Singapore Banking Sector

Results Season Takeaways — 3Q12

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

¢ NIMs continue to decline 2-8bps g-q in 3Q12, with UOB’s
NIMs weakest at -8bps and OCBC strongest at -2bps

e 3Q12's cost of deposits generally increased, while
margins on customer loans declined

¢ DBS guides NIMs to have bottomed, UOB and OCBC
guide further marginal compression

¢ We expect NIMs to compress marginally g-g in 4Q12.

Loans growth outlook

e Loans growth largely stable g-q in 3Q12, driven by
consumer loans while business loans growth was weaker

e DBS maintain 9%-10% loans growth guidance on
constant currency basis for FY12 and FY13, UOB
maintain FY12 guidance of high single digit growth, while
OCBC guide FY13 to be mid to high single digit growth.

Non Interest income (Non II)

¢ Non Il contributed to 3Q12 earnings surprise

¢ Y-y growth of Non Il expected from higher customer flow

e OCBC's exceptional Non Il performance due to gains
from non-participating fund however likely non recurring

Fees and Commission

e Fees and commission, especially from Wealth
management, Trade related and Loan related fees,
expected to be revenue driver

e The strong brand name and high credit rating of the
Singapore banks further puts them in a strong position to
grow these contributions

¢ We note that UOB’s Fees and commission has grown
significantly over the past two years.

Investment actions

3Q12 results were broadly within our expectations,
excluding one-off gains and DBS’s lower loans provision.
While the macroeconomic environment remains uncertain,
NIMs remain under pressure and loans growth slow, the
banks continue to be strong fundamentally, with expected y-
y growth in net profits in FY13. We are “Neutral” on the
banking sector. We maintain our “Accumulate” rating on
UOB, “Neutral” on DBS, and “Reduce” on OCBC based on
current valuations.
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(CHE) (%) (US$'mn)

1446 1510 4.4% 28,915

DBS Group Holdings Ltd
Overseas Chinese

Banking Corp Reduce 9.47 830 -12.4% 26,658
United Overseas Bank Accumulate 18.91 18.00 -4.8% 24,432

Neutral

Source: Bloomberg, PSR
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NIMs down further, loans growth stable
Fig 1: NIMs down qg-q for all three banks due to...
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NIMs pressure continued in 3Q12, declining 2bps-8bps g-q,
with UOB the poorest performer. UOB was the only bank
with net interest income declining g-q, despite its stronger
1.75% g-q loans growth. NIMs decline largely attributed to
decrease in yields on interbank balances.

OCBC experienced the least g-g NIMs decline at 2bps, due
to lower customer deposits as OCBC did not increase their
pricing of fixed deposits. Moving forward, management
expects to fund its operations from wholesale funding. Fixed
deposits can also be raised through increasing interest rates
at a later date should the need arise.
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While DBS expects NIMs to have bottomed, UOB and
OCBC expects further marginal NIMs compression. We
forecast marginal g-g compression. A further compression of
2bps is estimated to reduce FY13 forecasted profit by 1% to
2% for all three banks. While UOB saw the steepest decline
in NIMs YTD (UOB 11bps, OCBC 10bps, DBS 6 bps), the
higher YTD growth of loans at 5.9% (DBS 4.0%, OCBC
3.5%) may mitigate the decline in Net interest income.

Fig 2: Q-Q change in deposits — OCBC contracts
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Q-Q loans growth slow — DBS loans contracts

14% | —A— OCBC —#— DBS —#— UOB —X = MAS Loans|

12% YAl

10% 2>

8%
6%
4%
2%
0%
2% AQ10

1Q11
~

2Q11 ?Q11 4Q11 1(')17 2Q12

3Q12 Growth mainly from Consumer loans

Total loans q-q growth 4Q11 1Q12 2Q12 3Q12

Agriculture 1.3% -3.6%
Manufacturing 7.2% 2.4% 3.6% -2.6%
Building and construction 8.0% 1.8% 4.0% 1.0%
General commerce 1.9% -1.2% 3.2% -3.2%
Transport 4.4% -2.5% 7.5% -3.6%
Financial institutions 1.0% 4.9% -0.1% 0.5%
Professional and private (bl 7.5% 2.1% 4.0% 3.8%
Others 0.3% -4.8% -4.1% 0.2%
Housing 3.6% 3.1% 3.0% 3.0%
Total loans 4.2% 1.3% 2.8% 0.3%

Slow loans growth, higher deposits, healthy LDR
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Loans growth was largely stable, with the Loans contraction
in DBS due to SGD appreciation, higher proportion of
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expired loan tenures and lower loans origination. Loans
growth was also mainly from Consumer loans, driven by
continued growth of housing loans. Business loans growth
slowed in-line with the weaker global economy, and from the
non-renewal of short termed loan tenures. These are largely
trade finance loans, which were not renewed as
expectations of benefits from USD RMB carry-trade did not
materialize. New trade finance loans were originated, but at
a slower pace y-y.

Per managements’ guidance, DBS expects loans growth of
9%-10% on constant currency terms for FY12 and FY13,
UOB maintains guidance of high single digit growth for FY12,
while OCBC guided mid-high single digit growth for FY13.

Non interest income main earnings surprise
Fig 4: Q-Q Non interest income largely higher
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The volatile non interest income (“Non II") provided earnings
beat for UOB and OCBC. UOB’s 3Q12 Non Il included a
one-off dividend income of approximately S$50 million from
a subsidiary. We note UOB’s 9M12 Non Il to be significantly
higher compared to 9M11. The poor Non Il performance in
FY11, which declined 36.5% y-y compared to FY10, was a
major factor in its below par FY11 performance. This was
likely due to losses recognised as UOB reduced its
European exposure in FY11l. We expect UOB to maintain
current FY12 levels of Non Il in FY13.

OCBC'’s strong Non Il benefited from strong performances in
its non-participating fund by its Great Eastern subsidiary.
OCBC'’s trading income was also strong, driven by high
customer flows and high quality of traders. However, the
exceptionally strong performances in 1Q12 and 3Q12 may
not be recurring in FY13, as the strong performances in the
equity and bond markets may not be repeated.

We note positively that DBS’s Non Il to be stable in recent
guarters, likely due to higher recurring contributions from
customer flows. Similarly, with all three banks increasingly
more focused on cross selling, we expect y-y increase in
Non Il from higher customer flow in FY13.
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Fees and commission revenue driver for FY13
Fig 5. Fees and commission
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As observed from Fig 5, UOB’s Fees and commission has
grown significantly over the past two years. Investment
related fees, including fees from Wealth management, and
Loan related fees were the key drivers for UOB. Fees and
commission from Credit cards and Trade-related activities
also contributed to the growth. Key drivers for OCBC and
DBS include Wealth management and Trade related fees
and commission. DBS also benefited from improved
Investment Banking fees in 3Q12, while contributions from
Credit cards have been relatively strong. Fees and
commission may however decrease g-q in 4Q12 due to
seasonal decline in business activities during the year-end
holiday season.

With continued threats of NIMs compression, we expect
more focus to be placed on growth of Fees and commission
in FY13. While Net interest income remains the main source
of revenue for banks, banks are expected to further grow
their Fees and commission through cross selling of
capabilities, such as Cash management and Trade financing,
while providing Wealth management services to the owners
of these businesses. The strong brand name and high credit
rating of the Singapore banks further puts them in a strong
position to grow these contributions to Fees and commission.

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 Basel |Ill liquidity requirements, such as
requiring much higher holdings of government securities,
may lead to balance sheet changes that reduce ROE and
ROA. Similarly, favorable requirements would allow banks to
efficiently deploy their balance sheet and increase returns.

Irrational pricing of loans and deposits, especially in the
foreign markets, would also lead to further NIMs
compression or loss of market share.
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Com pany FYE Price TP Upside Market Market Equity Multiple (X) Dividend Yield (%)

Market price as of: Cap. Cap. Net Income Book Value
4-Dec-12 (%) (S$'mn) (US$'mn) FY10 FY1l FY12E FY10 FY1l FY12E FY10 FYil

DBS Group Holdings Ltd Neutral 1446 15.10 4.4% 35,233 28,915 11.6 10.8 14 1.3 11
Overseas Chinese Banking Corp Reduce Dec 947 830 -124% 32,483 26,658 144 142 12.0 1.7 1.6 14 3.2% 32% 3.4%
United Overseas Bank Accumulate Dec 1891 18.00 -4.8% 29,770 24,432 119 128 109 15 14 13 3.7% 32% 3.4%

Source: Bloomberg, PSR est.
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Oversea-Chinese Banking Corp — Insurance “wildcard” - Higher y-y growth of Non interest income
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By Geographical location — Profit before Tax

Oversea-Chinese Banking Corp - Lower contributions from Malaysia
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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

,,,,,,

PhillipCapital

Your Partner In Finance

8 of 11



&

L_s PhillipCapital
Singapore Ban_ki_ng Sector Your Partneren Finpance
Singapore Equities Research

5 December 2012

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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120 Cannon Street,
London, EC4N 6AS

Tel +44-20 7426 5950

Fax +44-20 7626 1757

Website: www.kingandshaxson.com

AUSTRALIA
Octa Phillip Securities Ltd
Level 12, 15 William Street,
Melbourne, Victoria 3000, Australia
Tel +61-03 9629 8288
Fax +61-03 9629 8882
Website: www.octaphillip.com
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MALAYSIA
Phillip Capital Management Sdn Bhd
B-3-6 Block B Level 3 Megan Avenue I,
No. 12, Jalan Yap Kwan Seng, 50450
Kuala Lumpur
Tel +603 2162 8841
Fax +603 2166 5099
Website: www.poems.com.my

JAPAN
Phillip Securities Japan, Ltd.
4-2 Nihonbashi Kabuto-cho Chuo-ku,
Tokyo 103-0026
Tel +81-3 3666 2101
Fax +81-3 3666 6090
Website:www.phillip.co.jp

CHINA
Phillip Financial Advisory (Shanghai) Co. Ltd

No 550 Yan An East Road,

Ocean Tower Unit 2318,

Postal code 200001

Tel +86-21 5169 9200

Fax +86-21 6351 2940
Website: www.phillip.com.cn

FRANCE
King & Shaxson Capital Limited
3rd Floor, 35 Rue de la Bienfaisance 75008
Paris France
Tel +33-1 45633100
Fax +33-1 45636017
Website: www.kingandshaxson.com

UNITED STATES
Phillip Futures Inc
141 W Jackson Blvd Ste 3050
The Chicago Board of Trade Building
Chicago, IL 60604 USA
Tel +1-312 356 9000
Fax +1-312 356 9005

PhillipCapital

Your Partner In Finance
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