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Price (Market Cap):
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Maintain BUY, with new SGD15.00 TP from SGD13.90 TP, 25% upside
and c.6% FY23F yield. OCBC Bank’s 9M22 earnings were in line with Street
expectations. Robust NIM expansion, benign credit cost on improving asset
quality and tightly controlled cost growth were key standouts in 3Q22.
Earnings upgrade for refreshed guidance for NIM and credit costs have
resulted in valuation falling to attractive levels — 0.9x FY23F P/BV against
ROE of 12.6%.

9M22 in line consensus expectations. Net profit of SGD4.44bn in 9M22
(+14% YoY) was at 80% and 76% of our and Street FY22F earnings.
Reported ROAE improved to 11.5% (FY21: 9.6%). CET-1 slipped but
remained robust at 14.4% (2Q22: 14.9%). In 3Q22, PIOP rose 16% QoQ as
NIl surged 23% QoQ to offset the 11% QoQ fall in non-II while opex was up
a modest 1% QoQ. CIR eased to 40.3% vs 43.5% in 2Q22. Bottomline growth
was moderated by the 82% QoQ increase in impairment charges, with loan
credit cost at 14bps (2Q22: 8bps).

Mid-single digit loan growth within reach. OCBC added 2% QoQ to its loan
book, bringing YTD growth to 4.6% or an annualised 6.1%. Management
expects credit demand, which gained momentum in 3Q22, to be sustained in
4Q22. We believe OCBC would end 2022 with a 6% YoY growth in loans,
within management’s target of a mid-single digit increase.

Guiding for 2.1% NIM in 4Q22. NIM expanded by a robust 35bps QoQ to
2.06% in 3Q22 (2Q22: +26bps QoQ) — the second consecutive quarter of
better-than-peer margin improvement. Management attributed the NIM uplift
to improved margins across OCBC’s key markets as the increase in asset
yields outpaced the rise in funding costs. Management expects to maintain
NIM at 2.15% in 4Q22, the exit level in Sep 2022. This would result in an
average NIM of 1.9% for FY22F. We see an upside risk to management
guidance as we believe NIM would likely edge higher, although at a more
moderate rate as funding costs trend higher.

Credit cost guidance lowered. Non-performing assets (NPA) fell 7% QoQ
on recoveries and upgrade of accounts in Malaysia and Indonesia. This was
partly offset by the 18% QoQ rise in Greater China NPLs on the impairment
of a network customer that is fully collateralised. The healthy asset quality
allowed management to revise credit cost guidance to a low to mid-teens,
from 20-25bps.

Earnings and TP. Our FY22F-24F earnings are lifted by 9-10% as we pencil
in a higher NIM and lower credit cost. These were moderated by assumptions
of a lower non-Il (Figure 3). Our TP rises to SGD15.00, and is based on the
GGM-derived intrinsic value of SGD14.71 and a 2% ESG premium, based on
our in-house ESG methodology (Figure 4).
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Overall ESG Score: 3.10 (out of 4)

E: GOOD

OCBC has a sustainability framework that aligns the bank’s
approach to creating a positive social and environmental
impact in line with the global sustainable development
agenda. It has a responsible lending framework, and is
working towards enhancing the integration of climate-
related considerations into its ESG Risk Assessment
processes by 2022. In 2020, OCBC developed a new
Responsible Investing Policy to integrate ESG
considerations into the bank’s investment decisions. It aims
to build a sustainable finance portfolio of SGD50bn by 2025
(2021: SGD34bn).

S: GOOD

Forecasts and Valuation Dec-20 Dec-21 Dec-22F Dec-23F Dec-24F OCBC aims to maintain a balanced gender mix across its
Reported net profit (SGDm) 3,586 4,858 5,992 7173 7,692 workforce, with 42% of women in leadership positions by
Net profit growth (%) (26.4) 355 23.3 19.7 7.2 2022. In 2020, women accounted for 59% of total
Recurring net profit (SGDm) 3,586 4,858 5,992 7,173 7,692 gmpldoyie;, 3?% Inolg%dgr_shlptpos[tlotnsl, etnd 20% in th;e
I ir rs. i ive in nt managemen
Recurring EPS (SGD) 0.81 1.09 1.34 1.60 1.72 oard of cirectors S active In tale anagement,
and places health, safety and wellbeing of staff at the top
BVPS (SGD) 11.09 11.72 12.48 13.42 14.41 of its priorities as an employer.
DPS (SGD) 0.32 0.53 0.58 0.66 0.72 G: EXCELLENT
Recurring P/E (x) 14.90 11.09 8.99 751 7.00 OCI_3C is_ proactive in its approach to ensure resilience
PIB (x) 1.09 103 0.96 0.90 0.84 against risks of_cyber-attacks_, data b_reaches, frgu_d and
o N money laundering. That said, a highly sophisticated
Dividend Yield (%) 26 4.4 48 55 6.0 phishing scam in Dec 2021 has highlighted the need for
Return on average equity (%) 7.4 9.5 11.1 12.6 13.5

enhanced security measures.

Source: Company data, RHB
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Financial Exhibits
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OCBC Bank
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Buy

Valuation basis

GGM-derived intrinsic value with an ESG overlay. Key
GGM assumptions are:
i. COE of 11.2%;
i. ROE of 12.0%;
iii. 3.0% long-term growth

Key drivers

Our net profit forecast is most sensitive to changes in:
i. Credit costs;
ii. Net interest margin;
ii. Non-interestincome growth.

Key risks

Key risks include:
i. Higher-than-expected allowances;
ii. Weaker-than-expected NIM;
iii. Macroeconomic uncertainty and geo-political
tensions.

Company Profile

OCBC Bank is the second largest banking group in
Singapore by asset size. It also has sizeable operations
in Malaysia, Greater China and Indonesia.

Source: Company data, RHB

Financial summary (SGD) Dec-20 Dec-21 Dec-22F Dec-23F Dec-24F
EPS 0.81 1.09 1.34 1.60 1.72
Recurring EPS 0.81 1.09 1.34 1.60 1.72
DPS 0.32 0.53 0.58 0.66 0.72
BVPS 11.09 11.72 12.48 13.42 14.41
Valuation metrics Dec-20 Dec-21 Dec-22F Dec-23F Dec-24F
Recurring P/E (x) 14.90 11.09 8.99 7.51 7.00
P/B (x) 11 1.0 1.0 0.9 0.8
Dividend Yield (%) 2.6 4.4 4.8 55 6.0
Income statement (SGDm) Dec-20 Dec-21 Dec-22F Dec-23F Dec-24F
Interest income 9,143 7,425 9,370 12,379 13,231
Interest expense (3,177) (1,570) (1,919) (3,601) (3,874)
Net interest income 5,966 5,855 7,451 8,779 9,358
Non interest income 4,173 4,741 4,364 4,724 5,017
Total operating income 10,139 10,596 11,816 13,502 14,375
Overheads (4,543) (4,867) (5,179) (5,658) (6,007)
Pre-provision operating profit 5,596 5,729 6,636 7,844 8,368
Loan impairment allowances (2,009) (867) (425) (401) (401)
Other impairment allowances (34) 6) @ @) (6)
Income from associates 612 824 1,000 1,050 1,103
Pre-tax profit 4,165 5,680 7,204 8,486 9,064
Taxation (437) (648) (1,043) (1,103) (1,142)
Minority interests (142) (174) (170) (210) (230)
Reported net profit 3,586 4,858 5,992 7,173 7,692
Recurring net profit 3,586 4,858 5,992 7,173 7,692
Profitability ratios Dec-20 Dec-21 Dec-22F Dec-23F Dec-24F
Return on average assets (%) 0.7 0.9 11 1.2 1.3
Return on average equity (%) 7.4 9.5 11.1 12.6 135
Return on |EAs (%) 26 21 25 31 33
Cost of funds (%) 1.0 0.5 0.6 1.0 11
Net interest spread (%) 1.6 1.6 1.9 2.1 2.3
Net interest margin (%) 1.7 1.6 2.0 2.2 2.4
Non-interest income / total income (%) 41.2 44.7 36.9 35.0 34.9
Cost to income ratio (%) 44.8 45.9 43.8 41.9 41.8
Credit cost (bps) 75.5 315 14.6 13.0 13.0
Balance sheet (SGDm) Dec-20 Dec-21 Dec-22F Dec-23F Dec-24F
Total gross loans 267,240 289,716 307,200 322,560 340,301
Other interest earning assets 88,930 87,217 94,855 99,121 104,040
Total gross IEAs 356,170 376,933 402,055 421,681 444,341
Total provisions (4,596) (3,904) (4,200) (4,500) (4,650)
Net loans to customers 262,644 285,812 303,000 318,060 335,651
Total net IEAs 351,574 373,029 397,855 417,181 439,691
Total non-IEAs 169,821 169,158 172,251 182,719 192,883
Total assets 521,395 542,187 570,106 599,900 632,574
Customer deposits 314,907 342,395 356,800 376,424 397,127
Other interest-bearing liabilities 9,586 8,239 13,200 13,596 13,949
Total IBLs 324,493 350,634 370,000 390,020 411,077
Total non-IBLs 145,726 137,215 142,298 147,802 154,898
Total liabilities 470,219 487,849 512,298 537,822 565,975
Share capital 19,031 19,238 19,238 19,238 19,238
Shareholders' equity 49,622 52,663 56,049 60,258 64,715
Minority interests 1,554 1,675 1,759 1,820 1,884
Asset quality and capital Dec-20 Dec-21 Dec-22F Dec-23F Dec-24F
Reported NPLs / gross cust loans (%) 15 1.5 1.2 1.2 1.2
Total provisions / reported NPLs (%) 117.3 92.6 113.9 118.2 118.8
CET-1 ratio (%) 15.8 16.0 15.9 16.1 16.8
Tier-1 ratio (%) 15.8 16.0 15.9 16.1 16.8
Total capital ratio (%) 17.9 17.6 17.3 17.5 18.1

See important disclosures at the end of this report
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Results At a Glance

Figure 1: OCBC — summary of 3Q22 and 9M22 results

QoQ YoY YoY

FYE Dec (SGDm) 3Q21 2Q22 3Q22 (%) (%) ImM21 9M22 (%) Comments: 9M22 vs 9M21

Net interest income 1,461 1,700 2,099 23 44 4,363 5,302 22 Robust YoY growth boosted by NIM
expansion and pick up in loan growth.

NIM (%) — reported 1.52% 1.71% 2.06% 35bps 54bps 1.55% 1.78% 23bps NIM uplift as interest rates rise on
accelerated increase in FFR.

Non-interest income 1,099 1,179 1,053 -11 -4 3,683 3,372 -8

Net fee & commission 569 477 453 -5 -20 1,718 1,453 -15 Down YoY as wealth management

income income fell 28% YoY, and brokerage
& fund management income declined
18% YoY. These offset the 5% YoY
rise in fees from loan, trade
guarantees and remittances.

Income from insurance 311 423 370 -13 19 1,035 1,123 9 Up YoY mainly on higher operating
profit.

Other non-interest income 219 279 230 -18 5 930 796 -14 Down YoY as higher trading income
(+12% YoY) was offset by lower
investment income.

Non-ll/total income (%) 42.9% 41.0% 33.4% 0.0% 0.0%

Operating income 2,560 2,879 3,152 9 23 8,046 8,674 8

Overhead expenses (1,188) (1,253) (2,269) 1 7 (3,476) (3,727) 7

CIR (%) 46.4% 43.5% 40.3% 0.0% 0.0%

PIOP 1,372 1,626 1,883 16 37 4,570 4,947 8

Impairments charges (189) (99) (180) 82 -5 (632) (348) -45

Annualised credit cost (bps) 21 8 14 25 9 Annualised credit cost is materially
lower than guidance of 20-25bps.

Operating profit 1,183 1,527 1,703 12 44 3,938 4,599 17

Associates 204.0 245.0 256.0 4 626.0 755.0

Pre-tax profit 1,387 1,772 1,959 11 41 4,564 5,354 17

Tax (118) (250) (313) (531) (788)

Effective tax rate (%) 8.5% 14.1% 16.0% 11.6% 14.7%

Minorities (45) (42) (42) 0 -8 (148) (125) -16

Net profit 1,224 1,481 1,605 8 31 3,885 4,442 14

Other key data and ratios

Gross loans 285,000 297,920 | 303,000 2 6 YTD growth of 4.6% or 6% annualised
led by Singapore (+5.2% YTD),
Greater China (+2.7% YTD), the US,
Australia and the UK.

Customer deposits 332,807 348,821 352,728 1 6 YTD growth of 3% or 4% annualised.
CASA deposits declined 8.6% YTD,
lowering CASA ratio to 56% vs 63.3%
in 4Q21.

Gross NPLs 4,148 3,849 3,578 -7 -14 Down 15% YTD on higher recoveries
and upgrades from corporate and
consumer segments in Malaysia and
Indonesia.

Total assets 538,539 554,862 @ 571,244 3 6

Shareholders’ funds 51,945 52,821 52,448 -1 1

ROAA (%) - reported 1.13 1.31 1.37 1.22 1.30

ROAE (%) - reported 9.5 11.5 12.4 10.4 11.5

LDR (%) 84.5 84.4 85.0

GIL ratio 1.49 1.29 1.22

Loan loss coverage 97.3 101.6 108.5

CET-1 ratio (%) 15.50 14.93 14.40

Total capital ratio (%) 17.8 175 16.9

Source: Company data, RHB
See important disclosures at the end of this report
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Management guidance

Figure 2: OCBC — management guidance and financial targets

FY21 Actual 9M22 Achieved FY22 Guidance Comments

Loan growth +8% YoY +6.3% YoY Mid-single digit Loan growth gained pace in 3Q22 and management expects the
momentum to hold up. Lending opportunities would come from the
building & construction, financial services and consumers sectors.

NIM 1.54% 1.78% Above 2.1% in With exit NIM at 2.15% in Sep 2022, management believes NIM
4Q22 would average at 2.1% in 4Q22. This would translate into NIM of
about 1.9% for FY22F.
Credit cost 29bps 9bps Low to mid-teens | Given the improved asset quality and coverage at a comfortable level,
FY20-21: 96bps (from low end of | Management expects credit cost to be more benign than earlier
20-25bps) expected.

Source: Company data, RHB

Revisions to earnings estimates

Our FY22F-24F earnings are raised by 9-10% as we factor in the following revisions:
i. Stronger NIM expansion given the accelerated rise in interest rates;
ii. Lower credit costs in line with the revision in management guidance;
iii. Lower non-Il as the bearish investor sentiment would continue to impact wealth fees
and capital market-related income.

The upward revision in earnings will also result in higher DPS.

Figure 3: OCBC - revisions to earnings forecasts

Previous Previous Previous Revised  Revised New Change Change Change
FYE Dec FY22F FY23F FY24F FY22F FY23F FY24F FY22F FY23F FY24F
(SGDm)
Net interest income 6,725 7,500 8,051 7,451 8,779 9,358 11% 17% 16%
Non-interest income 4,604 5,015 5,329 4,364 4,724 5,017 -5% -6% -6%
Operating expenses (4,956) (5,303) (5,603) (5,075) (5,553) (5,902) 2% 5% 5%
PIOP 6,372 7,211 7,777 6,740 7,949 8,473 6% 10% 9%
Provision expenses (689) (629) (614) (536) (513) (512) -22% -18% -17%
Pretax profit 6,683 7,632 8,265 7,204 8,486 9,064 8% 11% 10%
Net profit 5,520 6,496 7,063 5,992 7,173 7,692 9% 10% 9%
EPS (SGD) 1.22 1.44 1.56 1.33 1.59 1.70 9% 10% 9%
DPS (SGD) 0.58 0.63 0.68 0.58 0.66 0.72 0% 5% 6%
Loan growth (%) 5.6 6.0 5.5 6.0 5.0 55
NIM (%) 1.73 1.82 1.85 1.91 2.13 2.16
CIR (%) 43.8 42.4 41.9 43.0 41.1 411
Credit cost (bps) 19 16 15 14 13 12

Source: Company data, RHB

See important disclosures at the end of this report R”B’
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Valuation and TP

Our TP rises to SGD15.00 (from SGD13.90), based on an intrinsic value of SGD14.71 (from
SGD13.61), with a 2% ESG premium applied, based on RHB’s in-house ESG methodology.

The upward revision in intrinsic value takes into account assumptions of higher ROE and
BVPS following the earnings upgrade and roll forward of the base year. The CoE is a higher

11.2% vs 10% previously on a refresh of assum

ptions.

The intrinsic value, based on the GGM-derived P/BV of 1.1x, is in line with its historical

mean.

Figure 4: OCBC — GGM valuation

Cost of equity (COE) computation:

Risk free rate (%) 35
Equity premium (%) 7.0
Beta (x) 11
Cost of equity - CAPM (%) 11.2

2.0

ESG premium/(discount) (%)

Sustainable ROE (%)

COE (%)

Long-term growth (g)

Implied P/BV (x)

Rolling 12-mth forward BVPS
Intrinsic value

ESG premium/(discount)

TP (rounded)

12.0

11.2

3.0

11
SGD13.40
SGD14.71
SGDO0.29
SGD15.00

Source: Company data, RHB

Figure 5: OCBC’s 12-month forward consensus P/E Figure 6: OCBC’s 12-month forward consensus P/BV
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Source: Bloomberg, RHB
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RHB Guide to Investment Ratings

Buy: Share price may exceed 10% over the next 12 months

Trading Buy: Share price may exceed 15% over the next 3 months, however longer-
term outlook remains uncertain

Neutral: Share price may fall within the range of +/- 10% over the next
12 months

Take Profit: ~ Target price has been attained. Look to accumulate at lower levels

Sell: Share price may fall by more than 10% over the next 12 months

Not Rated: Stock is not within regular research coverage

Investment Research Disclaimers

RHB has issued this report for information purposes only. This report is intended for
circulation amongst RHB and its affiliates’ clients generally or such persons as may be
deemed eligible by RHB to receive this report and does not have regard to the specific
investment objectives, financial situation and the particular needs of any specific person
who may receive this report. This report is not intended, and should not under any
circumstances be construed as, an offer or a solicitation of an offer to buy or sell the
securities referred to herein or any related financial instruments.

This report may further consist of, whether in whole or in part, summaries, research,
compilations, extracts or analysis that has been prepared by RHB'’s strategic, joint
venture and/or business partners. No representation or warranty (express or implied)
is given as to the accuracy or completeness of such information and accordingly
investors should make their own informed decisions before relying on the same.

This report is not directed to, or intended for distribution to or use by, any person or
entity who is a citizen or resident of or located in any locality, state, country or other
jurisdiction where such distribution, publication, availability or use would be contrary to
the applicable laws or regulations. By accepting this report, the recipient hereof (i)
represents and warrants that it is lawfully able to receive this document under the laws
and regulations of the jurisdiction in which it is located or other applicable laws and (i)
acknowledges and agrees to be bound by the limitations contained herein. Any failure
to comply with these limitations may constitute a violation of applicable laws.

All the information contained herein is based upon publicly available information and
has been obtained from sources that RHB believes to be reliable and correct at the
time of issue of this report. However, such sources have not been independently
verified by RHB and/or its affiliates and this report does not purport to contain all
information that a prospective investor may require. The opinions expressed herein
are RHB'’s present opinions only and are subject to change without prior notice. RHB
is not under any obligation to update or keep current the information and opinions
expressed herein or to provide the recipient with access to any additional information.
Consequently, RHB does not guarantee, represent or warrant, expressly or impliedly,
as to the adequacy, accuracy, reliability, fairness or completeness of the information
and opinion contained in this report. Neither RHB (including its officers, directors,
associates, connected parties, and/or employees) nor does any of its agents accept
any liability for any direct, indirect or consequential losses, loss of profits and/or
damages that may arise from the use or reliance of this research report and/or further
communications given in relation to this report. Any such responsibility or liability is
hereby expressly disclaimed.

Whilst every effort is made to ensure that statement of facts made in this report are
accurate, all estimates, projections, forecasts, expressions of opinion and other
subjective judgments contained in this report are based on assumptions considered to
be reasonable and must not be construed as a representation that the matters referred
to therein will occur. Different assumptions by RHB or any other source may vyield
substantially different results and recommendations contained on one type of research
product may differ from recommendations contained in other types of research. The
performance of currencies may affect the value of, or income from, the securities or
any other financial instruments referenced in this report. Holders of depositary receipts
backed by the securities discussed in this report assume currency risk. Past
performance is not a guide to future performance. Income from investments may
fluctuate. The price or value of the investments to which this report relates, either
directly or indirectly, may fall or rise against the interest of investors.

This report may contain comments, estimates, projections, forecasts and expressions
of opinion relating to macroeconomic research published by RHB economists of which
should not be considered as investment ratings/advice and/or a recommendation by
such economists on any securities discussed in this report.

This report does not purport to be comprehensive or to contain all the information that a
prospective investor may need in order to make an investment decision. The recipient of
this report is making its own independent assessment and decisions regarding any
securities or financial instruments referenced herein. Any investment discussed or
recommended in this report may be unsuitable for an investor depending on the investor’s
specific investment objectives and financial position. The material in this report is general
information intended for recipients who understand the risks of investing in financial
instruments. This report does not take into account whether an investment or course of
action and any associated risks are suitable for the recipient. Any recommendations
contained in this report must therefore not be relied upon as investment advice based on
the recipient's personal circumstances. Investors should make their own independent
evaluation of the information contained herein, consider their own investment objective,
financial situation and particular needs and seek their own financial, business, legal, tax
and other advice regarding the appropriateness of investing in any securities or the
investment strategies discussed or recommended in this report.

This report may contain forward-looking statements which are often but not always
identified by the use of words such as “believe”, “estimate”, “intend” and “expect” and
statements that an event or result “may”, “will” or “might” occur or be achieved and
other similar expressions. Such forward-looking statements are based on assumptions
made and information currently available to RHB and are subject to known and
unknown risks, uncertainties and other factors which may cause the actual results,
performance or achievement to be materially different from any future results,
performance or achievement, expressed or implied by such forward-looking
statements. Caution should be taken with respect to such statements and recipients
of this report should not place undue reliance on any such forward-looking statements.
RHB expressly disclaims any obligation to update or revise any forward-looking
statements, whether as a result of new information, future events or circumstances
after the date of this publication or to reflect the occurrence of unanticipated events.

The use of any website to access this report electronically is done at the recipient's own
risk, and it is the recipient’s sole responsibility to take precautions to ensure that it is free
from viruses or other items of a destructive nature. This report may also provide the
addresses of, or contain hyperlinks to, websites. RHB takes no responsibility for the
content contained therein. Such addresses or hyperlinks (including addresses or
hyperlinks to RHB own website material) are provided solely for the recipient's
convenience. The information and the content of the linked site do not in any way form
part of this report. Accessing such website or following such link through the report or
RHB website shall be at the recipient’s own risk.

This report may contain information obtained from third parties. Third party content
providers do not guarantee the accuracy, completeness, timeliness or availability of any
information and are not responsible for any errors or omissions (negligent or otherwise),
regardless of the cause, or for the results obtained from the use of such content. Third
party content providers give no express or implied warranties, including, but not limited
to, any warranties of merchantability or fithess for a particular purpose or use. Third party
content providers shall not be liable for any direct, indirect, incidental, exemplary,
compensatory, punitive, special or consequential damages, costs, expenses, legal fees,
or losses (including lost income or profits and opportunity costs) in connection with any
use of their content.

The research analysts responsible for the production of this report hereby certifies that
the views expressed herein accurately and exclusively reflect his or her personal views
and opinions about any and all of the issuers or securities analysed in this report and
were prepared independently and autonomously. The research analysts that authored
this report are precluded by RHB in all circumstances from trading in the securities or
other financial instruments referenced in the report, or from having an interest in the
company(ies) that they cover.

The contents of this report is strictly confidential and may not be copied, reproduced,
published, distributed, transmitted or passed, in whole or in part, to any other person
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be subject to the regulations of, the U.S. Securities and Exchange Commission.
Information on non-U.S. securities or related financial instruments may be limited.
Foreign companies may not be subject to audit and reporting standards and regulatory
requirements comparable to those in the United States. The financial instruments
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those in the United States.
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compensation or benefit in connection with the production of this research report
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