr-19 BUY 76 59
Analyst Coverage Universe
Sr. No. CompanyName Rating TP (Rs) Share Price (Rs)
1  AdisBank  Accumulate 87 741
2 Bank of Baroda BUY 161 114
3 Bank of India Reduce 89 106
4 Federal Bank BUY 112 98
5 HDFC Bank BUY 2,700 2,293
6 HDFC Standard Life Insurance Company BUY 465 399
7 ICICI Bank BUY 475 401
8 ICICI Prudential Life Insurance Company BUY 511 368
9 IDFC First Bank BUY 55 49
10 Indusind Bank BUY 1,791 1,768
11 Jammu & Kashmir Bank BUY 76 59
12 Kotak Mahindra Bank Hold 1,385 1,387
13 Max Financial Services BUY 629 439
14 Punjab National Bank Hold 83 73
15 SBI Life Insurance Company BUY 779 612
16 South Indian Bank BUY 18 14
17 State Bank of India BUY 427 308
18 Union Bank of India Reduce 71 76
19 YES Bank Reduce 190 238
PL’s Recommendation Nomenclature (Absolute Performance)
Buy o >15%
Accumulate : 5%to 15%
Hold : +5% to -5%
Reduce : -5% to -15%
Sell 1 <-15%
Not Rated (NR) : No specific call on the stock
Under Review (UR) : Rating likely to change shortly
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ANALYST CERTIFICATION
(Indian Clients)

Well, Ms. Pritesh Bumb- MBA, M.com, Mr. Prabal Gandhi- BTech, CFA Level || Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views
expressed in this research report accurately reflect our views about the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or
indirectly related to the specific recommendation(s) or view(s) in this report.

(US Clients)

The research analysts, with respect to each issuer and its securities covered by them in this research report, certify that: All of the views expressed in this research report accurately
reflect his or her or their personal views about all of the issuers and their securities; and No part of his or her or their compensation was, is or will be directly related to the specific
recommendation or views expressed in this research report.

DISCLAIMER
Indian Clients

Prabhudas Lilladher Pvt. Ltd, Mumbai, India (hereinafter referred to as “PL”) is engaged in the business of Stock Broking, Portfolio Manager, Depository Participant and distribution for
third party financial products. PL is a subsidiary of Prabhudas Lilladher Advisory Services Pvt Ltd. which has its various subsidiaries engaged in business of commodity broking,
investment banking, financial services (margin funding) and distribution of third party financial/other products, details in respect of which are available at www.plindia.com.

This document has been prepared by the Research Division of PL and is meant for use by the recipient only as information and is not for circulation. This document is not to be reported
or copied or made available to others without prior permission of PL. It should not be considered or taken as an offer to sell or a solicitation to buy or sell any security.

The information contained in this report has been obtained from sources that are considered to be reliable. However, PL has not independently verified the accuracy or completeness
of the same. Neither PL nor any of its affiliates, its directors or its employees accepts any responsibility of whatsoever nature for the information, statements and opinion given, made
available or expressed herein or for any omission therein.

Recipients of this report should be aware that past performance is not necessarily a guide to future performance and value of investments can go down as well. The suitability or
otherwise of any investments will depend upon the recipient's particular circumstances and, in case of doubt, advice should be sought from an independent expert/advisor.

Either PL or its affiliates or its directors or its employees or its representatives or its clients or their relatives may have position(s), make market, act as principal or engage in transactions
of securities of companies referred to in this report and they may have used the research material prior to publication.

PL may from time to time solicit or perform investment banking or other services for any company mentioned in this document.

PL is in the process of applying for certificate of registration as Research Analyst under Securities and Exchange Board of India (Research Analysts) Regulations, 2014
PL submits that no material disciplinary action has been taken on us by any Regulatory Authority impacting Equity Research Analysis activities.

PL or its research analysts or its associates or his relatives do not have any financial interest in the subject company.

PL or its research analysts or its associates or his relatives do not have actual/beneficial ownership of one per cent or more securities of the subject company at the end of the month
immediately preceding the date of publication of the research report.

PL or its research analysts or its associates or his relatives do not have any material conflict of interest at the time of publication of the research report.
PL or its associates might have received compensation from the subject company in the past twelve months.

PL or its associates might have managed or co-managed public offering of securities for the subject company in the past twelve months or mandated by the subject company for any
other assignment in the past twelve months.

PL or its associates might have received any compensation for investment banking or merchant banking or brokerage services from the subject company in the past twelve months.

PL or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the subject
company in the past twelve months

PL or its associates might have received any compensation or other benefits from the subject company or third party in connection with the research report.

PL encourages independence in research report preparation and strives to minimize conflict in preparation of research report. PL or its analysts did not receive any compensation or
other benefits from the subject Company or third party in connection with the preparation of the research report. PL or its Research Analysts do not have any material conflict of interest
at the time of publication of this report.

Itis confirmed that Ms. Pritesh Bumb- MBA, M.com, Mr. Prabal Gandhi- BTech, CFA Level Il Research Analysts of this report have not received any compensation from the companies
mentioned in the report in the preceding twelve months

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

The Research analysts for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about the subject company or companies and its
or their securities, and no part of his or her compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this report.
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