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United Overseas Bank Ltd Double digit growth in fees and commission drives a strong quarter



Rating:



(Upgraded from Neutral)



SINGAPORE | REGIONAL BANKS | QUARTERLY RESULTS      



UOB delivered a solid set of results for 3Q14, reporting a net profit of S$866m, up 7.2% q-q and 9M14 net profit was up 10.2% y-y NIM remain stable at 1.71%, in line with our expectations, proving that concerns over deposit cost spiralling out of control was undue Fees and commission delivered a superb quarter, growing 15.8% q-q, driven by investment-related and loan-related fees Main surprise this quarter was UOB’s net trading income which rocketed 68% q-q from higher treasury customer flows and trading income Our view on UOB is unchanged: we like their overall resilient earnings profile, strong capital position and cautious business approach Upgrade to "Accumulate”, with an adjusted TP of S$25.40 based on a FY15E BVPS of S$17.49 and P/B of 1.45X as we roll over our valuation and remain confident in their disciplined business approach



What is the news? UOB announced its 3Q14 results on 30 Oct 2014. Net profit grew q-q to S$866m (+7.2% q-q), driven by strong growth in fees and commission and record high net trading income. Net interest income grew 2.7% with broad based loans growth of 1.5% and NIM remained stable at 1.71%, in line with our previous forecast. Deposit gathering efforts were intensified with UOB growing their deposits by 3.8% (SGD and USD account for 87% of growth) to address previous concerns of a tightening LDR. Overall LDR consequentially fell to 85.8%. Fee income growth was driven by investment-related (+21.4%) and loan-related (+32.6%) q-q, a stark improvement over a muted 1H14. Non-interest income was a surprise again as trading income skyrocketed 68% q-q, largely due to increased treasury customer flows. Credit quality continues to be benign at 1.2% NPL ratio. The increase in housing NPL is largely due to borrowings for investment in a Singapore high-end residential project (total NPL for this is S$166m).



25.40 0.90 22.46 17.1%



Company Description UOB Ltd provi des a wi de ra nge of fi na nci a l s ervi ces i ncl udi ng ba nki ng, i ns ura nce, a nd a s s et ma na gement. Its ma i n opera ti ons a re i n Southea s t As i a , i ncl udi ng Si nga pore a nd Ma l a ys i a , wi th more tha n 500 offi ces i n 19 countri es a nd terri tori es .



Company Data Raw Beta (Past 2yrs weekly data)
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Market Cap. (USD mn / SGD mn)



28128 / 35967



3M Average Daily T/O (mn)
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Closing Px in 52 week range 19.36
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Investment Actions?



Target Price (SGD) Forecast Dividend (SGD) Closing Price (SGD) Potential Upside



Oct-13



How do we view this? Management believes that fee growth momentum should continue to be maintained for the rest of the year; we had pencilled in a 6% y-y growth for FY14 and this remains unchanged. We like that UOB has been able to ramp up their efforts to grow their deposit base without driving up funding cost. The resultant lower LDR should provide some comfort to concerns over a less “liquid” balance sheet but we still remain on our view that the liquidity coverage ratio (LCR) would be a better measure of liquidity than LDR. Full-loaded CET 1 is at a comfortable 12.6%. We remain confident in UOB maintaining their stable earnings profile and growing their overseas contribution (9M14: 37.6% of PBT) and a disciplined business approach. Impairment coverage and asset quality remains robust. We have revised our FY15E estimates slightly (EPS +7%) on stronger non-interest income as UOB continues to provide effective solutions to their client base.



Accumulate



STI rebased



(%) 7.76 5.07 2.46



Valuation Method P/B Mul ti pl e Analyst Benjamin Ong benja mi nongcw@phi l l i p.com.s g +65 65311535



Since our last report on 1 Aug 2014 when we maintained a “Neutral” rating (due to stretched valuations) despite strong fundamentals, UOB’s share price has corrected by -7.6%. UOB’s resilient earnings profile and a disciplined business approach remain intact. Based on a FY15E BVPS of S$17.49 and P/B of 1.45X, we derive a new TP of S$25.40 as we roll over our valuation to FY15 and upgrade our rating to “Accumulate”.
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United Overseas Bank Ltd 31 October 2014 Key Financial Summary FYE Dec FY11 FY12 FY13 FY14F FY15F Net i nteres t i ncome (SGD mn) 3,679 3,916 4,119 4,402 4,773 Non i nteres t i ncome (SGD mn) 2,021 2,578 2,601 3,088 3,284 NPAT, a dj. (SGD mn) 2,325 2,802 3,008 3,193 3,424 EPS, a dj. (SGD) 1.42 1.72 1.83 2.01 2.07 P/E (X),a dj. 15.8 11.1 12.3 11.1 10.9 BVPS (SGD) 13.23 14.56 15.36 16.40 17.49 P/B (X) 1.3 1.3 1.5 1.4 1.3 DPS (SGD) 0.60 0.70 0.75 0.80 0.90 Di v. Yi el d (%) 3.4% 3.7% 3.3% 3.6% 4.0% Source: Bl oomberg, PSR es t. *Forwa rd mul ti pl es a nd yi el ds a re ba s ed on current pri ce a nd hi s tori ca l mul ti pl es a nd yi el ds a re ba s ed on hi s tori ca l pri ces Results at a glance (SGD mn) 3Q14 NII 1,156 Fees & Comm 475 Other NII 341 Total Revenue 1,972 Expens es 800 Net Profit 866 Source: Compa ny, PSR



3Q13 y-y (%) 2Q14 q-q (%) 1,046 11% 1,124 3% 407 17% 410 16% 211 62% 350 -3% 1,664 19% 1,884 5% 715 12% 787 2% 730 19% 808 7%



Table 1. Growth in revenue $m Net i nteres t i ncome Net fee a nd comm i nc Other non-i nteres t i nc Total



Comments Loa ns growth of 1.5% Invt-rel a ted & l oa n-rel a ted Trea s ury cus tomer fl ows



3Q14 1,156 475 341 1,972



3Q13 1,046 407 211 1,664



%y-y ch 10.5% 16.7% 61.6% 18.5%



2Q14 1,124 410 350 1,884



%q-q ch 2.8% 15.9% -2.6% 4.7%



Table 2. Fee and commission income $m Credi t ca rd Fund ma na gement Inves tment-rel a ted Loa n-rel a ted Servi ce cha rges Tra de-rel a ted Other Di vi dend i ncome Rental i ncome Total



3Q14 72 46 118 131 28 70 11 14 28 518



3Q13 66 37 101 93 27 72 11 12 27 446



%y-y ch 9.1% 24.3% 16.8% 40.9% 3.7% -2.8% 0.0% 16.7% 3.7% 16.1%



2Q14 71 38 97 99 26 69 11 27 30 468



%q-q ch 1.4% 21.1% 21.6% 32.3% 7.7% 1.4% 0.0% -48.1% -6.7% 10.7%



Table 3. Other non-interest income $m Net tra di ng i ncome Tra di ng i ncome/(l os s ) Non-tra di ng i nc/(l os s ) AFS a s s ets Other i ncome Total other non i nt i nc



3Q14 258 222 36 14 272



3Q13 142 8 86 48 29 171



%y-y ch 81.7% -100.0% 158.1% -25.0% -51.7% 59.1%



2Q14 250 132 118 43 293



%q-q ch 3.2% n.m. 68.2% -69.5% -67.4% -7.2%



United Overseas Bank Ltd 31 October 2014 Table 4. Loans by Industries $m Tpt, s tora ge & comms Bui l di ng a nd cons truction Ma nufa cturi ng Fi na nci a l i ns titutions Genera l commerce Profes s i ona l s & Pri i nv Hous i ng l oa ns Others Total l oa ns



3Q14 8,963 25,128 17,080 29,569 26,782 25,530 53,755 9,137 195,944



3Q13 8,110 22,836 15,037 26,479 21,779 24,497 49,744 8,046 176,528



%y-y ch 10.5% 10.0% 13.6% 11.7% 23.0% 4.2% 8.1% 13.6% 11.0%



2Q14 9,219 24,478 16,936 30,937 25,098 25,369 52,800 8,304 193,141



%q-q ch -2.8% 2.7% 0.9% -4.4% 6.7% 0.6% 1.8% 10.0% 1.5%



Table 5. Loans by currencies $m Si nga pore dol l a r US dol l a r Ma l a ys i a n ri nggi t Tha i ba ht Indones i a n rupi a h Others Total l oa ns



3Q14 106,517 31,653 24,860 9,757 4,613 18,543 195,943



3Q13 99,474 24,392 22,623 8,915 4,363 16,761 176,528



%y-y ch 7.1% 29.8% 9.9% 9.4% 5.7% 10.6% 11.0%



2Q14 105,765 30,290 24,373 9,447 4,547 18,718 193,140



%q-q ch 0.7% 4.5% 2.0% 3.3% 1.5% -0.9% 1.5%



Table 6. Profit before tax by Business segments $m 3Q14 Group Retai l 329 Grp Whol es a l e 593 Gl oba l Mkts a nd IM 170 Others (45) Total NPBT 1,047



3Q13 305 532 21 57 915



%y-y ch 7.9% 11.5% 709.5% -178.9% 14.4%



2Q14 306 501 176 (10) 973



%q-q ch 7.5% 18.4% -3.4% 350.0% 7.6%



Table 7. Profit before tax by Geographical segments $m 3Q14 3Q13 Si nga pore 663 553 Ma l a ys i a 173 145 Tha i l a nd 47 38 Indones i a 16 44 Grea ter Chi na 73 53 Others 76 83 Total NPBT 1,048 916 Source (tabl es 1-7): Compa ny, Phi l l i p Securi ties Res ea rch



%y-y ch 19.9% 19.3% 23.7% -63.6% 37.7% -8.4% 14.4%



2Q14 672 136 16 16 71 63 974



%q-q ch -1.3% 27.2% 193.8% 0.0% 2.8% 20.6% 7.6%



United Overseas Bank Ltd 31 October 2014 Fig 1: Net interest margin Net interest income - LHS
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Fig 7: Growth in selected asset items
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Fig 6: NPA, NPL Cus dep
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Fig 5: Deposits, Loans, LDR



Fig 8: CAR
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Fig 10: EPS and NBV ROE - RHS
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Fig 9: ROE and ROA
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Fig 4: Net profit margin Expenses - LHS
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Fig 3: Efficiency ratio
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Fig 2: NonII/Total revenue
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United Overseas Bank Ltd 31 October 2014 Fig 11: Revenue by geographical segment



Fig 12: Geo segment breakdown
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Fig 13: Revenue by Business segment



Fig 14: Net interest income trend 1,400
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Fig 15: Fee and Commission trend
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Fig 16: Other noninterest income trend
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United Overseas Bank Ltd 31 October 2014 For Financial Summary at the end of report FYE Dec Income Statement (SGD mn) Net Interes t Income Fees a nd Commi s s i on Other Non i nteres t i ncome Total operating income Opera ti ng expens es Provi s i ons Operating profit As s oci a tes & JVs Profit Before Tax Ta xa ti on Profit After Tax Non-control l i ng Interes t Net Income, reported Net Income, adj.



FYE Dec Per share data (SGD) EPS, reported EPS, a dj. DPS BVPS



FY11 3,679 1,318 703 5,700 2,452 533 2,715 92 2,807 467 2,340 15 2,325 2,325



FY11 1.43 1.42 0.60 13.23



FY12 3,916 1,508 1,070 6,494 2,746 485 3,263 87 3,350 530 2,820 18 2,802 2,802



FY12 1.72 1.72 0.70 14.56



FY13 4,119 1,731 870 6,720 2,898 429 3,393 191 3,584 559 3,025 17 3,008 3,008



FY13 1.83 1.83 0.75 15.36



FYE Dec FY11 FY12 FY13 Cashflow Statements (SGD mn) PBT 3,248 3,748 3,584 Adjus tments 163 (387) (2,555) Op ca s h before WC cha nges 3,411 3,361 1,029 WC cha nges (12,369) 3,571 (3,827) Cashflow from ops (8,958) 6,932 (2,798) Cashflow from investments (17) (68) (31) Cashflow from financing 6,163 (50) 2,457 Net change in cash (4,747) 5,897 (703) CCE, end 22,396 28,293 21,245



FY14F



FY15F



4,402 1,836 1,252 7,491 3,122 651 3,718 120 3,838 626 3,212 19 3,193 3,193



4,773 1,953 1,331 8,057 3,250 727 4,080 120 4,200 756 3,444 21 3,424 3,424



FY14F 2.01 2.01 0.80 16.40



FY14F



FYE Dec FY11 Balance Sheet (SGD mn) Ca s h ba l wi th centra l ba nks 26,786 Due from ba nks 18,770 Inves tment s ecuri ti es 14,354 Loa ns to non-ba nk cus tomers 141,191 Others 35,855 Total Assets 236,956 Due to ba nks 19,750 Due to non-ba nk cus tomers 169,460 Debts i s s ued 11,786 Others 12,817 Total liabilities 213,813 Sha rehol der's equi ty 22,967 Non-control l i ng i nteres t 177 Total Equity 23,144



FY12



FY13



FY14F



FY15F



33,056 15,991 11,129 152,930 39,794 252,900 21,538 182,029 12,800 11,261 227,628 25,080 192 25,272



26,881 31,412 12,140 178,857 34,940 284,230 13,706 214,548 18,981 10,417 257,652 26,389 189 26,578



47,805 26,089 9,532 192,956 44,162 320,545 34,981 226,636 19,550 10,730 291,897 28,439 208 28,648



49,900 26,545 9,072 206,666 45,288 337,471 35,287 240,201 20,137 11,051 306,676 30,565 229 30,794



FY15F 2.07 2.07 0.90 17.49



FY15F



3,838 4,200 164 162 4,001 4,362 18,268 (655) 22,269 3,707 (129) (128) (824) (990) 20,679 1,822 41,924 43,746



FYE Dec FY11 FY12 FY13 FY14F FY15F Supplementary items CET1 CAR (%) n/a n/a 13.2% 14.6% 14.8% Ti er 1 CAR (%) 13.5% 14.7% 13.2% 15.4% 15.5% Tota l CAR (%) 16.7% 19.1% 16.6% 16.9% 17.0% Source: Compa ny Da ta , PSR es t



FYE Dec FY11 FY12 FY13 FY14F FY15F Valuation Ratios P/E (X), a dj. 15.8 11.1 12.3 11.1 10.9 P/B (X) 1.3 1.3 1.5 1.4 1.3 Di vi dend Yi el d (%) 3.4% 3.7% 3.3% 3.6% 4.0% Growth & Margins (%) Growth Net i nteres t i ncome 4.2% 6.4% 5.2% 6.9% 8.4% Non i nteres t i ncome -10.9% 27.6% 0.9% 18.7% 6.3% Pre provi s i on opera ti ng profi t -1.7% 13.9% 3.5% 11.5% 7.6% Opera ti ng i ncome -11.2% 20.2% 4.0% 9.6% 9.8% Net i ncome, reported -13.8% 20.5% 7.4% 6.2% 7.2% Margins Net i nteres t ma rgi n 1.92% 1.87% 1.72% 1.71% 1.74% Key Ratios (%) ROE 11.1% ROA 1.1% RORWA 1.9% Non-i nteres t/tota l i ncome ra ti o 35.5% Cos t/i ncome ra ti o 43.0% Loa n/depos i t ra ti o 83.3% NPL ra ti o 1.40 Source: Compa ny Da ta , PSR es t



12.3% 1.2% 2.1% 39.7% 42.3% 84.0% 1.52



12.4% 1.1% 2.0% 38.7% 43.1% 83.4% 1.14



11.8% 1.0% 1.8% 41.2% 41.7% 85.1% 1.27



11.7% 1.0% 1.8% 40.8% 40.3% 86.0% 1.38



United Overseas Bank Ltd 31 October 2014 Ratings History Market Price Target Price
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Source: Bl oomberg, PSR Dec-14



Sep-14
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1 2 3 4 5 PSR Rating System Total Returns Recommendation Rating > +20% Buy 1 +5% to +20% Accumul a te 2 -5% to +5% Neutra l 3 -5% to -20% Reduce 4 


United Overseas Bank Ltd 31 October 2014 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 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-N01) 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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