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Loans growth picked-up pace 

 

SINGAPORE | BANKING | 2Q18 RESULTS 

 2Q18 PATMI of S$1,077mn is in line with our forecast of S$1,067mn.  
 NIM expansion, loans growth, and lower allowances were the key earnings drivers. 
 NII grew 13.7% YoY on the back of strong loans growth of 9.7% YoY and expansion of 

NIM by 8bps to 1.83%.  
 Upgrade to BUY (previously ACCUMULATE) with a higher target price of S$34.50 

(previous TP S$31.70), as we raised our ROE and earnings estimates (+6%). 
 

 
 
The Positives 
+ Net interest income enjoyed 13.7% YoY growth. NIM expanded 8bps YoY to 1.83% on a 
rising interest rate environment. NIM shrunk by 1 bps QoQ but excess funds are expected to 
be deployed effectively to raise NIM back up above 1.84%, supported by 2 more rate hikes.  
We have modelled in NIM of 1.86% for FY18e.  
+ Loans growth jumped 9.7% YoY, highest in almost 4 years. Loans growth was fairly broad-
based and mainly driven by double-digit growth in loans from manufacturing and financial 
institutions. Greater China was a standout with a 36.9% YoY growth. Due to market 
headwinds, guidance is still maintained at high-single-digit loans growth for FY18 (PSR 
estimate +10% YoY).  
+ Credit cost at 13bps, a decline of 19bps YoY. After an aggressive provisioning in 2Q17, ECL 
declined 50% due to a recovering O&G sector. Ongoing O&G recoveries will keep credit cost 
subdued. But offshore contractors still face the core issue of structural overcapacity. Hence, 
we forecast credit costs of 19bps for FY18, slightly lower than the guidance of 20bps.  
 
The Negatives 
- Non-interest income declined for the first time in 6 quarters. Non-interest income declined 
3.4% YoY. Fees income was down 3.7% YoY as wealth management fees retracted 2.9% YoY 
as customers turned more risk averse due to uncertain market conditions. Net gain from 
Investment securities declined almost 100% YoY due to a one-off gain on disposal of 
investment securities in 2Q17.  
- Expectations of higher dividend payout may be let down. Despite industry high CET1 ratio 
of 14.5%, the 50 cents per share dividends declared is slightly lower than 50% pay-out 
guidance. With a new Digital Bank franchise being introduced, capital might be diverted to 
fund large initial IT expenses. Market uncertainties have made management more vigilant in 
deploying capital. 
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Results at a glance

(SGD mn) 2Q18 2Q17 YoY (%) 1Q18 QoQ (%) Comments

NII 1,542 1,356 14% 1,470 5%
Loans  grew 9.7% YoY and NIM rose 4.6% YoY to 

1.83%.

Fees & Comm 498 517 -4% 517 -4%
Fund management grew 19.3% YoY and loan fees  

grew 45.1% YoY. Offset by decl ine in wealth 

management fees  of 2.9% YoY.

Other Non Int Income 302 311 -3% 243 24%
Net ga in from investment securi ties  decl ined by 

99% YoY due to ga ins  on disposal  of investment 

securi ties  last year. 

Total Revenue 2,342 2,184 7% 2,230 5%

Expenses 1,022 995 3% 987 4%
Staff cost rose 13.2% YoY, offset by  10% YoY 

decl ine in other operating expense. 

Allowances 90 180 -50% 80 13%
Credit cost at 13bps , a  decl ine of 59% YoY from 32 

bps . Guidance is  at 20bps  for the ful l  year. 

Net Profit 1,077 845 27% 978 10%
Source: Company, PSR
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Outlook 
UOB has introduced a new regional franchise called the Digital Bank. The existing digital 
banking is an omnichannel way to bank, that serves mainstream customers across all ages. 
While the new Digital Bank is a mono-channel, mobile-only way to bank that targets mainly 
the tech-savvy generation Z and Y, by providing an intuitive artificial intelligence interface 
that remembers and understands your needs. CIR of the new Digital Bank is expected to 
operate at 35%.  

Due to property cooling measures, property transaction volume is expected to slow down 
in the near term but more noticeably next year. However, housing loans growth this year 
should still remain strong due to the drawdown of previously approved loans. The balance 
sheet of major developers remains strong and their credit risk is low. Mortgage loans and 
building and construction loans contributed to 50% of total loans.  

The slowing Chinese economy may contribute to a slight slowdown in trade loans. 
However, the exposure to Greater China loans is small at 15% of total loans, with domestic 
loans accounting for 52% of total loans. This slight negative impact could be offset by higher 
NIM.  

All in all, the rising interest rate environment together with higher loans growth and elevated 
NIM will drive earnings. UOB still maintains a high single-digit loans growth target. The bulk 
of the growth in FY18e will come from margin expansion and lower impairments.  

List of Abbreviations 
WM – Wealth Management 
IBG – Institutional Banking Group 
CBG – Consumer Banking Group 
NII – Net Interest Income 
Non-II – Non-Interest Income  
NIM – Net Interest Margin 
ECL – Expected credit loss 
CIR – Cost-income ratio 
LDR – Loan to Deposit Ratio 
NPL – Non-performing Loans 
CASA – Current Account, Savings Account 
IB – Investment Banking 
O&G – Oil and Gas 
SP – specific provisions 
GP – general provisions 
AUM – Asset Under Management 
Cost-to-income ratio – CIR 
 

Figure 1: 2018e UOB guidance vs. PSR estimates  

 

Investment Actions 
Upgrade to BUY (previously ACCUMULATE) with a higher target price of S$34.50 (previous TP S$31.70) based on Gordon Growth 
Model. The improvement in target price was due to our higher ROE assumption (previously 11.1%). Our FY18e earnings forecast is 
revised upwards by 6.1%.  
 
Valuation: Gordon Growth Model 

 
 
 
 
 
 

Item Description Value

Rf Risk-free rate 2.6%

E Equity-risk premium 5.5%

B Beta 1.1

COE Cost of Equity 8.5%

ROE FY18e Return on Equity 11.8%

g Terminal growth rate 2.8%

(ROE-g) FY18e Target Price to Book 1.6

(COE-g)

FY18e BVPS, S$ 21.6

FY18e Valuation, S$ 34.5
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NIM improvement supported NII 
growth. 

Fund management and loan-related 
fees maintained double-digit growth 
but wealth management fees 
declined for the first time in 7 
quarters due to risk aversion. 

Net gain from investment securities 
fell due to a one-off gain on 
disposal of investment securities a 
year ago.  

 

 

Loans growth was fairly broad-
based with manufacturing and 
financial institution loans 
sustaining double-digit loans 
growth.  

 

 

 

 

SGD loans growth accelerated 
mildly while USD loans and trade 
loans via Hong Kong (under others) 
grew the fastest. 

 

 

The wholesale business performed 
the best. 

 

 

 

Singapore contributed 60% of 
earnings and Greater China 10%. 

Figure 2: Growth in revenue

SGD mn 2Q18 2Q17 YoY (%) 1Q18 QoQ (%)

Net interest income 1,542            1,356       13.7% 1,470       4.9%

Net fee and comm inc 498               517          -3.7% 517          -3.7%

Other non-interest inc 302               311          -2.9% 243          24.3%

Total 2,342            2,184       7.2% 2,230       5.0%

Figure 3: Fee and commission income

SGD mn 2Q18 2Q17 YoY (%) 1Q18 QoQ (%)

Credit card 108               100          8.0% 99            9.1%

Fund management 68                 57            19.3% 68            0.0%

Wealth management 132               136          -2.9% 165          -20.0%

Loan-related 148               102          45.1% 141          5.0%

Service charges 37                 36            2.8% 36            2.8%

Trade-related 74                 66            12.1% 72            2.8%

Other 15                 20            -25.0% 20            -25.0%

Total 582               517          12.6% 601          -3.2%

Figure 4: Other non-interest income

SGD mn 2Q18 2Q17 YoY (%) 1Q18 QoQ (%)

Net trading income 215               164          31.1% 175          22.9%

Other income 36                 23            56.5% 25            44.0%

Net ga in/(loss ) from inv. securi ties 1                   76            -98.7% 12            -91.7%

Dividend income 20                 18            11.1% 1              1900.0%

Rental  income 30                 30            0.0% 30            0.0%

Total  other non int inc 302               311          -2.9% 243          24.3%

Figure 5: Loans by Industries

SGD mn 2Q18 2Q17 YoY (%) 1Q18 QoQ (%)

Tpt, s torage & comms 9,575            9,487       0.9% 9,235       3.7%

Bui lding and construction 57,861          53,063     9.0% 54,883     5.4%

Manufacturing 21,809          16,794     29.9% 19,993     9.1%

Financia l  insti tutions 21,558          16,328     32.0% 19,303     11.7%

Genera l  commerce 31,470          30,145     4.4% 31,307     0.5%

Profess ionals  & Pri  inv 28,851          27,314     5.6% 28,360     1.7%

Hous ing loans 66,983          62,922     6.5% 66,545     0.7%

Others 11,633          11,687     -0.5% 11,160     4.2%

Total  loans 249,740        227,740   9.7% 240,786   3.7%

Figure 6: Loans by currencies

SGD mn 2Q18 2Q17 YoY (%) 1Q18 QoQ (%)

Singapore dol lar 118,168        113,610   4.0% 115,514   2.3%

US dol lar 49,367          42,330     16.6% 46,402     6.4%

Malays ian ringgi t 25,100          23,270     7.9% 24,976     0.5%

Thai  baht 14,487          12,946     11.9% 14,473     0.1%

Indones ian rupiah 5,044            5,363       -5.9% 4,769       5.8%

Others 37,572          30,220     24.3% 34,653     8.4%

Total  loans 249,738        227,739   9.7% 240,787   3.7%

Figure 7:. Profit before tax by Business segments

SGD mn 2Q18 2Q17 YoY (%) 1Q18 QoQ (%)

Group Reta i l 457               445          2.7% 466          -1.9%

Grp Wholesa le 743               539          37.8% 710          4.6%

Global  Mkts  and IM 72                 66            9.1% 60            -20.0%

Others 10                 (18)           -155.6% (49)           -120.4%

Total NPBT 1,282            1,032       24.2% 1,187       8.0%

Figure 8: Profit before tax by Geographical segments

SGD mn 2Q18 2Q17 YoY (%) 1Q18 QoQ (%)

Singapore 770               597          29.0% 679          13.4%

Malays ia 145               154          -5.8% 159          -8.8%

Thai land 60                 57            5.3% 77            -22.1%

Indones ia 11                 21            -47.6% 40            -72.5%

Greater China 124               98            26.5% 118          5.1%

Others 172               107          60.7% 120          43.3%

Total NPBT 1,282            1,034       24.0% 1,193       7.5%

Source (Figure 2-8): Company, PSR
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Financials

Income Statement Balance Sheet

Y/E Dec, SGD mn FY15 FY16 FY17 FY18e FY19e Y/E Dec, SGD mn FY15 FY16 FY17 FY18e FY19e

Net Int Income 4,925 4,991 5,528 6,323 6,831 Cash bal  w centra l  banks 32,306 24,322 26,625 23,183 25,757

Fees  and Commiss ion 1,884 1,931 2,092 2,209 2,401 Due from banks 28,646 40,033 52,181 47,133 49,667

Other Non-int income 1,239 1,138 1,163 1,138 1,238 Investment securi ties 10,562 11,640 11,273 10,727 10,754

Total operating income 8,048 8,060 8,783 9,669 10,470 Loans  to non-bank cust 203,611 221,734 232,212 255,385 270,319

Operating expenses 3,596 3,697 3,957 4,047 4,132 Others 40,886 42,123 36,027 45,503 45,357

Provis ions 671 594 727 451 645 Total Assets 316,011 339,852 358,318 381,932 401,854

Operating profit 3,781 3,769 4,099 5,171 5,693 Due to banks   11,986 11,855 11,440 12,184 12,306

Associates  & JVs 90 5 110 90 90 Due to non-bank cust 240,524 255,314 272,765 290,969 306,938

Profit Before Tax 3,871 3,774 4,209 5,261 5,783 Debts  i ssued 20,288 26,143 25,178 27,095 27,365

Taxation 649 669 800 939 1,044 Others 12,289 13,674 12,171 12,536 12,912

Profit After Tax 3,222 3,105 3,409 4,321 4,740 Total liabilities 285,087 306,986 321,554 342,784 359,521

Non-control l ing Interest 12 12 16 20 18 Shareholder's  equity 30,771 32,876 36,852 38,941 42,108

Net Income, reported 3,210 3,093 3,393 4,301 4,721 Non-control l ing interest 156 169 187 207 226

Net Income, adj. 3,210 3,093 3,393 4,301 4,721 Total Equity 30,927 33,045 37,039 39,149 42,333

Per share data Valuation Ratios

Y/E Dec, SGD mn FY15 FY16 FY17 FY18e FY19e Y/E Dec, SGD mn FY15 FY16 FY17 FY18e FY19e

EPS, reported 1.94 1.83 1.96 2.48 2.74 P/E (X), adj. 10.1      11.2      13.6      10.7      9.7        

EPS, adj. 1.94 1.83 1.96 2.48 2.74 P/B (X) 1.1        1.1        1.3        1.2        1.1        

DPS 0.90 0.75 1.00 1.05 1.00 Dividend Yield (%) 4.6% 3.7% 3.8% 3.9% 3.8%

BVPS (less  pref shares) 17.84 18.82 20.37 21.63 23.54 Growth & Margins (%)

Growth

Net interest income 8.1% 1.3% 10.8% 14.4% 8.0%

Supplementary items Non interest income 7.7% -1.7% 6.1% 2.8% 8.7%

Y/E Dec, SGD mn FY15 FY16 FY17 FY18e FY19e Pre provis ion op profi t 7.9% 0.1% 9.0% 10.1% 8.3%

CET1 CAR (%) 13.0% 13.0% 14.7% 15.0% 15.5% Operating income 2.9% -0.3% 8.8% 26.1% 10.1%

Tier 1 CAR (%) 13.0% 13.1% 16.2% 15.0% 15.5% Net income, reported -1.2% -3.6% 9.7% 26.8% 9.8%

Total  CAR (%) 15.6% 16.2% 18.7% 17.7% 18.8% Margins

Net interest margin 1.77% 1.71% 1.77% 1.86% 1.90%

Key Ratios (%)

ROE 11.9% 10.1% 10.2% 11.8% 12.1%

ROA 1.0% 0.9% 1.0% 1.1% 1.2%

RORWA 1.6% 1.4% 1.7% 1.9% 2.0%

Non-int/tota l  income ratio 38.8% 38.1% 37.1% 34.6% 34.8%

Cost/income ratio 44.7% 45.9% 45.1% 41.9% 39.5%

Loan/depos i t ratio 84.7% 86.8% 85.1% 87.8% 88.1%

NPL ratio 1.39      1.47      1.78      1.29      1.19      

Source: Company, PSR

*Forward multiples & yields based on current market price; historical multiples & yields based on historical market price.
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Total Returns Recommendation Rating
> +20% Buy 1
+5% to +20% Accumulate 2
-5% to +5% Neutra l 3
-5% to -20% Reduce 4
<-20% Sel l 5

We do not base our recommendations  entirely on the  above quanti tative 

return bands .  We cons ider qual i tative factors  l ike (but not l imited to) a  s tock's  

ri sk reward profi le, market sentiment, recent rate of share price appreciation, 

presence or absence of s tock price catalysts , and speculative undertones  

surrounding the s tock, before making our fina l  recommendation 
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Important Information  

This report is prepared and/or distributed by Phillip Securities Research Pte Ltd ("Phillip Securities Research"), which is a holder of a financial adviser’s license under 
the Financial Advisers Act, Chapter 110 in Singapore.  

By receiving or reading this report, you agree to be bound by the terms and limitations set out below. Any failure to comply with these terms and limitations may 
constitute a violation of law. This report has been provided to you for personal use only and shall not be reproduced, distributed or published by you in whole or in 
part, for any purpose. If you have received this report by mistake, please delete or destroy it, and notify the sender immediately.  

The information and any analysis, forecasts, projections, expectations and opinions (collectively, the “Research”) contained in this report has been obtained from public 
sources which Phillip Securities Research believes to be reliable. However, Phillip Securities Research does not make any representation or warranty, express or implied 
that such information or Research is accurate, complete or appropriate or should be relied upon as such. Any such information or Research contained in this report is 
subject to change, and Phillip Securities Research shall not have any responsibility to maintain or update the information or Research made available or to supply any 
corrections, updates or releases in connection therewith.  

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this report are as of the date indicated and are subject to change at any time 
without prior notice. Past performance of any product referred to in this report is not indicative of future results.  

This report does not constitute, and should not be used as a substitute for, tax, legal or investment advice. This report should not be relied upon exclusively or as 
authoritative, without further being subject to the recipient’s own independent verification and exercise of judgment. The fact that this report has been made available 
constitutes neither a recommendation to enter into a particular transaction, nor a representation that any product described in this report is suitable or appropriate 
for the recipient. Recipients should be aware that many of the products, which may be described in this report involve significant risks and may not be suitable for all 
investors, and that any decision to enter into transactions involving such products should not be made, unless all such risks are understood and an independent 
determination has been made that such transactions would be appropriate. Any discussion of the risks contained herein with respect to any product should not be 
considered to be a disclosure of all risks or a complete discussion of such risks.  

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of any product. Any decision to purchase any product mentioned in this 
report should take into account existing public information, including any registered prospectus in respect of such product.  

Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or 
persons involved in the issuance of this report, may provide an array of financial services to a large number of corporations in Singapore and worldwide, including but 
not limited to commercial / investment banking activities (including sponsorship, financial advisory or underwriting activities), brokerage or securities trading activities. 
Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or 
persons involved in the issuance of this report, may have participated in or invested in transactions with the issuer(s) of the securities mentioned in this report, and 
may have performed services for or solicited business from such issuers. Additionally, Phillip Securities Research, or persons associated with or connected to Phillip 
Securities Research, including but not limited to its officers, directors, employees or persons involved in the issuance of this report, may have provided advice or 
investment services to such companies and investments or related investments, as may be mentioned in this report.  

Phillip Securities Research or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or 
persons involved in the issuance of this report may, from time to time maintain a long or short position in securities referred to herein, or in related futures or options, 
purchase or sell, make a market in, or engage in any other transaction involving such securities, and earn brokerage or other compensation in respect of the foregoing. 
Investments will be denominated in various currencies including US dollars and Euro and thus will be subject to any fluctuation in exchange rates between US dollars 
and Euro or foreign currencies and the currency of your own jurisdiction. Such fluctuations may have an adverse effect on the value, price or income return of the 
investment.  

To the extent permitted by law, Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its 
officers, directors, employees or persons involved in the issuance of this report, may at any time engage in any of the above activities as set out above or otherwise 
hold an interest, whether material or not, in respect of companies and investments or related investments, which may be mentioned in this report. Accordingly, 
information may be available to Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its 
officers, directors, employees or persons involved in the issuance of this report, which is not reflected in this report, and Phillip Securities Research, or persons 
associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons involved in the issuance of this 
report, may, to the extent permitted by law, have acted upon or used the information prior to or immediately following its publication. Phillip Securities Research, or 
persons associated with or connected to Phillip Securities Research, including but not limited its officers, directors, employees or persons involved in the issuance of 
this report, may have issued other material that is inconsistent with, or reach different conclusions from, the contents of this report.  

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country where 
such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities Research to any 
registration or licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction.  

This report is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs of any 
particular person. The products mentioned in this report may not be suitable for all investors and a person receiving or reading this report should seek advice from a 
professional and financial adviser regarding the legal, business, financial, tax and other aspects including the suitability of such products, taking into account the specific 
investment objectives, financial situation or particular needs of that person, before making a commitment to invest in any of such products.  

This report is not intended for distribution, publication to or use by any person in any jurisdiction outside of Singapore or any other jurisdiction as Phillip Securities 
Research may determine in its absolute discretion. 
 
IMPORTANT DISCLOSURES FOR INCLUDED RESEARCH ANALYSES OR REPORTS OF FOREIGN RESEARCH HOUSES 
Where the report contains research analyses or reports from a foreign research house, please note: 
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(i) recipients of the analyses or reports are to contact Phillip Securities Research (and not the relevant foreign research house) in Singapore at 250 North 
Bridge Road, #06-00 Raffles City Tower, Singapore 179101, telephone number +65 6533 6001, in respect of any matters arising from, or in connection 
with, the analyses or reports; and 

(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore who is not an accredited investor, 
expert investor or institutional investor, Phillip Securities Research accepts legal responsibility for the contents of the analyses or reports. 

 
 


