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Oversea-Chinese Banking Corp  
Expect GEH Contributions to Support Performance 
 
SINGAPORE | BANKING | UPDATE  

 Expect OCBC to actively manage Loan to Deposit Ratio (LDR) lower. 

 Customers Loans would be affected by strengthening USD  

 OCBC’s insurance business would benefit from interest rate increases  

 Maintain "Neutral” with a higher target price of S$8.55 (previously S$8.25), pegged at 
unchanged 0.95x FY17F book value (excluding preference shares).  

Weak net interest income growth as OCBC manages LDR lower. 
We believe that OCBC will favour a defensive strategy by lowering its LDR amid a weak 
domestic economic outlook and a high private sector debt overhang. We forecast OCBC’s LDR 
to be c.80% in FY17F and as a result, we expect net interest income growth to be negative too. 
OCBC’s USD Customers Loans which makes up 23% of the total Customers Loans is vulnerable 
to the strengthening of USD. For further reading, we refer to our Singapore Banking Sector 
report titled “Challenges to loans and net interest income growth” which expounds our thesis. 

OCBC’s insurance business could benefit from steady interest rate increases. 
We expect Great Eastern Holdings (GEH) to score a straightforward win as interest rate rises. 
We estimate GEH contributes c.9% to Total Income. The rising bonds yields in line with higher 
interest rates will allow GEH to invest new premium income at higher yields and earn higher 
future returns that will contribute to more profits. We are not concerned of falling market 
value of existing bond holdings as interest rate rises because we expect insurers in general to 
hold their bonds till maturity. 

Operating trends expected in 4Q16. 
We expect 4Q16 PATMI to be S$951mn (+0.85% q-o-q, -0.94% y-o-y), supported primarily by 
lower provisions. We expect flattish q-o-q net interest income growth but better q-o-q 
contribution from life assurance business segment. 

Investment Actions 
We expect the better performance from non-interest income businesses especially 
contributions from life assurance and wealth management in FY2017F to support the weak net 
interest income. OCBC is less dependent on interest income compared to its peers. OCBC’s 
non-interest income makes up 44% of total income which is higher than DBS’ 38% and UOB’s 
40%. Maintain "Neutral” with a higher target price of S$8.55 (previously S$8.25) as we roll 
over to FY17F valuation. Our new target price is based on unchanged 0.95x FY17F book value 
(excluding preference shares). 
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Fig 1: Net interest margin Fig 2: NonII/Total revenue

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: Geo segment breakdown

Fig 13: Operating profit by Business segment Fig 14: Net interest income trend

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

Fig 17: Profit from insurance
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Financials

Income Statement Balance Sheet

Y/E Dec, SGD mn FY14 FY15 FY16F FY17F FY18F Y/E Dec, SGD mn FY14 FY15 FY16F FY17F FY18F

Net Interest Income 4,736 5,189 5,052 5,014 5,107 Cash bal  with centra l  banks 25,314 21,180 21,228 29,626 32,026

Fees  and Commiss ion 1,496 1,643 1,675 1,787 1,909 Due from banks 41,220 35,791 37,352 38,251 40,223

Other Non interest income 2,109 1,890 1,800 1,955 2,152 Debt and equity securi ties 23,466 22,786 24,981 25,241 25,494

Total operating income 8,341 8,722 8,527 8,757 9,167 Loans  and bi l l s  receivable 207,535 208,218 207,356 211,388 217,235

Operating expenses 3,258 3,665 3,763 3,835 3,864 Li fe Assur. Fund Inv. Assets 57,286 56,983 58,645 60,404 62,216

Provis ions 432 585 642 625 557 Others 46,925 45,890 48,568 48,741 48,997

Operating profit 4,651 4,472 4,121 4,297 4,746 Total Assets 401,746 390,848 398,129 413,651 426,192

Associates  & JVs 113 353 387 387 387 Due to banks   20,503 12,048 12,266 12,388 12,512

Profit Before Tax 4,764 4,825 4,508 4,684 5,133 Due to non-bank customers 245,519 246,277 249,794 261,559 269,817

Taxation 687 717 698 725 794 Li fe Assur. Fund Liabi l i ties 57,224 56,994 58,704 60,465 62,279

Profit After Tax 4,077 4,108 3,810 3,959 4,340 Debts  i ssued 28,859 23,479 22,492 22,717 22,944

Non-control l ing Interest 233 205 176 183 201 Others 14,936 14,282 14,700 15,131 15,575

Net Income, reported 3,844 3,903 3,635 3,776 4,139 Total liabilities 367,041 353,080 357,955 372,260 383,128

Net Income, adj. 3,844 3,903 3,635 3,776 4,139 Shareholder's  equity 31,097 34,553 37,368 38,487 39,959

Non-control l ing interest 3,088 2,558 2,722 2,905 3,105

Total Equity 34,185 37,111 40,090 41,391 43,065

Per share data (SGD) Valuation Ratios

Y/E Dec, SGD mn FY14 FY15 FY16F FY17F FY18F Y/E Dec, SGD mn FY14 FY15 FY16F FY17F FY18F

EPS, reported 1.02 1.00 0.91 0.95 1.04 P/E (X), adj. 10.1      9.0        9.8        9.4        8.6        

EPS, adj. 0.96 0.95 0.87 0.91 1.00 P/B (X) 1.3        1.0        0.98      0.95      0.91      

DPS 0.36 0.36 0.36 0.36 0.36 Dividend Yield (%) 3.7% 4.2% 4.2% 4.2% 4.2%

BVPS 7.46 8.15 8.70 9.00 9.38 Growth & Margins (%)

Growth

Net interest income 22.0% 9.6% -2.6% -0.7% 1.8%

Supplementary items Non interest income 31.6% -2.0% -1.6% 7.7% 8.5%

Y/E Dec, SGD mn FY14 FY15 FY16F FY17F FY18F Pre provis ion operating profi t 26.0% 4.6% -2.2% 2.7% 4.7%

CET1 CAR (%) 13.8% 14.8% 14.9% 14.0% 13.2% Operating income 32.4% -3.8% -7.8% 4.2% 10.5%

Tier 1 CAR (%) 13.8% 14.8% 15.4% 14.5% 13.6% Net income, reported 38.9% 1.5% -6.9% 3.9% 9.6%

Total  CAR (%) 15.9% 16.8% 17.3% 16.2% 15.2% Net income, adj 38.9% 1.5% -6.9% 3.9% 9.6%

Margins

Net interest margin 1.68% 1.67% 1.67% 1.62% 1.62%

Key Ratios (%)

ROE 12.9% 11.6% 10.0% 10.1% 10.6%

ROA 1.1% 1.2% 1.1% 1.1% 1.1%

RORWA 2.0% 2.0% 1.8% 1.7% 1.7%

Non-interest/tota l  income ratio 43.2% 40.5% 40.8% 42.7% 44.3%

Cost/income ratio 39.1% 42.0% 44.1% 43.8% 42.2%

Loan/depos i t ratio 84.5% 84.5% 83.0% 80.8% 80.5%

NPL ratio 0.61      0.93      1.17      1.13      1.12      

Source: Company, Phi l l ip Securi ties  Research (Singapore) Estimates

*Forward multiples  & yields  based on current market price; his torica l  multiples  & yields  based on his torica l  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 

Ratings History
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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. 

 
 


