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Coway 
(021240 KS) 

Robust earnings to continue, validating 
premium 

2Q preview: Revenue of W532.1bn (+7.1% YoY), OP of W91.3bn (+15.0% YoY) 

We expect Coway to post 2Q non-consolidated revenue of W532.1bn (+7.1% YoY, 

+7.5% QoQ) and operating profit of W91.3bn (+15.0% YoY, +1.7% QoQ; OP margin of 

17.2%). The company should record positive YoY and QoQ growth in both revenue and 

operating profit, continuing its robust track record.  

Our revenue forecast is slightly above consensus, but our OP margin estimate (17.2%) is 

lower than consensus (17.7%), reflecting higher costs (labor and commissions) 

associated with the company’s growth-oriented strategy. Meanwhile, new rental 

accounts, a barometer of the rental business’s growth, are likely to have increased 5% 

YoY in 2Q, following several quarters of YoY negative growth since 2Q13. 

Continuing growth in both price and volume  

After improving asset quality and SG&A efficiency, Coway has been shifting its focus to 

driving top-line growth this year by acquiring new customers, improving product mix, 

and expanding distribution channels. We expect new rental accounts to grow 4.9% YoY 

in 2014 as the company rapidly moves into new distribution channels (large discount 

stores, electronics retailers, and home shopping channels). 

Coway’s earnings growth was long-driven by demand for higher-end water purifier 

models and the resulting ARPU growth. Since 2H13, there has also been a marked 

increase in demand for premium models of the company’s non-core products, such as air 

purifiers and mattresses. Subsequently, rental ARPU growth, which stood at a meager 

0.4% YoY in 2013, surged to 7.7% YoY in 1Q14. Such acceleration should continue 

throughout the year, backed by a combination of higher ASP and improved product mix.  

Maintain Buy and TP of W103,000; Relative and absolute premium justifiable 

Coway’s high valuation has been a topic of much debate, but we continue to believe the 

stock should not be measured with simple valuation metrics. First, as there are no 

companies with a directly comparable business model, a relative valuation could be 

misleading. Also, we think the company’s efficient supply chain, from product 

development to production and rental sales, is a unique strength that supports strong 

growth potential and high profitability. 

At a time when many consumer stocks are clouded by challenging earnings outlooks, we 

believe Coway’s robust profitability and cash flow support the case for a valuation 

premium on both a relative and absolute basis. We reiterate Buy on Coway with a target 

price of W103,000. 

FY (Dec.) 12/11 12/12 12/13 12/14F 12/15F 12/16F 

Revenue (Wbn) 1,824 1,993 2,118 2,271 2,458 2,651 

OP (Wbn) 235 226 339 383 431 466 

OP margin (%) 12.9 11.3 16.0 16.9 17.5 17.6 

NP (Wbn) 167 94 245 278 314 347 

EPS (W) 2,166 1,219 3,178 3,605 4,076 4,503 

ROE (%) 22.2 12.3 28.4 27.5 26.8 25.5 

P/E (x) 16.9 35.7 20.9 23.6 20.8 18.9 

P/B (x) 3.3 3.8 4.9 5.5 4.8 4.2 

Note: All figures are based on consolidated K-IFRS; NP refers to net profit attributable to controlling interests 

Source: Company data, KDB Daewoo Securities Research estimates 

Consumer Services 

Earnings Preview 

July 3, 2014 

 

(Maintain) Buy 

Target Price (12M, W) 103,000 

Share Price (07/02/14, W) 84,900 

Expected Return 21% 

  

OP (14F, Wbn) 383 
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2Q14F preview  

Table Table Table Table 1111. 2Q14F non. 2Q14F non. 2Q14F non. 2Q14F non----consolidated earnings forecastconsolidated earnings forecastconsolidated earnings forecastconsolidated earnings forecast    (Wbn, %)    

        

        
2Q132Q132Q132Q13    1Q141Q141Q141Q14    

2Q14F2Q14F2Q14F2Q14F    GrowthGrowthGrowthGrowth    

KDBKDBKDBKDB    DaewooDaewooDaewooDaewoo    ConsensusConsensusConsensusConsensus    YoYYoYYoYYoY    QoQQoQQoQQoQ    

Revenue 497 495 532 531 7.1 7.5 

Operating profit 79 90 91 94 15.0 1.7 

OP margin (%) 16.0 18.1 17.2 17.7   

Pretax profit 81 88 89 92 10.6 1.6 

Net profit 61 66 67 69 10.5 1.3 

Notes: Based on non-consolidated K-IFRS 

Source: Company data, KDB Daewoo Securities Research   

Table Table Table Table 2222. 2Q14F consolidated earnings forecast. 2Q14F consolidated earnings forecast. 2Q14F consolidated earnings forecast. 2Q14F consolidated earnings forecast    (Wbn, %)    

        

        
2Q132Q132Q132Q13    1Q141Q141Q141Q14    

2Q14F2Q14F2Q14F2Q14F    GrowthGrowthGrowthGrowth    

KDBKDBKDBKDB    DaewooDaewooDaewooDaewoo    ConsensusConsensusConsensusConsensus    YoYYoYYoYYoY    QoQQoQQoQQoQ    

Revenue 556 535 592 598 6.3 10.6 

Operating profit 82 90 96 97 16.8 6.0 

OP margin (%) 14.7 16.9 16.2 16.2   

Pretax profit 81 88 93 95 14.4 4.8 

Net profit 60 66 69 71 15.7 4.5 

Notes: Based on consolidated K-IFRS 

Source: Company data, KDB Daewoo Securities Research 

Table Table Table Table 3333. Earnings forecast revisions. Earnings forecast revisions. Earnings forecast revisions. Earnings forecast revisions    (Wbn, %)    

        
PreviousPreviousPreviousPrevious    RevisedRevisedRevisedRevised    % % % % chg.chg.chg.chg.    

NotesNotesNotesNotes    
14F14F14F14F    15F15F15F15F    14F14F14F14F    15F15F15F15F    14F14F14F14F    15F15F15F15F    

Revenue 2,285 2,487 2,271 2,458 -0.6 -1.1  - Revised consolidated earnings  

Operating profit 384 438 383 431 -0.4 -1.5  

Pretax profit 363 418 372 421 2.5 0.6  - Upward revision of non-operating profit  

Net profit 271 313 278 314 2.5 0.5  

EPS (W) 352 405 360 408 2.5 0.5  

Notes: Based on consolidated K-IFRS 

Source: Company data, KDB Daewoo Securities Research 

Table Table Table Table 4444. Consolidated quarterly earnings forecast. Consolidated quarterly earnings forecast. Consolidated quarterly earnings forecast. Consolidated quarterly earnings forecast    (Wbn, %)    

        1Q131Q131Q131Q13    2Q132Q132Q132Q13    3Q133Q133Q133Q13    4Q134Q134Q134Q13    1Q141Q141Q141Q14    2Q14F2Q14F2Q14F2Q14F    3Q14F3Q14F3Q14F3Q14F    4Q14F4Q14F4Q14F4Q14F    

Revenue 507 556 531 524 535 592 573 571 

Operating profit 70 82 96 91 90 96 102 95 

OP margin (%) 13.7 14.7 18.1 17.4 16.9 16.2 17.7 16.6 

Net profit 57 60 60 68 66 69 74 69 

Net margin (%) 11 11 11 13 12 12 13 12 

Impairment losses 12 10 9 8 10 10 10 10 

(% of parent rental revenue) 4 3 3 2 3 3 3 3 

Notes: Based on consolidated K-IFRS 

Source: Company data, KDB Daewoo Securities Research 
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Figure Figure Figure Figure 1111. . . . Decreasing trendDecreasing trendDecreasing trendDecreasing trend    inininin    rentalrentalrentalrental    cancellation ratecancellation ratecancellation ratecancellation rate    

 

Source: Company data, KDB Daewoo Securities Research 

Figure Figure Figure Figure 2222. . . . AAAAnnual change innnual change innnual change innnual change in    cancelled accounts andcancelled accounts andcancelled accounts andcancelled accounts and    cancellation ratescancellation ratescancellation ratescancellation rates    have improvedhave improvedhave improvedhave improved    since 2013since 2013since 2013since 2013    

 

Source: Company data, KDB Daewoo Securities Research 

Figure Figure Figure Figure 3333....    RRRRental andental andental andental and    membershipmembershipmembershipmembership    ARPUARPUARPUARPU    to increase to increase to increase to increase onononon    improved product mix and higher improved product mix and higher improved product mix and higher improved product mix and higher ASPASPASPASP    

 

Source: Company data, KDB Daewoo Securities Research 
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Coway (021240 KS/Buy/TP: W103,000) 

ComprehensiveComprehensiveComprehensiveComprehensive    Income Statement (Summarized)Income Statement (Summarized)Income Statement (Summarized)Income Statement (Summarized)         Statement of Financial Condition (Summarized)Statement of Financial Condition (Summarized)Statement of Financial Condition (Summarized)Statement of Financial Condition (Summarized)        

(Wbn) 12/13 12/14F 12/15F 12/16F  (Wbn) 12/13 12/14F 12/15F 12/16F 

RevenueRevenueRevenueRevenue    2,1182,1182,1182,118    2,2712,2712,2712,271    2,4582,4582,4582,458    2,6512,6512,6512,651     Current AssetsCurrent AssetsCurrent AssetsCurrent Assets    691691691691    889889889889    997997997997    1,1381,1381,1381,138    

Cost of SalesCost of SalesCost of SalesCost of Sales    721721721721    796796796796    884884884884    965965965965     Cash and Cash Equivalents 239 387 460 569 

Gross ProfitGross ProfitGross ProfitGross Profit    1,3971,3971,3971,397    1,4751,4751,4751,475    1,5741,5741,5741,574    1,6861,6861,6861,686     AR & Other Receivables 227 262 283 301 

SG&A ExpensesSG&A ExpensesSG&A ExpensesSG&A Expenses    1,0581,0581,0581,058    1,0931,0931,0931,093    1,1421,1421,1421,142    1,2201,2201,2201,220     Inventories 66 72 78 83 

Operating Profit (Adj)Operating Profit (Adj)Operating Profit (Adj)Operating Profit (Adj)    339339339339    383383383383    431431431431    466466466466     Other Current Assets 159 168 176 185 

Operating ProfitOperating ProfitOperating ProfitOperating Profit    339339339339    383383383383    431431431431    466466466466     NonNonNonNon----Current AssetsCurrent AssetsCurrent AssetsCurrent Assets    976976976976    1,0091,0091,0091,009    1,0451,0451,0451,045    1,0761,0761,0761,076    

NonNonNonNon----Operating ProfitOperating ProfitOperating ProfitOperating Profit    ----12121212    ----11111111    ----10101010    ----1111     Investments in Associates 0 0 0 0 

Net Financial Income -14 -7 -6 -5  Property, Plant and Equipment 638 665 703 736 

Net Gain from Inv in Associates 18 0 0 0  Intangible Assets 177 174 167 161 

Pretax Profit 327 372 421 465  Total AssetsTotal AssetsTotal AssetsTotal Assets    1,6681,6681,6681,668    1,8971,8971,8971,897    2,0422,0422,0422,042    2,2142,2142,2142,214    

Income Tax 82 94 106 117  Current LiabilitiesCurrent LiabilitiesCurrent LiabilitiesCurrent Liabilities    677677677677    751751751751    712712712712    683683683683    

Profit from Continuing Operations 245 278 314 347  AP & Other Payables 191 199 214 228 

Profit from Discontinued Operations 0 0 0 0  Short-Term Financial Liabilities 335 276 276 276 

Net ProfitNet ProfitNet ProfitNet Profit    245 278 314 347  Other Current Liabilities 151 276 222 179 

Controlling Interests 245 278 314 347  NonNonNonNon----Current LiabilitiesCurrent LiabilitiesCurrent LiabilitiesCurrent Liabilities    50505050    62626262    67676767    73737373    

Non-Controlling Interests 0 0 0 0  Long-Term Financial Liabilities 0 0 0 0 

Total Comprehensive ProfitTotal Comprehensive ProfitTotal Comprehensive ProfitTotal Comprehensive Profit    244244244244    273273273273    314314314314    347347347347     Other Non-Current Liabilities 50 62 67 73 

Controlling Interests 244 273 314 347  Total LiabilitiesTotal LiabilitiesTotal LiabilitiesTotal Liabilities    727727727727    813813813813    779779779779    755755755755    

Non-Controlling Interests 0 0 0 0  Controlling InterestsControlling InterestsControlling InterestsControlling Interests    941941941941    1,0841,0841,0841,084    1,2621,2621,2621,262    1,4581,4581,4581,458    

EBITDA 537 519 623 669  Capital Stock 41 41 41 41 

FCF (Free Cash Flow) 269 197 176 222  Capital Surplus 126 126 126 126 

EBITDA Margin (%) 25.4 22.9 25.3 25.2  Retained Earnings 868 1,018 1,196 1,392 

Operating Profit Margin (%) 16.0 16.9 17.5 17.6  NonNonNonNon----Controlling InterestsControlling InterestsControlling InterestsControlling Interests    0000    0000    0000    0000    

Net Profit Margin (%) 11.6 12.2 12.8 13.1  Stockholders' EquityStockholders' EquityStockholders' EquityStockholders' Equity    941941941941    1,0841,0841,0841,084    1,2621,2621,2621,262    1,4581,4581,4581,458    

     
 
     

Cash Flows (Summarized)Cash Flows (Summarized)Cash Flows (Summarized)Cash Flows (Summarized)         Forecasts/Valuations (Summarized)Forecasts/Valuations (Summarized)Forecasts/Valuations (Summarized)Forecasts/Valuations (Summarized)        

(Wbn)(Wbn)(Wbn)(Wbn)    12/13 12/14F 12/15F 12/16F      12/13 12/14F 12/15F 12/16F 

Cash Flows from Op Activities 537 452 440 496  P/E (x) 20.9 23.6 20.8 18.9 

Net Profit 245 278 314 347  P/CF (x) 8.3 11.1 10.7 9.8 

Non-Cash Income and Expense 374 310 300 322  P/B (x) 4.9 5.5 4.8 4.2 

Depreciation 191 131 185 197  EV/EBITDA (x) 9.7 12.4 10.2 9.3 

Amortization 8 5 7 6  EPS (W) 3,178 3,605 4,076 4,503 

Others 175 174 108 119  CFPS (W) 8,030 7,620 7,970 8,677 

Chg in Working Capital -41 -37 -68 -56  BPS (W) 13,535 15,488 17,800 20,341 

Chg in AR & Other Receivables 67 -37 -19 -18  DPS (W) 2,710 1,830 2,036 2,240 

Chg in Inventories 19 -8 -6 -5  Payout ratio (%) 82.4 48.9 48.1 47.9 

Chg in AP & Other Payables -82 1 3 3  Dividend Yield (%) 4.1 2.2 2.4 2.6 

Income Tax PaidIncome Tax PaidIncome Tax PaidIncome Tax Paid    ----41414141    ----99999999    ----106106106106    ----117117117117     Revenue Growth (%) 6.3 7.2 8.2 7.9 

Cash Flows from Inv Activities -76 -226 -220 -225  EBITDA Growth (%) 31.0 -3.4 20.0 7.4 

Chg in PP&E -258 -220 -223 -230  Operating Profit Growth (%) 50.0 13.0 12.5 8.1 

Chg in Intangible Assets -2 0 0 0  EPS Growth (%) 160.7 13.4 13.1 10.5 

Chg in Financial Assets -4 -5 -5 -4  Accounts Receivable Turnover (x) 9.5 9.9 9.6 9.6 

OthersOthersOthersOthers    188188188188    ----1111    8888    9999     Inventory Turnover (x) 30.8 32.9 32.8 33.0 

Cash Flows from Fin Activities -373 -78 -147 -162  Accounts Payable Turnover (x) 17.4 21.5 22.9 23.3 

Chg in Financial Liabilities -260 -59 0 0  ROA (%) 14.3 15.6 16.0 16.3 

Chg in Equity 0 0 0 0  ROE (%) 28.4 27.5 26.8 25.5 

Dividends Paid -78 0 -136 -151  ROIC (%) 23.0 29.3 32.3 31.8 

OthersOthersOthersOthers    ----35353535    ----19191919    ----11111111    ----11111111     Liability to Equity Ratio (%) 77.3 75.0 61.7 51.8 

Increase (Decrease) in Cash 86 149 73 109  Current Ratio (%) 102.2 118.4 140.0 166.7 

Beginning Balance 152 239 387 460  Net Debt to Equity Ratio (%) 9.5 -10.8 -15.1 -20.6 

Ending Ending Ending Ending BalanceBalanceBalanceBalance    239239239239    387387387387    460460460460    569569569569     Interest Coverage Ratio (x) 18.2 33.7 39.0 42.1 

Source: Company data, KDB Daewoo Securities Research estimates 
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APPENDIX 1 

Important Disclosures & Disclaimers 

2222----Year Rating and Target Price HistoryYear Rating and Target Price HistoryYear Rating and Target Price HistoryYear Rating and Target Price History    
 

Company Company Company Company ((((Code)Code)Code)Code)    DateDateDateDate    RatingRatingRatingRating    Target PriceTarget PriceTarget PriceTarget Price    

 

 
Coway(021240) 04/21/2014 Buy 103,000 

 02/16/2014 Buy 90,000 

 09/01/2013 Buy 75,000 

  No Coverage  

    

    

    

    

    

     

 
 

 

Analyst CertificationAnalyst CertificationAnalyst CertificationAnalyst Certification    

The research analysts who prepared this report (the “Analysts”) are registered with the Korea Financial Investment Association and are subject to Korean 

securities regulations. They are neither registered as research analysts in any other jurisdiction nor subject to the laws and regulations thereof. Opinions 

expressed in this publication about the subject securities and companies accurately reflect the personal views of the Analysts primarily responsible for this 

report. Daewoo Securities Co., Ltd. policy prohibits its Analysts and members of their households from owning securities of any company in the Analyst’s 

area of coverage, and the Analysts do not serve as an officer, director or advisory board member of the subject companies. Except as otherwise specified 

herein, the Analysts have not received any compensation or any other benefits from the subject companies in the past 12 months and have not been 

promised the same in connection with this report. No part of the compensation of the Analysts was, is, or will be directly or indirectly related to the specific 

recommendations or views contained in this report but, like all employees of Daewoo Securities, the Analysts receive compensation that is impacted by 

overall firm profitability, which includes revenues from, among other business units, the institutional equities, investment banking, proprietary trading and 

private client division. At the time of publication of this report, the Analysts do not know or have reason to know of any actual, material conflict of interest of 

the Analyst or Daewoo Securities Co., Ltd. except as otherwise stated herein. 

 

DisclaimersDisclaimersDisclaimersDisclaimers    

This report is published by Daewoo Securities Co., Ltd. (“Daewoo”), a broker-dealer registered in the Republic of Korea and a member of the Korea Exchange. 

Information and opinions contained herein have been compiled from sources believed to be reliable and in good faith, but such information has not been 

independently verified and Daewoo makes no guarantee, representation or warranty, express or implied, as to the fairness, accuracy, completeness or 

correctness of the information and opinions contained herein or of any translation into English from the Korean language. If this report is an English 

translation of a report prepared in the Korean language, the original Korean language report may have been made available to investors in advance of this 

report. Daewoo, its affiliates and their directors, officers, employees and agents do not accept any liability for any loss arising from the use hereof. This 

report is for general information purposes only and it is not and should not be construed as an offer or a solicitation of an offer to effect transactions in any 

securities or other financial instruments. The intended recipients of this report are sophisticated institutional investors who have substantial knowledge of 

the local business environment, its common practices, laws and accounting principles and no person whose receipt or use of this report would violate any 

laws and regulations or subject Daewoo and its affiliates to registration or licensing requirements in any jurisdiction should receive or make any use hereof. 

Information and opinions contained herein are subject to change without notice and no part of this document may be copied or reproduced in any manner or 

form or redistributed or published, in whole or in part, without the prior written consent of Daewoo. Daewoo, its affiliates and their directors, officers, 

employees and agents may have long or short positions in any of the subject securities at any time and may make a purchase or sale, or offer to make a 

purchase or sale, of any such securities or other financial instruments from time to time in the open market or otherwise, in each case either as principals or 

agents. Daewoo and its affiliates may have had, or may be expecting to enter into, business relationships with the subject companies to provide investment 

banking, market-making or other financial services as are permitted under applicable laws and regulations. The price and value of the investments referred to 

in this report and the income from them may go down as well as up, and investors may realize losses on any investments. Past performance is not a guide to 

future performance. Future returns are not guaranteed, and a loss of original capital may occur 

 

DistributionDistributionDistributionDistribution    

United Kingdom: This report is being distributed by Daewoo Securities (Europe) Ltd. in the United Kingdom only to (i) investment professionals falling within 

Stock RatingsStock RatingsStock RatingsStock Ratings    Industry RatingsIndustry RatingsIndustry RatingsIndustry Ratings    

Buy : Relative performance of 20% or greater Overweight : Fundamentals are favorable or improving 

Trading Buy : Relative performance of 10% or greater, but with volatility Neutral : Fundamentals are steady without any material changes 

Hold : Relative performance of -10% and 10% Underweight : Fundamentals are unfavorable or worsening 

Sell : Relative performance of -10%   

Ratings and Target Price History (Share price (─), Target price (▬), Not covered (■), Buy (▲), Trading Buy (■), Hold (●), Sell (◆)) 

* Our investment rating is a guide to the relative return of the stock versus the market over the next 12 months. 

* Although it is not part of the official ratings at Daewoo Securities, we may call a trading opportunity in case there is a technical or short-term material 

development. 

* The target price was determined by the research analyst through valuation methods discussed in this report, in part based on the analyst’s estimate of 

future earnings. 

* The achievement of the target price may be impeded by risks related to the subject securities and companies, as well as general market and economic 

conditions. 

 

DisclosuresDisclosuresDisclosuresDisclosures    

As of the publication date, Daewoo Securities Co., Ltd and/or its affiliates do not have any special interest with the subject company and do not own 1% or 

more of the subject company's shares outstanding. 
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Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (the “Order”), and (ii) high net worth companies and other 

persons to whom it may lawfully be communicated, falling within Article 49(2)(A) to (E) of the Order (all such persons together being referred to as “Relevant 

Persons”). This report is directed only at Relevant Persons. Any person who is not a Relevant Person should not act or rely on this report or any of its 

contents.   

United States: This report is distributed in the U.S. by Daewoo Securities (America) Inc., a member of FINRA/SIPC, and is only intended for major institutional 

investors as defined in Rule 15a-6(b)(4) under the U.S. Securities Exchange Act of 1934. All U.S. persons that receive this document by their acceptance 

thereof represent and warrant that they are a major institutional investor and have not received this report under any express or implied understanding that 

they will direct commission income to Daewoo or its affiliates. Any U.S. recipient of this document wishing to effect a transaction in any securities discussed 

herein should contact and place orders with Daewoo Securities (America) Inc., which accepts responsibility for the contents of this report in the U.S. The 

securities described in this report may not have been registered under the U.S. Securities Act of 1933, as amended, and, in such case, may not be offered or 

sold in the U.S. or to U.S. persons absent registration or an applicable exemption from the registration requirements.   

Hong Kong: This document has been approved for distribution in Hong Kong by Daewoo Securities (Hong Kong) Ltd., which is regulated by the Hong Kong 

Securities and Futures Commission. The contents of this report have not been reviewed by any regulatory authority in Hong Kong. This report is for 

distribution only to professional investors within the meaning of Part I of Schedule 1 to the Securities and Futures Ordinance of Hong Kong (Cap. 571, Laws 

of Hong Kong) and any rules made thereunder and may not be redistributed in whole or in part in Hong Kong to any person.   

All Other Jurisdictions: Customers in all other countries who wish to effect a transaction in any securities referenced in this report should contact Daewoo or 

its affiliates only if distribution to or use by such customer of this report would not violate applicable laws and regulations and not subject Daewoo and its 

affiliates to any registration or licensing requirement within such jurisdiction. 
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