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Home environmental appliance peak season approaching;
operating results to be solid

Stock Data
KOSPI (Mar 18, pt) 1,940
Stock price (Mar 18, KRW) 72,200
Market cap (USD mn) 5,208
Shares outstanding (mn) 77
52-Week high/low (KRW) 74,100/47,150
6M avg. daily turnover (USD mn) 10.5
Free float / Foreign ownership (%) 65.6/53.2
Major shareholders (%)
Coway Holdings, Inc. and 12 others 31.0
Lazard Asset Management LLC and 6.2

33 others

Performance

™ 6M 12M
Absolute (%) 8.2 176 525
Relative to KOSPI (%p) 8.6 20.8 53.9
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+ Tight cost

1Q14

+ 1Q14 sales should grow 6% YoY to W493.1bn and OP 28% YoY to W88.6bn
on an OPM of 18%, up 3.1%p YoY, beating the consensus of W85.1bn

+ Net subscriber growth should accelerate to 40,000-50,000 from 32,000 in 4Q13,

and total subscribers should reach 6.13mn by yearend, up 266,000. Of note,
the 1Q13 base is relatively high due to early subscriptions before a price hike in
April 2013. Rental sales are growing after bottoming at 257,000 units in 3Q13
due to high prices. Sales should top 300,000 in 1Q14, as the cancellation rate
remains around 0.88% from 4Q13

+ Sales of home environmental appliances (78% of total sales) should grow 4%

backed by rebounding sales of water purifiers and air purifiers and rapid
mattress growth. Net subscriber growth should reach about 15,000 in 1Q14,
and grow 50% YoY to 180,000 for the year, accounting for 3% of total accounts

+ 1Q14 exports (9% of total sales) should grow 30% led by a sharp growth in air

purifier demand from China. Of note, the Chinese air purifier market surged
90% YoY, and ODM sales to Philips more than doubled, growing 120% YoY in
2013. Philips is the market leader in China, and Coway supplies more than
90% of air purifiers via ODM. We expect exports to grow 25% YoY to W181bn
in 2014, and China should account for more than 40%

+ Cosmetics sales should grow 8% YoY (4% of total sales) on increasing sales of

Re:NK via home shopping. Lump-sum payment sales (7% of total sales) should
decline at a single-digit pace as Coway pushes subscribers to convert to water
and air purifier rentals and as competition with low- and mid-priced peers
picked up

+ 2Q is peak season for air purifiers and dehumidifiers. In 2013, Coway booked

dehumidifier sales as an OEM, but began selling dehumidifiers as Coway-
branded products this year. And, sales should grow more than 30% YoY from
W38bn in 2013. We believe sales will pick up in 2Q14, and full-year lump-sum
payments should grow 13% YoY as dehumidifiers comprise a large portion of
lump-sum payments

Cost controls continue, rental margins pick up substantially
+ Margins should improve on higher rental profitability, backed by: 1) decreased

inventory disposals, 2) a shift from low-margin memberships to rentals, and 3)
higher ARPU on rental and membership markups

controls should continue, including marketing and sales
commissions; of note, comparison base is relatively low due to retirement
payments in 1Q13

Yr to Sales OP EBT NP EPS %chg EBITDA  PE EVIEBITDA PB ROE
Dec (Wbn) (Wbn) (Wbn) (Wbn) (won) (YoY) (W bn) x) ®  x) (%)
2011A 1,710 243 225 167 2235 (39) 396 164 80 33 222
2012A 1,807 228 161 94 1268 (43.3) 400 34.3 94 38 123
2013F 1,934 334 350 249 3334 1630 489  19.9 106 49 285
2014F 2,089 375 372 283 3802 140 535 19.0 102 4.6 27.1
2015F 2,258 418 420 319 4285 127 580 16.8 93 40 262
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Implication & Valuation
+ Subscriber base expanding amid growing home environmental appliance
market, indicating solid earnings model and firmer margins; exports and
overseas markets can further fuel growth
+ Shares trade at 18.2x 12MF PE; maintain BUY and W82,000 TP (21x 12MF PE,
historically high PE)
+ DPS should reach W1,800 at yearend (2.5% yield based on current price)
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Changes to recommendation and price target

Company (Code) Date Recommendation Price target
Coway (021240) 03-26-12 BUY W47,000
09-28-12 Hold -
02-18-13 BUY W56,000
05-11-13 BUY W63,000
08-09-13 BUY W73,000
02-16-14 BUY W82,000
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Guide to Korea Investment & Securities Co., Ltd. stock ratings based on absolute 12-month forward share price performance
* BUY: Expected to give a return of +15% or more

* Hold: Expected to give a return between -15% and 15%

* Underweight: Expected to give a return of -15% or less

* Korea Investment & Securities does not offer target prices for stocks with Hold or Underweight ratings.

Guide to Korea Investment & Securities Co., Ltd. sector ratings for the next 12 months

* Overweight: Recommend increasing the sector’s weighting in the portfolio compared to its respective weighting in the Kospi (Kosdaq) based on market
capitalization.

Neutral: Recommend maintaining the sector’s weighting in the portfolio in line with its respective weighting in the Kospi (Kosdaq) based on market capitalization.
Underweight: Recommend reducing the sector’s weighting in the portfolio compared to its respective weighting in the Kospi (Kosdaq) based on market
capitalization.

Analyst Certification

I/We, as the research analyst/analysts who prepared this report, do hereby certify that the views expressed in this research report accurately reflect my/our personal
views about the subject securities and issuers discussed in this report. I/We do hereby also certify that no part of my/our compensation was, is, or will be directly or
indirectly related to the specific recommendations or views contained in this research report.

Important Disclosures

As of the end of the month immediately preceding the date of publication of the research report or the public appearance (or the end of the second most recent
month if the publication date is less than 10 calendar days after the end of the most recent month), Korea Investment & Securities Co., Ltd., or its affiliates does
not own 1% or more of any class of common equity securities of Coway.

There is no actual, material conflict of interest of the research analyst or Korea Investment & Securities Co., Ltd., or its affiliates known at the time of publication
of the research report or at the time of the public appearance.

Korea Investment & Securities Co., Ltd., or its affiliates has not managed or co-managed a public offering of securities for Coway in the past 12 months;

Korea Investment & Securities Co., Ltd., or its affiliates has not received compensation for investment banking services from Coway in the past 12 months;
Korea Investment & Securities Co., Ltd., or its affiliates does not expect to receive or intend to seek compensation for investment banking services from Coway
in the next 3 months.

Korea Investment & Securities Co., Ltd., or its affiliates was not making a market in Coway'’s securities at the time that the research report was published.

Korea Investment & Securities Co., Ltd. does not own over 1% of Coway shares as of March 19, 2014.
Korea Investment & Securities Co., Ltd. has not provided this report to various third parties.
Neither the analyst/analysts who prepared this report nor their associates own any shares of the company/companies covered in this report as of March 19, 2014.

Prepared by: Eun-chae Na

This report was written by Korea Investment & Securities Co., Ltd. to help its clients invest in securities. This material is copyrighted and may not be copied,
redistributed, forwarded or altered in any way without the consent of Korea Investment & Securities Co., Ltd. This report has been prepared by Korea Investment &
Securities Co., Ltd. and is provided for information purposes only. Under no circumstances is it to be used or considered as an offer to sell, or a solicitation of any offer to
buy. We make no representation as to its accuracy or completeness and it should not be relied upon as such. The company accepts no liability whatsoever for any direct
or consequential loss arising from any use of this report or its contents. The final investment decision is based on the client’s judgment, and this report cannot be used
as evidence in any legal dispute related to investment decisions.



