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Headline NIM slips, core fundamentals remain intact; maintain BUY

J&K Bank reported a mixed set of numbers in Q1FY27, with the headline
NIM miss triggering a sharp negative stock reaction, despite the underlying
core NIM remained sequentially stable. Whilst reported NIM declined
24bps q/q to 3.28%, which excluding Rs1.05bn one-off interest expense in
Q4FY26 would have remained largely flat q/q, implying the undetlying
margin held up better than the reported number suggests. The management
expects NIM to recover to ~3.5% in the coming quarters. Credit growth
remained robust at ~26.6% y/y, well-ahead of guidance, led by opportunity-
driven corporate lending, with the next leg of growth expected to be driven
by retail. Asset quality strengthened further with gross/net slippages
improving on both q/q and y/y basis, along with a sharp improvement in
SMA book. Looking ahead, we expect the bank’s credit growth to be in-line
with system, while profitability is likely to sustain at healthy levels (RoA
>1.2%/RoE ~14%). We maintain BUY rating on J&K Bank with a 12-month
TP of Rs218, valuing the stock at 1.1x FY28e P /BV.

Retail to drive the next leg of growth: Credit growth remained robust with
advances increasing by ~26.6% y/y in Q1FY27 (vs. 17.7% y/y in Q4FY20),
driven by strong traction in corporate segment. Maintaining that sharp growth
in corporate segment was opportunity-led, the management expects growth in
the coming quarters to be driven primarily by retail, with retail loan growth in
J&K beginning to pick up. It expects 18-20% credit growth in FY27e.

NIM compression drags on earnings: NIM declined by 24bps q/q to 3.28%,
led by a sharp 28bps rise in CoF and 25bps improvement in LDR, partly offset
by Gbps rise increase in yields. Excluding the Rs1.05bn one-off interest expense
in Q4FY26 (subvention on a government scheme), NIM would have remained
sequentially flat. Looking ahead, the management expects NIM to improve to
~3.5%, aided by: (a) higher yields (better retail mix and run-off of low-yielding
corporate loans); and (b) lower CoF through the run-off of high-cost deposits.
Non-interest income was below expectations, mainly due to lower recoveries
from written-off accounts and muted treasury income. Expecting both to recover
in the coming quarters, we build in Rs4bn+ of income from these segments in
FY27¢. The management has guided for 16% RoE in FY27e, aided by NIM
recovery, improving operating efficiency and negligible credit cost over the
coming quarters.

Slippages continue to ease: Asset quality improved, with gross slippages
declining to 42bps in Q1FY27 (from 71bps in Q4FY26 and 105bps in Q1FY206)
and net slippages moderating to 6bps (from 19bps in Q4FY26 and 30bps in
Q1FY26). The bank’s SMA book also saw a sharp improvement to 11.1% (from
16.3% in Q1FY26). On ECL front, the management expects the impact to be
lower than Rs16-17bn, as guided in the previous quarter.

Valuation: We expect the bank’s credit growth to be in-line with system, while
profitability is likely to sustain at healthy levels (RoA >1.2%/RoE ~14%). We
maintain BUY rating on the stock with a TP of Rs218, valuing it at 1.1x FY28e
P/BV. Key Risks: (a) Higher credit cost led by increased slippages and lower
recoveries; and (b) lower credit growth.
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Quick Glance - Financials and Valuations

Fig 1 — Income statement (Rs m)

Fig 4 - Price-to-Book Band

Y/E Mar FY24 FY25 FY26 FY27e FY28e
Net interest income 52,037 57,938 58,757 65938 76,711 300

NIl growth (%) 97 13 14 122 163 15
Non-interest income 8,255 11,368 9,440 10,936 12,704 250
Total Income 60,292 69306 68,198 76,874 89,415

Income growth (%) 9.6 15.0 -16 12.7 16.3 200 11x
Operating expenses 37,523 40,008 38,333 39,292 44,007
PPoP 22769 29298 29864 37,582 45409 150 ¥ a .

PPoP growth (%) 25 287 19 258 208 0.7
Provisions 4077 39 286 4286 8323 100 ,m‘\;'fw'
PBT 23846 29337 29578 33296 37,086 W"‘ ‘

Tax 6173 8513 5944 8391 9,346 50 m\\%ﬂ‘k ’9‘( 0.3
PAT 17673 20825 23634 24906 27,740 W-—,-"’M‘w

PAT growth (%) 477 178 135 54 114 0
FDEPS (Rs) 160 189 215 226 252 g222222222222222222222222
DPS (Rs) 2.2 22 0.0 0.0 0.0 T T T e T e
Source: Company, Anand Rathi Research Source: Bloomberg
Fig 2 — Balance Sheet (Rs m) Fig 5 - 1-Year Forward Price-to-BV
Y/E Mar FY24 FY25 FY26 FY27e FY28e
Share capital 1,101 1,101 1,101 1,101 1,101 140
Reserves & surplus 1,221,255 141418 166,397 191,303 2,19,043
Deposits 13,47,749 1485695 16,53,540 18,76,768 21,39,515 120 | 425D
Borrowings 28850 23,828 34310 44603 66905 “ A
Other labiles 46310 42642 36591 51998 58345 | isp
Total liabilities 15,45,266 16,94,685 18,91,940 21,65,768 24,84,909 0.80 r
Advances 9,37,625 10,41,987 12,26, 410 14,28,768 16,64,515 0.60 Mean
Investments 349,867 4,112,127 4,08219 4,63,328 528,194 040 , MA Nf .
Cash & bank balances 81775 97598 78258 91,038 1,05913 v wv
Fixed & other assets 1,75,999 142,972 179,053 182,634 1,86,287 0.20
Total assets 15,45,266 16,94,685 18,91,040 21,65,768 24,84,909 2D
No. of shares (m) 1101 1101 00 tt01 1100 0L o o L e o o oy s o= om s

Deposits growth (%) 104 102 1.3 135 14.0 5 3 3 3 3 3 3 3 3 3 3 3 3

Advances growth (%) 13.9 111 17.7 16.5 16.5
Source: Company, Anand Rathi Research Source: Company, Anand Rathi Research
Fig 3 — Ratio Analysis (%) Fig 6 — Price Movement
Y/E Mar FY24 FY25 FY26 FY27e FY28e
NIM 40 40 36 36 36
Cost-income 622 577 562 511 492 (9
RoA 1.2 13 13 12 12 200
RoE 159 157 152 13.8 134 180
DPS 22 2.2 0.0 0.0 00 160
LDR 696  70.1 742 761 778 140
Gross NPA 4.1 34 25 23 23 120
Net NPA 08 08 06 06 06 100
Provision coverage 814 77.3 749 75.0 75.0 80
BV () 1111 1294 1521 1747 1999 60
CAR (%) 153 163 166 1741 16.6 20
- Tier 1 13.1 140 144 153 150 ”

P/E (x) 96 8.2 72 6.8 6.1 § 8888833338888 888
P/BV (x) 14 12 10 09 08 2882388238823 88283
P /ABV (x) 15 1.2 1.1 0.9 08

Source: Company, Anand Rathi Research

Source: Bloomberg
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] Key Highlights

Quarterly Snapshot

Fig 7 - Income Statement
(Rs m) Q4FY24 Q1IFY25 Q2FY25 Q3FY25 Q4FY25 Q1FY26 Q2FY26 Q3FY26 Q4FY26  QIFY27

Interest income 20102 20944 31235 32061 32119 32682 32918 33134 32717 35460
Interest expense 16,041 16,252 16876 16974 17,319 18028 18578 18246 17,842 20489
NIl 13,061 13692 14359 15087 14,800 14,654 14,340 14889 14875 14,971
yly growth (%) 45 6.7 77 178 133 70 ©0.1) 1.3) 0.5 22
Non-interest income 2,246 1,941 2,961 2423 4,043 2,503 1,549 2,795 2,594 2,140
Total Income 15307 15633 17,320 17,510 18843 17,457 15889 17,683 17469 17,111
yly growth (%) 8.1 34 136 19.7 231 97 (8.3) 10 (7.3) (0.3)
Operating expenses 8,669 9,687 9450 10029 10,843 10,429 9,663 9,881 8361 10,079
Of which, staff cost 4,839 6,895 6,579 7,012 7,317 6,609 6,459 6,565 5,092 6,512
PPOP 6,638 5,947 7,869 7,481 8,000 6,728 6,226 7,803 9,108 7,033
yly growth (%) 476 126 472 35.9 205 13.1 (20.9) 43 138 45
Total provisions (1,651) (175) 325 (98) 92) 151 (109) (258) 503 840
PBT 8,289 6,122 7,544 7,579 8,092 6,577 6,336 8,061 8,605 6,192
Tax 1,902 1,967 2,035 2,264 2,246 1,729 1,394 2,193 627 1,951
PAT 6,387 4,155 5,509 5,315 5,845 4,848 4,941 5,867 7978 4,242
yly growth (%) 34.1 273 446 26.2 (8.5) 16.7 (10.3) 104 365 (12.5)

Source: Company, Anand Rathi Research

Fig 8 — Balance sheet
(Rs m) Q4FY24 QIFY25 Q2FY25 Q3FY25 Q4FY25 Q1FY26 Q2FY26 Q3FY26 Q4FY26  QIFY27

Equity capital 1,101
Reserves & Surplus 1,21,256
Deposits 13,47,749
Borrowings 28,850
Other liabilities 46,310
Equity and Liabilities 15,45,266
yly deposits growth (%) 104
q/q deposits growth (%) 4.8
Cash and cash balances 81,775
Advances 9,37,625
Investments 3,49,867
Other Assets 1,75,999
Total Assets 15,45,266
yly advances growth (%) 13.9
q/q advances growth (%) 45

Source: Company, Anand Rathi Research
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Fig 9 - Asset Quality Movement
(Rs m) Q2FY25 Q3FY25 Q4FY25 Q1FY26 Q2FY26 Q3FY26 Q4FY26 Q1FY27

Opening balance 38,576 39,163 40,410 36,048 36,382 35,853 34,871 31,248
Slippage 2,562 3,215 1,976 2,740 2,370 1,550 2,020 1,300
Recovery 1,947 1,959 2,851 1,950 2,650 2,490 1,473 1,119
Write-offs 28 9 3,487 457 249 41 4170 539
Closing balance 39,163 40,410 36,048 36,382 35,853 34,871 31,248 30,889
GNPA (%) 4.0 4.1 34 35 33 3.0 25 24
Gross slippage ratio (%) 1.1 1.3 0.8 1.1 0.9 0.6 0.7 0.4
Source: Company, Anand Rathi Research
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Fig 10 - Yield, Cost and Margin Fig 11 — Credit Growth vs. LDR
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Fig 12 - Deposit Growth vs. CASA Ratio Fig 13 - Sectoral Break-up of Advances (%)
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Fig 14 - Advances - Geographical-mix Fig 15 — Asset Quality and Slippage Trends
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I Outlook and Valuation

We expect the bank’s credit growth to be in-line with system, while
profitability is likely to sustain at healthy levels (RoA >1.2%/RoE ~14%).
We maintain BUY rating on the stock with a TP of Rs218, valuing it at 1.1x
FY28e P/BV.

New Estimates Old Estimates  Change (%) New Estimates Old Estimates  Change (%)

Fig 16 — Change in Estimates
h“

i
NIl 65,938 66,536 (0.9) 76,711 76,318 05

PPoP 37,582 37,086 13 45,409 44,028 3.1
PAT 24,906 24,576 13 27,740 25,654 8.1

Source: Anand Rathi Research

Key Risks
B Higher credit cost owing to increased slippages and lower recoveries.

B Slower credit growth.
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