
Banco de Oro’s (BDO) first half 2018 (1H18) net income (reported) 
was 1% lower at P13.1b versus P13.3b last year, reaching only 42% 
of its P31b year-end target and 41% of consensus estimates.  The 
disappointing results were largely due to weak non-interest in-
come, down by 2%, due to PFRS9 impact on its insurance portfo-
lio (BDO Life) and weak fee income on suspension of salary  loans, 
higher operating expenses, up by 12% and higher provision for 
loan losses, up by 22%, as the bank shifted to expected credit loss 
framework.  Excluding the impact of both BDO Life and expansion 
of One Network Bank (ONB), BDO’s 1H18 net income was up 13% to 
P13.6b from P12.1b in 1H17, equal to 43% of estimates, still behind. 
 
Strong lending income but higher funding costs
Net interest income (NII) grew 19% for the first half of the year on 
the back of an impressive 20% loan growth. This may normalize in the 
second half of the year, closer to our estimate of 18% as bigger loans 
were mostly recorded in the first semester. For 1H18, loan growth was 
across segments: +17% in consumer, +25% in middle market and +19% 
in corporate. The bank expects corporate segment demand to taper 
off while middle market and consumer lending to be the main drivers. 
Net interest margin slightly improved to 3.50% from 3.43% in 1H17 as 
asset yields increased to 4.50% (from 4.18% in 2H17) from repriced 
loans and lower reserve requirement ratio. This was offset by higher 
cost of funds which was higher at 1.10% in 1H18 versus 0.82% in 1H17 
due to uptick in time deposit rates. Helping ease increasing funding 
costs was current account and savings (CASA) growth of 14% in 2Q18, 
albeit slower than 2Q17’s 17% growth. Deposits, on the other hand, 
grew by 17%. 1H18 CASA ratio was at 71%, lower than 73% in the same 
period last year. Loans-to-deposit ratio was tighter at 82% in 1H18 
versus 80% in 1H17.

Weak non-interest income on PFRS9 and suspension of salary loans
Non-interest income declined by 2% to P22.8b on continued impact 
of BDO Life’s portfolio. Trading and foreign exchange losses were at 
P54m, down by 102% from P2.6b income in 1H17. Fee income was 
also weak, up by 5%, on less deals related to the capital markets and 
as salary loans from ONB, which accounted for fee income of about 
P500m to a billion, were suspended. Management sees high-single 
digit growth in fee income in this environment but sees a boost in the 
next months as salary loan business restarted last July.
 
Expansion lifted operating expenses 
Operating expenses were higher by 12% as the bank opened 45 new 
branches, half outside Metro Manila. For FY2018, the bank aims to 
open 60-70 branches in total (including ONB) which should help in 
deposits and fee income generation. 

Outlook and FY2018 Guidance
BDO maintained its guidance of P31b and cites reversal of MTM losses  
and resumption of equity transactions to be crucial in reaching its 
year-end target. The bank is also hopeful that fee income will bounce 
back as salary loans business restarted last month. On capital call, 
the bank doesn’t worry much as it sees loan growth tapering off in 
the second half. Additionally, its ongoing restructuring should help the 
bank maintain a comfortable level of capital. BDO’s current common 
equity tier 1 was at 12.4% while capital adequacy ratio was at 14.0%.

Recommendation
BDO is currently the priciest in terms of price-to-earnings (PE) ratio at 
18.6x and price-to-book (PB) at 1.83x, now pricier than BPI’s 16.9x and 
1.78x P/E and P/B. We recommend buying on dips as the stock is trad-
ing at a 2.3% discount from our Gordon Growth Model derived target 
price of Php138. We prefer MBT which is trading at 12.6x and 1.09x, 
cheapest among its peers.

August 3, 2018

Company Report

Banco de Oro (BDO)
1H18 Review: Big Miss

Table 1: BDO Stock Data

Target Price (Php)  138.16

Current Price (Php)  135.00 

52-Wk range (Php)  122.9-167.7 

Year-to-date change -16.59

Mkt Cap (Php bn)  597.94 

Free Float 38%

6-mos Average Daily Turnover (Php mn)  320.85 

Forward 2018 P/B  1.86 

Forward 2018 P/E  18.62 
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2Q17 2Q18 YoY 
(%)

1H17 1H18 YoY 
(%)

Interest income  24,413  30,839 26%  47,017  59,080 26%

Loans & receivables  21,458  27,447 28%  41,324  52,600 27%

Interest expense  4,240  7,034 66%  8,401  13,105 56%

Deposit liabilities  3,531  5,809 65%  6,963  10,769 55%

Net interest income  20,173  23,805 18%  38,616  45,975 19%

Other operating income  11,815  11,887 1%  23,216  22,798 -2%

Fee Income  6,329  6,868 9%  12,303  12,964 5%

Trading gains (incl FX)  1,154  (78) -107%  2,553  (54) -102%

Trust fees  799  833 4%  1,594  1,664 4%

Insurance Premiums  2,361  2,975 26%  4,565  5,618 23%

Miscellaneous - net  1,172  1,289 10%  2,201  2,606 18%

Operating expenses  21,038  23,669 13%  41,899  46,795 12%

Pre-Provision income  10,950  12,023 10%  19,933  21,978 10%

Provision for loan losses  1,483  1,741 17%  2,906  3,541 22%

Profit before tax  9,467  10,282 9%  17,027  18,437 8%

Tax expense  2,024  3,034 50%  3,746  5,324 42%

Net profit  7,443  7,248 -3%  13,281  13,113 -1%

Table 2: BDO 2Q18 Performance

Fig.1: YTD Price Performance vs PSEi (12/29/2017 = 100)


