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Brickwork Ratings (BWR) downgrades the rating of Basel III compliant Tier II Bond issue

amounting to T 2000 Crores to ‘BWR AA-’

and also downgrades the Basel III compliant

Additional Tier I Bond issue amounting to ¥ 1000 Crores to ‘BWR A’ of The Jammu and Kashmir
Bank Limited. The Rating is placed on Credit Watch with Negative implications.
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* Please refer to BWR website www brickworkratings.com/ for definition of the ratings

Rating Downgrade and Credit Watch With Negative Implications

Brickwork Ratings (BWR) downgrades the rating of The Jammu and Kashmir Bank Limited’s (‘J&K
Bank® or “the Bank’) two issues of Basel 1T Compliant Tier I Bonds of 1000 Cr each and Basel 11
Compliant Additional Tier I bond issue of Rs.1000 Cr and places it on Credit Watch with Negative

Implications.

The Rating downgrade necessarily factors in the concerns over the cessation of the last Director and
Chairman/ Chiel Executive Officer of the Bank prior to completion of his term and the ongoing
investigations on recruitment and quality of advances during his tenure. BWR notes this as a material
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development in the Bank. Given the uncertainty over the quantum of impact on the financials of the Bank,
the rating is placed on Credit watch with Negative Implication

BWR shall monitor the impact of recent developments in the Bank on changes in the top management,
cessation of the Director and Chairman/ Chief Executive Officer of the Bank resulting in appointment of
Chairman cum Managing Director for an interim short period of 3 months. On an overall basis, any
further deterioration in the asset quality as a result of the aforesaid may adversely impact the financials of
the Bank going forward. BWR views this as a key monitorable for a further rating action. Appointment of
full term Managing Director & Chief Executive Officer of the Bank and improving upon the Corporate
Governance through better transparency and compliance shall be the other monitorable.

Rationale/Description of Key Rating Drivers/Rating sensitivities:
Brickwork Ratings have relied on J&K Bank’s financial results upto Q4/ FY19, publicly available
information and other information/clarifications provided by the Bank.

The Bank’s asset quality continues to remain weak during FY 19 as reflected through increase in Gross
NPA to Rs.6221 Cr (FY18: Rs.6007 Cr) mainly from its exposure to infrastructure, metals and textile
sectors. The rating is also constrained by the levels of stressed assets (GNPA + Standard Restructured
assets) though improving over the previous year, increase in GNPA & NNPA levels on absolute terms
over previous year FY 18, anticipated impact on the Bank’s performance in the event of any adversities in
the valley, and challenges to register continuous asset growth in the competing landscape.

The rating also factors in the State Government of Jammu & Kashmir's (GOJK) equity stake of 59.23%
in the Bank, periodic infusion of funds and its continued support, the Bank’s ability to manage asset
quality in a difficult environment, contain provisioning costs, maintain substantial low cost deposits,
improve profits and satisfactory capital adequacy ratio.

The bank’s ability to sustain its profitable performance and maintain the capital adequacy ratios as per
regulatory guidelines shall be the key rating sensitivities. Deterioration in the aforesaid parameters, may
adversely impact the assigned ratings.

Analytical Approach
For arriving at its ratings, BWR has applicd its rating methodology as detailed in the Rating Criteria
detailed below (hyperlinks provided at the end of this rationale).

The Bank’s Basel 111 compliant bonds are subject to extant guidelines of the Reserve Bank of India (RBI)
and as detailed in term sheet of respective issues. BWR considers them as Highly Complex instruments
in terms of published criteria.
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About the Bank

Background: The Jammu and Kashmir Bank Limited established in 1938 and became scheduled bank
in 1971, functions as a universal bank in Jammu & Kashmir and generally focuses on Corporate Banking
in the rest of the country. The Corporate headquarters of the Bank is located in Srinagar, Kashmir. As of
March 31, 2019, it has 940 branches and 1291 ATMs.

Management: Mr. Rajesh Kumar Chhibber has been appointed as the Chairman cum Managing
Director of the Bank effective from June 10, 2019 for an interim period of three months after the cessation
of Mr Parvez Ahmed on June 08, 2019. Mr Chhibber has over 37 years of Banking experience and has
the support of top management in taking the Bank forward. The management team comprises of two
Executive Presidents and eleven Presidents, all experienced professionals. Mr P K Tickoo is the
Executive President of the Bank and Mr Rakesh Gandotra is the CFO & President of the Bank

The Bank in its meeting dated June 10, 2019 post appointment of Mr Chhibber as the CMD has planned
to implement proactive steps to overcome the current situation. Please refer to the link for the Press
Release issued by the Bank on June 10, 2019 on the Exchange website:
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BWR Perspective

BWR believes the strategic importance of the Bank to the State, both to its business community and also
its depositors shall be of utmost importance to the State and the nation. Steps initiated by the regulating
machinery is an attempt to improve upon the best trade practices and cleanse of any inconvenience to the
Bank. The Bank being an independent entity has adequate qualified and experienced team members on
its Board as well as Management to steam through any adversities. The Bank with more than 50% of
operations in the State of Jammu and Kashmir has displayed consistency to overcome issues of any
adversities in the valley. Having said that, the Auditors comments on the Bank’s financial performance as
of March 31, 2019 and the management's guidance in the Discussion and Analysis statement on
publishing of the Annual Report of the Bank as of March 31, 2019 shall clarify on the path for the Bank
going forward. BWR considers the recent developments post cessation of the last CMD of the Bank could
have implications on its performance, and the quantum of such impact presently remains to be uncertain,

Financial Performance

Business Performance : The Bank’s business at ¥ 155,911 Cr as of March 31, 2019 has grown by
13.87% over the previous year FY 18 of ¥ 136,919 Cr, during the year FY 19 deposits have increased by
2 9633 Cr and net advances by ¥ 9359 Cr. Bank’s share of corporate advances to Gross advances is 43%
(FY18: 51%), followed by personal loans @ 26% (FY 18: 21%), agriculture is 11% (FY 18: 9%); trade and
SME maintained (@10% and 8% respectively; and others 2% (FY 18: 1%). The Bank has maintained its
dominant CASA position@ 50.7%, one of the highest amongst peers
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Earnings: Bank's efforts 1o increase lending in advances with better yield while reducing its exposure o
loans with low yield have resulted in improving the Bank’s NIl and NIM. Net Interest Income for the
Bank during FY 19 stood at ¥ 3384 Cr, compared to FY 17 at Z 2871 Cr. Net Interest margin has improved
at 3.84% (FY18: 3.65%). Non Interest Income for FY 19 has increased to Z 813 Cr (FY18: ¥ 495 Cn),
mainly from treasury/ trading income of Rs.219 Cr in Q4FY19 (Q4FY18: Rs.23 Cr), followed by
miscellaneous income of Rs.122 Cr, commission of Rs.49 and insurance of Ks.14 Cr. The Bank has made
provision ( excluding taxes) of ¥ 1058 Cr (FY18: T 1022 cr), Operating profits have increased from
T1382Crin FY18 to ¥ 1718 crin FY19 and the net profits increased from ¥ 203 Cr to ¥ 465 Cr. Cost to
income ratio for FY 19 continues to remain high at 59% (FY18: 58.94%)

Asset Quality: As of FY19, GNPA is ¥ 6221 Cr (FY18: ¥ 6007 Cr) and NNPA is ¥ 3240 Cr ( FY18:
T 2791 Cr). The standard restructured advances has decreased from ¥ 4661 Crin FY18 to ¥ 3250 Cr,
During FY19, the Bank made recoveries amounting to ¥ 278 Cr, settlements & write off of ¥ 1815 Cr and
upgradations of ¥ 657 Cr, however additions to GNPA amounted to ¥ 2965 Cr. For FY 19, GNPA and
NNPA ratio stands at 8.97% (FY18: 9.96%) and 4.89% (FY'18: 4.9%) respectively. There is improvement
in stressed asset ratio from 17.69% in FY18 to 13.65% in FY19, though is high in the industry. PCR for
FY19 is 64.3% (FY18: 65.53%)

Capital Adequacy: As on March 31, 2019, the Bank’s total CRAR as per BASEL Il guidelines stands at
12.46% (FY18:11.42%) out of which Tier I capital adequacy ratio stood at 10.60% (FY18: 9.24%),
CET-1 ratio is 9.13% after raising of Basel 111 Additional Tier | bonds during FY19. The Bank has
improved the capital adequacy ratios and is above the regulatory requirement. The average liquidity
coverage ratio of the Bank as of March 31, 2019 is 335.40% well above the regulatory requirement.

In terms of guidelines, the regulatory CRAR requirement for March 31, 2019 is 10.875% (including
capital conservation buffer requirement)-, Tier 1 is 8.875% and CET-1 is 1.375% (including capital
conservation buffer requirement of 1.875%) respectively,

The Jammu & Kashmir Bank Ltd Audited Audited Audited
Key Parameters — Rs Cr FY2017 FY2018 FY2019
Total Deposits 72,463 80,006 89,639

Deposit Growth (in %) 4.43% 10.41% 12.04%
MNet Advances 49816 56,913 66,272

Loans Growth(%) -0.73% 14.25% 16, 44%
Total Business 122,279 136,919 135,911
Business Growth (%) 2.25% 11.97% 13.87%
CASA Ratio % 51.70% 50.89% 50.70%
Profitability Ratios (%)
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RoE (%) Nepative 3.42%, 71.27%
RoA (%) Negative 0.25% 0.49%
NIM (%) 3.38% 3.65% 3,849
Net Interest Income (NII) 2512 2871 3384
Non Interest Income 493 495 813
Operating profits 1294 1382 1718
Provisions (excluding taxes) 2800 1022 1058
PAT -1632 203 465
Cost to Income Ratio (%) 56.92% 58.94% 59.06%
Asset Liability Profile (%)

Loans/Deposit Ratio 68.75% 71.14% 73.93%
Gross NPAs to Gross Advances 11.20% 9.96% 8.97%
Net NPAs to Nat Advances 4.87% 4.90% 4.89%
Restructured Portfolio as a % of Gross Advances 10.34% 7.73% 4.68%
Gross NPA% + Std.Restructured. % (Stressed Advances) 21.54% 17.69% 13.65%
Provision Coverage Ratio 66.88% 65.53% 04.30%
CRAR(%) 10.80% 11.42% 12.46%
Tier 1 (%) 8.70%; 9.24%, 10.60%
CET I (%) B.70% 0.24% 9.13%
AT-1 (%) (.00% 0.00% 1.47%
Tier IT (%) 2,10% 2.18% 1.86%
Adjusted Book Value for FY17 & FYI18 (Rs.) 67.06 60.5 60.81
GoJK Stake (%) 56.45% 59.23% 59.23%
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Hyperlink/Reference to applicable Criteria
o General Criteria ¢ Banks and Financial Institutions
s Approach to Financial Ratios e Basel I1l Compliant Instruments
» Complexity levels of the Rated Instruments
Analytical Contacts Investor Contacts
Rajat Bahl
Chief Analytical Officer & Head - Financial Sector
Ratings Satish Nair
B +91 22 2831 1426, +91 22 2831 1439 Director - Global Market Development & Investor
rajat. b@brickworkratings.com Relations

M : +81 7738875550

B: +91 22 6745 6666

Hemant V Sagare satish.ni@brickworkratings.com
Senior Manager - Ratings

B :+91 80 4040 9940

Ext :333
hemant.s@brickworkratings.com

1-860-425-2742

For print and digital media

The Rating Rationale is sent to you for the sole purpose of dissemination through your print, digital or electronic media. While it
muy be used by vou acknowledging credit to BWR, please do not change the wording in the rationale to avoid conveying a
meaning different from what was intended by BWR. BWR alone has the sole right of sharing (both direct and indirect) it5
rationales for consideration or otherwise through any print or electronic or digital media.

Note on complexity levels of the rated instrument:
BWR complexity levels are meant for educating investors. The BWR  complexity levels are available at

www brickworkratings. com/download/ComplexitylLevels pdf  Investors queries can be sent to infof@brickworkratings.com.

About Brickwork Ratings

Brickwork Ratings (BWR), a SEBI registered Credit Rating Agency, accredited by RBI and empaneled by NSIC, oflers
Bank Loan, NCD, Commercial Paper, MSME ratings and grading services. NABARD has empaneled Brickwark for MFI
and NGO grading. BWR is accredited by IREDA & the Ministry of Mew and Renewable Energy (MNRE), Government of
India. Brickwork Ratings has Canara Bank, a leading public sector bank, as its promoter and stralegic pariner.

BWE has its corporate office in Bengaluru and a country-wide presence with its offices in Ahmedabad, Chandigarh,
Chennai, Hyderabad, Kolkata, Mumbai and New Delhi along with representatives in 15(H locations.
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DISCLAIMER

Brickwork Ratings (BWR) has assigned a rating based on the information obtained from the issuer and other reliable sources,
which are deemed to be accurate, BWR has taken considerable steps to avoid any data distortion; however, it does not examine the
precision or completeness of the information obtained. And hence, the information in this report is presented “as is” without any
express or implied warranty of any kind. BWR does not make any representation in respect to the truth or accuracy of any such
information. The rating assigned by BWR should be treated as an opinion rather than a recommendation to buy, sell or hold the
rated instrument and BWR shall not be liable for any |

osses incurred by users from any use of this report or its contents, BWR has
the right to change, suspend or withdraw the ratings at any time for any reason,



