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September FHC earnings fell 27% MoM; life insurers posted better 3Q23 profits than their

financial peers

The aggregate net profit of fourteen FHCs rase
100% YoY off a low 2022 base on substantial
P&C insurance losses, but sank 27% MaoM in
September, mainly due to lower investment
income. Whether or not the Fed will announce
another rate hike in November depends on
actual results of inflation, unemployment, and
financial tightening, but we note that the
ongoing rate hike cycle is nearing an end. We
do not expect bank NIM to widen further in
2H23. Coupled with the fact that banks tend
to increase their credit costs in 40, we expect
FHCs that have benefitted from widening
US-Taiwan interest spread YTD, namely Mega
FHC (2886 TT, NT$38.50, N), and First FHC
(2892 TT, NT$26.85, N) , will see earnings lose
steam in 4Q23. With long-term US Treasury
yields bouncing above 4.5% of late, we expect
finandial firms to suffer valuation losses from
overseas bond holdings in 4Q23, which in turn
will drag down their net worth, tier-1 CAR,
and distributable 2023 earnings. On a positive
note, higher long-term Treasury yields will
boost new money vyields for life insurers,
although life insurers still have to look out for
liquidity stemming from the
surrendering of insurance policies. We prefer
Fubon FHC (2881 TT, NT$61.60, OP), Yuanta
FHC (2885 TT, NT$25.50, OP) , and E. Sun FHC
(2884 TT, NT$24.60, OP) in the financial
sector, and note that the suspension of rate
hikes by the central bank of Taiwan will drive a
rebound in interest spreads for leasing firm
Yulon Finance (9941 TT, NT$182.5, OP).

pressure

Event

The aggregate net profit of fourteen FHCs rose 100% YoY, but sank 27% MoM in
September, mainly due to lower investment income amid increased capital market
swings and reduced recognition of cash dividends. The aggregate 3Q23 net profit of
the fourteen FHCs grew 54% YoY, with insurance- and bank-centric FHCs posting
respective 92% and 34% YoY earnings growth, outpacing securities-centric FHCs' 6%
YoY growth.

Analysis

Life insurance- & securities-centric FHCs. Fubon FHC (2881 TT, NTS61.60, OP)
reported September net profit of NT$5.4bn, up from a net loss of NT$4.0bn in
September 2022 due to losses from the P&C insurance unit. However, September
earnings fell 22% MoM, mainly as Taipei Fubon Bank’s earnings declined 26% MoM
on lower investment income, and Fubon Life’s earnings declined 2.3% MoM, with
forex and capital gains up by a respective 88% and 275% MoM to NTS4.5bn and
NTS1.5bn, offsetting a recurring income decrease of NTS1bn MoM, with total
premiums being reduced by NT$1.8bn. Fubon Insurance reported a net profit of
NT$180mn, on higher IBNR of commerecial fire insurance, versus a previous loss of
NTS$9.77bn in September 2022. January-Se ptember FHC earnings accounted for 80%
of our full-year 2023 forecast.

Cathay FHC (2882 TT, NT$45.95, R) saw its September netprofitsurge 326% YoY (as
P&C insurance unit reported a loss of NT$3.47bn in the same time last year), but
retreat 16% MoM to NT$4.77bn, with Cathay Life posting a 16% MoM earnings
decline, whileimproved hedging cost was offset by lower cash divinded income, and
bank earnings also booking a 15% MoMdecline onlowerinvestment and fee income.
Yuanta FHC’s (2885 TT, NT$25.50, OP) September net profit arrived at NT$1.72bn,
down 18% YoY and 37% MoM, as securities earnings dropped 33.6% MoM (but rose
50% YoY due to a 28% YoY increase in brokerage fee income and narrowing other
losses) to NT$920mn, with brokerage fee income capped by a 19% MoM decline in
Taiex daily turnover, while other income also fell on a MoM basis. In the meantime,
bank and life insurance earnings retreated a respective 18% and 83% MoM in the face
of a more volatile capital market. 3Q23 FHC earnings sank 7% QoQ, but grew 6% YoY
to NT$8.56bn, in line with our forecast, prompting 1Q-3Q23 FHC earnings to grow
20% YoY to NT$23.5bn, accounting for 84% of our full-year 2023 estimate.

Bank-centric FHCs. E. Sun FHC (2884 TT, NT$24.60, OP) reported September net profit
of NT$1.95bn, up 274% YoY and 17% MoM, as the firm saw investment income of
NTS$1.23bn (versus loss of NTS960mn in September 2022). E. Sun Bank’s net profit
rose 160% YoY in September, on fee income growth and lower general provisions.
3Q23 FHC earnings arrived in line at NT$5.34bn, up 18% QoQ and 17% YoY, pushing
up YoY growth in 1Q-3Q23 FHC earningsto 36.4%. YTD earnings accounted for 77% of
our full-year 2023 forecast.

CTBC FHC (2891 TT, NT$24.90, N) posted a September net profit of NTS4.46bn, up
26% YoY, butdown 42% MoM, mainly as Taiwan Life’s earnings plunged 61% MoM on
reduced forexand cash dividendincome, while CTBCBank’s September profit fell 23%
MoM on higher ESOP, amid the stock rally. 3Q23 FHC net profit grew 25% QoQ and
151%YoYto NT$19.8bn, beating our forecast by 10%. However, growth in 1Q-3Q23
earnings deceleratedto 31%YoY, comingin at NT$48.58bn, accounting for 87% of our
full-year forecast.
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Mega FHC’s (2886 TT, NT$38.50, N) September net profit arrived at NT$1.93bn, down
36% MoM, but above a loss of NT$1.21bn in September 2022, on provisions for
COVID-19 insurance policies. The MoM decline in September net profit was mainly
due to a36.5% contractionin bank earnings, reflecting a NTS400mn MoM shortfall in
equity valuation gains underthe FVTPL category and realized investment gains under
FVOCI, in addition to a net increase of NT$200mn in provisions, although FX swap
gains, inclusive of exchange income, remained flattish MoM at NT$1.2-1.3bn. 3Q23
FHC netprofitgrew 3% QoQ and 45% YoY to NT$8.26bn, 2% above our forecast. 1Q-
3Q23 earningsrose 98% YoY, accounting for 82% of our full-year 2023 estimate.

First FHC (2892 TT, NT$26.85, N) September net profitfell 27.5% YoY and 34% MoM
to NT$1.25bn, as First Bank’s moderate increase of NTS100mn in FX swap gains and
benefits from reduced net provisions were offset by a NTS500mn MoM shortfall in
investmentincome, given the absence of cashdividends. 3Q23 FHCearnings sank 10%
QoQand 5% YoYto NT$5.87bn, missing ourforecast by 5%, while 1Q-3Q23 net profit
only grew 16% YoY to NT$19.0bn, accounting for 77% of our full-year 2023 estimate.

Taishin FHC (2887 TT, NT$17.80, N) reported a net loss of NTS730mn in September,
down 158% YoY and 141% MoM, mainly as 15% YoY growth in bank earnings was
offset by Taishin Venture Capital’s loss of NT$S2.1bn from an impaired valuation of
Diamond Biofund (6901 TT, NT$42.6, NR), which saw shares plunge about 40% after
listing in September. 3Q23 FHC net profit fell 16% YoY, missing our forecast by 30%
mainly due to a loss for the venture capital unit. 1Q-3Q23 earnings growth
decelerated to 47%YoY, with earnings value accounting for 72% of our full-year 2023
forecast.

FHC exposure to Israel mainly in form of governmentbonds. The Israeli stock market
has experienced drastic swings following the attack by Hamas in the south. According
to statistics compiled by the Financial Supervisory Commission (FSC), as of 2Q23, the
total financial exposure of Taiwanese FHCs to Israel was about NT$136.8bn, of which
NT$133bn, or about 98%, was in the form of investments, while the remaining
NTS700mn, or 2%, was bank loans. Based on investment positions of over NT$3.0bn
disclosed by individual FHCs, Cathay FHC and Fubon FHC held a respective NT$58.7b,
and NT$20.8bn worth of Israeli government bonds, as of 2Q23, with exposure
equivalentto 8% and 3% of their respective net worth, with manageablerisk of asset
impairment.

Stocks for Action

Whether or not the US Fed will announce another rate hike in November hinges on
the status of inflation, unemployment, and financial tightening, but we note that the
ongoing rate hike cycleis nearingan end. We do not expect bank NIM to widen further
in 2H23. Coupled with the fact that banks tend to increase their credit costs in 4Q, we
expect FHCs that have benefitted from a widening US-Taiwan interest spreadin most
of 2023, namelyMega FHC and First FHC, will see earnings lose steamin 4Q23. With
long-term US Treasury yields bouncing above 4.5% of late, we expect financial firms
to suffer valuationlosses from overseas bond holdings in 4Q23, whichin turn will drag
down their networth, tier-1 CAR, and distributable 2023 earnings. On a positive note,
higher long-term Treasury yields will boost new money yields for life insurers,
although life insurers still have to look out for liquidity pressure, likely from the
surrenderingof insurance policies. At the moment, we prefer Fubon FHC, Yuanta FHC
and E. Sun FHC in the financial sector, and note that the suspension of rate hikes by
the central bank of Taiwan will drive a rebound in interest spreads for leasing firm
Yulon Finance (9941 TT,NT$182.5, OP).

Risks

Weakening global financial markets; high credit costs for banks.

11 October 2023 2



gl & &3 M

Taiwan Financial sector KGI ASIA

Figure 1: Aggregate earnings of 14 FHCs rose 100% YoY, but fell 27% MoM in September; 3Q23 FHC earnings grew 54% YoY,
with insurance- & bank-centric FHCs posting respective 92% and 34% YoY profit growth, outperforming securities-centric FHCs’
6% YoY growth

NT$mn 2022 1Q23 2023 3Q23 Au Sep-23 Jan-Sep 23 2023F
Earnings YoY (%) EPS(NT$)| Earnings YoY (% Earnings YoY (%)| Earnings YoY (%) QoQ (% Earnings| Earnings YoY (%) MoM (%) Ea s YoY (%) EPS (NTS)| Achieved (%)
2880 TT Hua Nan FHC* 17,304 06 127 5,001 354 5,511 85| 6381 8.0 15.8 2,377 1,692 172 (288) 16,893 217 124 839
28817TT Fubon FHC 46720  (67.7) 352 13910 (70.1) 28940 262 2480 737 (147) 6,930) 5,400 NA  (227) 67,780  (203) 494 800
2882 7T Cathay FHC 38010 (730 258 6880  (79.9) 26020  782| 26500 4210 18 5,650) 4770 3259 (156) 59,400 96 378 767
2883 1T CDF FHC* 16392 (53.2) 098 3503 (63.8) 6,599 67.3 7458 1n3 13.0 1617 2,139 240 323 17,559 (136) 1.05 80.2
2884 TT E. Sun FHC 15764 (234) 1.10 603 396 4510 634 5339 170 18.4 1,665 1950 2736 17.1 15,886 364 104 771
2885 1T Yuanta FHC 2145  (385) 172 5,772 (6.9) 9197  717| 8362 59 (6.9) 2,715 1720 (182)  (366) 23532 200 185 837
2886 TT Mega FHC 18335  (288) 132 10776 782 7991 3183 8261 448 34 3,007 1,930 NA  (3538) 27,028 979 192 820
2887 1T Taishin FHC 14860  (26.8) 1.09 5060  136.0 3,810 633 3210 (154) (157 1,800] 730 NA NA 12,100 265 0.5 723
2888 TT Shin Kong FHC* 2208 (902) 0.1 -9,082 NA 2,887 NA 5502 (261) 906 -344) 305 (902) NA (683) NA (0.05) NA
2889 1T Waterland FHC* 1228 (684) 041 606 494 519 356 470 144 (9.4) 187 8 1862 (55.6)) 1,594 329 046 A
2890 T SinoPac FHC* 15,864 (19) 139 4728 72 5342 399 5677 206 63 1,768} 1,535 298 (132) 15,747 218 129 825
2891TT CTBC FHC 31279 (423) 155 12,960  (20.5) 15,853 981| 19774 1506 247 7,703 4458 266  (421) 48,586 311 244 87.2
2892TT First FHC 20,5% 43 156 6,631 34.1 658 234 5,869 (52) (10 1,902 1252 (275)  (342) 19,027 158 140 771
5880 T Coorporative FHC* 20,808 (1.8) 1.44 5,033 17.1 4,786 1.2 5169 (107) 8.0 1,569 1,489 118 (5.1) 14,987 (2.0 0399 A
Total of 14 FHCs 283151 (51.2) 7.814  (47.2) 128,493 594 | 133,032 53.6 35 38,546 27,993 1000 (27.4)] 339436 6.2
Life insurance-centered FHCs 103330 (664) 15211 (83.8) 64446 577| 64320 918 (0.2) 13,853 12614 5724 (89)] 144056 (15.7)
Banking-centered FHCs 157,137 (195) 56,225 218 54,331 640| 59680 339 9.8 21,791 13576 388  (37.7)] 170254 318
Brokerage-centered FHCs 22680 (709) 6378 (13.0) 9716 477|  90%2 63 (7.0) 2,90 1803 (231) (379 25,126 208

Note 1: * Indicates FHCs not within our coverage universe; forecasts for these FHCs are based on Bloomberg consensus

Note 2: Insurance-centric FHCs are Cathay, Fubon, China Development, and Shin Kong; bank-centric FHCs are Hua Nan, E. Sun, Mega, SinoPac, CTBC, First, and Taiwan Cooperative; securities-centric
FHCs are Yuanta, JihSun, and IBF

Source: Bloomberg, company data, KGI Research

Figure 2: Life insurers saw earnings in September fall 7% YoY and 12% MoM on reduced capital gains, although pre-hedging
recurring yield rose YoY; 3Q23 earnings growth accelerated to 62% YoY

NT$mn 2022 1Q23 2Q23 3Q23 Aug-23 Sep-23 Jan-Sep 23

FHC ticker  Subsidiary name Earnings YoY(%) EPS(NTS)| Earnings YoY (%) Earnings YoY (%)| Earnings YoY (%) QoQ(%)| Earnings| Earnings YoY (%) MoM (%) Earnings YoY (%) EPS (NT$)
288177 Fubon Life 65,550 (35.7) 591 7,240 (80.1) 19,050 (29.1)| 16,830 (17.4) (113) 4,280] 4,180 (83) (23) 43,130 (485) 389
2882711 Cathay Life 34,170 (69.7) 575 -2,340 NA. 15,370 82 17,320 169.3 16.2 2,530] 2,020 (12.2) (20.2) 30,330 (35.1) am
2885TT Yuanta Life 1317 (33.6) 0.58 43 (96.8) 1,577 953 1,995 403 NA 467 78 (84.5) (833) 3615 15 1.52
2887 1T Taishin Life 1,400 443 169 10 (99.2) 250 62.5 820 4452 N.A 170] 80 (72.4) (529 1,090 (33.7) 1.17
2888 TT Shin Kong Life -4.745 NA. (0.67) -11,296 NA. 109 NA 3,278 (36.9) NA -89 -261 NA N.A (7,909) NA (1.08)
2891711 Taiwan Life -3,406 NA. (0.17) -882 NA. 6,000 NA 9,348 NA. 55.8 3512 1,383 NA (60.6) 14,486 444 232
5880 TT Taiwan Cooperative Life 1,157 (15.2) 168 300 (17.6) 352 18.2 326 03 NA 101 106 (45) 50 979 (0.8) 142
288311 China Life 13,159 (53.9) 287 3 (96.4) 4,605 (1.9) 6,384 375 386 1,503 2,175 702 4.7 11,310 (37.8) 230
5874711 Nan Shan Life 31,554 (47.1) 2.28 483 (96.8) 15,192 (31.6)] 22,539 64.4 483 6,234 6,074 32 (2.6) 38,218 (24.9) 2.77
Total of 9 life insurers 142,542 (58.5) 6,121 N.A. 62,505 (7 4)' 78,840 62.4 332 17,899 15,835 (73) (11.5) 135229 (38.8)

Source: Company data, KGI Research

Figure 3: P&C insurance earnings fell 13.6% MoM in September, but were still better than losses in 2022 due to provisions for
COVID-19 insurance policies

NT$mn 2022 1Q23 2Q23 3Q23 Aug-23 Sep-23 Jan-Sep 23

FHC ticker  Subsidiary name Earnings YoY (%) EPS(NTS)| Earnings YoY(%)| Earnings YoY (%)| Earnings YoY (%) QoQ(%)| Earnings| Earnings YoY (%) MoM (%) Earnings YoY (%) EPS (NT$)
2880TT Hua Nan P&C 458 (49.1) 229 179 NA. 17 (85.2), 2450 (90.6) 34 101 70 2043 (30.7) 661 61.2 330
288177 Fubon P&C -40,010 NA. (108.62) -4,260 NA. 1,010 NA 8200 NA. (20.4) 270| 180 NA (333) -2,420 NA (2.50)
2882711 Cathay P&C -19,580 NA. (47.45) -570 NA. 760 NA 780.0 NA. 31 250| 260 NA 40 960 NA 479
2886 TT Mega P&C -9524 NA. (28.90) -651 NA. -1,089 NA 195.0 WA, NA 42 63 NA 50.0 -1,545 NA (3.11)
Total of 4 P&C -68,656 N.A. -5,302 NA. 918 NA| 20400 137 NA 663 573 NA (13.6) -2,344 NA

Source: Company data, KGI Research

Figure 4: Bank earnings fell 17% MoM in September on reduced investment income, and bank earnings YoY growth in 3Q23
turned to a retreat of 7.6% YoY

NT$mn 2022 1Q23 2Q23 3Q23 Aug-23 Sep-23 Jan-Sep 23

FHC ticker  Subsidiary name Earnings YoY (%) EPS(NT$)| Earnings YoY (%)| Earnings YoY (%)| Earnings YoY (%) QoQ(%)| Earnings| Earnings YoY (%) MoM (%)| Earnings YoY (%) EPS (NT$)
2880TT Hua Nan Bank 16,724 147 1m 4,665 279 5,087 257 5,883 47 156 2,352 1,575 0.1 (33.00 15,635 175 160
2881TT Taipei Fubon Bank 22,650 206 175 6,910 59 6,290 212 7,230 28 149 2,340 1,740 261 (25.6) 20,240 79 141
2882717 Cathay United Bank 25,710 80 236 9,180 36.4 8,370 288 7,880 64 (5.9) 2,710] 2310 (5.3) (14.8) 25,420 216 233
288377 KGI Bank 6,000 451 130 1,535 130 1,475 (2.7) 1,231 (336) (16.5) 401 402 (22.4) 02 4,240 (103) 092
2884717 E.Sun Bank 14,815 (15.7) 143 5,493 495 4,025 532 4427 (0.4) 10.0 1,292 1,71 160.0 324 13,944 298 123
2885TT Yuanta Bank 7,288 (9.1 099 2,151 59.5 3,096 754 2,206 (23.1) (28.7) 764 626 (18.2) (18.1) 7,452 246 1.01
2886 TT Mega Bank 24183 309 283 10,508 1240 7,996 76.0 7,038 (23) (12.0) 2,759 1,753 341 (36.5) 25,542 553 29
288717 Taishin Bank 12,190 (7.2) 134 4,300 338 3,670 294 4,160 288 134 1,170] 1,330 147 137 12,100 30.2 132
28887TT Shin Kong Bank 6,862 47 141 1,488 48 2,015 144 1,715 (10.7) (14.9) 547, 452 159 (17.4) 5217 22 1.05
2890TT Sinopac Bank 14,630 286 162 3,908 6.1 4,338 136 4,486 (2.0) 34 1,473 1,29 (17.6) (12.0) 12,729 54 134
289171 CTBC Bank 37,142 247 251 11,367 529 9,598 94 10,750 (15.3) 120 4,283 3,219 (40.7) (23.4) 31,714 97 2.14
289211 First Bank 20,328 15.2 215 6,320 312 5,937 19 5,760 (2.4) (3.0) 1,809 1,279 (25.7) (29.3) 18,016 124 176
5880 1T Taiwan Cooperative Bank 19,091 1.1 173 4,657 197 4,290 (3.2) 4,698 (13.6) 95 1,496) 1,301 96 (13.0) 13,645 (0.8 1.24
280171 Chang Hwa Bank 10,982 253 1.04 3,762 583 4,367 484 4,163 301 (4.7) 1,461 1,250 317 (14.4) 10,237 20.1 094
2809 1T King's Town Bank 2,210 (60.7) 1.98 840 21939 1,512 85.5 2,146 768.0 42.0 504] 680 NA 349 4,499 3094 405
Total of 15 banks 240,805 10.6 77,082 311 72,066 185| 73,773 (7.6) 24 25,361 20,984 35 (17.3) 220,630 18.2

Source: Company data, KGI Research
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Figure 5: Shanghai Commercial & Savings Bank (5876 TT, NT$44.35, N) consolidated net revenue fell 7.8% MoM in September, on
lower investment income; 3Q23 net revenue growth slowed to 2% YoY, & fell 1% QoQ as growth in net interest income slowed

NT§mn 2022 Yo¥(%)  1Q23 Yo¥(%) 2Q23 YoY(%) 3023 Yo¥(%) Q0Q(%) Aug-23|  sep-23 Yo¥(%)  MoM(%)| Jan-Sep 23 Yo¥(%)
Net interest income 32,812 259 8,857 312 9314 260 10,592 160 79 3,553 3534 155 ©5) 29,007 436
Net fee income 6,027 97 1,482 (14.6) 1,450 )] 1,645 237 134 538 510 104 (5.1) 4,729 93
Investment income 4,844 373 262 (246) 2,108 143.1 1,111 (55.9) (47.3) 419 3% (38.6) (735) 4,027 (8.1)
Others 888 (526) 190 (525) 177 58 62 (597) (65.0) 17 16 (73.5) (18) 463 (293)
Net revenue 44,570 169] 11,391 136 13,550 317 13,410 2.1 (10) 4,527 4,172 108 (78) 38,226 293

Source: Company data, KGI Research

Figure 6: Taiex daily turnover fell 19% MoM to NT$337.8bn in September amid global capital market weakness, dragging down
brokerage fees & investment income for securities firms, which saw earnings decline 32% MoM

NT$mn 2022 1Q23 2023 3Q23 Aug-23 Sep-23 Jan-Sep 23

FHC ticker __ Subsidiary name Eamnings _YoY (%) EPS(NT$)| Eamnings YoY (%) Eamings YoY (%)| Earnings YoY (%) QoQ(%)| Earnings| Earnings YoY (%) MoM (%)  Earnings YoY (%) EPS (NTS)
2880TT Hua Nan Securities 1,107 (56.2) 169 220 (35.9) 463 832 486 518 38 97 107 NA 103 1,174 287 179
2881TT Fubon Securities 2,760 (61.0) 259 1,530 100.0 1,800 317 2,040 69.2 133 510| 340 3,3000 (333) 5,490 187 338
2882TT Cathay Securities 1,410 (35.9) 183 460 6.4 580 66.7 540 398 (6.9) 220| 100 (9.1 (54.5) 1,580 398 205
2883TT KGI Securities 3,665 (71.6) 162 1,891 310 1,802 1585 1,695 2115 (5.9) 300| 261 2222 (13.00 5,390 101.0 290
2884TT E.Sun Securities 1,003 (40.6) 251 286 (0.7) 33 178 355 NA. 99 102 92 840 (9.8) 962 183 24
2885TT Yuanta Securities 12,052 (48.3) 183 3,039 (13.2) 4,100 337 3,907 239 (47) 1,385] 920 50.1 (33.6) 11,046 13.7 168
2886 TT Mega Securities 603 (78.1) 0.52 466 169.2 622 31436 541 536 (13.0) 90] 1 (94.1) (98.9) 1,629 na9 1.40
2887TT Taishin Securities 520 (70.5) 075 440 109.7 444 23663 240 (17.5) (45.9) 30] 20 NA (333) 1,110 135 1.60
2888 TT MasterLink Securities 362 (90.8) 0.23 m N.A, 774 NA 446 65.0 (42.4) 25] 24 N.A (4.0) 1,989 MNA. 1.24
2890TT SinoPac Securities 1,580 (67.1) 097 803 17 926 806.8 1,328 5179 434 304} 319 NA 49 3,057 1769 139
2892711 First Securities 403 (73.1) 0.66 331 168.8 333 4855 167 (26.6) (49.8) 15] Ell (60.8) 106.7 831 103.7 135
2855TT President Securities 729 (81.8) 0.50 458 NA 1,170 194.1 823 213 (29.7) 116| -105 NA N.A. 2,451 3786 168
5880 TT Taiwan Cooperative Securities 286 (61.4) 0.55 41 (58.6) 93 889 101 N.A 86 1 8 N.A N.A. 234 (14.3) 0.45
6005 TT Capital Securities 1,173 (78.5) 0.38 1,211 3276 1,198 NA 1,191 390.2 (0.5) 351 314 8.6 (10.5) 3,600 621.4 1.50
Total of 15 brokerages 27,653 (64.6) 11,947 459 14,633 150.3 13,860 76.1 (5.3) 3,556 2,415 701 (32.1) 40,542 73.0

Source: Company data, KGIl Research

Figure 7: Sales of Yulon Finance & Hotal Finance were flattish MoM, but grew over 14% YoY in September; Chailease saw 3.7%

MoM sales decline on lower solar income in Taiwan and reduced new business in ASEAN countries; Yulon September net profit
grew 7.7% MoM & 23% YoY, despite reduced non-op income & income tax expenses

NTSmn 2022 1Q23 2Q23 3Q23 Aug-23 Sep-23 Jan-Sep 23 2023F
FHC ticker ~ Subsidiary name Sales  YoY (%) Sales  YoY (%)] Sales  YoY (%) Sales YoY (%) QoQ (%) Sales| Sales YoY (%) MoM (%) Sales  YoY (%) Achieved (%)
5871 TT Chailease 78,835 204 23,140 161 24137 140| 25185 129 43 8,496 8179 11 (3.7) 72,462 143 742
9941 1T Yulon Finance 33,256 142 9,783 163 10,380 163 10711 141 32 3,577 3,550 139 (0.8) 30,875 154 740
6592 TT Hotai Finance 20,640 273 6,565 266 6,920 26.7 7,503 269 84 2,545 2,555 297 04 20,988 26.7 73.1
NT$mn 2022 1Q23 2Q23 3Q23 Aug-23 Sep-23 Jan-Sep 23 2023F
FHC ticker _Subsidiary name Earnings YoY (%) EPS (NT$)| Earnings YoY (% Earnings _ YoY (%)| Earnings _YoY (%) QoQ (%] Earnings| Earnings YoY (%) MoM (% Earnings YoY (%) EPS (NTS)] Achieved (%)
58717TT Chailease 26,946 245 18.01 6,390 (3.9) 13,064 89.0 2,086

9941 TT Yulon Finance 5,801 126 1230 1,793 106 3535 1734 1,716 10.0 (1.5) 552 594 231 17 5,251 173 930 740
6592 TT Hotai Finance 4,070 295 7.04 899 36 1,786 944

Source: Company data, KGI Research

Figure 8: Market has lowered expectations for a 25bps rate hike by the Fed in
November, & expects rate cuts to begin in 2Q24F

Implied policy rate, percent (LHS); number of hikes/cuts (RHS)
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Figure 9: Expectations have fallen for a 25bps rate hike by Fed in November due
to geopolitical events & upticks in long-term Treasury yields
30-day Fed funds futures yields, percent
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Source: Bloomberg, KGI Research

Figure 10: US 10-year & 30-year Treasury yields hit respective highs of 4.8% and
4.9% in September, but 10-year rate retreated to 4.6% as geopolitical events
have steered funds into Treasuries for hedging; whether long-term yields will
stay above 4.5% depends on Fed's 2024 rate cut guidance
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Source: Bloomberg, KGI Research

Figure 11: 4Q23 CS cost rose to 4.45% on US-Taiwan interest spread widening to
3.63%, but as Fed rate cuts are near end, we do not expect CS cost to rise further

Spread of US Fed funds rate and Taiwan rediscount rate, percent (LHS); CS and NDF hedging cost,
percent (RHS)
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Figure 12: Long-term US Treasury yields have risen, prompting BBB-rated US
corporate bond yields to rise to over 6%, which has boosted new money yields
for life insurers

Average bond yield, percent
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Source: Bloomberg, KGI Research

Figure 13: Based on investment positions of over NT$3.0bn disclosed by
individual FHCs, Cathay FHC and Fubon FHC held a respective NT$58.7bn and
NT$20.8bn worth of Israeli government bonds, as of 2Q23, with exposure
equivalent to 8% and 3% of their respective net worth, with manageable risk of
asset impairment

Amount of US Financial Israel Government 2023 Total expousre .2023 Total Equi(y

exposure in 2Q23(NTSmn) International Bond of Israel G(fvemmem Attributable to Equity % of net worth
International Bond Holders of the Parent

Ticker Company Israel Government International Bond!

2882TT  Cahtay FHC 58,714 58,714 707,204 a%

2881711 Fubon FHC 20,785 20,785 743,309 3%

2888TT  Shin Kong FHC 17,460, 17,460 403,247, 7%

2885TT Yuanta FHC 5,478 5,478 222,553 2%

289211 First FHC 358 358 235,458 0%

2891 1T CTBC FHC

288411 E.SUN FHC

288717 Taishin FHC

2880TT  Hua Nan FHC

2890 1T Sinopac FHC

5880 TT Coorporative FHC

2886 TT Mega FHC

Total 102,795 102,795

Source: KGI Research
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Figure 14: Overall bank NPL rato was flat MoM at 0.15% in August; Mega Bank’s NPL ratio fell 0.05ppt MoM to 0.2% on bad loan
write-offs, while Shanghai Commercial & Savings Bank saw NPL ratio rise 0.01ppt to 0.18%; we believe high interest rates in US
& EU will continue to weigh on overseas asset quality of banks

Aug-23 Aug-23 Aug-23

FHC/Bank NPL ratio YoY YTD MoM Coverage YoY YTD MoM
ticker Bank ©)  (pts)  (ppts)  (ppts)| NPLANTSMIN) o YoY  WID o MoMi oo (ppts) (et (ppts)
2834 TT Taiwan Business Bank 0.18 (0.02) (0.02) 0.00 2,535 (189) (189) (29) 726.2 1254 845 202
2801 1T Chang Hwa Bank 0.17 (0.05) (0.03) 0.00 2,910 (625) (625) 7 7267 137.2 887 (15.9)
2886 1T Mega Bank 0.20 0.08 0.09 (0.05) 4,273 760 760 (925) 762.2 (79.6) (168.4) 129.0
5880 TT Taiwan Cooperative Bank 0.20 0.01 0.04 (0.02) 5,612 259 259 (307) 547.0 (19.8) (90.4) 328
2892 1T First Bank 0.17 (0.01) (0.01) 0.00 4,042 46 46 107 7823 1053 73.1 (12.8)
2881 1T Taipei Fubon Bank 0.12 (0.05) (0.07) 0.00 2,302 (489) (489) 12 1,118.3 3546 416.5 16.8
2888 1T Shin Kong Bank 0.12 (0.01) 0.00 0.00 910 (69) (69) 1 1,1249 118.3 34.8 26
2884 1T E.Sun Bank 0.17 0.01 0.01 0.00 3,421 342 342 63 700.7 (49.6) (51.8) (4.6)
2880 TT Hua Nan Bank 0.15 0.02 0.01 0.01 3,129 713 713 36 898.2 (209.6) (95.3) 5.2
5876 TT SCSB 0.18 (0.07) 0.01 0.01 1,564 (439) (439) 85 8148 2737 (90.8) (35.9)
2891 1T CTBC Bank 0.13 (0.03) 0.00 0.00 3,748 675 675 (42) 8974 (60.7) (84.6) 16.3
2885 TT Yuanta Bank 0.02 (0.01) 0.02 (0.01) 231 (174) (174) (17) 6,115.6 2,904.4 (493.7) 462.7
2890 TT Bank Sinopac 0.08 (0.03) (0.03) 0.00 1,179 (760) (760) 37 1,519.2 6383 351.0 (24.5)
2887 TT Taishin Bank 0.12 (0.01) (0.02) 0.00 1,786 (125) (125) (35) 1,147.1 1431 1738 345
2882 TT Cathay United Bank 0.10 0.01 0.02 0.00 2,048 324 324 (5) 1,718.6 (47.0) (431.0) 16.2
2809 1T King's Town Bank 0.02 0.00 0.00 0.00 42 2 2 (1) 8,542.2 58.9 (328.1) 19.3

Bank industry 0.15 (0.01) 0.00 0.00 56,630 69 69 (1,587) 9072 60.1 (33) 299

Source: TEJ, KGI Research
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