Singapore Banking and Finance
How is the Singapore Loans Market Shaping Up in 2017?

SINGAPORE | BANKING & FINANCE | UPDATE

A visit to Sing Investment & Finance Limited (“SIF”).

We visited the SIF to discuss the changes to Finance Company Regulations announced by
MAS on the 14™ February 2017. We believe, finance companies are finally unshackled to
finance and service better the SMEs in Singapore.

But lacklustre business expectations forecast for next 6 months may crimp SME loans
growth.

General Business Expectations released by Singapore Economic Development Board
showed a generally muted outlook for the period January — June 2017. For the
Manufacturing Sector, 96% manufacturing establishments responded to the survey. The
result was a net weighted balance of 2% of the respondents anticipate a favourable
business situation. And for the Services Sector, c.1,500 enterprises were surveyed. The
result was a net weighted balance of 14% of the enterprises anticipate a deteriorating
business situation for the period January — June 2017.

Elevated leverage of households could deter the lifting of Total Debt Servicing Ratio
(“TDSR”) policy in the near term.

Household ability to service mortgages remain at record low levels. The ratio of Private
Property Mortgage Loans to Total Annual Income from Work by Households in Private
Properties over a 16-year period from 2000 to 2016 has reached beyond +1 standard
deviation since 2012. Not only had the growth rate of Average Monthly Income from Work
by Households in Private Properties been declining since 2010 but the growth rate had also
fallen below the private property mortgage loans growth rate; even though private
property mortgage loans growth had declined sharply after the implementation of TDSR in
June 2013.

The three local banks have been boosting Singapore housing loans growth by increasing
market share.

We estimate that the three local banks’ market share of Singapore housing loans at c.47%
by end of 2016 compared to c.43% by end of 2014. In 2016, the Singapore housing loans
growth for each of the local banks have outpaced the system loans growth of 4%. We
estimate Singapore housing loans grew ¢.10% for OCBC, c.8% for UOB and c.12% for DBS. In
the report, we explain why this trend is expected to continue in 2017.

INVESTMENT ACTIONS

UNDERWEIGHT on Singapore Banking Sector — We are cautious on the Singapore Banking
Sector. The weak Singapore economic outlook offsets some positive progress the Singapore
banks are making in supporting network clients such as large conglomerates in Singapore
expand overseas. Though the Singapore banks may continue to grow Singapore mortgage
loans in 2017, we believe the volume growth will be offset by weaker margins. Owing to
the operating headwinds we presented in this report, we are Underweight the Singapore
Banking Sector. We maintain our Reduce rating on UOB, DBS and OCBC. We do not have a
market weight on the Singapore Finance Companies because currently we do not have
coverage on Singapore Finance Companies.
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HOW DO WE VIEW THIS?

Regulatory changes to enhance finance companies’ ability to finance SMEs.
The regulatory changes are still preliminary but from our visit to SIF, we saw a couple of
straightforward opportunities for finance companies to enhance SME lending:

a) Changes to uncollateralised lending. Currently, the limit on uncollateralised
business loans to a single borrower is $$5,000 but the S$5,000 limit created no
market demand as it was not meaningful for SMEs in general. Therefore the
original limit for a finance company’s aggregate uncollateralised business loans to
10% of its capital funds had never been close to being hit. Now, the new limit to a
single borrower is raised up to 0.5% of the finance company’s capital funds. Based
on SIFs FY2016 Share Capital and Equity Reserves of S$320mn, SIF's
uncollateralised business loan exposure to a single borrower could go as high as
SS1.6mn. The limit on aggregate uncollateralised business loans will also raised
from 10% to 25% of its capital funds thus potentially raising its aggregate
uncollateralised business loans limit from S$32mn to S$80mn.

b) Current account and chequing services capabilities. SIF’s major source of funds
had been Fixed Deposits (“FD”) but FDs are long term funding with higher costs.
But with the ability to open Current Accounts and offer transactions services,
finance companies like SIF can capture short term funding and lower their cost of
funds. At the same time, finance companies will be able better match their assets
to liabilities as they will be able to grow deposits to match the growth in loans.

To estimate the potential net interest income contribution to SIF from uncollateralised
business lending, we assume spread on SIF’s uncollateralised loans to be an average of 3%
per annum for an aggregate uncollateralised business loan size of ¢.5560mn. This will yield
$$1.8mn in net interest income (“NII”) which will potentially add 4.7% to SIF’s FY16 NIl and
hiring charges of S$38.6mn. In addition, we believe there will be positive knock-on effects
from increased activity in uncollateralised business lending. Finance companies can start
building relationships with fledgling SMEs through uncollaterised lending and when these
SMEs expand, there will be better opportunities to extend collateralised business loans by
way of a stronger relationship. We opine that the new regulation presents a sweet spot for
finance companies to engage and nurture fledgling SMEs that would otherwise be paid less
attention by larger banking entities.

Marginally positive General Business Expectations from January 2017 to June 2017 was
supported only by the electronics sector.

Fig 1. All indicators show either a negative or a marginally positive net weighted balance.
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Fig 2. Except for the Electronics Sector but expectations in this sector are very volatile.
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Fig 3. Services Sector Expectations are also weaker.
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How do the weak business expectations affect SME borrowing?

The weak business expectations have affected SMEs’ appetite for expansion and capital
investments. Therefore, we expect capital goods financing and working capital financing
for SMEs to be weak for the next 6 months.

Fig 4. SBF-DP SME Index for Business Expansion Expectations for the next 6 months are
on a weak trend.
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Fig 5. SBF-DP SME Index for Capital Investment Expectations for the next 6 months are
also weak.
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Monthly income of home owners on declining trend.

Fig 6. Growth rate of average monthly income from work by resident households in
condominiums and other apartments.
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Fig 7. Growth rate of average monthly income from work by resident households in
landed properties.
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Despite steep decline in the growth rate of mortgages post TDSR implementation in June
2013 to c.4% y-o-y in the beginning of 2016, it remains higher than the growth rate of
average monthly household income of c.0%.

Fig 8. Singapore Private Property Mortgage year-on-year (“y-o-y”) growth rate.
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Ratio of Private Property Mortgage to Income is at an all-time high.

As of 2016, 84.1% of condominiums and other apartments and 92.8% of landed properties
are owner-occupied. Owing to the high home ownership of private properties in Singapore,
we think it is reasonable to measure the total annual income from household residing in
private property against private property mortgage loans in the household balance sheet
to give an overall picture on household leverage (Fig 9). The ratio is currently at +1
standard deviation over a 16-year period while the declining average monthly household
income growth rate is now below the mortgage loans growth rate. This means we will not
expect the ratio to improve unless there is strong and sustained growth in household
income of more than 4%. In addition, the mortgage loan to value shown in Fig 10 is at an
all-time high surpassing the last peak in 2008.

Fig 9. The ratio has exceeded +1 standard deviation since 2012 over a 16 year period from
2000 to 2016.
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Fig 10. Private Property Mortgage Loan to Value at a 16 year high, surpassing the level
before the Great Financial Crisis in 2008
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We expect Building and Construction Loans to rise c.20% by end of 2017 in tandem with
the expected c.20% growth in Building and Construction Contracts awarded.

Historically, the growth rate of Domestic Banking Unit (“DBU”) Building and Construction
Loans closely matched the growth rate of contracts awarded. However, the lower
downside volatility associated with loans growth is may be due to loans carried forward
into the following year(s) as multi-year contracts progress. On contrary, awarded contracts
growth recognizes contracts only in the year they were awarded.

Fig 11. Building and Construction Loans are strongly correlated to Building and
Construction Contracts awarded.
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We could see the bulk of the Public Sector Building and Construction Loans added in
2Q17.

Based on the Building and Construction Authority’s pipeline of Public Sector Consultancy
and Construction Tenders, we estimate that ¢.50% of 2017 tenders are out by 1Q17. We
estimate c.S$16bn worth of Building and Construction contracts awarded in 1Q17 are
ready to commence by end of 2Q17. Therefore we estimate Building and Construction DBU
loans may grow c.15% from S$121bn in Dec 2016 to ¢.S$140bn by June 2017 because of
the commencement of the new contracts plus backlog of older projects.

Fig 12. Our estimated Building and Construction DBU Loans from Feb 2017 to June 2017.
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For the three Singapore banks, housing loans growth is likely to continue to come from
increasing market share but would also imply weaker margins amid stiffer competition.
Fig 13a shows that by end of 2016, the three Singapore banks were implied to have gained
market share in the Singapore mortgage loans compared to 2015 at the expense of other
competitors. We expect the Singapore banks to continue gaining more share in 2017 and
their growth rates are also expected to be faster than the overall mortgage system’s
growth of c.4% as shown in Fig 8.

The reasons for gaining more market share are:

a) Compliance to the Net Stable Funding Ratio (“NSFR”) whereby banks are required
to maintain a stable funding profile in relation to the composition of their assets
and off-balance sheet activities. Given this circumstance, the foreign banks may
have to reduce their mortgage business, if long term funding is more constrained,
to better match the tenure of loans with the tenure of funding.

b) Singapore banks having faced loans quality deterioration in the commodities, and
oil and gas space are seeking to secure more high quality loans in consumer
mortgage loans. As a result, competition for high quality loans within the
Singapore mortgage loans space heats up and margins become low. Foreign banks
with higher costs of funding (compliance to NSFR may also result in higher cost of
funding because banks are required to add more costly long tenure funding and
be less reliant on cheaper short-term wholesale funding) will then be discouraged
to compete and therefore reduce their market share.

However in the Singapore Building and Construction sector, UOB appears to be leading..
Fig 13b shows that by end of 2016, UOB is implied to have taken a lion’s share of other
competitors’ share in the Singapore Building and Construction loans market, well ahead of
DBS and OCBC. We believe UOB’s market leadership in the Singapore Building and
Construction loans market and its efforts ramp up market share in 2016 would provide it
momentum to ride on the growth of public sector projects in 2017.

Fig 13a. Our estimation of Singapore Housing and Bridging Fig 13b. Our estimation of Singapore Building and Construction
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PEER COMPARISON AND LOANS BREAKDOWN BY INDUSTRY

Name Ticker Market Cap (SSmn) Price P/E P/B ROE (%) Total Return YTD (%)  Div Yield (%)
DBS GROUP HOLDINGS LTD DBS SP Equity 48,946 19.25 114 1.09 9.97 11.02 3.12
OVERSEA-CHINESE BANKING CORP  OCBC SP Equity 40,572 9.70 11.8 113 9.96 8.74 3.72
UNITED OVERSEAS BANK LTD UOB SP Equity 36,061 22.04 11.9 117 10.21 8.04 3.18
HONG LEONG FINANCE LTD HLF SP Equity 1,241 2.79 23.3 0.73 3.14 30.37 3.23
SING INVESTMENTS & FINANCE SIF SP Equity 242 1.54 17.4 0.76 439 30.64 3.25
SINGAPURA FINANCE LTD SBD SP Equity 172 1.09 21.9 0.69 0.79 26.16 1.84
Source: Bloomberg, PSR estimates
4Q16 DBS Loans by Industry 4Q16 UOB Loans by Industry 4Q16 OCBC Loans by Industry
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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.
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