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Oversea-Chinese Banking Corp  
Firing On All Cylinders as Economy Improves Steadily  
 
SINGAPORE | BANKING | 2Q17 RESULTS  

 2Q17 PATMI of S$1,083mn exceeded our estimate by 12.6%. Insurance and Net Interest 
Income growth exceeded expectation. 

 Wealth Management fee income growth of 45% YoY was boosted by the acquisition of 
Barclay’s WM. 

 Upgrade "Neutral” with a higher target price of S$10.81, based on Gordon Growth 
Model, (previously 0.95x book value, excluding preference shares).  

Results at a glance

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

Net interest income 1,345 1,260 7% 1,272 6% NIMs -3bps  y-o-y. Loans  +11% y-o-y

Fees  & Comm 492 417 18% 481 2% Higher WM fee income y-o-y

Insurance 278 146 90% 211 32% Higher Li fe Assurance profi t q-o-q & y-o-y

Other NII 283 225 26% 285 -1% Higher net trading income y-o-y

Total income 2,398 2,048 17% 2,249 7%

Expenses -992 -932 6% -973 2% Inclus ion of Barclays  WM staff costs  y-o-y

Al lowances -169 -88 92% -168 1%

PATMI 1,083 885 22% 973 11%

Source: Company, PSR  

The Positives 
+ Strong Insurance and Wealth Management. Profit from life assurance almost doubled YoY 
due to a positive performance from Great Eastern Holdings’ investment portfolio as a result of 
narrowing credit spreads and gains from favourable interest rate movements. Wealth 
management fee income grew 45% y-o-y as OCBC’s Bank of Singapore (“BOS”) AUM rose 46% 
y-o-y from US$61bn to US$89bn. Two-thirds of BOS’ AUM growth came from net new money. 

+ NPL ratio stable and Oil and Gas exposures have declined. NPL ratio is stable at 1.3%, stable 
QoQ but higher than 1.1% in 2Q16. OCBC’s exposure to oil and gas loans have declined 9% 
QoQ as oil majors, and offshore support vessel (‘’OSV”) operators have deleveraged. 

+ Stronger Net Interest Income (“NII”) was due to higher Loan-to-deposits ratio (“LDR”), 
gaping income and higher yields on customer loans. In our Banking Sector Report published in 
January 2017, we explained how the expansion of LDR would help boost net interest income 
growth. Management has indicated that they are comfortable to bring the LDR higher from the 
current 85% to increase NII in the near term. OCBC was able to find opportunities to place out 
interbank loans at a higher rate to achieve higher gaping income. OCBC was able to enjoy 
better yields on customer loans by charging a higher spread on loans to customers’ overseas 
expansion projects.  

The Negatives 
- Unfavourable rate dynamics could remain a challenge. OCBC Wing Hang’s Net Interest 
Margin (“NIM”) continues to languish as the three-month HIBOR rate, which housing loans are 
pegged to, remain subdued despite the Fed rate hike. Similarly, in Singapore, the Fed rate hike 
cycle has not translated into a meaningful increase in SIBOR and SOR, therefore, delaying the 
pass through of higher rates to customer loans. 

- Oil and Gas Sector is stable but not improving. The lack of commitment to long term charter 
for OSV operators has impacted their cash flow and their ability to service loan payments. We 
believe that oil price should settle at US$60 per barrel sustainably before we can see 
commitment to long term charter rates. And given OCBC bad loans coverage ratio is at 100%, 
we expect OCBC’s provision expenses be volatile when it is required to respond to a sudden 
deterioration in quality of loans related to the OSV sector. 
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Outlook 
We are revising our LDR forecast for OCBC from c.80% to c.85% as management indicated 
more flexibility to move the LDR higher. Therefore we increased our FY17e net interest income 
growth estimates from our previous 2% to 5%. Moreover, due to improving economic 
sentiment and low volatility at the start of 2017 and recovering Singapore housing market, we 
are revising our valuation to reflect these improvements. However, we are cautious of OCBC’s 
sensitivity to competition in the loans market as slightly more than half of OCBC’s loans are 
pegged to board rates which are influenced by market competition. 
  
Valuation: Gordon Growth Model 

Item Description Value

Rf Risk-free rate 2.0%

E Equity-risk premium 7.0%

B Beta 1.02

COE Cost of Equity 9.1%

ROE FY17e Return on Equity 10.6%

g Terminal growth rate 2.0%

(ROE-g) FY17e Target Price to Book 1.20

(COE-g)

FY17e BVPS, S$ 8.98

FY17e Valuation, S$ 10.81

 
 
3-Year Historical Price-to-Book 

 

Investment Actions 
Upgrade "Neutral” with a higher target price of S$10.81, based on Gordon Growth Model 
(previously 0.95x price to book, excluding preference shares). 
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Table 1. Fee and commission income

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

Brokerage 17                 15            13.3% 18            -5.6%

Wealth management 215               150          43.3% 215          0.0%

Fund management 27                 24            12.5% 25            8.0%

Credit card 44                 41            7.3% 35            25.7%

Loan-related 79                 78            1.3% 67            17.9%

Trade and remittances 53                 51            3.9% 52            1.9%

Guarantees 5                   7              -28.6% 4              25.0%

Investment Banking 24                 15            60.0% 29            -17.2%

Service charges 19                 29            -34.5% 27            -29.6%

Others 9                   7              28.6% 9              0.0%

Total Fee and Comm 492               417          18.0% 481          2.3%

Table 2. Other non-interest income

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

Net trading income 140               123          13.8% 158          -11.4%

Net ga in on Invt securi ties 54                 44            22.7% 65            -16.9%

Disposal  of properties  6                   7              -14.3% 24            -75.0%

Others 16                 21            -23.8% 2              700.0%

Total other non int Inc 236               176          34.1% 249          -5.2%

Table 3. Loans by Industries

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

Agri , mining & quarrying 7,855            7,838       0.2% 7,582       3.6%

Manufacturing 13,530          11,434     18.3% 13,185     2.6%

Bui lding and construction 36,683          34,090     7.6% 35,742     2.6%

Hous ing loans 60,998          58,356     4.5% 60,027     1.6%

Genera l  commerce 27,247          22,294     22.2% 26,366     3.3%

Tpt, s torage & comms 12,367          10,860     13.9% 12,016     2.9%

FIs , invt & holding co 32,736          26,856     21.9% 33,225     -1.5%

Profess ionals  & Pri  inv 27,573          24,319     13.4% 26,956     2.3%

Others 9,816            9,438       4.0% 9,704       1.2%

Total  loans 228,805        205,485   11.3% 224,803   1.8%

Table 4. Loans by currencies

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

Singapore dol lar 83,378          80,540     3.5% 83,069     0.4%

US dol lar 59,685          45,645     30.8% 59,828     -0.2%

Malays ian ringgi t 20,091          21,720     -7.5% 20,264     -0.9%

Indones ian rupiah 7,652            6,543       16.9% 7,350       4.1%

Others 21,435          17,466     22.7% 19,587     9.4%

Hong Kong Dol lar 30,990          27,794     11.5% 29,561     4.8%

Renminbi 5,574            5,777       -3.5% 5,144       8.4%

Total  loans 228,805        205,485   11.3% 224,803   1.8%

Table 5. Operating profit by Business segments

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

Global  Consumer/ Private Banking 320               273          17.2% 313          2.2%

Global  Corporate/ Investment Banking 429               468          -8.3% 356          20.5%

Global  Treasury and Markets 134               101          32.7% 109          22.9%

Insurance 296               120          146.7% 237          24.9%

OCBC Wing Hang 91                 94            -3.2% 85            7.1%

Others (60)               (52)           nm (18)           nm

Total Profit 1,210            1,004       20.5% 1,082       11.8%

 

 

Loans growth across segments 
driven by corporate clients’ 
overseas business expansion 

Loans growth from OCBC Wing 
Hang and OCBC NISP outpaced 
Singapore based loans in 2Q17  
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Table 6. Profit before tax by Geographical segments

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

Singapore 767               507          51.3% 629          21.9%

Malays ia 323               340          -5.0% 311          3.9%

Indones ia 209               181          15.5% 197          6.1%

Greater China 344               301          14.3% 289          19.0%

Other As ia  Paci fic 41                 37            10.8% 38            7.9%

Rest of the World 59                 37            59.5% 47            25.5%

Total NPBT 1,743            1,403       24.2% 1,511       15.4%

Source (tables  1-6): Company, Phi l l ip Securi ties  Research  
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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 FY16 FY17e FY18e Y/E Dec, SGD mn FY14 FY15 FY16 FY17e FY18e

Net Interest Income 4,736 5,189 5,052 5,290 5,400 Cash bal  with centra l  banks 25,314 21,180 16,559 16,650 19,606

Fees  and Commiss ion 1,496 1,655 1,638 1,915 1,980 Due from banks 41,220 35,791 39,801 44,221 42,693

Other Non interest income 2,109 1,878 1,799 1,986 1,999 Debt and equity securi ties 23,466 22,786 23,157 23,946 24,187

Total operating income 8,341 8,722 8,489 9,192 9,379 Loans  and bi l l s  receivable 207,535 208,218 216,830 227,802 234,688

Operating expenses 3,258 3,665 3,789 3,954 4,001 Li fe Assur. Fund Inv. Assets 57,286 56,983 61,973 63,832 65,747

Provis ions 432 585 821 745 755 Others 46,405 45,232 51,564 51,336 51,975

Operating profit 4,651 4,472 3,879 4,493 4,623 Total Assets 401,226 390,190 409,884 427,788 438,897

Associates  & JVs 113 353 396 396 396 Due to banks   20,503 12,048 10,740 13,182 13,314

Profit Before Tax 4,764 4,825 4,275 4,889 5,019 Due to non-bank customers 245,519 246,277 261,486 263,414 270,051

Taxation 687 717 629 689 708 Li fe Assur. Fund Liabi l i ties 57,224 56,994 61,962 63,821 65,735

Profit After Tax 4,077 4,108 3,646 4,200 4,310 Debts  i ssued 28,859 23,479 19,947 29,436 29,730

Non-control l ing Interest 233 205 173 224 230 Others 14,936 14,282 16,107 16,584 17,075

Net Income, reported 3,844 3,903 3,473 3,976 4,081 Total liabilities 367,041 353,080 370,242 386,437 395,906

Net Income, adj. 3,844 3,903 3,473 3,973 4,081 Shareholder's  equity 31,097 34,553 37,007 38,492 39,903

Non-control l ing interest 3,088 2,558 2,635 2,859 3,088

Total Equity 34,185 37,111 39,642 41,351 42,991

Per share data (SGD) Valuation Ratios

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

EPS, reported 1.02 1.00 0.87 1.01 1.03 P/E (X), adj. 10.1      12.1      13.8      12.0      11.7      

EPS, adj. 0.96 0.95 0.83 0.95 0.98 P/B (X) 1.3        1.1        1.05      1.27      1.23      

DPS 0.36 0.36 0.36 0.36 0.36 Dividend Yield (%) 3.7% 4.1% 4.0% 3.8% 3.8%

BVPS 7.46 8.15 8.61 8.98 9.34 Growth & Margins (%)

Growth

Net interest income 22.0% 9.6% -2.6% 4.7% 2.1%

Supplementary items Non interest income 31.6% -2.0% -2.7% 13.5% 2.0%

Y/E Dec, SGD mn FY14 FY15 FY16 FY17e FY18e Pre provis ion operating profi t 26.0% 4.6% -2.7% 8.3% 2.0%

CET1 CAR (%) 13.8% 14.8% 14.7% 14.3% 14.5% Operating income 32.4% -3.8% -13.3% 15.8% 2.9%

Tier 1 CAR (%) 13.8% 14.8% 15.2% 15.1% 15.3% Net income, reported 38.9% 1.5% -11.0% 14.4% 2.7%

Total  CAR (%) 15.9% 16.8% 17.2% 17.3% 17.5% Net income, adj 38.9% 1.5% -11.0% 14.4% 2.7%

Margins

Net interest margin 1.68% 1.67% 1.67% 1.62% 1.60%

Key Ratios (%)

ROE 12.9% 11.6% 9.6% 10.6% 10.5%

ROA 1.1% 1.2% 1.0% 1.1% 1.1%

RORWA 2.0% 2.0% 1.8% 1.8% 1.8%

Non-interest/tota l  income ratio 43.2% 40.5% 40.5% 42.4% 42.4%

Cost/income ratio 39.1% 42.0% 44.6% 43.0% 42.7%

Loan/depos i t ratio 84.5% 84.5% 82.9% 86.5% 86.9%

NPL ratio 0.61      0.93      1.26      1.21      1.21      

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 
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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. 

 
 


