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DBS Group Holdings Ltd

Valuations close to trough levels

Weakness in banking stocks. Banking stocks have taken a severe beating
this week. The market capitalisation of the three local banks fell 21%,
where about S$11.2b was wiped off since the start of the year (or doubled
the combined FYO08 net profits of S$5.6b for the three local banks). As the
unceasing spate of negative news continues to hit, the rapid deterioration
in recent weeks, including dismal economic indicators and comments,
are signals that provisions will go up. One key area of concern is the
exposure to the SME segment, which could translate into more loan
provisioning in the months ahead.

Higher impairment charges in 2009. DBS mentioned recently at the
results briefing that it has about S$15b of SME loans in Hong Kong and
about S$9b in Singapore. In terms of its loans breakdown, the manufacturing
sector accounted for about 12% of total loan, and this could pose an issue
in terms of loan defaults and bankruptcies. While some market watchers
are expecting the NPL rate to go back to the Asian Financial Crisis high
(which was around 8-9%, see Exhibit 1), we believe that it was due to the
inclusion of DBS Thai Danu Bank (DTDB) then. DBS's NPLs stood at
S$1958m as at end 2008 or a NPL ratio of 1.5%. If it were to reach 8%,
this would mean an increase in NPLs of S$8.5b and we think this situation
is unlikely although the market seems to have priced in a certain portion
as DBS's market cap fell $2.7b YTD.

In 4Q08, the specific allowances for loans amounted to $224m or an
annualised 70bp (more than double the 33bp for the full year). Taking into
account DBS's core exposure to both the Singapore and Hong Kong
markets, we have upped the provisions for FY09 and FY10, lowered other
expenses, and fine-tuned some of the income estimates. We are now
going for FY09 earnings of S$1328m, with a more than doubling in provisions
to S$1386m (up from S$561m previously), as we expect another 2-3
quarters of high provisions to the same tune or higher than what was reported
in 4Q08 of S$316m.

Upgrade to BUY. Since our last report, the stock has dropped 14% to
S$7.24 (with yesterday's low at S$6.94). At current price level, we are
raising our rating to a BUY with fair value estimate of S$8.20 (prev: $8.60)
based on same 0.8x book.

Yearto NetlInterest Non-interest Net Profit EPS EPS Growth PER Net Div Net DPS
31-Dec Income Income Yield

(S$m) (S$m) (S$m) (cents) (%) (x) (%) (cents)
FY 07 4,108.0 2,055.0 2,278.0 127.0 -15.4 5.7 9.4 68.0
FY 08 4,301.0 1,752.0 1,929.0 107.0 -15.7 6.8 9.0 65.0
FY 09F 4,215.4 1,233.0 1,328.4 58.2 -45.6 124 41 30.0
FY 10F 4,336.7 1,644.3 1,723.2 75.5 29.7 9.6 5.5 40.0

Please refer to the important disclosures at the back of this document.
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Exhibit 1: Some historical information from FY08 & FY09

In S$m FY99 FY98
Provisions 1,063 996
Provisions as % of operating profits 54.1% 88.9%
NPL 8,149 7,086
NPL / Total Loans 9.3% 8.2%
General provisions 1,190 1,116
Specific provisions 3,095 2,032
Cumulative provisions 4,285 3,147
Cumulative provisions as % of NPLs 52.6% 44.4%
Source: DBS Annual Report 1999
DBS's Key Financial Data
EARNINGS FORECAST
Year Ended 31 Dec (S$ m) FY07 FY08 FYO9F FY10F
Interest income 9,090.0 8,122.0 7,985.2 8,211.3
Interest expense 4,982.0 3,821.0 3,769.8 3,874.6
Net Interest Income 4,108.0 4,301.0 4,215.4 4,336.7
Non-interest income 2,055.0 1,752.0 1,233.0 1,644.3
- Fee & com income 1,462.0 1,274.0 952.0 1,108.3
- Net trading income 180.0 -187.0 -47.0 111.0
- Net inc fr fin instru designated at FV -86.0 210.0 52.0 68.0
- Net income fr fin investments 450.0 367.0 196.0 277.0
- Other operating income 49.0 88.0 80.0 80.0
Total operating income 6,163.0 6,053.0 5,448.4 5,981.0
- Staff costs -1,384.0 -1,301.0 -1,214.0 -1,274.7
- Other operating expenses -1,234.0 -1,354.0 -1,128.8 -1,315.1
Operating expenses -2,618.0 -2,655.0 -2,342.8 -2,589.8
Operating profit 3,545.0 3,398.0 3,105.6 3,391.3
Provisions -617.0 -888.0 -1,386.0 -1,153.6
Associates 110.0 75.0 58.0 71.0
Pre-tax profit 3,038.0 2,585.0 1,777.6 2,308.7
Taxation -589.0 -446.0 -314.6 -407.9
Minorities -171.0 -210.0 -134.6 -177.5
Net profits 2,278.0 1,929.0 1,328.4 1,723.2
EPS ($) 1.50 1.27 0.58 0.76
PER (x) 4.8 5.7 12.4 9.6
Net DPS ($) 0.68 0.65 0.30 0.40
Yield (%) 9.4 9.0 41 5.5
Key Ratios
Net interest income growth (%) 14.4% 4.7% -2.0% 2.9%
Non-interest income growth (%) 11.3% -14.7% -29.6% 33.4%
Operating profit growth(%) 15.5% -4.1% -8.6% 9.2%
Pre-tax growth (%) 1.1% -14.9% -31.2% 29.9%
Net profit growth (%) 0.4% -15.3% -31.1% 29.7%
Cost-to-income ratio (%) 42.5% 43.9% 43.0% 43.3%
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BALANCE SHEET

As at 31 Dec (S$ m) FY07 FY08 FYO9F FY10F
Shareholders' Funds 23,158 24,003 29,219 30,390
Deposits & balance of banks 15,464 9,021 8,390 8,650
Deposits & other accounts of non-bank customers 144,740 163,359 160,000 163,968
Other liabilities 49,601 60,335 60,830 61,852
Total liabilities 209,805 232,715 229,219 234,469
Equity and liabilities 232,963 256,718 258,438 264,860
Cash, & balances and placements with central banks 18,564 15,790 20,594 21,132
Singapore government securities & treasury bills 15,433 14,797 15,510 16,237
Balances, placments with, loans and advances to banks 22,910 20,467 19,200 19,676
Loans & advances to non-bank clients 106,344 125,841 120,098 121,741
Other assets 69,712 79,823 83,036 86,074
Total Assets 232,963 256,718 258,438 264,860
CASH FLOW

Year Ended 31 Dec (S$ m) FYO7 FY08 FYOOF FY10F
Pretax profits 2,449 2,139 1,778 2,309
Depreciation 126 149 149 149
Others 640 917 1,067 963
Changes in working capital 2,036 -8,719 -1,612 931
Net cash from operating activities 5,251 -5,514 1,381 4,351
Net cash used in investing activities -100 2,226 -64 -67
Cash flow from financing activities 1,550 64 3,230 -1,055
Change in cash/(debt) 6,663 -3,275 4,547 3,230
End cash/(debt) 15,953 12,678 17,225 20,454

Source: Company data, OIR estimates
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SHAREHOLDING DECLARATION:
The analyst/analysts who wrote this report holds NIL shares in the above security.

RATINGS AND RECOMMENDATIONS:

OCBC Z_Investment Research’s (OIR) technical comments and recommendations are short-term and trading
oriented.

- However, OIR’s fundamental views and ratings (Buy, Hold, Sell) are medium-term calls within a 12-month
investment horizon. OIR’s Buy = More than 10% upside from the current price; Hold = Trade within +/-10%
from the current price; Sell = More than 10% downside from the current price.

- For companies with less than S$150m market capitalization, OIR’s Buy = More than 30% upside from the
current price; Hold = Trade within +/- 30% from the current price; Sell = More than 30% downside from the
current price.

DISCLAIMER FOR RESEARCH REPORT

This report is solely for information and general circulation only and may not be published, circulated,
reproduced or distributed in whole or in part to any other person without our written consent. This report
should not be construed as an offer or solicitation for the subscription, purchase or sale of the securities
mentioned herein. Whilst we have taken all reasonable care to ensure that the information contained in this
publication is not untrue or misleading at the time of publication, we cannot guarantee its accuracy or
completeness, and you should not act on it without first independently verifying its contents. Any opinion or
estimate containedin this report is subject to change without notice.” We have not given any consideration
fo and we have not made any investigation of the investment objectives, financial situation or particular
needs of the recipient or any class of persons, and accordingly, no warranty whatsoever is given and no
liability whatsoever is accepted for any loss arising whether directly or indirectly as a result of the recipient
or any class of persons acting on such information or opinion or estimate. You may wish to seek advice
from a financial adviser regarding the suitability of the securities mentioned herein, taking into consideration
your investment og/ect/ves, financial situation or particular needs, before makmg a commitment to invest in
the securities. OCBC Investment Research Pte Ltd, OCBC Securities Pte Ltd and their respective connected
and associated corporations together with their respective directors and officers may have or take positions
in the securities mentioned in this report and may also perform or seek to perform broking and other
investment or securities related services for the corporations whose securities are mentioned in this report
as well as other parties generally.

Privileged/Confidential information may be contained in this message. If you are not the addressee indicated
in this message (or responsible for delivery of this message to such pérson), you may not copy or deliver
this message to anyone. Opinions, conclusions and other information in this message that do not relate to
the official business of my company shall not be understood as neither given nor endorsed by it.

For OCBC Investment Research Pte Ltd
Co.Reg.no.: 198301152E

Carmen Lee
Published by OCBC Investment Research Pte Ltd Head of Research
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