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SECTOR UPDATE
Banking — Singapore
3Q23 Results Preview: Resilient NIM And Stable Asset Quality

Banks’ 3Q23 earnings were powered by healthy yoy growth in net interest income,
modest qoq recovery in wealth management and disciplined cost containment. Asset
quality and credit costs remain benign. We forecast net profit of $$2,532m for DBS
(+13% yoy but -4% qoq) and S$1,726m for OCBC (+7% yoy and +1% qoq). Our top
picks are OCBC (BUY/Target: S$17.65), followed by DBS (BUY/Target: S$43.95).
OCBC provides an attractive dividend yield of 6.2%. Maintain OVERWEIGHT.

WHAT’S NEW

¢ UOB will be announcing its 3Q23 results on 26 October, followed by DBS Group Holdings
(DBS) on 6 November and Oversea-Chinese Banking Corporation (OCBC) on 10
November.

DBS Group Holdings (DBS SP/BUY/Target: $$43.95)

» We forecast net profit to grow 13% yoy but drop 4% qog to S$2,532m in 3Q23. The
sequential uptick in NIM and fees was offset by credit costs normalising higher.

¢ Resiliency in NIM. We expect muted loan growth of 0.2% qoq in 3Q23, which translates
to a contraction of 2.9% yoy, driven by weakness in non-trade corporate loans. NIM
expanded by 28bp yoy and 2bp qoq to 2.18%. NIM expansion was moderated by the
outflow of CASA in Singapore and moderation of HIBOR in Hong Kong during August and
September. We expect net interest income to grow 17% yoy in 3Q23.

Fees increased 16% yoy, accentuated by a low base in 3Q22. Contribution from
wealth management increased 21% yoy and 3% qoq to S$390m in 3Q23 as market
sentiment improved, especially during the early part of the quarter. Contribution from
cards increased 5% yoy due to continued recovery in business and leisure travel.

Delivering on cost discipline and efficiency. Management guided for operating
expenses to increase 9-10% and cost-to-income ratio to fall below 40% in 2023. We see
DBS performing in line with guidance, with operating expenses increasing 7% yoy and
cost-to-income ratio maintaining at 39.2% in 3Q23 (1H23: 38.2%).

Asset quality remains benign. We expect NPL formation to remain benign and NPL
ratio to be stable at 1.1%. DBS has accumulated ample management overlay for general
provisions of S$2.1b set aside previously during the COVID-19 pandemic. We expect total
provisions of S$180m and credit cost of 17bp in 3Q23 (2Q23: 7bp).

¢ We expect DBS to maintain its quarterly dividend at 48 S cents for 3Q23.

e Our target price of S$43.95 is based on 1.79x 2024F P/B, derived from Gordon Growth
Model (ROE: 16.1%, COE: 9.0%, Growth: 0.0%).

Oversea-Chinese Banking Corporation (OCBC SP/BUY/Target: S$17.65)

o We forecast net profit to grow 7% yoy and 1% qoq to S$1,726m for 3Q23. On a yoy basis,
healthy growth in net interest income was partially offset by lower contribution from
insurance and higher credit costs.

PEER COMPARISON
Price @ Target Market FY PE P/B -
Company Ticker Rec 160ct23 Price  Cap 2023F  2024F  2023F  2024F
(%) (S$)  (US$m) ) ) (x) x)

DBS DBSSP  BUY 3344 4395 63,064 12/2022 86 8.7 1.47 1.36
0oCBC OCBCSP BUY  13.00 17.65 42,722 12/2022 84 84 111 1.05
UOB# UOB SP NR 28.13 na. 34400 12/2022 82 7.9 1.05 0.99
Average 8.4 8.4 121 113

#Based on consensus estimate
Source: Bloomberg, UOB Kay Hian
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OVERWEIGHT

(Maintained)

TOP BUYS

Company Rec Share Price Target Price
(S9) (S9)

DBS BUY 33.44 43.95

OCBC BUY 13.00 17.65

Source: UOB Kay Hian
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¢ Resiliency in NIM. We expect loan growth to be muted at 0.2% qoq in 3Q23, which
translates to a contraction of 1.8% yoy, as corporate customers are cautious on business
expansion and trade loans remain weak. We expect NIM to expand by 20bp yoy but
remain flat goq at 2.26%. Compounded SORA 3M inched marginally higher by 7bp to
3.71% in 3Q23 despite a 25bp hike in the Fed funds rate to 5.25% in Jul 23. Net interest
income is expected to grow by a healthy 15% yoy in 3Q23.

Contribution from wealth management remains soft. We expect fee income to be flat
yoy but rebound 5% qoq to S$450m in 3Q23. Wealth management saw fragile recovery
with contribution increasing 9% yoy and 8% qoq to S$195m. Loans and trade-related fees
are expected to be stable.

Stable contribution from insurance without swings from mark-to-market. The
adoption of SFRS(I) 17 has moved mark-to-market for insurance assets and liabilities to
fair value through other comprehensive income (direct to balance sheet). 10-year
Singapore government bond yield rose 32bp to 3.40% in 3Q23. We expect contribution
from the insurance business at a normalised level of S$200m in 3Q23 (-24% qoq). The
negative impact from mark-to-market for its bond portfolio to OCBC's profit & loss was
minimised after the adoption of SFRS(l) 17.

o Asset quality remains stable. We expect NPL ratio to be stable at 1.1%. OCBC is
expected to review its macro-economic variable (MEV) model for general provisions due
to heightened geopolitical tensions caused by conflict in the Middle East. We have
factored in credit costs of 25bp in 3Q23, which is higher than management’s guidance of
15-20bp for 2023.

e Our target price of S$17.65 is based on 1.42x 2024F P/B, derived from the Gordon
Growth Model (ROE: 12.8%, COE: 9.0%, Growth: 0.0%).

ACTION

¢ Higher interest rates for a longer timeframe. The Fed hiked the fed funds rate by 25bp
at the FOMC meeting on 26 Jul 23. The dot plot indicates another rate hike of 25bp to
bring the fed funds rate to 5.50% by end-23. Fed chairman Jerome Powell said he does
not anticipate core inflation to return to the Fed'’s target of 2% until 2025, which suggests
interest rates are likely to stay higher for a longer timeframe.

Banks as proxy to growth in ASEAN countries. ASEAN countries have a large
combined population of 680m and account for about 8% of global exports. Many
multinational companies have adopted the China+1 strategy and plan to set up alternative
production facilities within the ASEAN region. Malaysia, Thailand, Indonesia and Vietnam
are seeing growth in foreign direct investments. OCBC and UOB benefit from the
reorientation of supply chains due to their extensive networks within ASEAN countries.

Stability in environment clouded by uncertainties. Banks provide attractive value
proposition with low P/B of 1.13x and a sustainably high dividend yield of 6.2% for 2024.
Our top BUY pick is OCBC (Target: S$17.65) for its new dividend policy with payout ratio
at 50%, focus on ASEAN and defensively low 2024F P/B of 1.05x. We like DBS (Target:
S$43.95) due to its excellence in execution and consistency in delivering good results.
Maintain OVERWEIGHT.

PROJECTED DPS AND DIVIDEND PAYOUT RATIOS

DBS 0CBC UOB#
Price (S$) 33.44 13.00 28.13

Year to 31 Dec FY22  FY23F FY24F  FY22  FY23F  FY24F  FY22  FY23F  FY24F
EPS (S ¢) 315 387 382 127 154 156 269 345 354
DPS (S ¢) 200 186 200 68 80 80 135 170 178
PayoutRatio (%) 635 481 523 535 518 514 501 494 503
Dividend Yield %) 6.0 56 6.0 5.2 6.2 6.2 48 6.1 6.3

# Based on consensus estimate
Source: UOB Kay Hian

Refer to last page for important disclosures.

Wednesday, 18 October 2023

PROFIT & LOSS - FORECAST FOR DBS (3Q23)

yoy % goq %
Profit & Loss (S$m) 30Q23F 3Q22 Chg 2Q23 Chg
Net Interest Income 3541 3,020 173 3433 32
Fees & Commissions 894 771 160 823 8.6

Other Non-interest 530 700 -243 789 -32.8
Income

Total Income 4965 4,491 106 5045 -16

Operating Expenses (1,948) (1,825) 6.7 (2,004) -2.8

PPoP 3018 2666 132 3,041 -08

Provisions (180) (178) 09 (72) 1493
Associates 50 53 5.7 42 19.0
PBT 2,888 2541 137 3011 41

Net Profit 2532 2236 133 2629 -3.7

EPS (S cents) 973 853 141 1038 6.3

DPS (S cents) 480 360 333 480 0.0

BVPS (S$) 2233 2066 81 2185 22

Source: UOB Kay Hian

PROFIT & LOSS - FORECAST FOR OCBC (3Q23)

yoy % qoq %
Profit& Loss (S$m) ~ 3Q23F 3Q22 Chg 2Q23 Chg
Net Interest Income 2422 2099 154 2389 14
Fees & Commissions 450 453 0.7 430 47

Insurance 200 370 -459 262  -237
Net Trading Income 200 194 31 262 -237
Other Non-Interest 60 36 66.7 112 -46.4
Income

Total Income 3332 3152 57 3455 -36

Operating Expenses (1,358) (1,295) 4.8 (1,355) 0.2

PPOP 1,974 1,857 6.3 2,100 -6.0
Provisions (186) (154) 209 (252) -26.1
Associates 269 256 5.0 250 75

PBT 2,057 1959 50 2,098 -20
Net Profit 1,726 1,605 75 1,710 09

EPS (S cents) 385 350 9.9 37.8 19

DPS (S cents) 0.0 0.0 nm. 400 nm.
BVPS (S$) 1131 1129 02 1133 -02

Source: UOB Kay Hian
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ASSUMPTION CHANGES
o We forecast earnings growth of 22.9% for DBS in 2023.
KEY ASSUMPTIONS - DBS

2021 2022 2023F 2024F 2025F
Loan Growth (%) 9.9 13 15 49 4.9
NIM (%) 145 1.75 2.16 2.13 2.03
Fees, % Chg 15.2 (12.3) 125 12.1 75
NPL Ratio (%) 1.27 113 1.22 1.28 1.30
Credit Costs (bp) 0.6 54 13.7 22.1 22.1
Net Profit (S$m) 6,802 8,196 10,073 9,952 10,187
% Chg 44.1 20.5 22.9 (1.2) 24
Source: UOB Kay Hian
* We forecast earnings growth of 20.5% for OCBC in 2023.
KEY ASSUMPTIONS - OCBC
2021 2022 2023F 2024F 2025F
Loan Growth (%) 8.6 18 19 44 4.9
NIM (%) 1.55 191 2.27 2.20 2.10
Fees, % Chg 12.0 (17.6) (3.4 5.9 6.1
NPL Ratio (%) 1.45 1.15 1.19 1.30 1.30
Credit Costs (bp) 313 20.0 24.0 225 23.3
Net Profit (S$m) 4,858 5,748 6,925 6,979 7,060
% Chg 354 18.3 20.5 0.8 12
Source: UOB Kay Hian
SECTOR CATALYSTS

e Economic recovery driven by the reopening and easing of COVID-19 restrictions,

including the ongoing reopening in China.
¢ Banks reviewing their dividend policy and paying more dividends.
RISKS

o Escalation of the Russia-Ukraine war beyond Ukraine.

* Geopolitical tension and trade conflict between the US, EU and China.
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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 2023, UOB Kay Hian Pte Ltd. All rights reserved.
http://research.uobkayhian.com
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