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Exchange Singapore Stock Exchange . . i i
Sector 9 9o Regional Ban?(s HOLD (Malntalned) C|O§Ig%|39rlgg
Reuters OCBC SI ;
Bloomberg OCBC SP Target Price
Poems OCBC SG SGD 10.00 (+6.5%)
Price = 1Q11 NPAT exclude divestment gains of S$596 million (+18% g-q; -12% y-y) was
. €.24% of FY11 earnings estimates of $$2,479 million. OCBC result is generally in line
Last Price 9.39 . . . . .
) with expectations except for the disappointment in lower NIM.
52w k High (1/6/2011) 10.36 = OCBC deviate from peers performances with steep decline in net interest margins, yet
52wk Low (5/2‘_"/2010_) 8.10 relative strong growth in net interest income. LDR is at 86.8% and customer loans
Shares Outstandujg (mil) 3334.705 grew by 4% in 1Q11. ROE and ROA grew g-q to 12.2% and 1.26% respectively.
Market Cap (S$ mil) 31312.88 = We maintain our Hold recommendation and fair value of $$10.00.
Avg. Daily Turnover (mil) 50.30
Free float (%) 80.17 OCBC 1Q11 core net profit S$596 million and revenue of S$1.4 billion meet 24% and 25% of
PE (X) 14.67 our full year forecasts respectively.
PB (X) 1.66
NIMs significantly lower
Price performance % NIM fell 6 basis points to 1.9%. We had expected flattening of margins, similar to trends
1M 3M 6M experienced by the other two local competitors. Management highlighted four factors which
o o o resulted in the decline.
Q:;(t)itge 1;0;: ;g;: 220;: 1. 4Q10 NIM was higher by 2 bps due to a one off reclassification adjustment.
' ' ’ 2. Change in loan mix which saw substantial increase in bill receivables. These
noo | ocbe sp ST (rebased) | instruments are safer but also lower yielding hence resulted in lower NIM.
3. Pressures from competition especially in loan pricing for corporate banking segment.
4. Mortgage refinancing which saw borrowers switching out from fixed to floating rates.
10 +
Going forward, NIM will remain soft due to the low interest rate environment as well as from
more intense competition. But given that Bank Negara had hiked rates by 25 bps recently,
9 1 OCBC had raised their loan pricing in tandem and hence expects better NIM from Malaysia.
OCBC also expects loan growth in low to mid teens in FY11 overall.
87 NIl significantly higher
Despite record low NIM, net interest income reported was S$784 million (+2% qg-q; +11.4% y-y).
; } } } NIl grew due to strong gross customer loans which increased to S$$110.9 billion (+4.2% g-q;
£-May-0  12-Sep-10 R-dantl R-May-1l +23% y-y). LDR also increased to 86.8% from 85.1%. High LDR means the need to focus on
getting deposits in first before loans can be grown further. UOB management highlighted their
worries on the difficulties of getting cheap deposits in 2011. But OCBC management are more
. o sanguine about the prospects of deposits taking as they mentioned plenty of liquidity and the
I:Aajosrjgfggoﬂ?:rs (13 May 11) 10_9? ability to attain deposits from companies to boost their loan book further.
2 Credit Suisse 7.00% L. . .
3 Singapore Invest Pte 3.53% Fee and commission income record high

Analyst

Magdalene Choong, CFA

Tel : +65 6531 1791

Fax : +65 6536 4435

Email : magdalenechoongss@phillip.com.sg
Web : www.poems.com.sg

MICA (P) 004/01/2011
Ref No: SG2011_0152

Fee and commission income of S$279 million (+9% g-q; +23.5% y-y) was boosted by strong
growth in wealth management, investment banking and service charges.

Conso'  Profits EPS DPS BV ROE P/E Yield P/BV
Ending  (SGM)  (SG) (SG) (SG) (%) (X) (%) (x)

12/08 A 1,749 0.55 0.28 4.51 11.80 16.89 3.04 2.04
12/09 A 1,962 0.59 0.28 5.30 11.49 15.55 3.04 1.74
1210A 2,253 0.66 0.30 5.66 12.10 13.97 3.25 1.63
12M1E 2,479 0.75 0.32 6.13 12.55 12.30 3.47 1.50
12M12E 2,639 0.80 0.34 6.61 12.385 11.56 3.69 1.39
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Table 1: Fee and Commission

$m 1Q11 1Q10 % ch 4Q10 % ch
Brokerage 20 20 0.0% 23 -13.0%
Wealth management 62 37 67.6% 54 14.8%
Fund management 22 19 15.8% 23 -4.3%
Credit card 10 10 0.0% 13 -23.1%
Loan-related 45 53 -15.1% 49 -8.2%
Trade-related & remitt: 48 37 29.7% 49 -2.0%
Guarantees 6 5 20.0% 5 20.0%
Investment banking 29 16 81.3% 12 141.7%
Service charges 23 19 21.1% 16 43.8%
Others 14 10 40.0% 12 16.7%
Total 279 226 23.5% 256 9.0%

Source: company, Phillip Securities Research

Insurance premiums recovered from decline in previous quarter

In previous quarter, the divestment of PacificMas Berhad had resulted in the absence of
premium income. But in 1Q11, life assurance profits were higher and mitigated the absence of
premium income from subsidiary. As a result, insurance premiums grew 68.9% q-q; -1.6% y-y
to S$179 million in 1Q11.

Divestment gains
OCBC added S$39 million to revenue and S$32 million to profit on gains arising from the sale
of freehold site at 11 Bassein Road.

Lower other noninterest income

Segment fell to S$116 million (-33% g-q; -51% y-y). Trading and treasury income were lower
by 33% g-g in 1Q11 and absence of S$35 million gain from sale of Pacific Insurance Berhad
this quarter resulted in lower net gain from disposal of subsidiaries.

Loans to B&C sector fell; NPL to financial institutions surge; Il

Again contrary to peers’ performance, OCBC reported weaker loans growth (-3% g-q) to
Building and Construction sector. The other two local banks reported strong growth, DBS -
10% g-q; UOB - 15% g-g. In explanation, management said when their clients successfully bid
for projects, their loans to this segment will grow. Then we are concerned that whoever they
are in close partnership with are either unsuccessful in bidding projects or may have preferred
rates from competitors.

NPL to financial institutions, investment and holding companies also increased starkly from
just S$7 million in 4Q10 to S$62 million in 1Q11, resulting in an increase in NPL from 0.1% to
0.4% for the sector. Management said these are loans to real estate projects which are held
through SPVs. These Australasia loans have deteriorated to substandard quality.

Revaluation surplus on AFS equity securities

OCBC added S$488 million of revaluation surplus on AFS equity securities to tier 2 capital.
Previously, equity securities are held at cost but revisions in MAS regulations allowed the
banks to value at market pricing. However, this shaves off core CAR and reduce tier 1 while
boosting overall CAR. As such, core CAR fell 9 bps to 14.1%, tier 1 fell 8 bps to 15.5%
whereas total CAR fell only 3 bps to 17.3% due to higher RWA.

NAV increasing fast
NAV before valuation surplus is S$5.89; Revalued NAV climbed to S$7.26. Base on closing
value of S$9.39, we are looking at PB of 1.59x and 1.29x.

Valuations:

OCBC 1Q11 annualised EPS was S$0.697 (c.24%) and NAV was S$5.89. Our full year
estimate for EPS is S$0.75 and NAV of S$6.13. We derive target valuation of S$10.00 base
on 1.63x PB. The fair value implies PER of 13.3x. Base on current price level and our
estimates, PE and PB are 12.5x and 1.53x respectively. OCBC is not significantly
undervalued, there is no further need for re-ratihng hence we maintain our Hold
Recommendation.

5 P PhillipCapital
| I Your Partner In Finance



-

Net interest income - LHS
—&— Net interest margin (%) - RHS

Fig 3: Efficiency ratio
800

600 +

400 |

200 +

Expenses - LHS
—e— Efficiency ratio (%) - RHS

Fig 5: Deposits, Loans, LDR
150,000 90

120,000 +

90,000 +

60,000 +

30,000 +

Customer deposits Customer loans

——LDR (%) - RHS

Fig 7: CAR
20
16
12
8 4
4 4
0 4
- N w B - N w B -
% o o] ] ] ] o] o] o] o]
0o o o o o - —_ _ - —_
© o o o o o o o -

Tier 1 CAR m Total CAR

Overseas-Chinese Banking Corporation 13 May 2011
Fig 1: Net interest margin Fig 2: Nonll/Total revenue
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Fig 4: Net profit margin
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Fig 6: Growth in selected asset items
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Fig 8: ROE and ROA
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Fig 9: EPS and NBV
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Fig 11: Revenue by Business segment
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Fig 12: Net interest income trend
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Fig 13: Fee and Commission trend
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Fig 15: Other noninterest income trend
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Financials
Profit model (S$ m) 2009 2010 201E 2012E Balance sheet (S$ m) 2009 2010 20ME 2012E
Interest income 4,184 4,363 4,507 4,853 Cash 13,171 -1,730 4,849 136,549
Interest expense 1,359 1,416 1,436 1,533  Treasury bills and Securities 28,166 31,947 35,060 36,423
Net interest income 2,825 2,947 3,072 3,320 Due from banks 15,821 18,528 20,733 20,681
Net fee and commission income 730 994 1,099 1,215 Loans and advances to customer: 80,876 98,617 104,160 109,368
Other non interest income 1,260 1,384 1,517 1,610 Goodw ill on consolidation 3,362 4,149 4,116 4,086
Total operating income 4,815 5,325 5,687 6,145  Properties and other fixed assets 1,609 2,118 2,362 2,609
Operating expenses 1,796 2,254 2,474 2,673 Other assets 8,218 9,623 10,375 11,272
Goodw ill amortisation 47 55 46 47  Life insurance assets attributed tc 43,077 47,815 52,597 57,857
Provisions 429 134 -70 33 Bank of Singapore assets 0 35,420 38,962 42,858
Operating profit 2,543 2,882 3,237 3,392 Total assets 194,300 246,487 273,214 421,703
Share of profits of associates 0 -2 0 0  Due to banks 10,958 11,811 14,871 15,615
Profit before tax 2543 2,880 3,237 3,392  Due to non-bank customers 100,633 111,742 124,024 130,225
Tax 389 433 518 543  Derivatives payable 3,918 3,412 3,833 4,024
Minority Interest 192 194 231 242 Other borrow ings 6,863 7,203 8,091 8,496
Net profit 1,962 2,253 2,488 2,607  Other liabilities 6,903 7,410 7,595 137,914
Diluted EPS (S$) 0.59 0.66 0.75 0.79 Life insurance fund 43,246 47,815 52,597 57,857
DPS (S$) 0.28 0.30 0.34 0.36  Bank of Singapore liabilities 0 34,026 37,429 41,172
Dividend payout ratio (%) 46.0% 45.0% 44.0% 44.5%  Total liabilities 172,521 223,420 248,441 395,303
Shareholders equity 18,970 20,094 21,629 23,084
Minority interests 2,808 2,973 3,145 3,317
BV per share before valuation (S¢ 5.30 5.65 6.1 6.6
NTA per share (S$) 5.13 5.28 5.8 6.3
Growth & margins (%) 2009 2010 201ME 2012E Key Ratios 2009 2010 201ME 2012E
Net interest income grow th 1.5% 4.2% 4.2% 8.1% ROE (%) 12.2% 12.1% 126% 12.3%
Net non interest income grow th 21.0% 30.0% 10.0% 8.0% ROA (%) 1.4% 1.3% 0.9% 1.9%
Net income grow th 12.2% 19.9% 5.5% 4.8%  Non-interest/total income 41.3% 44.7% 46.0% 46.0%
Net interest margin 223% 1.98% 1.99% 2.04% Cost/income ratio 37.3% 42.3% 43.5%  43.5%
Loan/deposit ratio 80.4% 85.1% 84.0% 84.0%
NPL ratio 1.7% 0.9% 0.9% 0.9%
Cash flow statement (S$ m) 2009 2010 201ME 2012E Valuation 2009 2010 201E 2012E
Profit before tax 2,543 3,061 3,237 3,392 PEbasic (X) 15.55 12.96 12.51 11.94
Depreciation 135 147 173 187 PB(X) 1.74 1.63 1.54 1.43
Operating profit before workingc: 3,079 3,405 3,192 3,452 Dividend yield (%) 3.0% 3.9% 3.6% 3.8%
Net cash flow fromoperating acth 5,406 -12,769 -3,898 133,082
Net cash flow frominvesting activ 1 -1,639 126 -1,498
Net cash flow fromfinancing activ 683 -691 -1,454 -724
Net increase in cash/cash equival 6,143 -15,100 -5,226 130,860
Cash at end of year 13,171 -1,929 3,818 134,679
Source: Company, Phillip Securities Research
P PhillipCapital
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Ratings History

Overseas-Chinese Banking Corporation

Closing Fair
price (S$) | value (S$)

HOLD 13 May 2011 9.39 10.00 1Q11 results
HOLD 21 Feb 2011 9.41 10.00 4Q10 results
HOLD 1 Nov 2010 9.22 9.10 3Q10 results
HOLD 3 Aug 2010 9.08 9.10 2Q10 results
HOLD 6 May 2010 8.59 9.10 1Q10 results (analyst change)
HOLD 22 February 2010 8.54 8.63 4Q009 results

BUY 29 October 2009 7.53 9.02 3Q09 results

BUY 15 October 2009 7.60 8.80 Update

HOLD 4 August 2009 7.80 8.10 2Q09 Results
SELL 21 April 2009 5.62 4.61 Update

HOLD 6 November 2008 5.28 5.17 3Q08 Results
HOLD 8 May 2008 9.00 9.00 1Q08 Results
BUY 22 February 2008 7.60 9.30 4Q07 Results
BUY 7 November 2008 8.90 10.90 3Q07 Results
BUY 10 August 2007 8.70 10.90 2Q07 Results
BUY 10 May 2007 9.50 10.90 1Q07 Results
BUY 23 February 2007 8.80 10.20 4Q06 Results
BUY 12 February 2007 8.65 9.50 Resume coverage

Share price may exceed 10% on the upside over the next 3
months, however longer-term outlook remains uncertain
-10% to 15% from the current price

SELL >10% downside from the current price

Phillip Research TRADING Share price may exceed 10% on the downside over the next 3
Stock Selection SELL months, however longer-term outlook remains uncertain
Systems

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 reward
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 final recommendation

] P PhillipCapital
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This publication is prepared by Phillip Securities Research Pte Ltd., 250 North Bridge Road, #06-00, Raffles City Tower, Singapore 179101
(Registration Number: 198803136N), which is regulated by the Monetary Authority of Singapore ( “Phillip Securities Research”). By
receiving or reading this publication, you agree to be bound by the terms and limitations set out below.

This publication 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 document by mistake, please delete or destroy it, and notify the sender immediately. Phillip
Securities Research shall not be liable for any direct or consequential loss arising from any use of material contained in this publication.

The information contained in this publication has been obtained from public sources which Phillip Securities Research has no reason to
believe are unreliable and any analysis, forecasts, projections, expectations and opinions (collectively, the “Research”) contained in this
publication are based on such information and are expressions of belief of the individual author or the indicated source (as applicable) only.
Phillip Securities Research has not verified this information and no representation or warranty, express or implied, is made that such
information or Research is accurate, complete, appropriate or verified or should be relied upon as such. Any such information or Research
contained in this publication 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. In no event will 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 preparation or issuance of this report, (i) be liable in any manner whatsoever for any consequences
(including but not limited to any special, direct, indirect, incidental or consequential losses, loss of profits and damages) of any reliance or
usage of this publication or (ii) accept any legal responsibility from any person who receives this publication, even if it has been advised of the
possibility of such damages. You must make the final investment decision and accept all responsibility for your investment decision including
but not limited to your reliance on the information, data and/or other materials presented in this publication.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material 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 publication 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 publication 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 publication has been made available constitutes neither a recommendation to enter into a particular transaction
nor a representation that any product described in this material is suitable or appropriate for the recipient. Recipients should be aware that
many of the products which may be described in this publication 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 research 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 preparation or 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 preparation or issuance of this report, may have participated in or invested in transactions with the issuer(s) of the securities mentioned
in this publication, 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 preparation or 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 publication.

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

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.

Section 27 of the Financial Advisers Act (Cap. 110) of Singapore and the MAS Notice on Recommendations on Investment Products (FAA-
NO1) do not apply in respect of this publication.

This material 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 material may not be suitable for all investors and a person receiving
or reading this material 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.

Please contact Phillip Securities Research at [65 65311240] in respect of any matters arising from, or in connection with, this document.

This report is only for the purpose of distribution in Singapore.
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3rd Floor, 35 Rue de la Bienfaisance 75008
Paris France

Tel (33-1) 45633100

Fax (33-1) 45636017

Website: www.kingandshaxson.com

UNITED STATES

Phillip Futures Inc

141 W Jackson Blvd Ste 3050

The Chicago Board of Trade Building
Chicago, IL 60604 USA

Tel +1.312.356.9000

Fax +1.312.356.9005

P PhillipCapital

N Your Partner In Finance



