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Stable Operating Environment: Fitch Ratings expects Taiwan's resilient economy and prudent Country Gelling AAA

regulatory oversight to underpin stable operating conditions for the securities industry, despite

global economic headwinds and capital market volatility. Stable interest rates and investor Outlooks

interest in technology-sector securities led to a 15% increase in equity-market average daily Long-Term Foreign-Currency

turnover in 9M23 from the level in 2022. IDR Stable

Capital-market activity also recovered during the year, with a pick-up in corporate bond National Long-Term Rating Stable

issuance that more than offset weakness in equity financing. Fitch expects further Sovereign Long-Term Foreign- ¢\

improvements in corporate financing demand, as we forecast Taiwan's GDP growth to C”rren_cleR

accelerate to 2.8% in 2024 from 1.0% in 2023, although equity-market turnover will depend on Sovereign Long-Term Local- Stable

investor sentiment.

Established Franchise: Capital Securities Corporation's (Capital Securities) ratings are
underpinned by its established and stable stockbroking franchise in Taiwan, together with an
adequate capital profile. Nevertheless, the dependence of its business model on more volatile
capital-market activities constrains its ratings compared with other larger and more diversified
financial holding companies in Taiwan.

Variable Return Profile: The company's earnings recovered in 1H23. Its annualised operating
profit/average equity improved to 6.4%, from 1.3% in 2022, due to better trading income. The
slowdown in US interest-rate hikes and buoyant investor interest in technology securities in
1H23 supported better capital-market sentiment and the company's trading performance.

Nonetheless, Fitch expects Capital Securities' return profile to remain volatile in the medium
term, like that of peers. A global economic slowdown and sustained geopolitical tension will
continue to weigh on capital-market performance in 2024, although a tapering in the US
interest-rate hike cycle could support the performance of fixed-income portfolio investments.

Adequate Capitalisation: We expect Capital Securities to maintain an adequate capital buffer,
with broadly steady leverage commensurate with its rating level. The company's net tangible
leverage was 6.0x at end-1H23, slightly up from 5.4x at end-2022, mainly because of higher
settlement-related assets and a larger investment position amid better capital-market
sentiment in 1H23. Nonetheless, regulatory capital requirements in Taiwan should help ensure
that securities firms hold sufficient capital against potential market shocks.

Reliance on Wholesale Funding: Capital Securities is exposed to funding market volatility, like
industry peers, due to its reliance on wholesale funding and use of repos for short-term funding
for its bond investments. It manages the associated risks by maintaining adequate underlying
collateral against its repo transactions, mainly in government, financial institution and
corporate bonds with adequate credit quality.

Adequate Liquidity Coverage: We consider Capital Securities' liquid asset buffer to be
sufficient relative to potential near-term liquidity needs. Liquid assets are mostly unrestricted
cash and investments in listed equities and high-quality fixed-income securities.

Currency IDR

Applicable Criteria

Non-Bank Financial Institutions Rating

Criteria (May 2023)

National Scale Rating Criteria
(December 2020)

Related Research

Global Economic Outlook - September 2023

(September 2023)

Taiwan Securities Sector: Healthy Balance

Sheets Underpin Sector Outlook (April 2023)

Analysts

Rowena Chang
+88628175 7602

rowena.chang@fitchratings.com

Carol Liu
+86 216898 8001
carol.liu@fitchratings.com

Rating Report | 1 December 2023

fitchratings.com


https://www.fitchratings.com/site/re/10231006
https://www.fitchratings.com/site/re/10231006
https://www.fitchratings.com/site/re/10146648
https://www.fitchratings.com/site/re/10146648
https://www.fitchratings.com/site/re/10245305
https://www.fitchratings.com/site/re/10245305
https://www.fitchratings.com/site/re/10231168
https://www.fitchratings.com/site/re/10231168
mailto:rowena.chang@fitchratings.com
mailto:carol.liu@fitchratings.com

FitChRatingS Non-Bank Financial Institutions

Securities Firms
Asia-Pacific

Rating Sensitivities
Factors that Could, Individually or Collectively, Lead to Negative Rating Action/Downgrade

Capital Securities' ratings would face downward pressure if intense market competition leads to a sustained
deterioration in its market position, or if its business growth starts to entail greater risk-taking or weakens its capital,
funding or liquidity buffers materially.

The ratings are sensitive to an increased appetite for risk, in particular, higher balance-sheet exposure to market risk
or greater revenue sensitivity from trading activities. Operational or risk-management lapses that result in
unexpected substantial losses and place pressure on the capital position would also be credit negative.

Factors that Could, Individually or Collectively, Lead to Positive Rating Action/Upgrade

Improved business diversity and earnings quality - such as increased earnings contribution from segments with more
stable and recurring income streams - would be positive for the ratings. A stronger market position in stock
brokerage, approaching those of the top-three industry participants, together with stronger profitability due to
efficiencies of scale, would also be credit positive.
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Adjustments
The funding, liquidity and coverage score has been assigned below the implied score for the following adjustment
reason: funding flexibility (negative).

Capital Securities Corporation
Rating Report | 1 December 2023 fitchratings.com 2



FitchRatings

Non-Bank Financial Institutions
Securities Firms

Asia-Pacific
Environmental, Social and Governance Considerations
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The highest level of ESG credit relevanceis ascore of '3', unless otherwise disclosed in this section. A score of '3' means

ESG issues are credit-neutral or have only a minimal credit impact on the entity, either due to their nature or the way

inwhich they are being managed by the entity. Fitch's ESG Relevance Scores are not inputs in the rating process; they

are an observation on the relevance and materiality of ESG factors in the rating decision. For more information on

Fitch's ESG Relevance Scores, visit www.fitchratings.com/topics/esg/products#esg-relevance-scores.
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Income Statement
30Jun23 31Dec22 31Dec21 31Dec 20
6 months - interim 6 months - interim Year end Year end Year end
(USDm) (TWDm) (TWDm) (TWDm) (TWDm)
Audited - Audited - Audited - Audited - Audited -
unqualified unqualified unqualified unqualified unqualified
Total revenues 165 5,151.5 7,1725 12,053.5 8,731.7
Operating profit 41 1,267.9 537.5 5,320.3 3,252.2
Pretax income 81 2,513.8 1,846.1 6,227.5 4,382.7
Net income 77 2,412.4 1,179.0 5461.6 3,840.7
Exchange rate uUsD1= UsD1= uUsD1= uUsD1=
TWD31.135 TWD30.708 TWD27.69 TWD28.508

Source: Fitch Ratings, Fitch Solutions, Capital Securities
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30Jun 23 31 Dec22 31Dec21 31 Dec 20
6 months 6 months -
-interim interim  As % of Yearend As% of Yearend As% of Yearend As% of

(USDm) (TWDm) Assets (TWDm) Assets (TWDm) Assets (TWDm) Assets

Assets
Total cash and cash equivalents 2,572 80,077.9 35.5 76,545.8 39.9 74,986.8 36.8 60,351.2 37.0
Securities under agreements to resell 0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Securities available for sale 740 23,029.2 10.2 16,407.5 8.6 18,352.3 9.0 20,950.6 12.8
Securities held to maturity 166 5,167.8 2.3 3,268.8 1.7 0.0 0.0 0.0 0.0
Securities owned (trading securities) 1,833 57,069.7 25.3 42,583.6 22.2 45,607.8 22.4 35,379.8 21.7
Szc;;xzt;'fg,zmm brokers, dealers & 381 118714 53 52896 28 107264 53 10,5333 65
Receivables from customers 0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Net loans 604 18,811.8 8.3 16,360.4 8.5 23,465.6 115 17,310.3 10.6
Other receivables 114 3,555.2 1.6 1,012.5 0.5 1,219.6 0.6 674.1 0.4
Total other assets 843 26,248.5 11.6 30,148.6 15.7 29,3354 14.4 17,863.4 110
Total assets 7,253 2258314 100.0 191,616.6 100.0 203,693.9 100.0 163,062.6 100.0
Liabilities and equity
Total short-term funding 2,092 65,149.3 28.8 42,105.6 220 48,831.6 24.0 41,236.4 25.3
Total long-term funding 0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Total other liabilities 3,854 119,996.0 531 110,819.9 57.8 113,388.8 55.7 83,151.5 51.0
Total equity 1,307 40,686.0 18.0 38,691.1 20.2 41,473.6 204 38,674.7 237
Total liabilities and equity 7,253 2258314 100.0 191,616.6 100.0 203,693.9 100.0 163,062.6 100.0
Exchange rate USD1= UsD1= USD1= uUsD1=
TWD31.135 TWD30.708 TWD27.69 TWD28.508

Source: Fitch Ratings, Fitch Solutions, Capital Securities
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30Jun 23 31 Dec 22 31Dec21 31Dec20
6 months - interim Year end Year end Yearend
Operating profit/average equity (%) 6.4 1.3 13.3 8.7
ROAA (%) 2.3 0.6 3.0 2.6
ROAE (%) 12.2 2.9 13.6 10.3
Net adjusted leverage (x) 6.0 5.4 5.3 4.5
Assets/equity (x) 5.6 5.0 4.9 4.2
Total capital ratio (%) 363.0 401.0 358.0 429.0
(Liquid assets + undrawn committed 138.1 173.6 172.3 174.9

facilities)/short-term funding (%)
Long-term funding/illiquid assets (%) 76.1 80.2 95.1 135.0

Source: Fitch Ratings, Fitch Solutions, Capital Securities
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SOLICITATION & PARTICIPATION STATUS

For information on the solicitation status of the ratings included within this report, please refer to the solicitation status shown in
the relevant entity’s summary page of the Fitch Ratings website.

For information on the participation status in the rating process of an issuer listed in this report, please refer to the most recent
rating action commentary for the relevant issuer, available on the Fitch Ratings website.
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