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United Overseas Bank (UOB SP)

2Q22: Sufficient General Provisions To Cushion Against External Uncertainties
UOB reported net profit of $$1,113m for 2Q22 (+11% yoy and +23% qoq). NIM expanded

by a sizeable 9bp qoq to 1.67%. Loans & trade related fees hit a new record high of

S$$283m (+10% yoy) as UOB supported business clients in their regional expansion.
UOB declared an interim dividend of 60 S cents per share, representing a payout ratio
of 50%. It guided mid single-digit loan growth, low single-digit growth in fees and
normalisation of credit costs higher to 25bp for 2022.

RESULTS

e United Overseas Bank (UOB) reported net profit of S$1,113m for 2Q22 (+11% yoy and
+23% qoq), in line with consensus’ estimate of S$1,095m.

¢ Spectacular NIM expansion. Loan growth was strong at 8% yoy and 1% qoq, driven by
short-term working capital loans. Loans for Singapore and Greater China grew 6.7% and
9.0% yoy respectively. Sustainable finance rose to S$20b. NIM expanded by a sizeable 9bp
goq to 1.67%. The US Fed hiked the Fed Funds Rate by 50bp in May and 75bp in June.
There was strong pass-through to domestic interest rates with SORA and three-month
SIBOR rising 105bp and 112bp qoq respectively to 1.66% and 1.91% during 2Q22.

Drag from wealth management. Fees & commissions declined 3% yoy and 1% qoq in
2Q22. Loans & trade related fees hit a new record high of S$283m (+10% yoy) as UOB
supported business clients in their regional expansion. Credit card fees grew 44% yoy due to
increased customer spending after Singapore reopened its international borders in April.
Wealth management fees slumped 27% yoy and 14% qoq as investors turned cautious.
AUM was stable at S$138b.

Positive momentum for hedging demand. Trading & investment income increased 9%
yoy to S$214m due to customer-related income with greater demand for hedging.

Maintaining tight control on discretionary spending. Operating expenses increased 12%
yoy. UOB continues to prioritise strategic investment in people and technology while
maintaining cost discipline. Cost-to-income ratio was stable at 43.8%.

Downgraded a major corporate account in 2Q22. NPL ratio edged higher by 0.1ppt qoq
at 1.7%. NPLs increased 7% yoy. NPL formation was S$661m in 2Q22, higher than S$462m
in 1Q22. NPLs for Greater China increased S$$524m hoh in 1H22 due to downgrade for a
major real estate corporate account. Total provisions was S$137m in 2Q22 (-25% yoy)
comprising mainly specific provisions. We estimated there was a write-back in provisions for
securities at S$35m.

¢ The board has declared an interim dividend of 60 S cents per share (1H21: 60 S cents per
share), representing a payout ratio of 50%.

KEY FINANCIALS

Year to 31 Dec (S$m) 2017 2018 2019 2020 2021
Net interest income 5,529 6,220 6,563 6,035 6,388
Non-interest income 3,034 2,897 3,467 3,141 3,401
Net profit (rep./act.) 3,391 4,009 4,342 2,915 4,086
Net profit (adj.) 3,391 4,009 4,342 2,915 4,086
EPS (S$ cent) 199 234 255 169 239
P/E (x) 13.8 11.8 10.8 16.3 11.5
P/BV (x) 1.4 1.3 1.2 1.2 1.1
Dividend yield (%) 3.6 4.4 4.7 2.8 4.4
Net int margin (%) 1.8 1.8 1.8 1.6 1.6
Cost/income (%) 43.7 43.9 44.6 45.6 43.9
Loan loss cover (%) 90.6 87.0 87.0 107.0 96.0

Consensus net profit - - - - -
UOBKH/Consensus (x) - - - - -
Source: United Overseas Bank, Bloomberg, UOB Kay Hian
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NOT RATED

Share Price S$27.55
Target Price n.a.
Upside n.a.

COMPANY DESCRIPTION

United Overseas Bank was founded in 1935
and has a well-established regional presence
in Singapore, Malaysia, Indonesia, Thailand
and China. In Singapore, UOB is a market
leader in credit and debit cards and loans to

SMEs.
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ESSENTIALS — HIGHLIGHTS FROM RESULTS BRIEFING

¢ Guidance for 2022. UOB guided mid single-digit loan growth for 2022. Management
expects disbursement for working capital loans for SMEs and drawdown for residential
mortgages in 2H22. Fee income is expected to grow at a low single-digit rate, supported by
cross-border transactions and sector solutions for wholesale banking. UOB will continue to
exercise discipline in control expenses so as to keep cost-to-income ratio stable at about
45%. Management guided credit costs at 25bp for 2022 (2021: 20bp).

Weathering near-term headwinds. Economic activities are picking up as borders reopen
and investment flows are resuming. Aggressive interest rate hikes around the world would
dampen global growth. Nevertheless, management expects resilient growth from ASEAN
countries as they are net exporters of commaodities.

Continued NIM expansion in 2H22. Management expects more rate hikes in 2H22. 80%
of all loans are on floating interest rates. NIM expansion of 9bp qoq is expected to be
sustained for the next two quarters in 3Q22 and 4Q22. Thus, management expects NIM to
be about 20bp higher and hit 1.9% by end-22. Management expects growth in bottom line in
2022 as the increase in net interest income exceeds the slowdown in non-interest income.
Management expects the pace of NIM expansion to moderate by early-23.

Scaling up across the region through Citigroup’s Consumer Banking Businesses.
Management expects legal completion for the acquisition of Citigroup’s Consumer Banking
Businesses for Thailand and Malaysia by end-22, Vietnam by 1Q23 and Indonesia by 4Q23.
There is smooth integration with 90% of the employees in Thailand, Malaysia and Vietnam
agreeing to stay on and join UOB.

Sufficient general provisions to cushion against external uncertainties. UOB has set
aside general provisions equivalent to 90bp of total loans, compared to 70bp before the
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FEE INCOME — SEGMENTAL BREAKDOWN
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COVID-19 pandemic. Management sees its general provisions as sufficient but does not  Source: UOB

intend to write back its general provisions. UOB does not expect asset quality to deteriorate

in 2022. There could be pockets of weakness, such as construction companies affected by

supply chain disruptions and shortage of manpower.
e Exposure to Chinese developer. Management disclosed that UOB has S$3b exposure to

Chinese developers (state-owned enterprises: 50%, privately owned enterprises: 50%),

which represents only 1% of group loans. Management is comfortable with loan-to-value

ratio for these real estate developers and they are not in danger of turning into NPLs. UOB

does not have exposure to residential mortgages in Mainland China.
¢ Taking legal action. Separately, based on Bloomberg, UOB has taken legal action against

Shimao Group at the High Court of Hong Kong for breach of terms for loan and security

agreement for a residential development project in Kowloon. Shimao is alleged to have re-

allocated loans and shares between entities without UOB’s consent.
2Q22 RESULTS
Profit & Loss (S$m) 2Q22 2Q21 yoy % Chg 1Q22
Net Interest Income 1,863 1,578 18.1 1,686
Fees & Commissions 567 595 A7 572
Other Non-Interest Income 272 243 11.9 101
Total Income 2,702 2,416 11.8 2,359
Operating Expenses -1,183 -1,057 119 -1,058
PPOP 1,519 1,359 11.8 1,301
Provisions -137 -182 =247 -178
Associates & JVs 23 38 -39.5 29
PBT 1,405 1,215 15.6 1,152
Net Profit 1,112 1,001 111 906
EPS (cents) 65.3 59.0 10.6 533
DPS (cents) 60.0 60.0 0.0 0.0
BVPS (S$) 23.81 23.65 0.7 24.23
Financial Ratios (%) 2Q22 2Q21 yoy Chg (ppt) 1Q22
NIM 1.67 1.56 0.11 1.58
Loan Growth, yoy 7.7 6.4 14 9.1
Deposit Growth, yoy 5.7 5.0 0.6 9.0
Loan/Deposit Ratio 88.7 86.9 1.8 87.3
Cost/Income Ratio 43.8 437 0.1 448
ROE 9.9 10.1 0.2 8.8
NPL Ratio 17 15 0.2 16
Credit Costs (bp) 22 20 2.0 19
Loan Loss Coverage 91 110 -19.0 94
CET-1CAR 131 142 -11 131
Source: UOB
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PROFIT & LOSS
Year to 31 Dec (S$m)
Interest income

Interest expense

Net interest income
Fees & commissions
Other income
Non-interest income
Total income

Staff costs

Other operating expense
Pre-provision profit
Loan loss provision
Other provisions
Associated companies
Pre-tax profit

Tax

Minorities

Net profit

Net profit (adj.)

OPERATING RATIOS
Year to 31 Dec (%)
Capital Adequacy
Tier-1 CAR

Total CAR

Total assets/equity (x)

Tangible assets/tangible common equity

*)

Asset Quality

NPL ratio

Loan loss coverage

Loan loss reserve/gross loans
Increase in NPLs

Credit cost (bp)

Liquidity
Loan/deposit ratio

Liquid assets/short-term liabilities

Liquid assets/total assets
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2018
11,141
(4,921)
6,220
1,967
930
2,897
9,117
(2,447)
(1,556)
5,114

(393)

106
4,827
(805)

(13)
4,009
4,009

2018

14.9
17.0
10.3

11.5

15
87.0

12
(5:2)
158

17.3
15.0
11.9

2019
12,557
(5,994)

6,563
2,032
1,435
3467
10,030
(2,716)
(1,757)
5,557
(435)

51
5,173
(813)

(18)
4,342
4,342

2019

15.4
17.4
10.2

11.3

15
87.0
12
3.6
16.4

17.0
15.3
12.4

2020
9,623
(3,588)
6,035
1,997
1,144
3,141
9,176
(2,501)
(1,683)
4,992
(1,554

98
3,536
(606)

(15)
2,915
2,915

2020

15.8
18.4
10.6

11.6

16
107.0
15
9.3
56.8

12.4
18.5
14.6

2021
8,204
(1,816)
6,388
2412
989
3401
9,789
(2,602)
(1,700)
5,487
(657)

118
4,948
(850)

(12)
4,086
4,086

2021

14.4
16.6
10.8

11.8

16
96.0
13
113
235

11.0
17.6
14.1
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BALANCE SHEET
Year to 31 Dec (S$m)
Cash with central bank
Govt treasury bills & securities
Interbank loans
Customer loans
Investment securities
Derivative receivables
Associates & JVs

Fixed assets (incl. prop.)
Other assets

Total assets

Interbank deposits
Customer deposits
Derivative payables

Debt equivalents

Other liabilities

Total liabilities
Shareholders' funds
Minority interest - accumulated
Total equity & liabilities

KEY METRICS

Year to 31 Dec (%)
Growth

Net interest income, yoy chg
Fees & commissions, yoy chg
Pre-provision profit, yoy chg
Net profit, yoy chg

Net profit (adj.), yoy chg
Customer loans, yoy chg
Customer deposits, yoy chg
Profitability

Net interest margin
Cost/income ratio

Adjusted ROA

Reported ROE

Adjusted ROE

Valuation

P/BV (x)

PINTA (x)

Adjusted P/E (x)

Dividend Yield

Payout ratio

2018
25,252
18,816
50,800

258,627
15,482
5,730
1,170
3,278
8,938
388,093
13,801
293,186
5,840
30,606
6,848
350,281
37,623
190
388,094

2018

12.5
5.0
6.0

18.2

18.2
11.4
75

18
43.9
11
10.8
108

13
14
118
4.4
51.3

2019
25,864
21,365
52,840

265,458
18,243
6,408
1,182
3,696
9,354
404,410
15,301
310,726
6,695
25,209
6,613
364,544
39,637
227
404,408

2019

5.5
33
8.7

8.3

8.3
2.6
6.0

18
44.6
11
11.2
11.2

12
13
10.8
47
51.0

2020
36,798
21,993
40,284

277,201
29,432
11,368

1,210
3,923
9,605

431,814
15,977

324,598
11,519
29,608

8,981

390,683

40,901
230
431,814

16
45.6
0.7
72
72

12
13
16.3
2.8
46.2

2021
36,558
22,324
38,916

306,713
34,856
5,362
1,245
4,011
9,338
459,323
15,561
352,633
5,172
34,056
9,040
416,462
42,633
228
459,323

2021

5.8
20.8
9.9

40.2

40.2
10.6
8.6

16
43.9
0.9
9.8
9.8

11
12
115
44
50.2
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Disclosures/Disclaimers

This report is prepared by UOB Kay Hian Private Limited (‘UOBKH”), which is a holder of a capital markets services licence and an
exempt financial adviser in Singapore.

This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into any legal relations, nor an
advice or a recommendation with respect to such securities.

This report is prepared for general circulation. It does not have regard to the specific investment objectives, financial situation and the
particular needs of any recipient hereof. Advice should be sought from a financial adviser regarding the suitability of the investment
product, taking into account the specific investment objectives, financial situation or particular needs of any person in receipt of the
recommendation, before the person makes a commitment to purchase the investment product.

This report is confidential. This report may not be published, circulated, reproduced or distributed in whole or in part by any recipient of this
report to any other person without the prior written consent of UOBKH. This report is not directed to or intended for distribution to or use by
any person or any entity who is a citizen or resident of or located in any locality, state, country or any other jurisdiction as UOBKH may
determine in its absolute discretion, where the distribution, publication, availability or use of this report would be contrary to applicable law
or would subject UOBKH and its connected persons (as defined in the Financial Advisers Act, Chapter 110 of Singapore) to any
registration, licensing or other requirements within such jurisdiction.

The information or views in the report (“Information”) has been obtained or derived from sources believed by UOBKH to be reliable.
However, UOBKH makes no representation as to the accuracy or completeness of such sources or the Information and UOBKH accepts
no liability whatsoever for any loss or damage arising from the use of or reliance on the Information. UOBKH and its connected persons
may have issued other reports expressing views different from the Information and all views expressed in all reports of UOBKH and its
connected persons are subject to change without notice. UOBKH reserves the right to act upon or use the Information at any time,
including before its publication herein.

Except as otherwise indicated below, (1) UOBKH, its connected persons and its officers, employees and representatives may, to the
extent permitted by law, transact with, perform or provide broking, underwriting, corporate finance-related or other services for or solicit
business from, the subject corporation(s) referred to in this report; (2) UOBKH, its connected persons and its officers, employees and
representatives may also, to the extent permitted by law, transact with, perform or provide broking or other services for or solicit business
from, other persons in respect of dealings in the securities referred to in this report or other investments related thereto; (3) the officers,
employees and representatives of UOBKH may also serve on the board of directors or in trustee positions with the subject corporation(s)
referred to in this report. (All of the foregoing is hereafter referred to as the “Subject Business”); and (4) UOBKH may otherwise have an
interest (including a proprietary interest) in the subject corporation(s) referred to in this report.

As of the date of this report, no analyst responsible for any of the content in this report has any proprietary position or material interest in
the securities of the corporation(s) which are referred to in the content they respectively author or are otherwise responsible for.

IMPORTANT DISCLOSURES FOR U.S. PERSONS

This research report was prepared by UOBKH, a company authorized, as noted above, to engage in securities activities in Singapore.
UOBKH is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of
research reports and the independence of research analysts. This research report is provided for distribution by UOBKH (whether directly
or through its US registered broker dealer affiliate named below) to “major U.S. institutional investors” in reliance on the exemption from
registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”). All US persons that
receive this document by way of distribution from or which they regard as being from UOBKH by their acceptance thereof represent and
agree that they are a major institutional investor and understand the risks involved in executing transactions in securities.

Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on
the information provided in this research report should do so only through UOB Kay Hian (U.S.) Inc (‘UOBKHUS”), a registered broker-
dealer in the United States. Under no circumstances should any recipient of this research report effect any transaction to buy or sell
securities or related financial instruments through UOBKH.

UOBKHUS accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is
delivered to and intended to be received by a U.S. person other than a major U.S. institutional investor.

The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry
Regulatory Authority (“FINRA”) and may not be an associated person of UOBKHUS and, therefore, may not be subject to applicable
restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research
analyst account.
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Analyst Certification/Regulation AC

Each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report accurately reflect
his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced independently by
him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKH or any other person, any of the Subject Business
involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will not receive any
compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to any sales,
trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the compensation
received by each such research analyst is based upon various factors, including UOBKH'’s total revenues, a portion of which are
generated from UOBKH's business of dealing in securities.

Reports are distributed in the respective countries by the respective entities and are subject to the additional restrictions listed in the
following table.

General This report is not intended for distribution, publication to or use by any person or entity who is a citizen or resident of or
located in any country or jurisdiction where the distribution, publication or use of this report would be contrary to applicable|
law or regulation.

Hong Kong | This report is distributed in Hong Kong by UOB Kay Hian (Hong Kong) Limited ("UOBKHHK"), which is regulated by the
Securities and Futures Commission of Hong Kong. Neither the analyst(s) preparing this report nor his associate, has|
trading and financial interest and relevant relationship specified under Para. 16.4 of Code of Conduct in the listed
corporation covered in this report. UOBKHHK does not have financial interests and business relationship specified under
Para. 16.5 of Code of Conduct with the listed corporation covered in this report. Where the report is distributed in Hong
Kong and contains research analyses or reports from a foreign research house, please note:

(i) recipients of the analyses or reports are to contact UOBKHHK (and not the relevant foreign research house) in Hong
Kong in respect of any matters arising from, or in connection with, the analysis or report; and

(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Hong Kong
who is not a professional investor, or institutional investor, UOBKHHK accepts legal responsibility for the contents of the
analyses or reports only to the extent required by law.

Indonesia This report is distributed in Indonesia by PT UOB Kay Hian Sekuritas, which is regulated by Financial Services Authority
of Indonesia (“OJK”). Where the report is distributed in Indonesia and contains research analyses or reports from a
foreign research house, please note recipients of the analyses or reports are to contact PT UOBKH (and not the relevant
foreign research house) in Indonesia in respect of any matters arising from, or in connection with, the analysis or report.
Malaysia Where the report is distributed in Malaysia and contains research analyses or reports from a foreign research house, the
recipients of the analyses or reports are to contact UOBKHM (and not the relevant foreign research house) in Malaysia,
at +603-21471988, in respect of any matters arising from, or in connection with, the analysis or report as UOBKHM is the
registered person under CMSA to distribute any research analyses in Malaysia.

Singapore This report is distributed in Singapore by UOB Kay Hian Private Limited ("UOBKH"), which is a holder of a capital
markets services licence and an exempt financial adviser regulated by the Monetary Authority of Singapore.Where the
report is distributed in Singapore and contains research analyses or reports from a foreign research house, please note:
(i) recipients of the analyses or reports are to contact UOBKH (and not the relevant foreign research house) in Singapore
in respect of any matters arising from, or in connection with, the analysis or report; and

(i) 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, UOBKH accepts legal responsibility for the
contents of the analyses or reports only to the extent required by law.

Thailand This report is distributed in Thailand by UOB Kay Hian Securities (Thailand) Public Company Limited, which is regulated
by the Securities and Exchange Commission of Thailand.

United This report is being distributed in the UK by UOB Kay Hian (U.K.) Limited, which is an authorised person in the meaning

Kingdom of the Financial Services and Markets Act and is regulated by The Financial Conduct Authority. Research distributed in
the UK is intended only for institutional clients.

United This report cannot be distributed into the U.S. or to any U.S. person or entity except in compliance with applicable U.S.

States of laws and regulations. It is being distributed in the U.S. by UOB Kay Hian (US) Inc, which accepts responsibility for its

America contents. Any U.S. person or entity receiving this report and wishing to effect transactions in any securities referred to in

(‘'U.S.) the report should contact UOB Kay Hian (US) Inc. directly.

Copyright 2022, UOB Kay Hian Pte Ltd. All rights reserved.
http://research.uobkayhian.com

RCB Regn. No. 197000447W
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