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Positive 2H24F outlook, but FSC holds key to successful M&A       

..    Event 

CTBC FHC saw 2Q24 net profit edge up 2.5% YoY, mainly as bank earnings rose 15% YoY, 
offsetting a 10% decline in life insurance profits. Management expects 2024F cash 
dividend to match the 2023 level, post-public tender offer. 

Impact 

Rebound in 2Q24 bank earnings more than offset profit decline at Taiwan Life (TL). 2Q24 
FHC net profit arrived at NT$16.29bn, up 2.5% YoY, but down 22% QoQ, beating our 
forecast by 8%, as CTBC Bank’s earnings climbed 15% YoY, driven by a respective 27% and 
35% uptick in fee income and investment income, which saw pre-provision operating 
profit rise 22% YoY, offsetting credit cost rise of NT$1.1bn. TL’s 2Q24 net profit sank 10% 
YoY, as pre-hedging recurring yield dipped 10bps YoY, offsetting the benefit of an increase 
of 119bps YoY in 1H24 investment return to 4.44%, buoyed by increased realized capital 
gains and declining hedging costs to 0.52%, down 50bps YoY. Unrealized financial asset 
losses under TL’s net worth turned to net gains of NT$400mn in 2Q24, with stock gains of 
NT$18bn. 

Core bank earnings regained momentum in 2Q24. CTBC Bank’s 2Q24 NIM stayed at 1.37%, 
primarily on flat interest rate spread and higher overall bond yield, and 1H24 NIM with FX 
swap gains was 1.6%. Total lending growth decelerated to 8% YoY in 2Q24, on lower NT 
dollar corporate loans offsetting demand for FCY corporate loans and NT dollar mortgage 
loans. Fee income growth picked up to 27% YoY, on solid wealth management and credit 
card businesses. 2Q24 credit costs rose 13bps QoQ to 39bps on higher provisions for 
general loans. 

Positive 2H24F outlook. Management maintains 2024F NIM, including FX swap gains 
staying at 1.6-1.63% due to lower FCY funding costs and rebounding FCY loans amid US 
rate cuts. TL’s projected hedging costs are unchanged at 1%. Management said it has filed 
an application to the FSC to acquire 10-51% of shares of Shin Kong FHC (2888 TT, NT$13, 
NR) via a public tender offer. Management notes that Shin Kong Life’s adoption of IFRS/ 
ICS2.0 accounting standards may meet capital adequacy requirements with higher 
contractual service margin and the help of transitional measures without accessing 
reserves for mortality and interest rate difference savings and losses. However, a 
successful acquisition hinges on FSC approval of CTBC FHC’s tender offer, which will be 
announced mid-September. The FHC expects 2024F cash dividend to match the 2023 level, 
based on earnings growth and a lower DLR post-public tender offer. . 

Valuation & Action 

We expect the shares to be volatile in the near term on M&A uncertainties, with FSC 
approval being the key factor to watch. That said, in light of improving bank NIM and 
wealth management fee income growth, along with valuation gains from TL’s bond 
holdings aided by US rate cuts, we maintain an Outperform rating for CTBC FHC with a 
sum-of-the-parts target price of NT$39, equivalent to 1.5x 2024-25F average BVPS. 

Risks 

Weak global financial markets; low investment yield; surging bank credit costs. 
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relevant regulated activities. Each of them and/or his/her associate(s) does not have any financial interest in 

the respectively covered stock, issuer and/or new listing applicant. 
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