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2H24F outlook lackluster despite decent 2Q24 earnings

Key message Besides the Al sector, 2H24F outlook lackluster despite decent 2Q24 earnings

Overall 2Q24 Taiex earnings results were better than expected, and quarterly net profit
rose by 38% YoY, outperforming our original forecast of 12% growth YoY. However, the
1 Besides the Al sector 2H24F outlook outlook for 2H24F is generally lackluster. Excluding the Al-related supply chain, many

lackluster despite decent 2Q24 earnings. companies have revised down earnings guidance, suggesting most sectors’ sales could be
2. 2024 earnings results beat on forex gains lukewarm in 2H24F. Although we witnessed a wave of inventory replenishment for PCs,
and realized capital gains of life insurers. Android handsets, consumer electronics and other related terminal applications from
3. 2024-25F Taiex eamings to grow by a end-2023 to 1H24, restocking demand from downstream customers has significantly
respective 26.8% and 17.4% YoY. cooled since 3Q24 began, on additional economic issues arising in 2H24F.

Simultaneously, although inventory adjustments of automotive and industrial related
products are coming to an end, demand recovery seems to be sluggish. Additionally,
although the highly anticipated iPhone 16 has seen seasonal stockpiling since end-2Q24,
Apple Intelligence, to be launched after October, will initially only support American
English, reducing demand for immediate replacement. As a result, the relevant supply
chain has not yet seen signs of Apple increasing orders.

2Q24 earnings beat on forex gains & realized capital gains for life insurers

Overall 2Q24 quarterly net profit of Taiex-listed companies increased by 38% YoY. Among
them, quarterly earnings for electronics, conventional industry, and financial stocks were
up by a respective 28%, 56%, and 41% YoY. According to our analysis, forex gains
accounted for a considerable proportion of electronic plays’ earnings, as the NT dollar
depreciated by 1.7% against the US dollar in 2Q24, pushing up quarterly earnings by 2.2%.
Financial stocks benefited from higher volume and pricing in the stock market, resulting
in significant increase in realized capital gains for life insurance firms, and brokerage fee
income growth for securities firms. We estimate the 2Q24 quarterly earnings of
insurance-centric FHCs increased by 75% YoY, far outpacing the financial sector as a
whole.

2024-25F Taiex earnings to grow by a respective 26.8% & 17.4% YoY

Given the latest earnings reports and 2H24F guidance, we estimate 2024-25F Taiex-listed
companies earnings will grow by a respective 26.8% and 17.4% YoY, versus previous
forecasts of 20.5% and 19.4%, suggesting that while 2024F earnings will exceed our
previous expectations, our forecasts for 2025F earnings forecasts were largely correct, as
we believe the earnings growth decreases result from a higher comparison base. In
addition, 2024-25F earnings of individual Taiex subsectors are a mixed bag, with the
positives including the Al supply chain, aviation, bicycles, and food subsectors. In
contrast, the earnings forecasts for the ABF, gallium arsenide, handset components,
aerospace, and industrial automation subsectors have generally been revised down.

Valuation & Action

Although 2Q24 earnings were mostly decent, besides the Al sector, most Taiex firms’
2H24F earnings guidance seems to be lackluster. Forex gains and realized capital gains
for life insurance firms were the main drivers behind better-than-expected 2Q24 results.
Generally speaking, we estimate the earnings growth of overall Taiex-listed companies in
2024-25F will be a respective 26.8% and 17.4% YoY, versus previous forecasts of 20.5%
and 19.4% YoY growth. Although a strong rebound in the Taiex occurred recently, after a
sharp slump, we believe the stock market will return to a medium-term consolidation
after the rebound. We recommend investors with sizable stock positions offload shares
on any rebound, while those with small positions are advised to await signs of bottoming
in the medium term.
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Figure 1: Taiwan 2Q24 corporate earnings decent, but many firms have revised down earnings guidance for 3Q-4Q24F
Quarterly earnings revisions by Taiex subsector, percent
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Source: TEJ; KGI Research compilations & estimates

Figure 2: 2024-25F earnings for individual Taiex subsectors are a mixed bag

Full-year earnings revisions by Taiex subsector, percent
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Source: TEJ; KGI Research compilations & estimates

Figure 3: 2024-25F earnings to grow a respective 26.8% and
17.4% YoY

Taiex quarterly and annually earnings YoY forecasts, percent

Figure 4: Forex gains, and higher volume & pricing in the
stock market the main factors for 2Q24 earnings growth

2Q24 earnings YoY the Taiex and plays, percent
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Figure 5: The NT dollar depreciated by 1.7% against the US
dollar in 2Q24, boosting quarterly earnings by 2.2%

Figure 6: Latest forward PE of the Taiex is 18.3x

Quarterly appreciation and depreciation of NTD against USD, percent
(X-axis); weighting of quarterly forex gains in operating profit for listed
companies, percent (Y-axis)

20 .
2 T

3«% 15 e ¢ T e

2= 10 o Tt =09417x + 0.6414

53 L /
FEg 5 L R
E3s ¢ e 3‘4;*.‘ . e
285 ety
328 (5 hE e N
- Y= ¥
$E3 00 MRS
™ = N

EE (15) Depreciation Appreciation

=2 (0

g ; (80) (60 (400 (200 00 2.0 40 6.0 8.0

NT dollar against the US dollar

Taiex forward PE (forward 1 year), x

(NB replacement cycle
25 andrealestate
23 bubble) 5y, (Pandemic bonus) A
21 (Sino-US trade war)  20x
(Handset replacement cycle) 19x

7 9x

2005 2007 2009 2011 2013 2015 2017 2019 2021 2023

Source: TEJ; KGI Research compilations & estimates

Source: TEJ; KGI Research compilations & estimates

Figure 7: Taiex — Valuations

Forward PB(X) Forward PE(X)
ven] 2 20| syl el aversgel ek bottom| ryen| % 202 svoage| averngel avernge|  peak botiom
Taiex 205 216 200 173 162 162 228 095 1827 2019 17.20 15.11 1496 17.10 2173 880
Taiex exc. TSMC 1.51 1.60 1.48 1.40 138 1.46 222 0.89 17.19 19.03 16.62 14.79 1493 16.01 2271 8.06
Source: KGI Research
Figure 8: Overview of Taiex & subsector earnings growth
Earning YoY (%) Forecast PE (x) Earning YoY (%) Forecast PE (x)
Tech 2022 2023 2024F 2025F| 2024F  2025F| [Non-tech 2022 2023  2024F  2025F) 2024F  2025F
Server EMS (9.3) 102 606 285 169 13.0 | |Cement (50.7) 314 (93) 119 199 178
Thermal 345 205 518 458 274 18.6 | |Food (13.6) 68 215 146 211 184
Power supply 15.1 24 938 26.3 228 18.3 | |Petrochemicals (63.1) (50.6) 123 479 10.8 19.5
ABF 1025 (68.1) (30.9) 156.1 396 13.0 | |Apparel 321 (11.0) 134 13.0 214 189
Optical communication - 63.4 347 30.1 229 17.6 | |Footwear makers 100.0 (45.2) 19.8 122 225 20.1
IC design and service 948 53 376 283 398 27.8 | |Auto parts 528 (24.7) 531 44 134 -
Networking PCB 56.1 (22.8) 804 331 16.0 12.0 | |Industrial automation 52 (14.2) 15.7 177 244 19.1
cCcL (7.7) 82 71.0 16.2 15.2 13.1| |Bicycle (12.7) (44.8) 18.5 37.2 26.7 194
Tier-one foundry 704 (17.5) 289 237 226 18 3 | |Container shipping 19.7 (94.4) 3343 (59.9) 5.8 154
Second-tier foundries 516 (333) (11.6) 96 229 218 | [Steel (75.4) (89.0) 368.2 169.4 341 140
Handset components 284 (36.7) 345 16.0 12.8 12.3 | [Tourism (46.5) 176.4 94 11.0 15.3 136
TF unpl;;;nt:de un?}igt‘iat‘anliz uniirol}igbﬁi pl;;lant:de ) Food 21 97 82 17.0 147 127
Silicon wafer 295 25.1 (25.0) 20.2 15.3 12.7 | |Aerospace 135.4 213 17.4 18.1 201 15.3
Passive components (0.8) (24.7) 227 18.4 153 12.9 | |Airlines (37.8) 185.5 425 (34.6) 78 134
Telecom 26 137 00 56 289 27.5 | [Heawy electrical (19 429 480 303 304 232
IC design (handset/consumer electronics) (2.9) (32.6) 217 99 16.8 15.6 | |Green energy 56.9 901 305 594 224 158
Handset EMS (2.1) 08 18.1 227 14.0 130
Cloud digital 16.3 171 15.2 18.0 274 231

Note: Based on KGl forecasts & consensus
Source: KGI Research
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Figure 9: Our top picks

Target Mktcap Share Change EPS PE P/B ROE Cash yield

Company  Code Inv.estment price price +/- (NTS) (x) (x) (%) (%)

rating (NT$) (USSmn)  (NT$) (%)| 2024F 2025F 2024F 2025F 2024F 2025F 2024F 2025F 2023 2024F 2025F
Uni-President 1216 TT iOutperform 900 14526 827 88| 392 449] 211 184i 36 35| 176 195: 36 39 45
ACC 110277 |Neutral 400 4846 442 (95 306 340) 144 130F 09 09) 61 67! 54 45 50
CTBC Holding 2891 TT iOutperform 390 21077 348 122 329 339} 105 103: 14 12} 143 126: 52 55 58
ESFH 2884TT |Outperform 300 13474 273 101, 155 166| 176 164 17 16| 101 100! 44 40 44
TWM 3045TT |Neutral 1030 12545 1090  (55) 378 396! 289 275; 49 49| 136 145: 39 39 39
CHT 241277 |Neutral 1190 29375 1225  (29) 481 504| 255 243, 25 25| 98 102 39 39 40
PCSC 29127TT |Outperform 319.0 9111 2835 125! 1149 1277 247 222} 75 72| 310 331: 32 36 40
TSMC 2330TT |Outperform 12900 759972 9480 361 | 4167 5156| 227 184 58 48] 281 285! 14 17 19
Hon Hai 231711 |Outperform 2700 79504 1855 456 1192 1510 156 123i 16 15| 108 129 29 34 43
Largan 3008TT |Outperform | 38800 11,717 28400 366 (18577 19402 153 146} 21 19| 142 135i 33 33 34
MIC 9914TT |Outperform 2800 2167 2345 194} 850 1272 276 184} 33 30| 121 171i 22 22 33

Source: KGI Research

All the above named KGI analyst(s) is SFC licensed person accredited to KGI Asia Ltd to carry on the 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.

All the information contained in this report is not intended for use by persons or entities located in or residing in jurisdictions which restrict the distribution of this information by KGI Asia
Limited (“KGI”) or an affiliate of KGI. Such information shall not constitute investment advice, or an offer to sell, or an invitation, solicitation or recommendation to subscribe for or invest
in any securities or investment products or services nor a distribution of information for any such purpose in any jurisdiction. In particular, the information herein is not for distribution and
does not constitute an offer to sell or the solicitation of any offer to buy any securities in the United States of America, or to or for the benefit of United States persons (being residents of the
United States of America or partnerships or corporations organised under the laws of the United States of America or any state, territory or possession thereof). All the information contained

Disclaimer

in this report is for general information and reference purpose only without taking into account of any particular investor’s objectives, financial situation or needs. Such information is not
intended to provide professional advice and should not be relied upon in that regard.

Some of KGI equity research and earnings estimates are available electronically on www.kgi.com.hk. Please contact your KGI representative for information. The information and opinions
in this report are those of KGI internal research activity. KGI does not make any representation or warranty, express or implied, as to the fairness, accuracy, completeness or correctness of
the information and opinions contained in this report. The information and opinions contained in this report are subject to change without any notice. No person accepts any liability
whatsoever for any loss however arising from any use of this report or its contents. This report is not to be construed as an invitation or offer to buy or sell securities and/or to participate in
any investment activity. This report is being supplied solely for informational purposes and may not be redistributed, reproduced or published (in whole or in part) by any means for any
purpose without the prior written consent of KGI. Members of the KGI group and their affiliates may provide services to any companies and affiliates of such companies mentioned herein.
Members of the KGI group, their affiliates and their directors, officers and employees may from time to time have a position in any securities mentioned herein.
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