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Investment Thesis

1. Fubon FHC posted net profit of NT$30.9bn in 3Q20, up 19% YoY due to Fubon Life’s (FL) earnings growth of 33% (higher capital gains on
stocks and bonds) despite Taipei Fubon Bank's (TFB) earnings contraction of 5.5% (pre-provision earnings down 9.6% on interest rate cuts
Management expect CAR will rise more than 1.4% on the loan-to-value based risk weighting for mortgages in capital calculation, and may plai
increase cash dividends to the FHC.

2. 1Q-3Q20 post-hedge recurring return at life insurance improved. FL's investment strategy is to garner both capital gains and a steady stream of
dividend income. This strategy and a higher weighting of low-cost CS boosted investment return and post-hedge recurring return by a respective
0.37% and 0.13% YoY in 1Q-3Q20. On a decline of 0.23% YoY in cost of liability in 1Q-3Q20, we forecast FL's negative interest spread (post-
hedge recurring return minus liability cost) will improve 35bps YoY. TFB NIM ticked down just 1bp Q0Q to 1.08% in 3Q20. Fee income fell 11% YoY|
in 3Q20, pulled down by led lower lication loans and ded lower wealth .

3. FL expects hedging costs in 2021F may stay below 1% to maintain flat post-hedge recurring yields in 2021, while improvement in new money
yields still needs to wait a while. Management also guides cost of liability declining 5-6bps and VNB resuming mid-single growth in 2021, compared
to a double-digit decline in 2020F. TFB expects NIM will only fall 2-3bps to 1.07-1.08%, compared to previous guidance of 4-6bps, and asset quality
will remain stable in 4Q20, with 2020 credit cost at 20bps, the same as the 1Q-3Q20 level.

~Ehvironmental, Social & Co rporate Governance (ESG)

Disclosure of ESG issues

YES ESG score Above average

senices,"
™~

“environmental sustainability,"

Fubon FHC has dedicate various economic, environmental, and social endeavors to create a positive
influence. At the end of 2015, Fubon FHC launched the "ESG Visioning Project,”
by adjusting its six major strategies to "sustainable governance,”

and then refined it in 2020
“responsible finance,
“employee care,” and “positive engagement.”

Activities
[Analyst Grace Yao Date 2020/12/1
Fubon Financial Holding Co., Ltd. is a financial holding company, formed through the merger of Fubon Insurance, Fubon Securities, Stock price based on Cmoney 20201130
> Fubon Commercial Bank, and Fubon Life Assurance. MSCI Sector Diversified Finan Sen Mkt Cap TWD 509,460 mil
) Sector (E/F/O) F usb 16,968 mil
© 52 Week High 47.15 TWD MSCI FExJ wt %
e 52 Week Low 34.85 WD Avg 5D tlo WD 1,139 mil
g Profitability Valuation Fil
%) Year end Sales Net Profit EPS Nigrth DPS BVPS PER PEG Yield  DivCover P/B | |End date 2020Q3  (YYYYQuarter)
($/000'000) WD, TWD WD % TWD WD x % x x
Ee 2017 434,247 54,122 5.00 2.30 45.08 8.86 5.19 217 0.98 | |Debt/Equity 1232.82 % ROE (ann.) 14.13 %
et |2018 448,203 47,729 415 - 1181 2.00 39.93 10.67 0.90 451 2.08 1.11| |Current Ratio 7901.36 % ROA (ann.) 1.04 %
(o 2019 491,223 58,497 500 2256 2.00 52.85 8.70 0.39 451 255 0.84 | |Interest Cover 0x
(N |2020e 730,525 82,750 720 4146 2.20 57.85 6.15 0.15 497 327 0.77 | |AR Days Vs
8 |2021 694,000 73,640 650 - 1101 2.20 62.15 6.82 0.62 4.97 2.95 0.71
o
[5)
o
)

Long Term Growth
Industry Life Cycle
Industry Cyclicality
Organic
Acquisitions

Management

Competitiveness
Product/Market combinations
Sustainability competitive edge
Strength of technology

Barriers of entry

Investment Conclusion

Pricing power
Products

We expect FL will maintain the spreads of recurring yields in 2021 on falling cost of liability and hedging costs,

while FL. may see earning fall in 2021 on a high comparison base of investment gains. But, we expect TFB's Recommendation

Market position/critical mass
Regulatory risks

earnings will pick up (on NIM and credit cost improvement). Our target price is NT$54.5, derived from 2020 PB Action Target | Upside/
1.0x. Price | Downside!
Buy 55 24.2%

Supplier dependency

1.075 Short Term Growth
1 EPS growth 0

15 Quality 1
0.8 Visibility 0.5
1
0.1 12 Valuation 0.165 1
12 PE 1
13 PB 1
1 Dividend 1
15
12 Financial Health 0.1 0.333
1 Gearing 1
Interest Cover 0
Transparency 0
0.1 1.167 Others 015 1
1 Share buy backs 0
15 Liquidity 2
0 Technical Trend 1
2 Share demand 1
15
1
2
15 Recommendation 01 1
0 Buy/Sell/Hold 0 1
Total Qual Score 0.8965

X

Environmental, Social & Corporate Governance (ESG)

Disclosure of ESG issues

YES

ESG score Above average

senices,

environmental sustainability,

Fubon FHC has dedicate various economic, environmental, and social endeavors to create a positive

influence. At the end of 2015, Fubon FHC launched the "ESG Visioning Project," and then refined it in 2020
by adjusting its six major strategies to "sustainable governance,
employee care," and "positive engagement.”

responsible finance,

innovative
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