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SECTOR UPDATE
Banking — Singapore
1Q24 Results Preview: Softer NIM But Resilient Asset Quality

The steep decline in 3M HIBOR could shave off 4-6bp from NIM in 1Q24 as Hong Kong
dollar-denominated loans accounted for 11% and 13% of total loans respectively for DBS
and OCBC. Singapore banks are expected to deliver steady net profits of $$2,486m for
DBS (-3% yoy but +10% goq) and S$1,824m for OCBC (-3% yoy but +12% qoq) in 1Q24,
supported by resilient asset quality. Maintain OVERWEIGHT. Our top picks are DBS
(BUY/Target: S$43.25) followed by OCBC (BUY/Target: $$18.15).

WHAT’S NEW

o The 1Q24 results season for Singapore banks kicks off with DBS Group Holdings (DBS)
on 2 May 24, followed by United Overseas Bank (UOB) on 8 May 24 and Oversea-
Chinese Banking Corporation (OCBC) on 10 May 24.

DBS Group Holdings (DBS SP/BUY/Target: S$43.25)
» We forecast DBS' net profit to rebound 10% qoq but recede 3% yoy to S$2,486m in 1Q24.

¢ Moderation in NIM sequentially. We expect DBS to report a mild pick-up in loan growth
with a marginal 0.8% yoy and 1.0% qoq increase in 1Q24. Industry statistics saw corporate
loans expand 1.6% mom in Feb 24, which suggest that weakness in corporate loans and
repayments by customers have eased. Unfortunately, 3M HIBOR also declined 43bp qoq
to 4.72% in 1Q24. Thus, we expect NIM to ease 4bp qoq to 2.09% as Hong Kong dollar-
denominated loans accounted for 11% of its total loans. We expect net interest income to
grow 4.0% yoy in 4Q23 (4Q23: 4.7% yoy).

Fees increased at double-digit rate of 10% yoy. We expect contribution from wealth
management to increase 10% yoy and 2% qoq to S$400m in 1Q24 due to the initial
euphoria over potential rate cuts earlier during the quarter. Contribution from cards
increased 32% yoy to S$300m due to a continued recovery in business and leisure travel,
augmented by the acquisition of Citigroup Consumer Businesses in Taiwan.

Delivering on cost discipline and efficiency. We expect operating expenses to increase
12% yoy and cost-to-income ratio to be seasonally lower at 41.5% in 1Q24 (4Q23: 46.7%).
This is in line with management's guidance for cost-to-income ratio at low 40% in 2024.

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$2.2b set aside previously during the COVID-19 pandemic. We expect DBS
to set aside total provisions of $S$213m and incur credit cost of 20bp in 1Q24.

Oversea-Chinese Banking Corporation (OCBC SP/BUY/Target: S$18.15)
o We forecast net profit to rebound 12% qoq but drop 3% yoy to S$1,824m for 1Q24.

e Moderation in NIM sequentially. We expect OCBC to report muted loan growth, rising
marginally by 1.4% yoy and 0.5% qog in 1Q24 as some companies deleverage in
response to the higher interest rates. 3M HIBOR declined 43bp qoq to 4.72% in 1Q24.
Thus, we expect NIM to ease 6bp qoq to 2.23% as Hong Kong dollar-denominated loans
accounted for 13% of its total loans. We expect net interest income to grow 4.0% yoy in
1Q24 (4Q23: 3.2% yoy).

PEER COMPARISON
Price @ Target Market FY PE P/B -

Company Ticker Rec 15Apr24  Price Cap 2024F  2025F  2024F  2025F

(S9) (S$)  (US$m) X (X) ) ()
DBS* DBSSP  BUY 3564 4325 67,760 12/2023 9.3 9.3 145 1.38
0OCBC OCBCSP BUY 1371 1815 45303 12/2023 8.7 8.6 1.10 1.04
UOB# UOB SP NR 29.57 na. 36,413 12/2023 85 8.2 1.05 0.99
Average 8.8 8.7 1.20 1.14

Source: Bloomberg, UOB Kay Hian  *Based on theoretical ex-bonus share price of $$32.40. #Based on consensus estimate
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¢ Modest recovery from wealth management. We expect fee income to grow 7% yoy and  US FED FUNDS RATE VS 3M SIBOR AND 3M SORA
rebound 6% qoq to S$487m in 1Q24. Contribution from wealth management maintains )
gradual recovery of 8% yoy in 1Q24, amidst heightened competition. Loans and trade- "0
related fees are expected to be stable.

¢ Stable contributions from insurance without swings from mark-to-market. The
adoption of SFRS(Il) 17 has moved mark-to-market for insurance assets and liabilities to
fair value through other comprehensive income (direct to balance sheet). We expect
contribution from the insurance business to be at a normalised level of $$225m in 1Q24 (-
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o Asset quality remains stable. We expect NPL ratio to be stable at 1.0%. We have TSR T RED R Rae A soma

factored in credit costs of 22bp in 1Q24, which is within management's guidance of 20- Source: Bloomberg

25bp for 2024. 3M LIBOR AND 3M HIBOR
ACTION N
¢ Maintain OVERWEIGHT. Banks provide attractive value with low P/B 1.14x and high 801 3MHIBOR
dividend yield of 6.7% for 2025. Our top BUY pick is DBS (Target: S$43.25) due to its 59
excellence in execution and consistency in delivering good results. Management will 40 1
continue to review DBS' capital structure in view of returning more surplus capital to 301 WLIBOR
investors. We also like OCBC (Target: S$18.15) for its commitment to maintaining its 20 1 "
dividend payout ratio at 50%, focus on trade and investment flows within ASEAN, and 0l g o)
defensively low 2025F P/B of 1.04x. 00 N
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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 chain due to their extensive network within ASEAN countries.

DBS Group Holdings (BUY/Target: $$43.25 (ex 1-for-10 bonus: $$39.30)).

Source: Bloomberg

¢ High payout ratio supported by high ROE. Management estimated surplus capital at
S$3b or S$1.20 per share based on optimal operating range for CET-1 CAR of 12.5-
13.5%. DBS will continue to review its capital structure to return surplus capital to
shareholders. We expect DBS to raise quarterly DPS by 6 S cents to 60 S cents in 4Q24,
representing an increase of 11%. The elevated payout ratio of 68.8% for 2025 is supported
by its high ROE of 15.1%.

Maintaining high ROE. CEO Piyush Gupta has voiced confidence that DBS will be able
to achieve ROE of 15-17% over the next 3-5 years assuming Fed Funds rate levels off to a
new normal of 3%. Management expects growth to be driven by wealth management and
global transaction services regionally. DBS has obtained regulatory approvals to increase
its stake in Shenzhen Rural Commercial Bank from 13.0% to 16.7% in Dec 23.
Management will also allocate S$300m-500m to expand the consumer and SME
businesses in India.

e Our target price for DBS of S$43.25 is based on 1.68x 2025F P/B, derived from the
Gordon Growth Model (ROE: 15.1%, COE: 9.0%, Growth: 0.0%).

Oversea-Chinese Banking Corp (BUY/Target: S$18.15).

 Strategic initiatives to deliver incremental S$3b revenue. Management aims to deliver
incremental revenue of S$3b cumulatively over 2023-25, driven by four growth pillars: a)
Asian wealth, b) trade and investment flows, c) new economy, and d) sustainable
financing. Management aims to deliver ROE of 12-13% with additional contribution of 1ppt
from the incremental revenue of S$3b. OCBC has the highest CET-1 CAR of 15.9% and
lowest NPL ratio of 1.0% as of Dec 23.

¢ Potential upside from higher regular dividend. We expect OCBC to raise final dividend
by 2 S cents to 44 S cents in 2H24, representing an increase of 5%.
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¢ Potential redevelopment of OCBC Centre. OCBC has engaged a consultant to identify
potential partners to execute the redevelopment of its properties at Chulia Street,
comprising OCBC Centre (50 storeys), OCBC Centre South (seven storeys) and OCBC
Centre East (15 storeys). The three properties sit on 120,000sf of prime land at Raffles
Place with quadruple frontages on Chulia Street/South Canal Road, Synagogue Street,
Church Street and Phillip Street. According to Business Times, the properties could be
redeveloped into an integrated development with retail, office and hospitality components
and could qualify for the Strategic Development Incentive scheme.

e Our target price for OCBC of $$18.15 is based on 1.37x 2025F P/B, derived from the
Gordon Growth Model (ROE: 12.4%, COE: 9.0%, growth: 0.0%).

PROFIT & LOSS - FORECAST FOR DBS (1Q24)

Profit & Loss (S$m) 1Q24F 1Q23 yoy % chg 4Q23 goq % chg
Net Interest Income 3,402 3,271 4.0 3,434 -0.9
Fees & Commissions 936 851 10.0 867 7.9
Other Non-interest Income 745 814 -8.5 706 55
Total Income 5,082 4,936 3.0 5,007 15
Operating Expenses (2,111) (1,882) 12.2 (2,338) 9.7
PPoP 2,972 3,054 2.7 2,669 11.3
Provisions (213) (161) 324 (142) 50.1
Associates 66 63 5.0 47 40.7
PBT 2,825 2,956 4.4 2,574 9.7
Net Profit 2,486 2,571 -3.3 2,269 9.5
EPS (S cents) 87.8 89.5 -1.8 100.5 -12.6
DPS (S cents) 54.0 42.0 28.6 54.0 0.0
BVPS (S$) 21.96 2117 3.7 22.31 -1.6

Source: UOB Kay Hian

PROFIT & LOSS - FORECAST FOR OCBC (1Q24)

Profit & Loss (S$m) 1Q24F 1Q23 yoy % Chg 4Q23 qoq % Chg
Net Interest Income 2,433 2,338 4.0 2,462 -1.2
Fees & Commissions 487 453 7.5 460 5.8
Insurance 225 238 5.5 88 155.7
Net Trading Income 200 251 -20.3 222 9.9
Other Non-Interest Income 75 70 7.1 41 82.9
Total Income 3,419 3,350 2.1 3,273 45
Operating Expenses (1,360) (1,269) 7.1 (1,336) 1.8
PPOP 2,060 2,081 -1.0 1,937 6.3
Provisions (164) (110) 49.1 (187) -12.3
Associates 273 260 5.0 189 44.4
PBT 2,169 2,231 2.8 1,939 11.9
Net Profit 1,824 1,879 -3.0 1,622 12.4
EPS (S cents) 40.2 29.0 38.6 39.5 1.8
DPS (S cents) 0.0 0.0 n.m. 42,0 n.m.
BVPS (S$) 12.17 11.43 6.5 11.28 7.9

Source: UOB Kay Hian
PROJECTED DPS AND DIVIDEND PAYOUT RATIOS

DBS* 0CBC UoB#

Price (S$) 35.64 1371 2957
Yearto3lDec  FY23  FY24F FY25F  FY23  FY24F  FY25F  FY23  FY24F  FY25F
EPS (S ¢) 399 347 348 155 158 159 334 348 360
DPS (S ¢) 192 222 240 82 86 89 170 177 183
PayoutRatio (%) 481 639 69.0 530 545 56.2 50.9 50.8 50.9
Div Yield (%) 5.9 6.9 74 6.0 6.3 6.5 5.7 6.0 6.2

# Based on consensus estimate
* Based on theoretical ex-bonus share price of S$32.40
Source: UOB Kay Hian

ASSUMPTION CHANGES

¢ We maintain our earnings forecast for DBS.
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KEY ASSUMPTIONS - DBS

2022 2023 2024F 2025F 2026F
Loan Growth (%) 13 04 45 49 49
NIM (%) 1.75 2.15 2.07 1.96 1.94
Fees, % Chg (12.3) 95 14.0 7.9 77
NPL Ratio (%) 1.13 111 1.18 121 122
Credit Costs (bp) 5.4 13.7 20.1 20.1 20.1
Net Profit (S$m) 8,196 10,062 9,822 9,843 10,192
% Chg 20.5 22.8 (2.4) 0.2 35

Source: UOB Kay Hian
KEY ASSUMPTIONS - OCBC

2022 2023 2024F 2025F 2026F
Loan Growth (%) 18 0.4 34 49 49
NIM (%) 191 2.28 2.23 2.14 2.12
Fees, % Chg (17.6) (2.5) 9.8 7.4 7.4
NPL Ratio (%) 1.15 0.95 0.99 1.01 1.02
Credit Costs (bp) 20.0 24.8 22.0 22.1 22.1
Net Profit (S$m) 5,748 7,021 7,164 7,193 7473
% Chg 18.3 222 2.0 0.4 3.9
Source: UOB Kay Hian
SECTOR CATALYSTS

¢ Soft landing paving the way for continued economic expansion.
¢ Banks reviewing their dividend policies and capital management.

RISKS

o Escalation of the Russia-Ukraine war and Israel-Hamas war.

¢ 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
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