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DBS GROUP HOLDINGS LTD 

Profit before Allowance remains Weak as Coverage Ratio 
Deteriorates  

 
SINGAPORE | BANKING | 2Q17 RESULTS 

 2Q17 PATMI of S$1.13bn missed our estimate by 12.4%. 

 The downside surprise came from higher-than-expected provisions.  

 Maintain “Reduce” rating with a higher target price of S$17.92 (previous TP S$17.24) 
based on Gordon Growth Model (previously 0.95x FY17F PBR, excluding preference 
shares). 

Results at a glance

(SGD mn) 2Q17 2Q16 YoY (%) 1Q17 QoQ (%) Comments

NII 1,888 1,833 3.0% 1,831 3.1% NIMs -13bps YoY, loans +6.6% YoY

Net Fees & Comm 636 628 1.3% 665 -4.4% Higher WM and Cards YoY. Lower Loan-related 

and Investment Banking fees YoY

Other Non-II 400 458 -12.7% 740 -45.9% Lower net income from investment securities, 

trading income YoY

Total Income 2,924 2,919 0.2% 3,236 -9.6%

Expenses 1,268 1,285 -1.3% 1,248 1.6% Cost savings from tech and digital initiatives

Allowance 304 366 -16.9% 550 -44.7% SP remains elevated because of O&G exposure

Net Profit 1,175 1,079 8.9% 1,288 -8.8%

Source: Company, PSR  
The Positives 
+ Strong WM. 2Q17 WM income was S$511mn (+21% YoY) supported by investment 
products (+12% YoY) and loans and deposit (+4% YoY). The strong WM income helped 
offset the weak 2Q17 Retail income (-2.8% YoY) to bring 2Q17 CBG income 6.5% higher 
YoY.  

+ Trade loans 6% higher YoY; IBG Cash/SFS income 35% higher YoY. We believe the trade 
loans are boosted by the offshore RMB trade loans as the spread between the onshore 
SHIBOR and the offshore CNH HIBOR narrowed in recent months. 2Q17 IBG Cash/SFS 
income showed strong growth as Non-trade corporate (+8% YoY), and Trade loans (+6% 
YoY) grew.  

+ Stronger Net Interest Income growth was due to higher volumes of interest-bearing 
assets. Stronger NII YoY was led by loans growth (6.6% higher YoY) offset by lower NIM. 
Stronger NII QoQ was supported by pass through of higher rates in Singapore market offset 
by unfavourable rates for HIBOR pegged loans in Hong Kong and higher LDR of 88% (2Q17: 
87%).  

+ Recovering Singapore property market. DBS experienced strong pick up in resale and 
refinancing mortgage activities in 2Q17 as it has 28.7% market share in Singapore housing 
mortgage.   

The Negatives 
- Unfavourable rate and volume dynamics could remain a challenge. Despite positive non-
trade corporate loans growth, IBG NII fell 5.8% YoY from S$721mn in 2Q16 to S$679mn in 
2Q17. We estimate the IBG NII make up c.22% of Total Income (c.30% of Total NII). IBG 
Treasury income fell 16.7% YoY from S$204mn in 2Q16 to S$170mn in 2Q17. On the CBG 
business, the unfavourable HIBOR has mainly affected the HIBOR pegged housing mortgage 
loans thus causing Hong Kong NIM to decline 9 basis points QoQ.  

- Treasury customer income fell 8% YoY because of lower RMB hedging activities from 
customers and continuing poor performance in the interest rate activities in Treasury 
Markets. 
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- Lumpy write offs in the offshore O&G sector has weighed on provision expense and 
coverage ratio. Recall that DBS used the S$350mn gain from the sale of PwC building in 
1Q17 to bolster its general provisions and improve the coverage ratio from 97% to 103%. 
However, for the current quarter, the lumpy write-offs and new NPL formation in 2Q17 
brought the coverage ratio back down to 100%. There are still ongoing concerns on 
offshore services vessel collateral values as charter rates continue to be low. Liquidity 
driven events such as bond maturities will be key risks to NPL formation in the near future. 
DBS’ exposure to the O&G support services is S$5.4bn. 

Outlook 
Our FY17e total income growth estimate is 5.7% as we expect FY17e NII growth to be c.3%. 
Though the management has guided for FY17e provision expense of S$1bn, we believe it is 
insufficient because 1H17 provision expense was already S$854mn yet coverage ratio is 
100%. Unless there is certainty of stable write-offs and net NPL formation, we think that 
S$150mn provision expense for 2H17 could be insufficient. Therefore, we are revising our 
FY17e to S$1.16bn from the previous estimate of S$1.1bn. 

The operations in the IBG segment appears to be challenged with a negative jaw of -2% YoY 
for 1H17. We continue to see unfavourable loan rate dynamics in non-trade corporate 
loans and a continuing poor performance in DBS’ Treasury Markets in 2017. The retail 
segment in CBG appears to be sluggish (2Q17 Retail income -2.8% YoY). But the bright 
spots are – a) the WM segment continues to grow through product synergies between 
loans, deposits, investment products and cards b) Strong Cash/SFS income growth as trade 
and corporate loans increase. 

The “larger than expected” specific allowance in 2Q17 was an immediate reaction to the 
lumpy write-off and net NPL formation in the same quarter.  The situation corroborates 
with our longstanding argument that DBS has little bandwidth to manage its provision 
expense owing to low coverage ratio wherein too little provision expense would bring the 
coverage below 100%, but too much provision expense will eat into the PATMI growth. 
Whilst a stronger growth in Total Income can support higher provision expense, we 
highlight that unfavourable conditions continue to impact total income growth – a) DBS 
already has a high LDR, so it does not have a wide headroom to stretch it further to raise 
NII b) As we have already observed; unfavourable loan volume and rate dynamics, 
benchmark rates and competition in mature markets can crimp NII growth. c) Hong Kong’s 
funding costs may be more sensitive to capital flows as Hong Kong’s CASA (cheap and sticky 
deposits) ratio is c.56% compared to Singapore’s CASA ratio of c.91%. 

In the near term, however, economic sentiments are improving, and volatility is low from 
the start of 2017. Singapore housing market has bottomed and recovering. Therefore we 
are revising our valuation to reflect these improvements. 

Valuation: Gordon Growth Model 

Item Description Value

Rf Risk-free rate 2.0%

E Equity-risk premium 6.5%

B Beta 1.289

COE Cost of Equity 10.4%

ROE FY17e Return on Equity 10.2%

g Terminal growth rate 2.0%

(ROE-g) FY17e Target Price to Book 0.98

(COE-g)

FY17e BVPS, S$ 18.26

FY17e Valuation, S$ 17.92

 

 

http://internetfileserver.phillip.com.sg/POEMS/Stocks/Research/ResearchCoverage/SG/DBS20161101.pdf
https://internetfileserver.phillip.com.sg/POEMS/Stocks/Research/SectorStrategy/SG/SGBanks20170116.pdf
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3-Year Historical Price-to-Book 

 

 

Investment Actions 
Maintain “Reduce” rating with a higher target price of S$17.92 (previously S$17.24) based 
on Gordon Growth Model (previously 0.95x FY17F PBR, excluding preference shares). 

 

List of Abbreviations 
WM – Wealth Management 
IBG – Institutional Banking Group 
CBG – Consumer Banking Group 
NII – Net Interest Income  
NIM – Net Interest Margin 
LDR – Loan to Deposit Ratio 
NPL – Non-performing Loans 
CASA – Current Account, Savings Account 
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Table 1. Fee and commission income

SGD mn 2Q17 2Q16 YoY (%) 1Q17 QoQ (%)

Brokerage 38          38          0.0% 38          0.0%

Investment banking 41          83          -50.6% 45          -8.9%

Transaction Services 154        148        4.1% 157        -1.9%

Loan related 104        120        -13.3% 128        -18.8%

Cards 130        108        20.4% 123        5.7%

Others 19          24          -20.8% 28          -32.1%

Wealth management 245        179        36.9% 222        10.4%

Fee and comm expense (95)         (72)         NM (76)         NM

Total 636        628        1.3% 665        -4.4%

Table 2. Other non-interest income

SGD mn 2Q17 2Q16 YoY (%) 1Q17 QoQ (%)

Net trading income 295        307        -3.9% 270        9.3%

Net income on Fin Invt 95          116        -18.1% 102        -6.9%

Net ga in on fixed assets -         13          NM 1            NM

Others  (inc. renta l  and assoc) 10          22          -54.5% 17          -41.2%

Total other non int Inc 400        458        -12.7% 390        2.6%

Table 3. Loans by Industries

SGD mn 2Q17 2Q16 YoY (%) 1Q17 QoQ (%)

Manufacturing 32,771   30,087   8.9% 30,690   6.8%

Bui lding & construction 60,546   56,048   8.0% 57,565   5.2%

Hous ing loans 64,850   60,913   6.5% 64,629   0.3%

Genera l  commerce 48,692   45,206   7.7% 46,796   4.1%

Tpt, s torage & comms 30,411   27,819   9.3% 31,218   -2.6%

FIs , invt & holding co 14,768   15,254   -3.2% 16,594   -11.0%

Profess iona ls  & Pri  inv 25,312   24,042   5.3% 24,692   2.5%

Others 30,072   28,975   3.8% 30,758   -2.2%

Total loans 307,422 288,344 6.6% 302,942 1.5%

Table 4. Loans by currencies

SGD mn 2Q17 2Q16 YoY (%) 1Q17 QoQ (%)

Singapore dol lar 126,378 121,457 4.1% 124,096 1.8%

US dol lar 101,206 93,437   8.3% 100,487 0.7%

Hong Kong dol lar 34,389   32,825   4.8% 33,502   2.6%

Chinese yuan 10,127   11,732   -13.7% 10,912   -7.2%

Others 35,322   28,893   22.3% 33,945   4.1%

Total loans 307,422 288,344 6.6% 302,942 1.5%

Table 5. Revenue by Business segments

SGD mn 2Q17 2Q16 YoY (%) 1Q17 QoQ (%)

Consumer/Priv Banking 1,140     1,070     6.5% 1,159     -1.6%

Insti tutiona l  Banking 1,298     1,340     -3.1% 1,319     -1.6%

Treasury 258        271        -4.8% 187        38.0%

Others 228        238        -4.2% 221        3.2%

Total Revenue 2,924     2,919     0.2% 2,886     1.3%

Table 6. Revenue by Geographical segments

SGD mn 2Q17 2Q16 YoY (%) 1Q17 QoQ (%)

Singapore 1,923     1,956     -1.7% 1,870     2.8%

Hong Kong 536        520        3.1% 524        2.3%

Rest of Greater China 208        188        10.6% 208        0.0%

South and SE As ia 168        181        -7.2% 195        -13.8%

Rest of the world 89          74          20.3% 89          0.0%

Total Revenue 2,924     2,919     0.2% 2,886     1.3%

Source (tables  1-6): Company, PSR  
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Fig 1: Net interest margin Fig 2: NonII/Total Income

Fig 3: Efficiency ratio Fig 4: Net profit margin

Fig 5: Deposits, Loans, LDR Fig 6: NPA, NPL

Fig 7: Growth in selected asset items Fig 8: CAR

Fig 9: ROE and ROA Fig 10: EPS and NBV
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Fig 11: Profit before tax by geographical segment Fig 12: Profit before tax by Geographical segment breakdown

Fig 13: Profit before tax by business segment Fig 14: Net interest income trend

Fig 15: Fee and Commission trend Fig 16: Other noninterest income trend
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Financials

Income Statement Balance Sheet

Y/E Dec, SGD mn FY14 FY15 FY16 FY17e FY18e Y/E Dec, SGD mn FY14 FY15 FY16 FY17e FY18e

Net Interest Income 6,321 7,100 7,305 7,546 7,745 Cash and bal with central banks 19,517 18,829 26,840 19,291 20,976

Fees and Commission 2,027 2,144 2,331 2,426 2,770 Due from banks 42,263 38,285 30,018 33,127 33,127

Other Non interest income 1,468 1,679 1,853 2,176 1,845 Govt, Bank & Corp Sec & T Bil ls 67,457 74,574 78,818 90,471 96,868

Total income 9,816 10,923 11,489 12,148 12,360 Derivatives 16,995 23,631 25,757 15,336 10,207

Operating expenses 4,330 4,900 4,972 5,121 5,312 Goodwill  and intangibles 5,117 5,117 5,117 5,115 5,115

Provisions 667 743 1,434 1,159 713 Property and other fixed assets 1,485 1,547 1,572 1,332 1,853

Operating profit 4,819 5,280 5,083 5,869 6,335 Loans to non-bank customers 275,588 283,289 301,516 310,964 319,299

Associates & JVs 79 14 0 0 0 JV and Associates 995 1,000 890 896 933

Profit Before Tax 4,898 5,294 5,083 5,869 6,335 Other assets 11,249 11,562 11,042 11,881 10,785

Taxation 713 727 723 747 832 Total Assets 440,666 457,834 481,570 488,415 499,163

Profit After Tax 4,185 4,567 4,360 5,122 5,503 Due to banks 16,176 18,251 15,915 22,709 22,709

Non-controlling Interest 139 113 122 128 127 Deposits from customers 317,173 320,134 347,446 346,498 358,135

Net Income, reported 4,046 4,454 4,238 4,994 5,376 Derivatives 18,755 22,145 24,497 15,336 10,207

Net Income, adj. 3,848 4,318 4,238 4,644 5,376 Other l iabilities 11,728 12,404 15,895 18,961 19,034

Other debt securities 31,963 38,078 27,745 34,099 34,593

Per share data (SGD) Subordinated term debts 4,665 4,026 3,102 2,186 2,186

Y/E Dec, SGD mn FY14 FY15 FY16 FY17e FY18e Total liabilities 400,460 415,038 434,600 439,789 446,863

EPS, reported 1.63 1.71 1.73 1.95 2.06 Shareholder's equity 37,708 40,374 44,609 46,275 49,973

DPS 0.58 0.60 0.60 0.63 0.63 Non-controlling interest 2,498 2,422 2,361 2,350 2,328

BVPS 14.44 15.49 16.61 18.26 19.47 Total Equity 40,206 42,796 46,970 48,626 52,300

Supplementary items Valuation Ratios

Y/E Dec, SGD mn FY14 FY15 FY16 FY17e FY18e Y/E Dec, SGD mn FY14 FY15 FY16 FY17e FY18e

CET1 CAR (%) 13.1% 13.5% 14.1% 14.7% 14.8% P/E (X), avg 11.8      11.7      10.3      11.0      10.4      

Tier 1 CAR (%) 13.1% 13.5% 14.7% 15.2% 15.4% P/B (X), avg 1.3        1.3         1.0        1.2        1.1        

Total CAR (%) 15.3% 15.4% 16.2% 16.7% 16.9% Dividend Yield (%) 3.3% 3.1% 3.5% 3.6% 3.4%

Growth & Margins (%)

Growth

Net interest income 13.5% 12.3% 2.9% 3.3% 0.5%

Net Fee and Comm Inc 7.5% 5.8% 8.7% 4.1% 2.6%

Total income 7.9% 11.3% 5.2% 5.7% 0.9%

Profit before tax 9.3% 9.6% -3.7% 15.5% 0.6%

Net income, reported 10.2% 10.1% -4.8% 17.8% 0.8%

Net income, adj. 9.9% 12.2% -1.9% 9.6% 0.8%

Margins

Net interest margin 1.71% 1.84% 1.71% 1.75% 1.73%

Key Ratios (%)

ROE 11.2% 11.4% 10.0% 11.0% 11.0%

ROA 1.0% 1.0% 0.9% 1.0% 1.1%

RORWA 1.5% 1.6% 1.5% 1.7% 1.7%

Non-interest/total income ratio 35.6% 35.0% 36.4% 37.9% 37.3%

Cost/income ratio 44.1% 44.9% 43.3% 42.2% 43.0%

Loan/deposit ratio 86.9% 88.5% 86.8% 89.7% 89.2%

NPL ratio 0.87      0.91      1.45      1.44      1.32      

Source: Company, Phill ip Securities Research (Singapore) Estimates

*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% Neutral 3

-5% to -20% Reduce 4

< -20% Sell 5

We do not base our recommendations entirely on the  above quantitative return bands.  

We consider qualitative factors like (but not limited to) a stock's risk rew ard profile, market 

sentiment, recent rate of share price appreciation, presence or absence of stock price 

catalysts, and speculative undertones surrounding the stock, before making our f inal 

recommendation 
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Phillip Capital Limited 

Level 10, 330 Collins Street 
Melbourne, Victoria 3000, Australia 
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No. 2 Kat. 6A Caglayan  
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Tel: 0212 296 84 84 
Fax: 0212 233 69 29 

Website: www.phillipcapital.com.tr 

DUBAI 
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Commodities Exchange (DGCX) 

Unit No 601, Plot No 58, White Crown Bldg, 
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Tel: +971-4-3325052 / Fax: + 971-4-3328895 

   
CAMBODIA 
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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: 

(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. 

 
 


