
CMP: INR936 TP: INR1,145 Buy
BSE SENSEX S&P CNX

17,601 5,334

Bloomberg JKBK IN

Equity Shares (m) 48.5

52-Week Range (INR) 1,010/645

1,6,12 Rel.Perf.(%) -2/14/6

M.Cap. (INR b) 45.4

M.Cap. (USD b) 0.8

Jammu & Kashmir Bank

9 August 2012

1QFY13 Results Update | Sector: Financials

Alpesh Mehta (Alpesh.Mehta@MotilalOswal.com); + 91 22 3982 5415
Sohail Halai (Sohail.Halai@MotilalOswal.com); + 91 22 3982 5430
Investors are advised to refer through disclosures made at the end of the Research Report.

J&K Bank's 1QFY13 PAT grew 35% YoY to ~INR2.5b. Healthy NII growth of ~23% YoY coupled with containment of

opex (up 14% YoY) and lower provisions (INR504m v/s INR843m in 4QFY12 and INR445m in 1QFY12) boosted

bottom-line. Key Highlights:

 Reported margins declined 6bp QoQ to 3.8%. While cost of deposits increased 52bp QoQ to 6.9%, higher yield

on loans (+22bp QoQ) and investments (+27bp QoQ) helped bank to contain margin fall.

 In 1QFY13, bank shifted its loan portfolio between INR1m and INR5m to system based NPA recognition.

However despite that slippages were contained to INR857m (annualized slippage ratio of 1.3% as compared

to 1.2% in FY12).

 In 1QFY13, the bank restructured loans of INR400m, taking the outstanding restructured loan portfolio to

INR13.7b, 4.1% of overall loans.

 During the quarter bank made provision for contingencies of INR239m taking the cumulative number to

INR800m, which the bank intends to utilize in case asset quality comes under pressure.

 Loans and deposits grew 26% and 23% YpY respectively and remained flat QoQ. CD ratio improved marginally

by 60bp QoQ to 62.6%. CASA ratio declined 200bp QoQ to 38.7%.

Valuation and view: JKBK continues to deliver healthy performance on business growth, margins and asset quality.

While shifting to system based recognition of NPA and strong growth in corporate segment outside J&K remains

a risk to asset quality, strong margins of 3.7-3.8% and PCR of 94% would provide cushion. Maintain Buy.
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Strong business growth on the back of lower base
While on a sequential basis business growth remained muted, on a YoY basis loans

and deposits grew 26% and 23% respectively. CD ratio improved marginally by 60bp

QoQ to 62.6%, and there still remains ample of scope to improve CD ratio from here-

on which would cushion margins. CASA deposits grew 18% YoY but declined 5% QoQ

to INR205.6b led by moderation in CA deposits (+7% YoY but down 22% QoQ). As a

consequence CASA ratio declined 200bp QoQ to 38.7%. SA deposits growth was healthy

at 22% YoY (largely flat QoQ).

Margin decline just 6bp QoQ; strong fee income growth
Reported margins declined 6bp QoQ to 3.8%. While cost of deposits increased 52bp

QoQ to 6.9%, higher yield on loans (+22bp QoQ) and investments (+27bp QoQ) partially

negated the impact and led to healthy margin performance. Non-interest income

growth was strong at 39% YoY led by fee income growth of +28% YoY and higher treasury

income (INR202m v/s INR100m in 1QFY12 and INR227m in 4QFY12). Income from

insurance commission was flat YoY at INR75m. As a result overall core income grew

3% QoQ and 23% YoY to ~INR5.9b.

Healthy asset quality performance; PCR at 90%+ one of the best in the
industry
During the quarter bank shifted its portfolio in between INR1m and INR5m to system

based NPA recognition. However, despite that there was no surprise on the asset

quality front as bank contained its slippages to INR857m (annualized slippage ratio of

1.3% as compared to 1.2% in FY12). Remaining portfolio of INR82.9b (25% of overall

loans; ~0.5m accounts) is expected to be transited to system based recognition by

end of Sept-12. However management clarified that of the remaining portfolio that is

to be transited INR47.5b (14.3% of overall loans) is to state government employees

(personal finance) where the loan is guaranteed by their salary. Thereby asset quality

is expected to remain healthy.

Bank continued to maintain high PCR of 94% (one of the highest in the industry),

thereby NNPA was contained.  While GNPA in percentage terms stood at 1.6%, NNPA%

was at just 14bp (flat QoQ). During the quarter, the bank restructured loans of INR400m,

taking the outstanding restructured loan portfolio to INR13.7b, 4.1% of overall loans.

Other highlights
 Given the current environment bank has made a contingent provision of INR239m

taking the cumulative number to INR800m, which bank expects to utilize in case

asset quality comes under pressure.

 Bank has entered into an agreement to sell 52m shares of Metlife India at a price

of INR36.5 per share (totalling to INR1.9b), however the process is pending approval

of IRDA.  Further 66m shares are expected to be sold to PNB, however the price is

yet not determined. Bank currently hold 220m shares of MetLife India and post

completion of both the transaction, it would be still have 102m shares left.

 Break-up of loans with J&K (40% of overall loans): Agriculture segment - 15%;

Trade - 16%; Personal Segment - 35%; SME - 16%; Corporate - 18%
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 Break-up of loans outside J&K (60% of overall loans): Agriculture segment - 7%;

Trade - 12%; Personal Segment - 4%; SME - 3%; Corporate - 81%

 Major portion of corporate loans is towards term loans, however bank would

target to increase the share of working capital financing from here-on as it would

also provide impetus to fee income.

Valuation and view
JKBK continues to deliver healthy performance on business growth, margins and asset

quality. While shifting to system based recognition of NPA and strong growth in

corporate segment outside J&K remains a risk to asset quality, strong margins of 3.7-

3.8% and PCR of 94% would provide cushion. J&K Bank is expected to maintain RoA of

1.3%+ and RoE of ~20%.The stock trades at of 0.9x FY13 BV of INR986 and 0.8x FY14 BV

of INR1,144. Maintain Buy with a target price of INR1,145 (1x FY14E BV).
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Quarterly trends

Gradual improvement in CD ratio continues (%)

Margins decline 6bp QoQ (%)

 Healthy asset quality performance; PCR at 90%+

 CD ratio remains low leaving ample scope for

improvement which would provide cushion to margins

 Gross slippage ratio stood at 1.3% (INR857m) - remains

under control as compared to 1.2% in FY12

Strong business growth on a lower base

 Management target business growth of 20-25% for FY13

Fee income growth improves

 Strong fee income growth coupled with healthy NII

growth led to 23% YoY growth in core income

CASA ratio declines QoQ (%)

 While SA deposit growth was healthy at 22% YoY,

moderation in CA deposits (+7% YoY, but declined 22%

QoQ) led to fall in CASA ratio

 While cost of deposits came under pressure (+52bp QoQ),

higher yield on assets helped bank contain margin

decl ine
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Quarterly Snapshot

FY11 FY12 FY13 Variation (%)

1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q 1Q QoQ YoY

Profit and Loss (INR m)

Net Interest Income 3,658 3,726 3,895 4,157 4,372 4,343 4,508 5,161 5,356 4 23

Other Income 937 745 776 1,190 670 712 736 1,222 934 -24 39

    Trading profits 336 182 179 227 101 85 88 227 202 -11 99

    CEB 354 330 343 433 342 339 387 433 436 1 28

    Insurance Income 64 55 61 81 74 59 61 81 75 -8 0

    Others 182 178 193 449 153 230 200 481 221 -54 45

Total Income 4,595 4,471 4,671 5,348 5,042 5,055 5,244 6,383 6,290 -1 25

Operating Expenses 1,712 1,627 1,863 2,388 1,878 1,927 2,009 2,208 2,138 -3 14

      Employee 1,212 1,074 1,276 1,673 1,278 1,255 1,308 1,373 1,379 0 8

      Others 499 553 586 715 600 672 700 834 759 -9 26

Operating Profits 2,883 2,844 2,808 2,959 3,164 3,128 3,236 4,176 4,152 -1 31

Provisions 700 388 306 756 445 223 182 843 504 -40 13

      NPA 440 390 150 320 250 130 150 370 260 -30 4

      MTM 259 -48 2 198 37 45 -2 198 0 N.A. N.A.

      Others 1 46 155 238 158 48 33 275 244 -11 54

PBT 2,183 2,456 2,502 2,203 2,719 2,904 3,054 3,333 3,648 9 34

Taxes 728 823 823 818 896 908 922 1,252 1,187 -5 32

PAT 1,455 1,633 1,679 1,386 1,823 1,997 2,132 2,081 2,461 18 35

Asset Quality

GNPA 4,507 5,127 5,038 5,188 5,283 5,419 5,450 5,166 5,410 5 2

NNPA 87 309 106 532 584 630 489 493 482 -2 -17

GNPA (%) 1.9 2.2 2.0 2.0 2.0 1.9 1.8 1.5 1.6 6 -37

NNPA (%) 0.03 0.13 0.04 0.20 0.22 0.22 0.16 0.15 0.14 -1 -8

PCR (Calculated, %) 98.1 94.0 97.9 89.7 89.0 88.4 91.0 90.4 91.1 65 214

Ratios (%)

Fees to Total Income 9.1 8.6 8.7 9.6 8.2 7.9 8.5 8.1 8.1

Cost to Core Income 42.0 39.6 43.3 51.1 39.2 40.7 40.5 38.9 36.4

Tax Rate 33.3 33.5 32.9 37.1 33.0 31.3 30.2 37.6 32.5

CASA (Reported) 37.8 41.1 39.6 40.5 40.4 38.2 40.2 40.7 38.7

Loan/Deposit 61.2 58.4 62.0 58.6 61.3 59.5 61.0 62.0 62.6

CAR 16.1 15.6 15.5 13.7 14.4 13.6 13.6 13.4 13.8

          Tier I 13.1 12.8 12.8 11.3 11.8 11.3 0.0 11.1 11.5

Margins - Quarterly (%)

Yield on Advances 10.9 11.0 10.7 11.2 11.4 11.8 12.2 12.2 12.4 22 99

Yield on Investments 6.1 6.1 6.5 6.3 6.3 7.2 7.6 7.5 7.7 27 141

Cost of Deposits 5.1 5.2 5.1 5.4 5.4 6.2 6.6 6.4 6.9 52 154

NIM 3.7 3.7 3.7 3.7 3.8 3.7 3.6 3.9 3.8 -6 -2

Margins - Cumulative (%)

Yield on Advances 10.9 10.9 10.5 10.7 11.4 11.4 10.7 11.5 12.4

Yield on Investments 6.1 6.4 6.6 6.3 6.3 6.5 7.6 6.8 7.7

Cost of Deposits 5.1 5.1 5.1 5.1 5.4 5.6 6.6 5.9 6.9

NIM 3.7 3.7 3.7 3.6 3.8 3.7 3.6 3.6 3.8

Balance Sheet (INR B)

Loans 230 232 254 262 264 282 297 331 332 0 26

Deposits 376 397 409 447 431 474 488 533 531 0 23

CASA Deposits 142 163 162 181 174 181 196 217 206 -5 18

of which Savings 104 110 118 127 132 135 150 160 161 1 22

                Current 38 53 44 54 42 46 46 57 45 -22 7

Break up of Investments 169 171 172 197 182 198 198 216 220 2 21

         HTM 102 110 114 122 121 126 132 139 143 3 18

         AFS 67 61 58 75 60 72 66 77 77 0 28

Others

Branches 539 536 538 548 549 558 562 603 611 8 62

Employees 7,796 7,920 7,941 7,938 7,920 7,933 9,268 9,252 9,240 -12 1,320

For %age change QoQ and YoY is bp Source: Company/MOSL
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EPS: MOSL forecast v/s consensus (INR)
MOSL Consensus Variation

Forecast Forecast (%)

FY13 185.7 186.7 -0.5

FY14 206.3 213.2 -3.3

Shareholding pattern (%)
Jun-12 Mar-12 Jun-11

Promoter 53.2 53.2 53.2

Domestic Inst 3.0 2.8 3.7

Foreign 26.9 25.6 24.1

Others 16.9 18.4 19.1

1-year Sensex rebased

Stock Info



Jammu & Kashmir Bank

9 August 2012  7

Financials and Valuations



Jammu & Kashmir Bank

9 August 2012  8

Financials and Valuations



Jammu & Kashmir Bank

9 August 2012  9

N O T E S



Disclosures
This report is for personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. This research report does not constitute an offer, invitation or inducement
to invest in securities or other investments and Motilal Oswal Securities Limited (hereinafter referred as MOSt) is not soliciting any action based upon it. This report is not for public distribution and has been
furnished to you solely for your information and should not be reproduced or redistributed to any other person in any form.

Unauthorized disclosure, use, dissemination or copying (either whole or partial) of this information, is prohibited. The person accessing this information specifically agrees to exempt MOSt or any of its affiliates

or employees from, any and all responsibility/liability arising from such misuse and agrees not to hold MOSt or any of its affiliates or employees responsible for any such misuse and further agrees to hold MOSt
or any of its affiliates or employees free and harmless from all losses, costs, damages, expenses that may be suffered by the person accessing this information due to any errors and delays.

The information contained herein is based on publicly available data or other sources believed to be reliable. While we would endeavour to update the information herein on reasonable basis,  MOSt and/or its
affiliates are under no obligation to update the information. Also there may be regulatory, compliance, or other reasons that may prevent MOSt and/or its affiliates from doing so. MOSt or any of its affiliates or

employees shall not be in any way responsible and liable for any loss or damage that may arise to any person from any inadvertent error in the information contained in this report . MOSt or any of its affiliates
or employees do not provide, at any time, any express or implied warranty of any kind, regarding any matter pertaining to this report, including without limitation the implied warranties of merchantability, fitness
for a particular purpose, and non-infringement. The recipients of this report should rely on their own investigations.

This report is intended for distribution to institutional investors. Recipients who are not institutional investors should seek advice of their independent financial advisor prior to taking any investment decision

based on this report or for any necessary explanation of its contents.

MOSt and/or its affiliates and/or employees may have interests/positions, financial or otherwise in the securities mentioned in this report. To enhance transparency, MOSt has incorporated a Disclosure of Interest
Statement in this document. This should, however, not be treated as endorsement of the views expressed in the report.

Disclosure of Interest Statement Jammu & Kashmir Bank
1. Analyst ownership of the stock No
2. Group/Directors ownership of the stock No
3. Broking relationship with company covered No
4. Investment Banking relationship with company covered No

Analyst Certification
The views expressed in this research report accurately reflect the personal views of the analyst(s) about the subject securities or issues, and no part of the compensation of the research analyst(s) was, is, or
will be directly or indirectly related to the specific recommendations and views expressed by research analyst(s) in this report. The research analysts, strategists, or research associates principally responsible
for preparation of MOSt research receive compensation based upon various factors, including quality of research, investor client feedback, stock picking, competitive factors and firm revenues.

Regional Disclosures (outside India)
This report is not directed or intended for distribution to or use by any person or entity resident in a state, country or any jurisdiction, where such distribution, publication, availability or use would be contrary to
law, regulation or which would subject MOSt & its group companies to registration or licensing requirements within such jurisdictions.

For U.K.
This report is intended for distribution only to persons having professional experience in matters relating to investments as described in Article 19 of the Financial Services and Markets Act 2000 (Financial

Promotion) Order 2005 (referred to as "investment professionals").  This document must not be acted on or relied on by persons who are not investment professionals. Any investment or investment activity to
which this document relates is only available to investment professionals and will be engaged in only with such persons.

For U.S.
MOSt is not a registered broker-dealer in the United States (U.S.) and, therefore, is not subject to U.S. rules. In reliance on the exemption from registration provided by Rule 15a-6 of the U.S. Securities Exchange

Act of 1934, as amended (the "Exchange Act") and interpretations thereof by the U.S. Securities and Exchange Commission ("SEC") in order to conduct business with Institutional Investors based in the U.S.,
Motilal Oswal has entered into a chaperoning agreement with a U.S. registered broker-dealer, Marco Polo Securities Inc. ("Marco Polo"). Any business interaction pursuant to this report will have to be executed
within the provisions of this Chaperoning agreement.

This report is intended for distribution only to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the Exchange Act and interpretations thereof by SEC (henceforth referred to as "major institutional

investors"). This document must not be acted on or relied on by persons who are not major institutional investors. Any investment or investment activity to which this document relates is only available to major
institutional investors and will be engaged in only with major institutional investors.

The Research Analysts contributing to the report may not be registered /qualified as research analyst with FINRA. Such research analyst may not be associated persons of the U.S. registered broker-dealer, Marco
Polo and therefore, may not be subject to NASD rule 2711 and NYSE Rule 472 restrictions on communication with a subject company, public appearances and trading securities held by a research analyst account.

Motilal Oswal Securities Ltd
Motilal Oswal Tower, Level 9, Sayani Road, Prabhadevi, Mumbai 400 025

Phone: +91 22 3982 5500  E-mail: reports@motilaloswal.com


