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Singapore Banking Sector

Sector Overview
The Singapore Banking Sector provides traditional lending and depository functions, as well

. . . . . . . DBS United Oversea-
as other services in the areas of commercial banking, financial advisory, asset management, Group I
insurance broking and capital market services. Holding Bank Ltd Banking
Ltd Corp
Highlights '
Net Interest Margins remains key focus point Rating Buy  Accumulate Accumulate
e NIM expansion of 5-6bps for DBS and OCBC in early part of the year and we suggested
NIM could trend downwards (2-3bps) in later part of the year Price (S$) 153 2345 0.0
e In 3Q14, OCBC NIM ticked down 2bps to 1.68% in 3Q14; DBS managed to bump it to
1.68%; UOB has remained largely flat Target 2160 2540 100
e Expect FY14 NIM for DBS and OCBC to be higher y-y whilst UOB to remain stable (DBS  Price(S$)
FY13/FY14E: 1.62%/1.67%, UOB FY13/FY14E: 1.72%/1.71%, OCBC FY13/FY14E: o
Dividend o o o
1.64%/1.68%) vield (%) 307% 3.84% 3.66%
e Be “Patient” for begin of normalizing the stance of monetary policy, says the FOMC.
Fed Reserve Chair Janet Yellen appeared to blow away some tendrils of the fog with (LlJ;)Side "% 0% 8%
regards to raising of benchmark rates which could be after April 2015. This is a big plus k
and we remain unchanged on our view of a gradual rate hike in 2H15 which will uplift Mkt Ca
P 47,946 37,140 40,002

NIMs and earnings (S$ mn)
Loans growth outlook appears muted
e Our Singapore banks expect moderate loan growth momentum in FY15, with y-y loan
growth of high single digit at best
e We think that underlying loan growth in Singapore remains weak, with an expected  BenjaminOng (+6565311535)
drop in housing loans from lower mortgage applications. Growth is likely to be driven ~ Penjaminongew@phillip.com.sg
from regional contributions
Regional currencies trend and impact
e We observed recent weakness in some ASEAN currencies, especially so for MYR. MYR
has depreciated 4.2% against the SGD while IDR 1.7% against SGD
e Malaysia’s economic outlook remains weak especially with the freefall in oil prices and
declining palm oil price. These suggest possible lower loans growth and fees, higher
credit costs and weakening of overseas contribution for both UOB and OCBC in 4Q14
through 1H15
e However, depreciating ASEAN currencies effect will be cushioned by a strengthening
greenback and HKD
Non-interest income is a gallimaufry of possibilities
e In 3Q14, DBS and UOB both had strong growth in their net trading income, driven by
both customer treasury flows and trading gains
e USD/RMB direction has an influence on hedging activities especially for DBS
e Increased volatility in global markets suggest higher trading income in coming quarters

Source: Bloomberg, PSR est.

Investment actions

Loans growth appear muted in FY15 but we are optimistic on improving NIMs in the medium
term which will drive earnings. Fee income continues to be a staple and key drivers are trade
related, wealth management and investment banking. We are positive on the probability of
improving margins in the medium term. Our view and main investment theme remain
unchanged: OVERWEIGHT on banks for play on imminent US rate hike which will uplift
NIM and earnings in the medium term. DBS remains our top pick for its stable earnings
growth profile and best beneficiary to higher interest rates. We have a “Buy” rating on DBS
and “Accumulate” rating on OCBC and UOB based on our P/B derived valuations.
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Net Interest Margins remains key focus point

In our previous sector report in June, we noted that we had witnessed a NIM
expansion of 5-6bps for DBS and OCBC in the early part of the year and suggested we
could see NIM trending downwards (~2-3 bps) for the coming quarters. Indeed,
OCBC’s NIM was “normalized” by 2bps to 1.68% in 3Q14 but DBS has managed to
bump it up even further to 1.68%, bringing their NIM to the highest seen in the last 9
quarters. UOB’s NIM on the other hand has been largely flat YTD. We expect full year
FY14 NIM for DBS and OCBC to be higher y-y by a few bps whilst UOB to remain
stable (DBS FY13/FY14E: 1.62%/1.67%, UOB FY13/FY14E: 1.72%/1.71%, OCBC
FY13/FY14E: 1.64%/1.68%).

Be “Patient” for begin of normalizing the stance of monetary policy, says the FOMC.
Fed Reserve Chair Janet Yellen appeared to blow away some tendrils of the fog with
regards to raising of benchmark rates which could be after April 2015. Our house
view was gradual rate hike in 2H15 which would uplift NIMs and earnings and with US
labor data looking increasingly healthier, we think this supports our stance for an
exciting FY15 for the Singapore banks.

Our sensitivity analysis on the 3 banks also suggest that for every 10bps of NIM
improvement, EPS growth ranges between 6-7% with DBS at the highest end of the
spectrum due to their lowest cost of funding through their high CASA deposit ratio
and most liquid balance sheet.
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Loans growth outlook appears muted

Our Singapore banks expect moderate loan growth momentum in FY15, with y-y loan
growth of high single digit at best, in effort to preserve margins. We think that
underlying loan growth in Singapore remains weak, with an expected drop in housing
loans from lower mortgage applications. Growth is likely to be driven from regional
contributions and China seems to still be the best bet. As these suggest more
downside than upside risks to FY15 loans growth, we have ascribed a 7-9% loans
growth for our Singapore banks, with DBS at the higher end of the curve due to their
larger China exposure.
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Regional currencies trend and impact

We observed recent weakness in some ASEAN currencies, especially so for MYR. MYR
has depreciated 4.2% against the SGD while IDR 1.7% against SGD. Economic growth
for Malaysia has moderated in 3Q14 as export growth fizzled. Compounding that with
a more than 40% YTD freefall in oil prices and declining palm oil price (budget is
based on US$100 per barrel), it hardly raises any eyebrows for a weakening MYR.
Loan balances in MYR (3Q14) for UOB and OCBC stood at ~13% and ~11% while it is
insignificant for DBS. PBT for Malaysia (3Q14) for UOB and OCBC was ~17% and
~21%. These suggest possible lower loans growth and fees, higher credit costs and
weakening of overseas contribution for both UOB and OCBC in 4Q14 through 1H15 as
we do not yet see signs of improvement for Malaysia in the near term.
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However, depreciating ASEAN currencies effect will be cushioned by strengthening
greenback and HKD. USD has strengthened against the SGD by ~2.5% QTD, driven by
positive economic indicators and seemingly taking on a role reversal with a slowing
China. This should continue into FY15 which supports our house view of a US gradual
rate hike. Our Singapore Banks have significant USD loan exposures (3Q14 DBS: 34%
UOB: 16% OCBC: 27%) suggesting positive impact on loans growth from the
continued appreciation of USD. HKD has also strengthened ~2.6% QTD against the
SGD, which would benefit both DBS and OCBC to a lower extent (WHB consolidation
started in 3Q14). 3Q14 HKD loans for DBS and OCBC were ~12% while PBT were 22%
and <11% respectively. UOB’s exposure is not material.
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Non-interest income is a gallimaufry of possibilities

In 3Q14, DBS and UOB both had strong growth in their net trading income, driven by
both customer treasury flows and trading gains. For DBS especially, hedging activities
from customers are affected by the movements of the USD/CNY currency pair. RMB
depreciation is usually reflected in lower hedging activities as a portion of trade
finance activities are USD denominated. QTD, CNY has been largely flat, appreciating
only 0.5%. With China’s slowing growth outlook in the coming FY15, stimulus
measures for economic growth (e.g. PBOC cutting benchmark 1-year deposit rates by
25 bps and 1-year lending rate by 40 bps) and RMB internationalization could see the
RMB appreciating in the medium term. Increasing volatility in global markets also
suggest higher trading income in the coming quarters.
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Valuations

Maintain OVERWEIGHT on Singapore Banking Sector - We are positive on the
probability of improving margins in the medium term. Our view and main investment
theme remain unchanged: OVERWEIGHT on banks for play on imminent US rate
hike which will uplift NIM and earnings in the medium term. DBS remains our top
pick for its stable earnings growth profile and best beneficiary to higher interest
rates. We have a “Buy” rating on DBS and “Accumulate” rating on OCBC and UOB
based on our P/B derived valuations.

Key risks for the Sector

A worsening global economy may result in rise of NPLs and credit costs, as affected
customers, especially SMEs and unsecured consumer loans, default on loan
repayments. This may negatively impact our bottomline.

Unfavourable government policies and regulatory measures, both in Singapore and in
the key overseas markets, may also impact the banks negatively.

Irrational pricing of loans and deposits, especially in the foreign markets, would also
lead to further NIMs compression or loss of market share.

Page | 5 | PHILLIP SECURITIES RESEARCH (SINGAPORE)



’PPhiIIipCapital

SOEET SR ERTT R Ya (]l Will a rate hike be next year’s Christmas present?

System assets

Total DBU Assets (S$ mn)(LHS) and y-y growth (%)(RHS)

1,100,000 25%
1,000,000
900,000 20%
800,000
15%
700,000 DBU Assets grew by 10% y-y
600,000 10%
500,000
400,000 5%
300,000 H H ’
200,000 0%
N IS0 00 0 00 O ) DO OO0 0O dd " AN NN AN OMO;NMHm OO N < < <
R A A A A A I A B S B A B A
§8558385588558285582853883838388338
EEE Total DBU Assets s y-y growth (%)
Source: MAS, PSR
Total ACU Assets (S$ mn)(LHS) and y-y growth (%)(RHS)
1,400,000 40%
1,200,000 30%
1,000,000 20%
800,000 10% ACU Assets grew by 7% y-y
600,000 0%
400,000 | H| H -10%
200,000 | | -20%
NN 00 00 0 00 OO DO OO 00O A A" AN NN NOODMHOONON N S <
PPPRRR PRI YT YT T Y LYY LAY YT YT
QO LV %~ Cc 0 LV &~ Cc 0 LU &~ Cc 0 LU &~ cCc g0 LU &~ cCc 90 O -~ cCc 0 O %~ c o
$382323583358335833858338583533883348
B Total ACU Assets ~ ======y-y growth (%)
Source: MAS, PSR
System Loans
Total DBU Loans (S$ mn)(LHS) and y-y growth (%)(RHS)
700,000 35%
600,000 30%
500,000 25%
400,000 20%
' 15% DBU Loans grew by 11% y-y
300,000
10%
200,000 5%
100,000 || 0%
- -5%
NN 0 W0 D D OO OO0 dd dTdaNNNNOMMH O S < <
A A A A I bR AR B B B Bl Bl B
§8338855883588538855883388553

EEE | 0ans (DBU)  ======y-y growth (%)

Source: MAS, PSR

Page | 6 | PHILLIP SECURITIES RESEARCH (SINGAPORE)




S

Business Loans vs. Consumer Loans (DBU)(S$ mn)(LHS) and y-y growth (%)(RHS)
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Business Loans grew by
14% y-y but consumer loans
growth has slowed down to
6% y-y

FIs grew 20% vy-y and
General Commerce grew
17% y-y
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Housing Loans Growth (DBU)(S$ mn)(LHS) and y-y

growth (%)(RHS)
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Housing loans growth is
slowing down, expect this
to stutter more in FY15 with
less mortgage applications

ACU Loans grew by 18% y-y
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System Deposits

Total DBU Deposits (S$ mn)(LHS) and y-y growth (%)(RHS)
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Deposits Breakdown (DBU)(S$ mn)
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DBU Deposits growth has
been sluggish, dropping to
nil in Jun but started picking
up in Sep by 1.5% y-y

Savings  deposits  have
grown 4.5% y-y
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CASA Ratio (DBU)(%)
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CASA ratio largely flat for
past few months (Sep 14:
61.0%)

SGD Deposits growth has
been declining but picked
up 1.3% y-y in Sep 14

System liquidity appears
tight with LDR of 111%...

SGD LDR appears to
remain comfortable at
85.6% by our estimation
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Total Deposits (ACU)(S$S mn) (LHS) and y-y growth (%)(RHS)
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Loans Breakdown for DBS (S$ mn)(selected items)
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Slowing  loans  growth
(OCBC includes WHB)

General commerce loans
continue to be the largest
proportion
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Loans Breakdown for UOB (S$ mn)(selected items)

m Housing Loans m General Commerce ® Fis, invest & Hldg Cos.
Source: Company, PSR

Loans Breakdown for OCBC (S$ mn)(selected items)

160,000
140,000
120,000
100,000
80,000
60,000
40,000
20,000

4Q11 1Q12 2Q12 3Q12 4Q12 1Q13 2Q13 3Q13 4Q13 1Q14 2Q14 3Q14

m Professionals & Private Indv.

4Q11 1Q12 2Q12 3Q12 4Q12 1Q13 2Q13 3Q13

m Housing Loans ™ General Commerce M Fis, invest & Hldg Cos.
Source: Company, PSR

General Commerce Comparison (S$ mn)

4Q13

140,000
120,000
100,000
80,000
60,000
40,000
20,000

1Q14 2Q14 3Qi14

m Professionals & Private Indv.

60,000

50,000

40,000

30,000

20,000

10,000

4Q11 1Ql12 2Ql12 3Ql12 4Q12 1Q13 2Q13 3Q13

«@==DBS ==@==UOB === OCBC

Source: Companies, PSR

4Q13

1Q14

2Q14 3Q14

UOB appears to be most
vulnerable to Singapore
housing sector

OCBC loan books boosted
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Professionals & private individuals Comparison (S$ mn)
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Loans Breakdown for UOB (S$ mn)(By Currencies)
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Bank Level Deposits
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Deposits Breakdown for UOB (S$ mn)(By Types)
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Deposits Breakdown for UOB (S$ mn)(By Currencies)
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Overall Loan-to-Deposit Ratio Comparison (%)
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Net Interest Margin Comparison (%)
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Total Allowances for NPA/Total NPA (%)
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PBT by Geography for OCBC (S$ mn)
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Fees and commission for OCBC (S$ mn)
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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 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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