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Potential allowance of FX reserves could have positive implications 

Insurance Bureau might allow FX reserves in place of actual hedges

Commercial Times (June 16) reported that the Insurance Bureau at the FSC 

could approve the proposal by the end of June, to allow insurers to take 

FX reserves on overseas investment portfolios in place of actual cross-

currency hedges (similar to Japanese/Singapore insurers). We believe this 

would give life insurers greater flexibility and enhance the cost 

effectiveness in managing FX risk. According to Economic Daily (June 4), 

the FSC appears to support such an idea in principle, but could need 

further discussions with the Accounting R&D Foundation, as it could 

conflict with the IFRS standard of not having to MTM on positions—which 

the FSC had planned to launch in 2011 (stage 1).   

Two major benefits: smooth out earnings and keep cash in-house 

The major life insurers in Taiwan have c.30-35% of their investments in 

overseas assets as they seek higher investment yields, while most of their 

liabilities are denominated in NT$. To hedge the currency risk, they adopt 

cross-currency swaps, non-delivery forwards and basket hedges, for which 

the hedging cost can range between 100-350bp, depending on market 

conditions, which creates huge earnings volatility for life insurers. If the 

proposal is approved, the insurers will be allowed to take a fixed 

percentage of reserve on overseas investment portfolios based on 

historical NT$/US$ volatility, and only realize the gain/loss when the 

overseas investment is unwound. The key benefits would be two-fold: (1) 

to smooth out life insurers’ earnings; (2) to keep the cash flow in-house as 

opposed to paying external parties for actual hedges. 

Positive for life insurers; Reiterate Buy on Cathay and Fubon 

Our analysis indicates a 10bp hedging cost decrease would improve 

Cathay (2882.TW), ShinKong (2888.TW) and Fubon’s (2881.TW) 2010E 

earnings by 2.6%, 4.1% and 1.0%. As the major insurers in TW are allowed 

to gradually increase their overseas investment, a more stabilized hedging 

cost should improve their investment yields and help reduce the 

magnitude of negative interest spread. We reiterate our Buy on Cathay and 

Fubon with 12m SOTP target prices of NT$58 and NT$34, respectively.   

Risks 

Continued appreciation of the NT$, that could cause the insurers to take 

one-time reserves to fill the gap between reserves and FX loss.  

 SENSITIVITY ANALYSIS: 2010E EARNINGS 

IMPROVEMENT IF HEDGING COST DROPS BY 10BP 

NT$mn Cathay ShinKong

Fubon & 

Antie Life

    Overseas equity 31,400      33,930      1,700        
    Overseas fiexed income 753,500    373,230    253,000    
Totla overseas investment 784,900    407,160    254,700    
FHC net income in 2010E 23,831      8,030        19,533      

Potential hedging cost decrease 10bps 10bps 10bps
Potential impact on earnings* 628           326           204           
% of 2010E net income 2.63          4.06          1.04          

Source: Company data, Goldman Sachs Research estimates 

OUR STOCKS 

16-Jun 12-mo

Ticker Rating Close TP 09E 10E

NT$ NT$ (X) (X)

Cathay 2882.TW Buy 45.6     58.0    2.3    2.0    
Fubon 2881.TW Buy 29.1     34.0    1.4    1.3    
ShinKong 2888.TW Sell 12.7     13.5    1.2    1.0    

P/B

 

Valuation: we use SOTP valuation for Cathay, Fubon and 

ShinKong. 

Downside risk: Sharp NT$ appreciation; US economy 

double-dips. Upside risk: Stronger market sentiment 

supported by closer cross-strait relations. 

    

  

RELATED RESEARCH 

Cathay FHC (2882.TW): Pro-cyclical gearing off a solid 

franchise; upgrade to Buy (May 18, 2009) 
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Exhibit 1: The major insurers in Taiwan have 30-35% their investment portfolio in the overseas market 

As of 1Q09

NT$bn Amount %
% of 

FHC's BV
Amount %

% of 

FHC's BV
Amount %

% of 

FHC's BV

Domestic equity 136         6% 0.9x 57         5% 1.0x 45          12% 0.3x
Domestic fixed income 327         15% 2.1x 305       27% 5.4x 171        46% 1.1x
Overseas equity 31           1% 0.2x 34         3% 0.6x 2           0% 0.0x
Overseas fixed income 754         34% 4.9x 373       33% 6.7x 111        30% 0.7x
Real-estate 126         6% 0.8x 79         7% 1.4x 14          4% 0.1x
Mortgage 339         15% 2.2x 68         6% 1.2x 12          3% 0.1x
Policy loan 196         9% 1.3x 113       10% 2.0x 8           2% 0.0x
Cash 261         12% 1.7x 102       9% 1.8x 10          3% 0.1x
Others 47           2% 0.3x
Total 2,218      100% 14.4x 1,163    100% 19.9x 373        100% 2.4x

FubonCathay Shin Kong 

 

Source: Company data, Goldman Sachs Research. 

 

Exhibit 2: Cathay’s earnings have been volatile due to 

FX rate fluctuations 

 Exhibit 3: ....as well as ShinKong’s earnings 
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Source: Company data, Dtastream 
 

Source: Company data, Dtastream 

 

Exhibit 4: Hedging method comparison 

Method MTM

Currency swap
Involving the exchange of a loan in one currency for a loan in another 
currency, both principal and interest are exchanged Yes

NDF
Taking the difference between the agreed upon exchange rate at the 
settlement date Yes

Proxy hedge
Using a basket of different FCYs to hedge against the US$, taking 
the risk the NT$ appreciates more than other FCYs do Yes

Natural hedge No hedge, taking the risk of NT$ appreciation Yes

FX reserve
Providing reserve based on historical NT$ volatility, taking the risk 
NT$ does not follow historical trend and continye to appreciate No

Traditional hedge

 

Source: Company data, Goldman Sachs Research. 
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Exhibit 5: Our sensitivity analysis indicates that Cathay, ShinKong and Fubon's 2010E 

earnings would improve by 2.6%, 4.1% and 1.0%, if hedging costs decrease by 10bp 

NT$bn Cathay ShinKong

Fubon & 

Antie Life

    Overseas equity 31            34            2              
    Overseas fiexed income 754           373           253           
Totla overseas investment 785           407           255           
FHC net income in 2010E 24            8              20            

Potential hedging cost decrease 10bps 10bps 10bps
Potential impact on earnings* 1              0              0              
% of 2010E net income 2.63          4.06          1.04           

* We assume 20% tax rate (Taiwan’s corporate tax rate) 

Source: Company data, Goldman Sachs Research estimates. 
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Reg AC 

I, Vincent Chang, hereby certify that all of the views expressed in this report accurately reflect my personal views about the subject company or 

companies and its or their securities. I also certify that no part of my compensation was, is or will be, directly or indirectly, related to the specific 

recommendations or views expressed in this report. 

Investment profile 

The Goldman Sachs Investment Profile provides investment context for a security by comparing key attributes of that security to its peer group and 

market. The four key attributes depicted are: growth, returns, multiple and volatility.  Growth, returns and multiple are indexed based on composites 

of several methodologies to determine the stocks percentile ranking within the region's coverage universe. 

The precise calculation of each metric may vary depending on the fiscal year, industry and region but the standard approach is as follows: 

Growth is a composite of next year's estimate over current year's estimate, e.g.  EPS, EBITDA, Revenue. Return is a year one prospective aggregate 

of various return on capital measures, e.g.  CROCI, ROACE, and ROE. Multiple is a composite of one-year forward valuation ratios, e.g.  P/E, dividend 

yield, EV/FCF, EV/EBITDA, EV/DACF, Price/Book. Volatility is measured as trailing twelve-month volatility adjusted for dividends.  

Quantum 

Quantum is Goldman Sachs' proprietary database providing access to detailed financial statement histories, forecasts and ratios. It can be used for 

in-depth analysis of a single company, or to make comparisons between companies in different sectors and markets. 

Disclosures 

Coverage group(s) of stocks by primary analyst(s) 

Compendium report: please see disclosures at http://www.gs.com/research/hedge.html. Disclosures applicable to the companies included in this 

compendium can be found in the latest relevant published research. 

Company-specific regulatory disclosures 

Compendium report: please see disclosures at http://www.gs.com/research/hedge.html. Disclosures applicable to the companies included in this 

compendium can be found in the latest relevant published research. 

Distribution of ratings/investment banking relationships 

Goldman Sachs Investment Research global coverage universe 

Rating Distribution Investment Banking Relationships 

Buy Hold Sell Buy Hold Sell 

Global 25% 53% 22% 54% 51% 43% 

As of April 1, 2009, Goldman Sachs Global Investment Research had investment ratings on 2,718 equity securities. Goldman Sachs assigns stocks as 

Buys and Sells on various regional Investment Lists; stocks not so assigned are deemed Neutral. Such assignments equate to Buy, Hold and Sell for 

the purposes of the above disclosure required by NASD/NYSE rules. See 'Ratings, Coverage groups and views and related definitions' below. 

Price target and rating history chart(s) 

Compendium report: please see disclosures at http://www.gs.com/research/hedge.html. Disclosures applicable to the companies included in this 

compendium can be found in the latest relevant published research. 

Regulatory disclosures 

Disclosures required by United States laws and regulations 

See company-specific regulatory disclosures above for any of the following disclosures required as to companies referred to in this report: manager 

or co-manager in a pending transaction; 1% or other ownership; compensation for certain services; types of client relationships; managed/co-

managed public offerings in prior periods; directorships; market making and/or specialist role. 

The following are additional required disclosures: Ownership and material conflicts of interest: Goldman Sachs policy prohibits its analysts, 

professionals reporting to analysts and members of their households from owning securities of any company in the analyst's area of coverage. 

Analyst compensation: Analysts are paid in part based on the profitability of Goldman Sachs, which includes investment banking revenues. Analyst 
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as officer or director: Goldman Sachs policy prohibits its analysts, persons reporting to analysts or members of their households from serving as 

an officer, director, advisory board member or employee of any company in the analyst's area of coverage. Non-U.S. Analysts: Non-U.S. analysts 

may not be associated persons of Goldman, Sachs & Co. and therefore may not be subject to NASD Rule 2711/NYSE Rules 472 restrictions on 

communications with subject company, public appearances and trading securities held by the analysts. Distribution of ratings: See the distribution 

of ratings disclosure above. Price chart: See the price chart, with changes of ratings and price targets in prior periods, above, or, if electronic format 

or if with respect to multiple companies which are the subject of this report, on the Goldman Sachs website at 

http://www.gs.com/research/hedge.html. Goldman, Sachs & Co. is a member of SIPC(http://www.sipc.org).  

Additional disclosures required under the laws and regulations of jurisdictions other than the United States 

The following disclosures are those required by the jurisdiction indicated, except to the extent already made above pursuant to United States laws 

and regulations. Australia: This research, and any access to it, is intended only for "wholesale clients" within the meaning of the Australian 

Corporations Act. Canada: Goldman Sachs Canada Inc. has approved of, and agreed to take responsibility for, this research in Canada if and to the 

extent it relates to equity securities of Canadian issuers. Analysts may conduct site visits but are prohibited from accepting payment or 

reimbursement by the company of travel expenses for such visits. Hong Kong: Further information on the securities of covered companies referred 

to in this research may be obtained on request from Goldman Sachs (Asia) L.L.C. India: Further information on the subject company or companies 

referred to in this research may be obtained from Goldman Sachs (India) Securities Private Limited; Japan: See below. Korea: Further information 

on the subject company or companies referred to in this research may be obtained from Goldman Sachs (Asia) L.L.C., Seoul Branch. Russia: 
Research reports distributed in the Russian Federation are not advertising as defined in Russian law, but are information and analysis not having 

product promotion as their main purpose and do not provide appraisal within the meaning of the Russian Law on Appraisal. Singapore: Further 

information on the covered companies referred to in this research may be obtained from Goldman Sachs (Singapore) Pte. (Company Number: 

198602165W). Taiwan: This material is for reference only and must not be reprinted without permission. Investors should carefully consider their 

own investment risk. Investment results are the responsibility of the individual investor. United Kingdom: Persons who would be categorized as 

retail clients in the United Kingdom, as such term is defined in the rules of the Financial Services Authority, should read this research in conjunction 

with prior Goldman Sachs research on the covered companies referred to herein and should refer to the risk warnings that have been sent to them 

by Goldman Sachs International. A copy of these risks warnings, and a glossary of certain financial terms used in this report, are available from 

Goldman Sachs International on request.  

European Union: Disclosure information in relation to Article 4 (1) (d) and Article 6 (2) of the European Commission Directive 2003/126/EC is 

available at http://www.gs.com/client_services/global_investment_research/europeanpolicy.html  

Japan: Goldman Sachs Japan Co., Ltd. Is a Financial Instrument Dealer under the Financial Instrument and Exchange Law, registered 
with the Kanto Financial Bureau (Registration No. 69), and is a member of Japan Securities Dealers Association (JSDA) and 
Financial Futures Association of Japan (FFJAJ). Sales and purchase of equities are subject to commission pre-determined with 
clients plus consumption tax. See company-specific disclosures as to any applicable disclosures required by Japanese stock exchanges, the 

Japanese Securities Dealers Association or the Japanese Securities Finance Company.  

Ratings, coverage groups and views and related definitions 

Buy (B), Neutral (N), Sell (S) -Analysts recommend stocks as Buys or Sells for inclusion on various regional Investment Lists. Being assigned a Buy 

or Sell on an Investment List is determined by a stock's return potential relative to its coverage group as described below. Any stock not assigned as 

a Buy or a Sell on an Investment List is deemed Neutral. Each regional Investment Review Committee manages various regional Investment Lists to 

a global guideline of 25%-35% of stocks as Buy and 10%-15% of stocks as Sell; however, the distribution of Buys and Sells in any particular coverage 

group may vary as determined by the regional Investment Review Committee. Regional Conviction Buy and Sell lists represent investment 

recommendations focused on either the size of the potential return or the likelihood of the realization of the return.   

Return potential represents the price differential between the current share price and the price target expected during the time horizon associated 

with the price target.  Price targets are required for all covered stocks. The return potential, price target and associated time horizon are stated in 

each report adding or reiterating an Investment List membership.  

Coverage groups and views: A list of all stocks in each coverage group is available by primary analyst, stock and coverage group at 

http://www.gs.com/research/hedge.html. The analyst assigns one of the following coverage views which represents the analyst's investment outlook 

on the coverage group relative to the group's historical fundamentals and/or valuation. Attractive (A). The investment outlook over the following 12 

months is favorable relative to the coverage group's historical fundamentals and/or valuation. Neutral (N). The investment outlook over the 

following 12 months is neutral relative to the coverage group's historical fundamentals and/or valuation. Cautious (C). The investment outlook over 

the following 12 months is unfavorable relative to the coverage group's historical fundamentals and/or valuation.  

Not Rated (NR). The investment rating and target price, if any, have been removed pursuant to Goldman Sachs policy when Goldman Sachs is 

acting in an advisory capacity in a merger or strategic transaction involving this company and in certain other circumstances. Rating Suspended 
(RS). Goldman Sachs Research has suspended the investment rating and price target, if any, for this stock, because there is not a sufficient 

fundamental basis for determining an investment rating or target. The previous investment rating and price target, if any, are no longer in effect for 

this stock and should not be relied upon. Coverage Suspended (CS). Goldman Sachs has suspended coverage of this company. Not Covered (NC). 
Goldman Sachs does not cover this company. Not Available or Not Applicable (NA). The information is not available for display or is not applicable. 

Not Meaningful (NM). The information is not meaningful and is therefore excluded.  

Ratings, coverage views and related definitions prior to June 26, 2006 

Our rating system requires that analysts rank order the stocks in their coverage groups and assign one of three investment ratings (see definitions 

below) within a ratings distribution guideline of no more than 25% of the stocks should be rated Outperform and no fewer than 10% rated 

Underperform. The analyst assigns one of three coverage views (see definitions below), which represents the analyst's investment outlook on the 

coverage group relative to the group's historical fundamentals and valuation. Each coverage group, listing all stocks covered in that group, is 

available by primary analyst, stock and coverage group at http://www.gs.com/research/hedge.html. 

Definitions 
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Outperform (OP). We expect this stock to outperform the median total return for the analyst's coverage universe over the next 12 months. In-Line 
(IL). We expect this stock to perform in line with the median total return for the analyst's coverage universe over the next 12 months. Underperform 
(U). We expect this stock to underperform the median total return for the analyst's coverage universe over the next 12 months.  

Coverage views: Attractive (A). The investment outlook over the following 12 months is favorable relative to the coverage group's historical 

fundamentals and/or valuation. Neutral (N). The investment outlook over the following 12 months is neutral relative to the coverage group's 

historical fundamentals and/or valuation. Cautious (C). The investment outlook over the following 12 months is unfavorable relative to the coverage 

group's historical fundamentals and/or valuation.  

Current Investment List (CIL). We expect stocks on this list to provide an absolute total return of approximately 15%-20% over the next 12 months. 

We only assign this designation to stocks rated Outperform. We require a 12-month price target for stocks with this designation. Each stock on the 

CIL will automatically come off the list after 90 days unless renewed by the covering analyst and the relevant Regional Investment Review 

Committee.  

Global product; distributing entities 

The Global Investment Research Division of Goldman Sachs produces and distributes research products for clients of Goldman Sachs, and pursuant 

to certain contractual arrangements, on a global basis. Analysts based in Goldman Sachs offices around the world produce equity research on 

industries and companies, and research on macroeconomics, currencies, commodities and portfolio strategy. 

This research is disseminated in Australia by Goldman Sachs JBWere Pty Ltd (ABN 21 006 797 897) on behalf of Goldman Sachs; in Canada by 

Goldman Sachs Canada Inc. regarding Canadian equities and by Goldman Sachs & Co. (all other research); in Germany by Goldman Sachs & Co. 

oHG; in Hong Kong by Goldman Sachs (Asia) L.L.C.; in India by Goldman Sachs (India) Securities Private Ltd.; in Japan by Goldman Sachs Japan Co., 

Ltd.; in the Republic of Korea by Goldman Sachs (Asia) L.L.C., Seoul Branch; in New Zealand by Goldman Sachs JBWere (NZ) Limited on behalf of 

Goldman Sachs; in Singapore by Goldman Sachs (Singapore) Pte. (Company Number: 198602165W); and in the United States of America by 

Goldman, Sachs & Co. Goldman Sachs International has approved this research in connection with its distribution in the United Kingdom and 

European Union. 

European Union: Goldman Sachs International, authorised and regulated by the Financial Services Authority, has approved this research in 

connection with its distribution in the European Union and United Kingdom; Goldman, Sachs & Co. oHG, regulated by the Bundesanstalt für 

Finanzdienstleistungsaufsicht, may also be distributing research in Germany. 
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