Singapore Banking Sector

Post 2Q13 — Maintain OVERWEIGHT!

Report type: Update

Sector Overview

The Singapore Banking Sector provides traditional lending
and depository functions, as well as other services in the
areas of commercial banking, financial advisory, asset
management, insurance broking and capital market
services.

Post Results Highlight

Net Interest Margins stabilizing a positive

¢ NIMs stabilized for second consecutive quarter. We see
potential for gradual recovery in the medium term.

e Downward pressures on lending rates mitigated by lower
customer deposit costs, and higher efficiencies through
higher LDRs. Overseas loans growth to boost NIMs.

Loans growth positive ex-currency effects

e YTD loans growth strong, broad based, at 10.3%-11.5%.

e FY2013 guidance increased to mid double digit and mid
teens for DBS and UOB respectively. OCBC stood pat
with single digit growth guidance citing cautious outlook.

e We expect 3Q13 loans balance to be affected by
depreciating ASEAN currencies (IDR, THB and MYR).

e LDRs may further increase past current high levels for
better efficiencies, liquidity levels remains healthy.

Fees and Commission strong, Non Il volatile

e 1H13 Fees and commission boosted by favorable market
conditions, strong Wealth Management contributions

e Growth of Fees and Commission may slow in 3Q13 from
a high base, due to economic concerns in the quarter.

e Non Interest Income continues to be volatile. Higher
recurring contributions from customer flow a positive.

Other areas

e 3Q13 contributions from overseas subsidiaries likely
impacted by currency depreciation, macro headwinds.

e Significant unrealized AFS reserve losses in 2Q13,
continued losses expected

¢ NPL remains low, no credit quality concern

Investment actions

We are positive on the stabilizing of NIMs, with the potential
for recovery in the medium term. Loans growth has also
been stronger than expected, though likely negatively
impacted by the recent depreciation of a few ASEAN
currencies. Fees and Commission continues to grow, driven
by Wealth Management fees.

While market-related activities have likely slowed due to
macro economic concerns in the quarter thus far, global
indicators point to a recovery in the global economic
environment. Based on an increasingly positive global
macro outlook, and strong fundamentals, we maintain
“Overweight” on the banking sector. We maintain our
“Accumulate” rating on DBS and UOB, and “Neutral” rating
on OCBC based on our P/B derived valuations.
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Singapore Banking Sector
Rating Price TP Upside M.Cap.

(CHE) (%) (US$'mn)
DBS Group Holdings Ltd ~ Accumulate 16.19 17.50 8.1% 30,919
Overseas Chinese
Banking Corp Neutral 9.89 950 -3.9% 26,547

United Overseas Bank Accumulate 20.06 21.80 8.7% 24,705
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NIMs continues to stabilize, with potential for gradual

recovery in the medium term from rising interest rates

Fig 1: NIMs stable g-qg, continues to stabilize
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Fig 2: Q-Q, Y-Y changes in Key Interest Rates
OCBC DBS UOB
NIMs Q-Q (decrease)/incr - (0.02) 0.01
NIMs Y-Y (decrease)/incr (0.13) (0.10) (0.21)
Q-Q change in Cust. Loans (0.07) (0.08) (0.06)
Y-Y change in Cust. Loans (0.20) (0.18) (0.25)
Q-Q change in Cust. Deposits (0.02) (0.02) (0.03)
Y-Y change in Cust. Deposits (0.12) (0.04) (0.06)

Fig 3: Continued decline in Q2 Cust loan int rate (%)
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NIMs stabilized for second consecutive quarter — While
customer loans continue to face downward pressure in
recent quarters, NIMs have been stable due to factors
including lower costs of customer deposits, and higher
efficiencies through increase of Loan to Deposit ratios. We
expect FY2013 NIMs to remain within current range with
some volatility, as per managements’ guidance.

We expect NIMS to increase gradually in the medium
term with the eventual increase in short term (ST)
interest rates — In broad, we think the impact of current long
term interest rates increase is likely more muted. We see
positives from higher lending interest rates, and higher loans
growth from a shift away from Bond issuance, once ST
interest rates increase. Please refer to our 2Q13 Pre-
results report dd 8 July 2013 for a detailed analysis.

Overseas contributions to boost NIMs — While Singapore
Mortgage and Corporate loans and continue to add pressure
on interest margins, higher loans growth from regional
offices, which are higher yielding, is expected to stabilize
NIMs moving forward. Recent key rate hikes in Indonesia is
likely to increase NIMs through higher lending interest rates.

Loans growth a positive surprise — Guidance increased
Fig 6: Loans balance (S$MN) continues to climb
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Fig 4: ... Mitigated by lower Cust deposits cost (%)
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Fig 5: ... And higher efficiencies/ LDRs (%)
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Source: Company data, Phillip Securities Research
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Fig 7: Sig. incr in Housing Loans (S$MN)
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Fig 8: ... And General Commerce loans (S$MN)
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1H13 Loans growth strong, guidance increased — Loans
growth was strong, with YTD loans growth at 10.3%-11.5%
for the three banks. Loans growth was mostly broad based
across geographies and industries. Growth was most
significant in the Housing and General Commerce industry.

With the strong YTD growth, DBS increased loans guidance
from low to mid double digit, while UOB increased guidance
from low to mid teens. OCBC stood pat with guidance for
high single digit, citing a more cautious outlook.

3Q13 Loans balance, g-g growth, likely affected by
depreciating ASEAN currencies — We note recent
weakness in some ASEAN currencies, including the MYR,
IDR, and THB. Loans in these currencies is approximately
21%, 16% and <13% of UOB’s, OCBC’s and DBS’s 2Q13
loan book respectively. Quarter-to-date, IDR, THB and MYR
has depreciated by approximately 11.3%, 3.2% and 3.6%
respectively. DBS has exposure to India too, while the INR
has also depreciated by approximately 10.3%.

We think it possible for the banks to meet loans
guidance excluding currency effects — This would
continue to be broad based across industries. General
Commerce loans may slow from a high base, while Housing
loans growth may decrease due to effects of numerous
cooling measures in Singapore.

Fig 9: LDRs rise to 90%, may need to surpass 100%
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Source: Company data, Phillip Securities Research

LDRs may further increase past current levels of
approximately 90% for better efficiencies, liquidity
levels remains healthy - The three banks have
consciously kept overall Loan to Deposit ratios (LDRs), a
measure traditionally used to demonstrate liquidity, to levels
below 100% to assure investors that liquidity is sufficient.

While current LDRs are high relative to historical levels, we

think it possible for LDRs to further increase in the near term.

Other more relevant measures of liquidity, including the
Liquidity Coverage Ratio (LCR) may then be used to assure
investors that liquidity is adequate. The focus on short-term,
lower margin Trade Finance (TF) loans may see the need

for more Commercial papers relative to longer-term deposits.

This reduces the mismatch in maturity profile, and reduces
drag on returns from inefficient use of capital.
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Fees and commission revenue driver for FY13

Fig 10: Fees and commission growth a positive
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Source: Company data, Phillip Securities Research

1H13 boosted by stronger market activities, Wealth
Management continues to be strong — Y-y, 1H13 Fees
and Commission posted double digit growth at 12%, 25%
and 19% for OCBC, DBS and UOB respectively. Wealth
management continues to be a strong growth driver of Fees
and Commission. Trade-related and Loan-related fees also
grew meaningfully due to favorable market conditions.

Fees and Commission expected to grow further, but
3Q13 market-related activities may slow — The rising
affluence and strong value proposition that the banks offer,
is expected to further drive growth in this segment. However,
market related fees may slow in 3Q13, due to economic
concerns likely leading to lower levels of activities. Concerns
in the quarter include the start of the tapering of QE by US
Fed, and outflow of capital from ASEAN markets leading to
increasingly negative investor sentiments in ASEAN.

Growth of Fees and Commission continues to be favored
especially since it is less capital intensive and thus favored
in view of high Basel Il capital requirements. UOB expects
15% y-y growth of Fees and Commission for FY2013.

Non interest income may be weaker in the near term
Fig 11: Q-Q Non interest income largely higher
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Source: Company data, Phillip Securities Research

Non-interest income remains volatile, although the banks
continue to note higher recurring contributions from
customer flows. Weaker market-related activities may
however lead to lower non-interest income in the near term.
Non-interest income remains hard to predict, and may
continue to surprise on the upside.
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Other areas

3Q13 contributions from Overseas subsidiaries likely
impacted by currency depreciation, macro headwinds —
We note recent weakness in some ASEAN markets. This
includes sharp Foreign Exchange depreciation of some
ASEAN currencies, especially the Indonesian Rupiah.
Worsening current account deficit in Indonesia and Thailand
may potentially lead to further economic weakness. All three
banks have significant presence in Indonesia and Malaysia,
while UOB has presence in Thailand.

3Q13’s results for the three banks are likely to be impacted
by the depreciation of the ASEAN currencies (including IDR,
MYR, and THB). While managements guide for market
penetration in overseas markets to be small and niche, we
think that operations will likely be negatively impacted by the
weaker economic environment, both in terms of lower fees
from lower market activities, and possibly higher credit cost.

Significant AFS reserve losses in 2Q13, continued
losses expected - OCBC, DBS and UOB reported
S$499m, S$557m, and S$446m in fair value losses in the
Available-for-Sale (AFS) reserve respectively. This is mostly
due to the increase in long-term interest rates leading to
mark-to-market losses on investments. We expect further
increase in long-term interest rates once the US Fed starts
tapering of QE. Therefore, we continue to expect more
losses to be reported in future quarters.

While AFS reserve losses lead to lower Net Book Values,
this is of little concern as the three banks remain
fundamentally strong.

The increase in long-term interest rates is however likely to
lead to lower contribution from GEH’s non-participating. This
reduces OCBC’s profits. Recurring portions of the GEH
business continues to register good growth.

NPL remains low, no credit quality concern — The banks
guide for credit cost to remain benign, with no systemic
weakness in any of the markets they are present in.
Provisions made are mostly on General Provisions, in-line
with the continued strong loans growth.

Fig 12: NPL ratios remain low
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Expenses continue to be well managed — While expenses
increase in line with the increase in revenue, the banks
continue to maintain healthy cost to income ratios.
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Valuations — Maintain overweight on Banking Sector

We are positive on the stabilizing of NIMs, with the potential
for recovery in the medium term. Loans growth has also
been stronger than expected, though likely negatively
impacted by the recent depreciation of a few ASEAN
currencies per discussed above. Fees and Commission
continues to grow, driven by Wealth Management fees.

While market-related activities have likely slowed due to
macro economic concerns in the quarter thus far, global
indicators point to a recovery in the global economic
environment. Based on an increasingly positive global
macro outlook, and strong fundamentals, we maintain
Overweight on the banking sector. We maintain our
“Accumulate” rating on DBS and UOB, and “Neutral” rating
on OCBC based on our P/B derived valuations.

Fig413: 6 Aug 2013 rebased - share price declining
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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 result in reduced net profits.

Unfavorable government policies, both in Singapore and in
the key overseas markets, such as more housing cooling
measures, 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.

PhillipCapital

Your Partner In Finance



Singapore Banking Sector Your Partner In Finance
Singapore Equities Research
9 September 2013

Company Price TP Upside Market Market Equity Multiple (X) Dividend Yield (%)

Market price as of: Cap. Cap. Net Income Book Value

6-Sep-13 (%) (S$'mn) (US$'mn) FY1l FY12 FY13E FYll FY12 FY13E FY1l1 FY12 FY13E
DBS Group Holdings Ltd Accumulate Dec 16.19 1750 8.1% 39,546 30,919 130 11.8 114 14 1.3 1.2 35% 35% 3.5%
Overseas Chinese Banking Corp Neutral Dec 9.89 950 -3.9% 33,955 26,547 149 120 131 1.6 15 15 3.0% 33% 3.4%
United Overseas Bank Accumulate Dec 20.06 21.80 8.7% 31,599 24,705 136 11.3 10.6 15 14 1.3 3.0% 35% 3.5%

Source: Bloomberg, PSR est.
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Oversea-Chinese Banking Corp — Insurance “wildcard” - Growth of Non interest income to be muted in FY2013
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DBS Group Holdings — Relatively consistent growth - Strong non-interest income growth expected
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United Overseas Bank Ltd — Strong Fees and Commission - Fees and Commission guided to grow 15% y-y in FY2013
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By Geographical location — Profit before Tax

Oversea-Chinese Banking Corp - Contributions from Malaysia improving
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DBS Group Holdings - Volatile but improving contributions from HK
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United Overseas Bank Ltd - Stable contributions from all regional markets
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Important Information

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 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.
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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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