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Bank’s 2024F earnings growth faces challenges; valuation toppish       

..    Event 

Mega FHC posted 1Q-3Q23 EPS of 1.92, up 96% YoY, but 1Q-3Q23 ROE decelerated to 
11.65%. 

Impact 

3Q23 Chung Kuo Insurance (CKI) turned profitable. 3Q23 Mega FHC earnings arrived at 
NT$8.26bn, up 45% YoY and 3.4% QoQ, mainly as CKI turned a profit of NT$195mn in 3Q23, 
versus a loss of NT$2.55bn in 3Q22, on provisions for COVID-19 insurance policies. FHC 
earnings excluding CKI were down 2% YoY and 11% QoQ, while bank earnings fell 2% YoY 
and 12% QoQ. Pre-provision operating profit was down 21% QoQ, as net interest and 
investment income decreased, despite the Securitas unit earnings being up 53% YoY, on 
better investment gains and securities brokerage fees. 

Investment income and NIM both narrowed. Mega Bank’s NIM dropped 2% QoQ, mainly 
as NIM declined by 8bp QoQ to 0.94% in 3Q23, with US dollar NIM dropping to negative 
15bps on higher FCY funding costs and US dollar funds switching to FX swaps. NT dollar 
NIM sank 1bp QoQ on a lower CASA ratio and LDR. Corporate lending demand recovery 
drove total loans up by 3% QoQ, versus a 5% QoQ decline for FCY loans. Investment income 
declined 28% QoQ, to NT$4.63bn, with FX swap gains dropping by NT$1.7bn QoQ, and 
stock holdings suffering valuation losses of NT$1.7bn. 3Q23 fee income rose 24% YoY, 
reflecting solid sales from wealth management products. The NPL ratio was down 0.03ppts 
to 0.22%, and 3Q23 credit costs declined to 17bps, on the recovery of bad debts from 
Dongfeng Yulon Motor (CN). 

2023F cash dividend yields of 4%. Mega FHC announced the issuance of 350mn common 
shares, diluting 2023F EPS by 2.5%. Management will not disclose its 2024F outlook due 
to imposition of a quiet period before the share issue is completed in 1Q24F. We expect 
FX swap income will decline QoQ in 2024F, but NIM may rebound to 0.95%-1% in 2024F 
on a better LDR. CKI negotiated reimbursement of NT$11.2bn for COVID-19 insurance 
claims with global reinsurers in 3Q23, and has tentatively recognized reserves of 
NT$2.44bn, equivalent to 22% of the reimbursement. Management stated that no more 
further provisions will be recognized this year, but the situation will be re-evaluated in 
2024F. On 2023F earnings growth of 80%, we expect Mega FHC to pay a cash dividend of 
at least NT$1.6 per share, yielding 4%. 

Valuation & Action 

Shares are at 2023F PB of 1.55x, higher than FHC peers’ average of 1.2x. Given Mega Bank’s 
2024F earnings growth faces challenges from lower FX swap income and potentially higher 
credit costs, and there are still remaining uncertainties surrounding reimbursement of 
COVID-19 insurance claims from reinsurers by CKI, we maintain a Neutral rating for the 
counter with a target price of NT$37, on 1.45x 2024F BVPS. 

Risks 

Disappointing NIM and investment income; faster deterioration of asset quality. 
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