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Recommendation 
Hold  

Date: August 16, 2005 

Share Price (NT$): 61.30 

Price Target (NT$): 64.70 

Percent Change: 4.35% 

52-wk range (NT$): 53.80~64.35 

TWSE: 6245.13 

 

Company Data 
Capital Size (NT$): 84.74bn 

Market Cap (NT$): 525.38bn 

Market Cap (US$): 16.41bn 

Outstanding Shrs: 8,474mn 

Free Floating Shrs: 7,920mn 

PER (‘06E): 19.79x 

PBR (‘06E): 2.75x 

Foreign Ownership: 29.22% 

Major Shareholder: Group -related investment 
company        34.83% 

 

Performance 1-m 3-m 6-m 
Absolute (%) (1.13) 10.23 0.51 
Relative to TAIEX (0.28) 4.44 (1.63) 
 

Key Changes Current Prev. 
Recommendation HOLD NA 

Price Target (NT$) 64.70 NA 

Revenue (‘06E NT$bn) 28.6 NA 

Gross Margin (%) 100% NA 

Oper. Margin (%) 99.80% NA 

EPS (‘06E NT$) 3.27 NA 

 

Price Catalysts (+,-) 
(+) Improving stock trading gains 

(-) Over pay for state bank acquisition  

 

Related Research 
E. Sun FHC (2804 TT) July 1, 2005 
FEIB 
 

(2845 TT) July. 29, 2005 

Company Initiation Report 
 
z We are initiating coverage on Cathay Financial Holding Company, Cathay 

FHC, with a hold rating of NT$64.70 target price. We think the current 
price has factored in the improving 2H05 earnings expectation and the 
next share price rally will require a more definite progress on the FHC’s 
state bank buyout plan.  
 

z Laggard 1H05 earning result The FHC just announced NT$10.6bn 
earnings for 1H05, down by 41.11% YoY. Company management 
explained the decline was because of a lower contribution from the life 
insurance subsidiary, Cathay Life, who reported a net earnings of 
NT$4.2bn, a drop of 57.14% YoY, driven by poor investment yield. 

 
z Improving 2H05 Life Insurance Earning We project improving earnings 

for 2H05, not only for the NT $5.0bn cash dividend but also a healthier 
equity market lately, as the company has fueled in additional funding 
(NT$11.6bn in 2Q05) to TAIEX and the index has gained 5.74% since 
1Q05. 

 
z Risk factors Like most of leading FHCs in Taiwan, Cathay FHC’s current 

challenge is how to win a state bank to keep up its dominating position. 
We believe Cathay’s financial might should allow it to win any state bank 
on the auction table. However, it is reported that the FHC will take a 
cautious approach to the issue and might pass over the bidding chance on 
Taiwan Business Bank (2834 TT, NT$12.40, Buy), which might raise the 
risk to over pay for the next available privatized state bank. 

 
z Hold As much as we think the FHC deserves a higher valuation for its 

leading position and generous cash dividend payout history, we 
recommend investors to wait for more definite progress on the state bank 
acquisition, and to hold the share with a target price of NT$64.70 (4.32% 
upside), which equals to 2.75x PB multiple based on our 2006 BV forecast 
of NT$23.52 per share. 
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Investment Keynotes 

Cathay FHC Recent Development 

Cathay FHC, Taiwan’s number-one listed financial 
company, is a dual-business focus FHC on life insurance 
and banking. The FHC just announced NT$10.6bn 
earnings for 1H05, down by 41.11% YoY.  
 
The company explained the decline was because of a 
lower contribution from the life insurance subsidiary, 

Cathay Life, who reported a net earning of NT$4.2bn, a 
drop of 57.14% YoY driven by poor investment yield. On 
the other hand, banking operating earnings increased 
with a mediocre level of 2.27% due to rising funding cost, 
despite of 11.39% loan book growth. Nevertheless, net 
banking earning also dropped by 18.51% to NT$6.6bn 
due to a higher basis in 1H04 constituted by two 
buildings sales. Lastly the property & casualty insurance 
subsidiary, Cathay Century, also delivered a 38.76%-cut 
in earnings at NT$0.29bn. 

Figure 1: Catahy FHC controlling assets & subsidiaries contribution (NT$bn) 
 Total Assets  

Controlled 

Total Revenue  

Generated 

Earnings  

Contribution 

 2005/06 2004 2005/06 2004 2005/06 

Cathay Life Insurance 
 

1,706.8 62.0% 354.9 85.2% 160.9 85.0%
 

15.6 51.8% 4.2 37.9%

Cathay United Bank 
 

1,032.8 37.5% 52.9 12.7% 23.6 12.5%
 

13.9 46.1% 6.6 59.5%

Cathay Century Insurance 
 

11.9 0.4% 9.0 2.1% 4.8 2.5%
 

0.6 2.1% 0.3 2.6%

Total 
 

2,751.5 100.0% 416.8 100.0% 189.3 100.0%
 

30.1 100.0% 11.1 100.0% 
Source: Company data; MasterLink Securities 
 

Cathay Life 

Established in 1962, Cathy Life is Taiwan’s oldest and 
biggest domestic life insurer. The insurer has reclaimed 
the leadership of 1st-year (or new contract) premium 
revenue in this June, after losing the long-sustained title 
to Nanshan Life, AIG’s insurance arm in Taiwan, during 
the first five months this year. Nonetheless, Cathay’s 
1st-year premium revenue in 1H05 increased merely by 
0.70% compared with same period last year, as a mixed 
result of 35.80% and 13.10% drops on traditional life and 
interest-sensitive annuity, and 29.17% rise on 
investment-link products. On the other hand, total 
premium revenue inched up by 3.77% on a yearly basis 
to NT$145.8bn for the same period.            
 

Figure 2: Cathy Life 1st-Year Premium Revenue Mix 

 

Source: Company data, MasterLink Securities 

While the persistency ratios, which indicate the likelihood 
to generate future profitability from the existing policy 
contracts, are falling, we think it is an industry-wide 
phenomenon driven by the fierce competition during 
1Q05 and believe the situation is under the control, as 
most of life insurer competitors have stopped selling 
“Singlepremium Immediate Annuity” which triggered 
gross policy transferring during 1Q05. Moreover, Cathay 
Life’s persistency is still at manageable level, compared 
with the past five years data.  
 

Figure 3: Cathay Life Persistency Trend 

 2002 2003 2004 1H04 1H05

13 Mo. Persistency % 90.05 91.00 90.10 92.00 90.03

25 Mo. Persistency % 84.12 83.98 85.60 85.40 85.10 

Source: Company MasterLink Securities 
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Although Cathay Life’s leading position seemed 
challenged recently for its hesitance to push riskier but 
well-receiving products, such as Singlepremium 
Immediate Annuity or participant policies, its most 
precious assets, the powerful sales force, remained intact. 
The company still possesses the biggest sales team of 
84K people that promptly won back the championship of 
the new contract sales as soon as the hot products were 
ready. We believe the sales team will become the 
insurer’s most powerful tool for the upcoming sales 
activities for pension products that just heat up in Taiwan 
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after the open of New Pension Act in this July.  
 
On the regulatory side, the authority might soon adopt a 
flexible liability reserve requirement that allow life 
insurers to apply higher discount rates for long-maturity 
products, instead of using a fixed rate for all policies 
currently. We believe the policy change will lower down 
long-maturity policies’ pricing and thus encourage more 
subscription on such a product and hence to relieve 
insurers’ profitability pressures. 
 
We project improving investment earnings for 2H05, not 
only for the NT $5.0bn cash dividend but also a bullish 
equity market lately, as the company has injected 
additional funding (NT$11.6bn in 2Q05) to TAIEX and the 
index has gained 5.74% since 1Q05. Going forward, we 
also expect an healthier trend for the insurer’s investment 
yield as the government is apt to loose up the overseas 
investment limit to 50% of total investment assets from 
current 35% to enhance the investment efficiency.   
 

Figure 4: Cathy Life Investment Fund Mix 

 1Q05 2Q05 Change 

 NT$bn % NT$bn % NT$bn %

Cash, & Equivalent 239.8 14.78 245.2 14.84 5.4 2.25 

Domestic Stock 126.8 7.81 138.4 8.38 11.6 9.15 

Overseas Stock 35 2.16 34.2 2.07 -0.8 -2.29 

Domesic Bond 117.3 7.23 118.5 7.17 1.2 1.02 

Overseas Bond 516.7 31.84 526.4 31.86 9.7 1.88 

Secured Loan 449.7 27.71 447.7 27.10 -2 -0.44 

Real Estates 114.2 7.04 114.2 6.91 0 0.00 

Others 23.1 1.42 27.6 1.67 4.5 19.48 

Total 1,622.6 100.00 1,652.2 100.00 29.6 1.82  

Source: Company; MasterLink Securities 

 

REITs Issuance 

Cathy Life’s first REITs issuance is under the authority’s 
reviews and is scheduled to be ready for sale at the 
beginning of 4Q05. We estimate this NT$14.0bn offering 
will fuel in a capital gain of NT$6.3bn after retaining 25% 
issuance. Company further indicated that securitisation 
will be used more often to dispose its property holdings in 
the future.    
 

Figure 5: REITs Issuance Estimate (NT$mn) 

Issuing Amount 14,000

Underlying Property BV 5,700

Retention % 25.00

Capital Gains 6,225 

Source: MasterLink Securities 

Cathay United Bank 

Cathy United Bank is a consumer-banking centric 
business with total consumer borrowing taking 55.08% of 
the loan book in 1H05. Compared with one year ago in 
1H04 mortgage, personal loan, and credit card lending 
continued to thrive by 12.33%, 19.69% and 44.54%, 
individually, and thus constituted 11.39% loan book 
growth to NT$655.4bn in 1H05. In the meantime, total 
operating income grew by 18.61% to NT$23.64bn, driven 
by 20.65%-up interest income and 6.37%-up fee income. 
However, net operating earning only increased with a 
mediocre level of 2.27% to NT$9.0bn due to rising 
funding cost.   
 

Figure 6: Cathay United Loan Book 
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Source: Company data; MasterLink Securities 

 
As the company indicated, we believe the bank’s current 
business highlight is to leverage its existing customer 
base to enhance cross sell the group’s life insurance 
products. Moreover, with the backing of 84K-people sales 
force from the life insurance subsidiary, we are optimistic 
about the group’s future cross selling, and anticipate it to 
achieve highest cross-selling activities among all the 
FHCs in Taiwan, especially on the group products.   
 
Cathay FHC just spent NT$4.1bn in cash to acquire 
81.35% Lucky Bank, a small bank with NT$90.0bn in 
assets (8.89% of Cathay United’s) and all its 32 branches 
in Taiwan’s central area. The acquisition has promptly 
strengthened Cathay United Bank’s branch number from 
20 to 52 in mid Taiwan, covering Taichung, Hsinchu, and 
Taoyuan. In our forecast, we assume Cathay FHC will 
complete the remaining 18.65% acquisition by 2005end 
in cash.  We believe the transaction makes no impact to 
the FHC’s ambition to acquire state bank for maintaining 
its banking channel at top ranking, but has eased the 
pressure to bid up immediately to win the next state bank 
on the auction table.  
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Figure 7: Cathay United Branch Network Allocation 

 
 
 
 
 
 
 
 
 
 
 

Source: Company data; MasterLink Securities 

 
 

Risk Factors 
We currently do not worry Cathay FHC’s ea
capability for 2H05, as we believe the investment in
from Cathay Life should improve grossly and make 
the laggard earnings in the first half.  Like most 
leading FHCs in Taiwan, with the exception of T
FHC (2887 TT, NT$22.70, HOLD), Cathay FHC’s c
challenge is how to win a state bank to keep u
dominating position. We believe Cathay’s financial 
should allow it to win any available state bank. How
it is reported that the FHC will take a cautious app
to the issue and might pass over the bidding chan
Taiwan Business Bank (2834 TT, NT$12.40, BUY), 
might raise the risk to over pay for the next ava
privatized state bank or FHC. 

Valuation and Recommendation 

Hold with a target price of NT$64.70 

The share is currently trading at 2.65x one-year-forward 
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PB multiple, which is at the mid range of its valuation of 
2.35x~2.90x within the past 12 months. As much as we 
think the FHC deserves a higher valuation for its leading 
position and generous dividend payout history, we 
recommend investor to wait for more definite progress on 
the state bank acquisition and to hold the share with a 
target price of NT$64.70 (4.32% upside), which equals to 
2.75x PB multiple based on our 2006 BV forecast of 
NT$23.52 per share.    
 

Figure 8: Cathay FHC PB Band 

 

Source: Company data; MasterLink Securities 
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MasterLink Securities – Stock Rating System 
BUY: Total return expected to appreciate 10% or more over a 3-month period. 
HOLD: Total return expected to be between 10% to –15% over a 3-month period. 
SELL: Total return expected to depreciate 10% or more over a 3-month period. 

 
Additional Information Available on Request 
 
©2005 MasterLink Securities. All rights reserved. 
 
This information has been compiled from sources we believe to be reliable, but we do not hold ourselves responsible for its completeness or accuracy. It 
is not an offer to sell or solicitation of an offer to buy any securities. MasterLink and its affiliates and their officers and employees may or may not have a 
position in or with respect to the securities mentioned herein. This firm (or one of its affiliates) may from time to time perform investment banking or other 
services or solicit investment banking or other business from, any company mentioned in this report. All opinions and estimates included in this report 
constitute our judgment as of this date and are subject to change without notice. MasterLink has produced this report for private circulation to 
professional and institutional clients only. All information and advice is given in good faith but without any warranty. 
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