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CMP: INR1,329 TP: INR1,675 Buy

Financials & Valuation (INR b)
Y/E March 2013E 2014E 2015E

NII 22.9 26.0 30.2

OP 17.4 19.5 22.6

NP 10.8 11.4 12.8

NIM (%) 3.8 3.6 3.6

EPS (INR) 223.3 235.6 264.1

EPS Gr. (%) 34.8 5.5 12.1

BV/Sh. (INR) 1,015 1,196 1,398

ABV/Sh. (INR) 1,003 1,173 1,365

ROE (%) 24.0 21.3 20.4

ROA (%) 1.7 1.5 1.4

Payout (%) 23.4 23.4 23.4

Valuations

P/E(X) 3.4 3.5 4.0

P/BV (X) 1.3 1.1 1.0

P/ABV (X) 1.3 1.1 1.0

Div. Yield (%) 3.4 3.5 4.0

BSE Sensex S&P CNX
19,580 5,939

Bloomberg JKBK IN

Equity Shares (m) 48.5

M.Cap. (INR b)/(USD b) 64.7/1.3

52-Week Range (INR) 1,473/782

1,6,12 Rel.Perf.(%) 2/30/50
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3QFY13 Results Update | Sector: Financials

Jammu and Kashmir Bank (JKBK) posted PAT growth of 36% YoY (7% QoQ) in

3QFY13 to INR2.9b. Core operating parameters were healthy, with NIM at 4.1%

(up 44bp YoY and 13bp QoQ), loan growth of 20% YoY (4% QoQ) and PCR of ~94%.

 While slippages were contained at INR1.1b (annualized slippage ratio of 1.5%),

negative surprise came from higher restructuring of INR7.3b (2% of overall

loans). The management mentioned that the restructuring was largely on

account of four large corporate accounts worth INR4.7b.

 While yield on loans declined 11bp QoQ to 12.6%, the decline in cost of funds

was sharper (down 26bp QoQ), and led to margin expansion (13bp QoQ) to

4.1%. Margins were 6% in the home state and 2.5% in states other than J&K.

 Loans grew 6% QoQ within J&K and 4.5% QoQ in other states. Overall loans

grew 20% YoY.

 CASA growth was strong at 7% QoQ and 15% YoY, led by 7% QoQ (17% YoY)

increase in SA deposits. CA deposits grew 10% QoQ (9% YoY). CASA ratio

improved to 39.4% v/s 38.2% in 2QFY13.

Valuation and view: JKBK continues to deliver healthy performance on business

growth and NIM. Some of the core operating parameters like CASA ratio of ~40%,

NIM of 4% with the lowest CD ratio of 62%, PCR of 94%+ and RoA/RoE of 1.5%+/

21%+ remain the best in the industry. While the sharp increase in restructured

loans came as a negative surprise, the management stated that these were

technical and no NPV hit was taken. Further, it does not expect significant

restructuring going forward, which provides some comfort. Maintain Buy.
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Overall NIM expands 13bp QoQ, driven by lower cost of funds
While yield on loans declined 11bp QoQ to 12.6%, the decline in cost of funds was

sharper (down 26bp QoQ), and led to margin expansion. Incrementally, higher funding

was done through CASA (which constituted 71% of incremental balance sheet growth),

resulting in decline in cost of deposits. Strong NIM of 6% in the state of J&K (constitutes

41% of overall loans) is translating into higher overall NIM. NIM in states other than

J&K was 2.5%.

Reported GNPA and NNPA contained
Slippages were contained at INR1.1b (annualized slippage ratio of 1.5%) v/s INR984m

a quarter ago. GNPA increased 5% QoQ to INR5.8b while NNPA declined 11% QoQ to

INR495m. In percentage terms, GNPA stood at 1.6% and NNPA at 14bp. PCR (including

technical write-offs) improved further to 94.2% as compared to 93.3% in 2QFY13.

Higher restructuring surprised negatively
Negative surprise came from higher restructuring of INR7.3b (2% of overall loans)

during the quarter. Outstanding restructured (net of repayment) loan book increased

to INR19.8b (5.5% of overall loans). Top 4-5 accounts contributed more than 60% of

the incremental restructuring and they were technical in nature. Bank did not take

any NPV loss on incremental restructuring. The major stress was witnessed in

corporate portfolio. Of the restructured book, 30-35% pertains to accounts within J&K

and the balance to accounts outside J&K. Segment-wise INR7.3b in manufacturing

segment, services - INR5.5b, Agriculture - INR530m, Real Estate - INR470m.

Healthy business growth
Loan growth was healthy at 4% QoQ and 20% YoY to INR357b. Deposits grew 3.9% QoQ

and 17% YoY to INR571b. As a result, CD ratio was stable at 62.5% and there still

remains ample scope to improve CD ratio, which could in-turn provide cushion to

margins.

Healthy CASA growth; capitalizing on strong presence in J&K
CASA growth was strong at 7% QoQ and 15% YoY, led by 7% QoQ (17% YoY) increase in

SA deposits. CA deposits grew 10% QoQ (9% YoY). Overall CASA ratio improved to

39.4% as compared to 38.2% a quarter ago. The state of J&K accounts for 62% of its

overall deposits and 53% of these are CASA deposits.

Other highlights
 The bank has a loan growth target of 25% within the state of J&K and 17-18% in

other states, implying overall loan growth guidance of 20%+. Similarly, it has a

deposit growth guidance of 20% within the state of J&K and 15% in other states.

 Fee income (ex-Insurance) picked up during the quarter (+13% both QoQ and YoY)

and was at INR437m.

 Opex grew 24% YoY and 13% QoQ to INR2.5b. Operating profit growth was strong

at 34% YoY.

 JKBK made a provision of INR135m towards pending wage negotiation.

 Capitalization remains strong at 13.8%, with tier-I ratio of 11.8%.
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J&K Bank : One year forward P/E J&K Bank: One year forward P/BV

Valuation and view
JKBK has been able to contain slippages. However, sharp increase in restructured

loans came as a negative surprise. The management stated that these were technical

in nature and no NPV hit was taken. Further, it does not expect significant restructuring

going forward, which provides some comfort. However, we build in higher slippages

of 1.6% and credit cost of 0.4/0.5% for FY14/15 as compared to 1.3% and 0.25% expected

in FY13.

On core parameters, JKBK continues to deliver healthy performance on business growth

and margins. CASA ratio of ~40%, NIM of 4%, with the lowest CD ratio of 62%, and PCR

of 94%+ remain the best in the industry. We believe that margins are at an elevated

level and would decline, as JKBK builds up its PSL portfolio and lending yields in the

system decline. We are factoring a margin decline of 15-20bp over FY14/15. RoA/RoE

would, however, remain healthy at ~1.5%/20%+. We have not considered Metlife

value in our valuations. Maintain Buy.

Dupont Analysis: Sharp improvement in ROA led by NIMs and operating leverage (%)

Y/E March FY05 FY06 FY07 FY08 FY09 FY10 FY11 FY12 FY13E FY14E FY15E

NI 2.6 2.6 2.8 2.6 2.8 2.8 3.3 3.3 3.5 3.4 3.4

Fee income 0.4 0.5 0.5 0.5 0.5 0.6 0.6 0.5 0.5 0.5 0.5

Core Income 3.0 3.1 3.2 3.1 3.3 3.4 3.9 3.9 4.0 3.9 3.9

Opex 1.4 1.4 1.4 1.3 1.3 1.4 1.6 1.4 1.4 1.4 1.4

Cost to Core Income Ratio 46.6 43.6 41.6 41.8 40.4 42.4 41.8 37.5 36.3 36.7 36.4

        - Exp Costs 0.8 0.8 0.8 0.7 0.8 0.9 1.1 0.9 0.9 0.9 0.9

        - Other Opex 0.6 0.6 0.6 0.6 0.5 0.5 0.5 0.5 0.5 0.5 0.5

Core Operating Profit 1.6 1.8 1.9 1.8 2.0 2.0 2.3 2.4 2.5 2.5 2.5

Non-Core income 0.0 -0.1 0.1 0.3 0.2 0.4 0.2 0.1 0.1 0.1 0.1

Operating Profit 1.6 1.7 2.0 2.1 2.2 2.4 2.5 2.5 2.7 2.6 2.6

Provisions 1.0 0.7 0.5 0.2 0.4 0.4 0.5 0.3 0.3 0.4 0.4

Loan-loss-provisions 0.2 0.3 0.3 0.1 0.2 0.4 0.3 0.2 0.1 0.2 0.3

Other provisions 0.9 0.3 0.2 0.1 0.2 0.0 0.2 0.1 0.1 0.1 0.1

PBT 0.6 1.0 1.5 1.9 1.8 2.0 2.0 2.2 2.4 2.2 2.1

Tax 0.1 0.3 0.5 0.7 0.6 0.7 0.7 0.7 0.8 0.7 0.7

ROAA 0.5 0.7 1.0 1.2 1.2 1.3 1.3 1.5 1.7 1.5 1.4

Leverage (x) 14.0 14.7 14.5 14.2 14.3 14.2 14.3 14.6 14.4 14.1 14.1

ROAE 7.1 10.2 14.4 16.7 16.6 18.2 19.0 21.2 24.0 21.3 20.4
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Quarterly trends

CD ratio stable QoQ; lowest amongst banks (%)

Fee income growth remains healthy (%)

Credit cost contained (bp)

 Containment of fresh slippages has led to lower credit

cost even as bank has maintained PCR of 90%+

Business growth driven by growth in J&K state

 The management targets business growth of 20%+ in

FY13, of which growth in state of J&K targetted is 25%.

Slippages contained; higher restructuring a negative surprise

 During the quarter fresh slippages stood at INR1.1b

but restructuring of INR7.3b led to higher addition of

stress.

CASA ratio improves QoQ; aids margin expansion (%)

 Fee income as a proportion of average assets remains

low at just 50bp - one of the lowest among peers

 CD ratio remains low, leaving ample scope for

improvement, which would provide cushion to margins

 CASA growth was strong at 7% QoQ (15% YoY), led by 7%

QoQ (17% YoY) increase in SA deposits
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Quarterly Snapshot (INR m)

FY12 FY13 Variation (%) Cumulative Numbers

1Q 2Q 3Q 4Q 1Q 2Q 3Q QoQ YoY 9MFY12 9MFY13 YoY Gr (%)

Profit and Loss

Interest Income 10,559 11,556 12,665 13,575 14,762 15,006 15,332 2 21 34,780 45,100 30

Interest Expenses 6,187 7,213 8,157 8,414 9,405 9,479 9,390 -1 15 21,558 28,275 31

Net Interest Income 4,372 4,343 4,508 5,161 5,356 5,527 5,942 8 32 13,223 16,825 27

Other Income 670 712 736 1,222 934 909 905 0 23 2,119 2,748 30

    Trading profits 101 85 88 227 202 261 187 -28 113 274 651 137

    CEB 342 339 387 433 436 387 437 13 13 1,067 1,260 18

    Insurance Income 74 59 61 81 75 74 65 -13 6 194 213 10

    Others 153 230 200 481 221 187 217 16 8 583 625 7

Total Income 5,042 5,055 5,244 6,383 6,290 6,436 6,847 6 31 15,341 19,573 28

Operating Expenses 1,878 1,927 2,009 2,208 2,138 2,209 2,500 13 24 5,814 6,847 18

      Employee 1,278 1,255 1,308 1,373 1,379 1,430 1,638 15 25 3,841 4,447 16

      Others 600 672 700 834 759 779 862 11 23 1,973 2,400 22

Operating Profits 3,164 3,128 3,236 4,176 4,152 4,227 4,348 3 34 9,527 12,726 34

Provisions 445 223 182 843 504 328 224 -32 23 850 1,056 24

      NPA 250 130 150 370 260 90 170 89 13 530 520 -2

      MTM 37 45 -2 198 0 6 1 -82 -167 80 7 -92

      Others 158 48 33 275 244 232 53 -77 60 240 529 121

PBT 2,719 2,904 3,054 3,333 3,648 3,899 4,124 6 35 8,677 11,670 34

Taxes 896 908 922 1,252 1,187 1,203 1,230 2 33 2,726 3,620 33

PAT 1,823 1,997 2,132 2,081 2,461 2,695 2,894 7 36 5,951 8,050 35

Asset Quality

GNPA 5,283 5,419 5,450 5,166 5,410 5,516 5,817 5 7

NNPA 584 630 489 493 482 553 495 -11 1

GNPA (%) 2.0 1.9 1.8 1.5 1.6 1.6 1.6 2 -19

NNPA (%) 0.22 0.22 0.16 0.15 0.14 0.16 0.14 -2 -2

PCR (Calculated, %) 89.0 88.4 91.0 90.4 91.1 90.0 91.5 152 47

Ratios (%)

Fees to Total Income 8.2 7.9 8.5 8.1 8.1 7.2 7.3 3.8 3.2

Cost to Core Income 39.2 40.7 40.5 38.9 36.4 36.9 38.8 42.1 39.2

Tax Rate 33.0 31.3 30.2 37.6 32.5 30.9 29.8 31.4 31.0

CASA (Reported) 40.4 38.2 40.2 40.7 38.7 38.2 39.4

Loan/Deposit 61.3 59.5 61.0 62.0 62.6 62.4 62.5

CAR 14.4 13.6 13.6 13.4 13.8 13.7 13.8

          Tier I 11.8 11.3 0.0 11.1 11.5 11.6 11.8

Margins - Quarterly (%)

Yield on Advances 11.5 12.1 12.2 12.2 12.5 12.7 12.6 -11 45

Yield on Investments 7.1 7.3 7.3 7.5 7.7 7.5 7.4 -6 9

Cost of Deposits 5.9 6.5 6.7 6.4 7.0 7.0 6.7 -26 1

NIM 4.0 3.8 3.6 3.9 3.8 3.9 4.1 13 44

Margins - Cumulative (%)

Yield on Advances 11.4 11.8 11.9 11.5 12.4 12.6 12.6 -2 71

Yield on Investments 6.3 7.2 7.2 6.8 7.7 7.6 7.5 -5 31

Cost of Deposits 5.4 6.2 6.4 5.9 6.9 7.0 6.9 -10 56

NIM 3.8 3.9 3.8 3.8 3.8 3.9 3.9 5 16

Balance Sheet (INR B)

Loans 264 282 297 331 332 343 357 4 20

Deposits 431 474 488 533 531 549 571 4 17

CASA Deposits 174 181 196 217 206 210 225 7 15

of which Savings 132 135 150 160 161 164 175 7 17

                Current 42 46 46 57 45 46 50 10 9

Break up of Investments 182 198 198 216 220 225 227 1 14

         HTM 121 126 132 139 143 149 152 2 15

         AFS 60 72 66 77 77 76 74 -3 12

Please note that other income includes INR1b and INR400m on account of interest on income tax refund for 2QFY13 and

2QFY12, respectively. Source: Company, MOSL
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EPS: MOSL forecast v/s consensus (INR)
MOSL Consensus Variation

Forecast Forecast (%)

FY13 223.3 207.3 7.7

FY14 235.6 231.1 2.0

Shareholding pattern (%)
Dec-12 Sep-12 Dec-11

Promoter 53.2 53.2 53.2

Domestic Inst 4.9 3.9 3.0

Foreign 24.7 25.2 25.0

Others 17.2 17.7 18.9

1-year Sensex rebased

Stock Info
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