
Banco de Oro (BDO) reported Php5.9bn in net income for first quarter 2018, 
relatively flat, up by 0.5% year-on-year (y-o-y) from the previous year’s 
Php5.8bn. Without the drag of 1) one-off mark to market losses from the 
investment portfolio of BDO Life 2) PFRS9 implementation 3) ongoing re-
structuring of One Network Bank and 4) higher doc stamps, recurring income 
would have risen by 16%. Note that for the past 2 years, first quarter earn-
ings were historically weak and ranged around 21% of full-year guidance but 
picked up in the next quarters. 

Continued strong lending business 
Net interest income (NII) was robust, up by 20% y-o-y, as gross customer 
loans grew at par with industry at 18%. Deposits also grew by 16% though 
growth rates of low cost current account and savings accounts (CASA) were 
slower at 13%, bringing CASA ratio to 71% from 73% last year. Average funding 
cost (interest expense over deposits and bills payable) was higher by 4bps 
versus 1Q17 thus interest expenses grew 46%. This was due to an uptick in 
time deposit costs as yields rose. As a result, net interest margin (NIM) con-
tracted a bit to 3.44% from 3.52% end-2017. 

Dragged by One-off losses and effects of PFRS9
Offsetting the strong net interest income was the 4% decline in non-interest 
income to Php10.9bn due to mark-to-market losses on the portfolio of BDO 
Life. It dragged trading and foreign exchange losses, down 98%.  Meanwhile, 
fee income, saw weaker growth of 2%, slowest in 5 years on the back of a 
high base last year of Php5.97bn. The 20% increase in insurance premiums to 
Php2.6bn slightly cancelled out slower growth from other income. Likewise, 
slower growth in operating expenses at 11% versus Q4 2017’s 24% and Q1 
2017’s 39% also supported growth in pre-loan loss provisioning income, up  
11% to Php10.0bn. 

But higher loan loss provisioning due to the adoption of expected credit loss 
model required by PFRS9 pushed provisioning expenses to Php1.8bn, up 26%. 
Taxes, up by 33%, also increased as documentary stamps on time deposits 
were absorbed by the bank. 

Improving NPL ratio and NPL cover despite strong lending
Despite strong lending growth, non-performing loans (NPL) ratio and NPL 
coverage ratios were better at 1.2% and 156.4% versus athe previous year’s 
1.3% and 138%, respectively.  Management believes NPL will remain be-
nign with no disturbing trends from any sector of the banks’ borrowers. 

Capital burn may not lead to another capital call soon.
Worth noting also is the fast capital burn which brought Common Equity 
Tier 1 down to 12.6% versus 14.0%  in 1Q17. Capital Adequacy Ratio (CAR) 
dropped to 14.30% from 15.60% during the same period last year. Amongst 
the big banks, BDO had the fastest capital burn, losing an average of 35bps 
(CET1) and 33bps (CAR) in the last four quarters. On the back of this capi-
tal deterioration were: 1) fast loan growth 2) mark-to-market losses and 3) 
loans to subsidiaries. Management, however, did not mention anything about 
another capital call in the near term. The main strategy is to free up capital 
by corporate restructuring.

Guidance at 10% growth to Php31bn driven by lending business
BDO expects a modest 10% growth in net income to Php31bn driven by mid-
teens loan growth. High teens growth in consumer and middle-market which 
are equal to half of loan book will continue to drive lending business. The 
bank also expects NIM to stablize in 2Q18 and to pick up in the second half 
as the central bank increases rates. Note that 2/3 of its loan portfolio is 
repriceable and with CASA ratio at 71%, among the highest in the industry, 
the bank is set to benefit from rising yields. For every 1% cut in reserve re-
quirement and 25bps increase in rates, BDO’s margins may increase 2bps and 
5bps, respectively.

Recommendation. BDO is still the priciest in terms of price-to-earnings (PE) 
at 17.4x and the second in terms of price-to-book (PB) at 1.99x, next to BPI’s 
2.2x. Although we prefer MBT which is cheaper at 13.2x PE and 1.47x PB, 
the recent correction is a buying opportunity as BDO is trading at one stand-
ard deviation below its 5yr mean PB of 2.1x. With book value per share at 
Php82.1, target price is at Php155.82, a 17% upside potential. Buy.
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Table 1: Stock Data

Consensus Target Price (Php)  149.21 

Currrent Price (Php)  133.00 

Potential Upside (%) 12.2

52-Wk range (Php)  118.8-167.7 

Year-to-date change -18.90

Mkt Cap (Php bn)  581.15 

Free Float 38%

6-mos Average Daily Turnover (Php mn)  369.43 

Forward 2018 P/B  1.99 

Forward 2018 P/E  17.41 
Fig.1: YTD Price Performance vs PSEi (12/29/2017 = 100)

 
Table 1. BDO 1Q18 Results

in Php mn 1Q17 1Q18 Growth

Interest income  22,604  28,241 25%

Interest expense  4,161  6,071 46%

Net interest income  18,443  22,170 20%

Other operating income  11,401  10,911 -4%

  Service charges, fees and com-
missions

5,974 6,096 2%

  Trading gain - net 619 -1,009 -263%

  Foreign exchange gains (losses) 780 1,033 32%

  Trust fees 795 831 5%

  Insurance Premiums  2,204 2,643 20%

  Miscellaneous - net 1029 1,317 28%

Total Operating Income  29,844 33,081 11%

Other operating expenses 20,861 23,126 11%

Pre-Provision income 8983  9,955 11%

Provision for loan losses 1423  1,800 26%

Profit before tax  7,560  8,155 8%

Tax expense 1,722 2,290 33%

Net profit  5,838  5,865 0.5%
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