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Rising Funding Pressure to Soften NIM

SINGAPORE | BANKING | UPDATE

Trailing down of SIBOR in the next quarter to be offset by rising mortgage rate and

lesser competition of funds. BUY (Maintained)
=  Loans demand underpinned by property funds in areas such as commercial properties  LAST TRADED PRICE SGD 25.58
and data centres. FORECAST DIV SGD 1.26
* Fee income to benefit from wholesale loan product and services fees (i.e. TARGETPRICE SGD 32.02
restructuring). TOTAL RETURN 30.14%

=  Capital market turnaround to aid fee income and wealth management business.

e . . ) COMPANY DATA
=  Maintain BUY with a lower target price of $$32.00 (previous TP $$32.50) based on
. . BLOOMBERG TICKER uoB SP
Gordon Growth Model. The decrease in target price was due to our lower NIM )
. (y( revious| 1 84?) O/S SHARES (MN): 1666
assumption of 1.82% (p y 1.04%). MARKET CAP (USD mn/SGD mn): 32965/ 44625
52 - WK HI/LO (SGD): 30.37/23.38
Relationship between SGD strength and LIBOR-SIBOR spread 3M Average Daily T/O (mn) : 2.23

During periods of strength in SGD, the 3-month LIBOR-SIBOR spread tends to widen (Figure
1). We expect SIBOR to remain elevated. Firstly, the March 2019 LIBOR-SIBOR spread isonly =~ MAJOR SHAREHOLDERS (%)

at +0.66% as compared to the historical average of +1.00%. Secondly, unless the SGD  Wee Investments 8.0%%
depreciates significantly, it is unlikely for this positive spread to narrow further. As per  WahHin&Co PteLtd 5.6%
Figure 1, the LIBOR-SIBOR spread tends to widen during periods of SGD appreciation and  BlackRock Fund Advisors 2.25%
vice versa. Unless there is a significant depreciation of the SGD, we do not expect the LIBOR-  Vanguard Group Inc 2.19%
SIBOR spread to narrow much more.
PRICE PERFORMANCE (%)
Figure 1: When SIBOR is lower than LIBOR, the SGD tends to depreicate against USD. IMTH SMTH YR
SGD Strength vs LIBOR-SIBOR spread suonger  COMPANY s 16 9)
STIRETURN 4.64 458 (0.68)
1.150
1.250 PRICEVS. STI
1.350 310
1.450 29.0
1.550 27.0
1.650 250
1.750 2.0
Apr-18 Jul-18 Oct-18 Jan-19 Apr-19
1.850
Weaker ——UOBSP EQUITY —— FSSTI index

Jun-99
Dec-99
Jun-00
Dec-00
Jun-01
Dec-01
Jun-02
Dec-02
Jun-03
Dec-03
Jun-04
Dec-04
Jun-05
Dec-05
Jun-06
Dec-06
Jun-07
Dec-07
Jun-08
Dec-08
Jun-09
Dec-09
Jun-10
Dec-10
Jun-11
Dec-11
Jun-12
Dec-12
Jun-13
Dec-13
Jun-14
Dec-14
Jun-15
Dec-15
Jun-16
Dec-16
Jun-17
Dec-17
Jun-18
Dec-18

SGD
Source: Bloomberg, PSR

-

IBOR - SIBOR - L

I
“n

SGD Appreciation

= = = Average

sgd/usd - RHS
Source: CEIC, PSR KEY FINANCIALS
Y/E Dec FY17 FY18 FY19e FY20e

Interest Rates — Lagged effect of interest rate pass-through Totallc(sGDmn) 8563 915 9806 1458
We believe there is still room for SIBOR and SOR to rise in the next three months due tothe o pioii(scomy 4097 4788 5251 5525

lagged effect of interest rate pass-through from the US Federal Reserve rate hikes. \par(seomn) 3407 4020 4422 4,654
However, with the recent pause in a rate hike and dovish stance from the Fed, now is the  eps(scp) 194 235 254 261
best and probably last time for Singapore banks to hike their board rates and reprice their  pEer,(x) B2 09 01 9.8
loans before interest rates start to tail down. P/BV, (X) 13 12 11 11

DPS (SGD) 100 120 126 130
NIM supported by an increase in board rates ROE, (%) Do 12% 17% 15%

After the implementation of further property cooling measures in July 2018, mortgage  Source:Bloomberg, Company, PSR
volume fell, and UOB was wary of increasing interest rates too soon. Coupled with their  Valuation Method:
drive to raise fixed deposit funds, UOB was facing pressure on Net Interest Margin (NIM)  Gordon Growth Model (COE: 9%, g: 3%)

improvements, resulting in relatively flat NIM in FY18.
Tin MinYing (+65 6212 1853)

tinmy@phillip.com.sg
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NIM growth for 1Q19 and 2Q19 will arise mainly from UOB’s retail mortgage book repricing  List of Abbreviations
while SIBOR and SOR remain elevated. Around half of the mortgage book could be repriced WM —Wealth Management

. . X R IBG — Institutional Banking Group
from the hike in board rates with the full effect on NIM to be seen in 2Q19. Although

CBG — Consumer Banking Group
wholesale loans are tricker to reprice due to the more substantial bargaining power of NIl - Net Interest Income

institutions, UOB will be able to grow fee income from product and service expansion (i.e.  Non-ll—Non-Interest Income
. NIM — Net Interest Margin
loan restructuring fee).
g ) ECL — Expected credit loss

CIR — Cost-income ratio
CASA Deposits — Contracting CASA Ratio in the Sector LDR — Loan to Deposit Ratio

UOB’s 4Q18 CASA deposits growth slowed to 5.2% YoY, the slowest in 3.5 years; while fixed ~NPL—Non-performing Loans
deposits grew 7.8% YoY, faster than FY18's average of 3.7% YoY. With a higher proportion gf’?&g;;i’:;g;ﬁ‘::; Savings Account
of fixed deposits in the deposits mix, the cost of funds rises, making it challenging to achieve g6 _ il and Gas
NIM expansion. However, we expect competition for fixed deposits to taper off in the next  sp — specific provisions
3-6 months and funding pressure to ease since there are no more rate hikes expected in ~ GP —general provisions
2019 AUM — Asset Under Management
) CIR - Cost-to-income ratio

Figure 2: The historical trend of CASA ratio growth decelerating whenever the 3M SIBOR rises
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Figure 3: The historical trend of M1 YoY growth decelerating whenever there is a financial crisis

SG: Money Supply YoY%

45%

35% 1995: Before
Asian Financial

25% L crisis

15%

5%

-5% 2006: Before

Global financial

1998: Before Dot 2016: Averted

-15% Com crash crisis a recession
NS N OSSO0 NN N ORONO A NS O~ 00
QRPRPRP PR QQQOQQQQ Qi d il
C C C C € C C C C € C C € C € Cc C C C C Cc C C Cc © Cc C C
M @ @ @ @ @ @ @© W @M @M @ [© @O W @ @ @ U @M @M @ @ T @ @ @ T
b B Bl e O e B | b T T T T T T e T B B e e B e T B B B

—M1 YoY% M2 YoY% ——M3 YoY%

Source: CEIC, PSR
As interest rates rise, the amount of demand deposits decreases as investors redirect their
funds into higher yielding investments such as fixed deposits. As a result, we saw the growth

of money supply M1 slowing to 0.4% YoY in Feb'19 while M2 and M3 rose 4.2% and 4.1%
YoY respectively.
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Loans Growth — Weaker in 2019

Mortgage loan growth will still be available for UOB due to the progressive drawdown of
the mortgage. We forecast a 4.5% mortgage growth for UOB in FY19e, in line with the low-
single-digit guidance. Overall loans growth continues to be held up by demand from non-
bank Financial Institutions and Property funds. Property funds have healthy demand for
loans in their commercial properties and even data centres development or acquisition
activities. UOB’s market share of SGD loans and deposits in Singapore remains sizeable at
23% and 21%.

Asset Quality — Low residual risks from the O&G sector

Ample provisioning has been done for the Oil and Gas (O&G) sector loans. UOB provided
for as much as 70-80% of its O&G exposure with collaterals marked down by 90% of its
asset value. There is currently no systemicissue across the O&G sector. New NPA formation
has been trending towards normalised levels of around S$500m each quarter. UOB
practices conservative provisioning for wholesale loans, whereby certain loan defaults that
have yet to past the 90 days limit (set by the Monetary Authority of Singapore) were
classified as Non-Performing Loans (NPLs). All three banks have similar NPL ratio of 1.5% as
of FY18. Our FY19e NPL ratio for UOB is 1.55%, in line with guidance.

Dividends — Robust Capital Ratios

UOB’s dividend policy is for full-year dividend payout to be at 50% (including special
dividends, if any), subject to a minimum CET1 ratio of 13.5%. As of December 2018, all
three banks have similar CET1 ratio of 14%. We expect the robust capital ratios to sustain
current payout levels and we forecast UOB’s FY19e dividend yield at 5%.

Prudential Deal

UOB renewed its bancassurance deal with Prudential on 10 January 2019 for 15 years for a
sum of S$1.15bn paid to UOB by Prudential. The $S$1.15bn income will be amortised over
this period. UOB will be distributing Prudential’s suite of products as part of the wealth
management services but not limited to Prudential if the requested product by the
customer is unavailable.

Digital Bank in Thailand

The newly launched UOB digital bank in Thailand targets the middle-affluent, mobile-savvy
millennials who want to be engaged in a new type of banking platform. UOB’s Digital Bank
aims is to gather deposits at the moment. The ability to transfer funds that are offline into
an online platform was made accessible with the launch of PromptPay in 2017. PromptPay
is an interbank mobile payments system backed by the Thai government to enable money
transfers at a cheaper rate than those offered by traditional Thai banks. UOB’s Digital Bank
partners with the local telecommunication companies to assess the creditworthiness using
the phone bill payment history of its customers.

Table 1: UOB guidance vs. PSR estimates for FY19e

Assumptions uoB PSR
NIM (%) Around 1.82% 1.82%
Loan growth (%) Mid-single-digit 5.0%
Cost-income ratio (%) around 44% 42%
Credit Cost (bps) 20 - 25 bps 16

ROE (%) 12% 11.7%
NPL ratio (%) marginally above 1.5% 0.02%

Source: Company, PSR
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Investment Actions

Maintain BUY with a lower target price of $532.00 (previous TP $$32.50) based on the
Gordon Growth Model. Due to the increasing funding pressure from steep growth in fixed
deposits and flat loan growth in the banking industry, we pen in a more conservative FY19e
NIM forecast of 1.82% (previously 1.84%), resulting in a lower target price. Even after
achieving record high ROE in FY18, UOB guided a higher ROE of 12% in FY19e, showing that
the effective cost measures, NIM improvement and low provisions should provide further
upsides to earnings in 2019. We forecast earnings growth of 7.6% and a dividend yield of
4.7% in FY19e.

Valuation: Gordon Growth Model

Item Description Value
R¢ Risk-free rate 2.6%
E Equity-risk premium 5.5%
B Beta 1.1
COE Cost of Equity 9.0%
ROE FY19e Return on Equity 11.7%
g Terminal growth rate 3%
(ROE-g) FY19e Target Price to Book 1.4
(COE-g)
FY19e BVPS, S$ 22
FY19e Valuation, S$ 32.0
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Financials
Income Statement Balance Sheet
Y/E Dec, SGD mn FY16 FY17 FY18 FY19e FY20e Y/E Dec, SGD mn FY16 FY17 FY18 FY19e FY20e
Net Int Income 4,991 5,528 6,220 6,623 6,959 Cash bal w central banks 24,322 26,625 25,252 32,143 36,630
Fees and Commission 1,931 1,873 1,966 2,212 2,539 Due from banks 40,033 52,181 50,800 49,589 52,746
Other Non-intincome 1,138 1,162 929 971 960 Investment securities 11,640 11,273 13,553 11,981 12,007
Total operating income 8,060 8,563 9,115 9,806 10,458 Loans to non-bank cust 221,734 232,212 258,627 271,199 283,553
Operating expenses 3,697 3,739 4,004 4,130 4,429 Others 42,299 36,301 39,861 43,306 42,268
Provisions 594 727 393 425 504 Total Assets 340,028 358,592 388,093 408,218 427,204
Operating profit 3,769 4,097 4,718 5,251 5,525 Due to banks 11,855 11,440 13,801 13,939 14,061
Associates & JVs 5 110 107 126 132 Due to non-bank cust 255,314 272,765 293,186 309,989 325,526
Profit Before Tax 3,774 4,207 4,825 5,377 5,657 Debts issued 26,143 25,178 30,606 30,832 31,102
Taxation 669 800 805 955 1,002 Others 13,674 12,171 12,688 13,069 13,461
Profit After Tax 3,105 3,407 4,020 4,422 4,654 Total liabilities 306,986 321,554 350,281 367,829 384,150
Non-controlling Interest 12 16 13 17 22 Shareholder's equity 32,876 36,852 37,626 40,182 42,826
Net Income, reported 3,093 3,390 4,007 4,405 4,632 Non-controlling interest 169 187 190 207 229
Net Income, adj. 3,093 3,391 4,007 4,405 4,632 Total Equity 33,045 37,039 37,816 40,389 43,055
Per share data Valuation Ratios
Y/E Dec, SGD mn FY16 FY17 FY18 FY19e FY20e Y/E Dec, SGD mn FY16 FY17 FY18 FY19e FY20e
EPS, reported 1.82 1.94 2.35 2.54 2.61 P/E (X), adj. 11.2 13.8 11.4 10.6 10.3
EPS, adj. 1.82 1.94 2.35 2.54 2.61 P/B (X) 1.1 1.3 1.3 1.2 1.1
DPS 0.75 1.00 1.20 1.26 1.30 Dividend Yield 2.8% 3.7% 4.5% 4.7% 4.9%
BVPS (less pref shares) 18.82 2037 2131 22.48 23.49 Growth & Margins
Dividend Pay-out Ratio 41% 52% 51% 50% 50% Growth
Netinterestincome 1.3% 10.8% 12.5% 6.5% 5.1%
Supplementary items Non interestincome -1.7% -1.1% -4.6% 9.9% 9.9%
Y/E Dec, SGD mn FY16 FY17 FY18 FY19e FY20e Pre provision op profit 0.1% 6.2% 6.4% 7.6% 6.6%
CET1 CAR 13.0% 14.7% 13.9% 14.5% 14.9% Operating income -0.3% 8.7% 15.2% 11.3% 5.2%
Tier 1 CAR 13.1% 16.2% 14.9% 145% 14.9% Netincome, reported -3.6% 9.6% 18.2% 9.9% 5.2%
Total CAR 16.2% 18.7% 17.0% 16.5% 16.9% Margins
Netinterest margin 1.71% 1.77% 1.82% 1.82% 1.85%
Key Ratios
ROE 10.1% 10.1% 11.2% 11.7% 11.5%
ROA 0.9% 1.0% 1.0% 1.1% 1.1%
RORWA 1.4% 1.7% 1.8% 1.8% 1.8%
Non-int/total income ratio 38.1% 35.4% 31.8% 32.5% 33.5%
Cost/income ratio 459%  43.7% 43.9% 42.1%  42.4%
Loan/depositratio 86.8% 85.1% 88.2% 87.5% 87.1%
NPL ratio 1.5% 1.8% 1.5% 1.6% 1.5%

Source: Company, PSR

Page | 5 | PHILLIP SECURITIES RESEARCH (SINGAPORE)




UNITED OVERSEAS BANK RVIZ»2:N1

B PhillipCapital

Ratings History

34 Market Price Source: Bloomberg, PSR
32 Target Price |
30
28 .w} N
nh’r ‘Y Wm n r
26 .‘rI [ \\/!"'u\w
24 MH‘M
22 (AR I
A [
20 f T
18L . o '
e :
16 :
[ o o Z“ [ A o o Z o«
555 E8e855C8¢885558¢85855
555 °BB30 8 Y8 RERE BB GG
! | I | [ |
2 1
3 1
4
5

PSR Rating System

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 final
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.
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