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Coway 
(021240 KS) 

New rental accounts hit quarterly high 

2Q review: Parent OP comes in 4.2% above consensus at W97.6bn (+23.0% YoY)  

Coway reported 2Q non-consolidated revenue of W523.3bn (+5.3% YoY) and operating 

profit of W97.6bn (+23.0% YoY). Revenue was in line, while operating profit beat the 

consensus by 4.2%. The commission rate slightly increased QoQ due to the accelerated 

inflow of new rental accounts, but overall the company’s cost control efforts continued 

to have positive effects. OP margin came in at 18.7%, above both our forecast (17.2%) 

and the consensus (17.7%).  

Despite the solid increase in operating profit, net profit growth was more modest at 

7.7% YoY, which we attribute to valuation losses on foreign currency receivables 

(W7.1bn in F/X losses). Churn rate inched up QoQ to 1.04% (vs. 0.97% in 1Q), affected 

by: 1) the heavy concentration of expiring accounts in 1H, and 2) adjustments to 

inactive accounts. The rental asset disposal ratio remained largely steady at 3.1%.     

Catalysts: 1) Stronger-than-expected new rental accounts and 2) robust exports 

One of the biggest highlights of the 2Q earnings report was the resumed growth of new 

rental accounts. In 2013, Coway focused on improving its cost efficiency rather than on 

driving sales. As a result, the rental business saw better margins, but growth suffered.     

This year, the company has been expanding its sales associates and distribution channels 

to bolster its sales capabilities. Such efforts appear to be paying off: new rental accounts 

in 2Q hit a quarterly record high of 371,000 (+24.4% YoY), putting to rest any doubts 

over the company’s growth.     

Exports, which include sales to overseas subsidiaries and ODM shipments, climbed 25.2% 

YoY, accounting for 10.6% of overall revenue (up from 7.5% in 2013). The home care 

division continued its strong performance, with mattress volume and revenue jumping 

191% and 48% YoY, respectively. In our view, the robust sales of such new rental 

products attest to Coway’s systemic strength in the rental business.    

Reiterate Buy and Lift TP by 8.7% to W112,000  

We maintain Buy on Coway and raise our target price by 8.7% to W112,000 (from 

W103,000), reflecting slight upward revisions to our long-term earnings forecasts. Our 

discounted cash flow (DCF) valuation method remains unchanged. With limited 

prospects of a recovery in consumer spending, we believe Coway’s efficient rental 

business model warrants a valuation premium now more than ever.  

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

Revenue (Wbn) 1,824 1,993 2,118 2,223 2,419 2,619 

OP (Wbn) 235 226 339 377 432 492 

OP Margin (%) 12.9 11.3 16.0 17.0 17.9 18.8 

NP (Wbn) 167 94 245 267 311 364 

EPS (W) 2,166 1,219 3,178 3,462 4,034 4,720 

ROE (%) 22.2 12.3 28.4 26.5 26.8 26.9 

P/E (x) 16.9 35.7 20.9 26.3 22.6 19.3 

P/B (x) 3.3 3.8 4.9 5.9 5.2 4.5 

Notes: 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 
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2Q14P review  

Table Table Table Table 1111. . . . 2Q142Q142Q142Q14PPPP    nonnonnonnon----consolidated results consolidated results consolidated results consolidated results     (Wbn, %)    

        
2222Q13Q13Q13Q13    1111Q1Q1Q1Q14444    

2222Q14PQ14PQ14PQ14P    Growth rateGrowth rateGrowth rateGrowth rate    

        PreliminaryPreliminaryPreliminaryPreliminary    KDB DaewooKDB DaewooKDB DaewooKDB Daewoo    ConsensusConsensusConsensusConsensus    YoYYoYYoYYoY    QoQQoQQoQQoQ    

Revenue 497 495 523 532 531 5.3 5.8 

Operating profit 79 90 98 91 94 23.0 8.7 

OP margin  16.0 18.1 18.7 17.2 17.7 2.7 0.5 

Pretax profit 81 88 87 89 91 7.4 -1.3 

Net profit 61 66 65 67 68 7.7 -1.3 

Note: Based on non-consolidated K-IFRS  

Source: KDB Daewoo Securities Research estimates 

Table Table Table Table 2222. 2Q14P. 2Q14P. 2Q14P. 2Q14P    consolidated consolidated consolidated consolidated resultsresultsresultsresults    (Wbn, %)    

        
2222Q13Q13Q13Q13    1111Q1Q1Q1Q14444    

2222Q14PQ14PQ14PQ14P    Growth rateGrowth rateGrowth rateGrowth rate    

        PreliminaryPreliminaryPreliminaryPreliminary    KDB DaewooKDB DaewooKDB DaewooKDB Daewoo    ConsensusConsensusConsensusConsensus    YoYYoYYoYYoY    QoQQoQQoQQoQ    

Revenue 556 535 557 592 578 0.1 4.1 

Operating profit 82 90 97 96 98 18.6 7.7 

OP margin 14.7 16.9 17.5 16.2 17.0 18.5 3.4 

Pretax profit 81 88 87 93 97 6.8 -2.2 

Net profit 60 66 66 69 73 11.1 0.3 

Note: Based on consolidated K-IFRS 

Source: Company data, KDB Daewoo Securities Research estimates 

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

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

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

Revenue 2,271 2,458 2,223 2,419 -2.1 -1.6 
 - Revised down    

  overseas subsidiary  

Operating profit 383 431 377 432 -1.5 0.2 
earnings, except for    

US & Malaysia  

Pretax profit 372 421 353 411 -5.0 -2.3 
 - Reflected F/X  

  translation losses 

Net profit 278 314 267 310 -4.0 -1.2  

Note: Based on consolidated K-IFRS  

Source: Company data, KDB Daewoo Securities Research estimates 

Table Table Table Table 4444. . . . Quarterly earningsQuarterly earningsQuarterly earningsQuarterly earnings    (Wbn, %)    

        1Q131Q131Q131Q13    2Q132Q132Q132Q13    3Q133Q133Q133Q13    4Q134Q134Q134Q13    1Q141Q141Q141Q14    2Q142Q142Q142Q14PPPP    3Q143Q143Q143Q14FFFF    4Q144Q144Q144Q14FFFF    

Revenue 507 556 531 524 535 557 568 563 

Operating profit 70 82 96 91 90 97 95 94 

OP margin  13.7 14.7 18.1 17.4 16.9 17.4 16.7 16.7 

Net profit 57 60 60 68 66 66 67 67 

Net margin  11 11 11 13 12 12 12 12 

Rental asset disposal 

losses 
12 10 9 8 10 11 11 11 

(% of parent rental 

revenue) 
4 3 3 2 3 3 3 3 

Note: Based on consolidated K-IFRS 

Source: Company data, KDB Daewoo Securities Research estimates 
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Table Table Table Table 5555. . . . DCF DCF DCF DCF vvvvaluation aluation aluation aluation     (Wbn, %, ‘000 shares)    

        14F14F14F14F 15F15F15F15F 16F16F16F16F 17F17F17F17F 18F18F18F18F 

EBIT 377 432 492 502 512 

- Taxes 92 106 120 123 125 

- Capex 249 253 263 268 273 

- Chg. in working capital -86 73 62 63 65 

+ Depreciation 131 187 198 202 206 

+ Amortization 8 8 8 8 8 

+ Rental asset disposal losses 42 45 48 48 49 

FCFF 302 240 301 306 312 

Final year FCFF 290     

Terminal value 9,352     

Terminal growth 2.0%     

NPV of FCFF  1,227    

PV of terminal value   7,269 
   

Enterprise value 
 

8,496 
   

Cash & equivalents 
 

364 
   

Other investment 
 

6 
   

Interest-bearing debt 
 

257 
   

Minority interest 
 

0 
   

Preferred stock   0 
   

Current equity value 
 

8,610 
   

Shares outstanding   77,125 
   

Target Target Target Target pppprice (W)rice (W)rice (W)rice (W)            112,000 112,000 112,000 112,000 
   

  Current price (W) 
 

91,100 
   

Upside (%)   22.9% 
   

Source: Company data, KDB Daewoo Securities Research 
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Figure Figure Figure Figure 1111. . . . New rental account additions in 2Q14 surged by 24%New rental account additions in 2Q14 surged by 24%New rental account additions in 2Q14 surged by 24%New rental account additions in 2Q14 surged by 24%, reaching a new historic high , reaching a new historic high , reaching a new historic high , reaching a new historic high     
 

Source: Company data, KDB Daewoo Securities Research 

Figure Figure Figure Figure 2222. . . . Quarterly rental asset disposal Quarterly rental asset disposal Quarterly rental asset disposal Quarterly rental asset disposal losseslosseslosseslosses: : : : SSSSteadyteadyteadyteady    atatatat    around 3%around 3%around 3%around 3%    llllevelevelevelevel        

 

Source: Company data, KDB Daewoo Securities Research 

Figure Figure Figure Figure 3333. . . . Export volume maintained strong growthExport volume maintained strong growthExport volume maintained strong growthExport volume maintained strong growth        
Figure Figure Figure Figure 4444. . . . Exports to oExports to oExports to oExports to overseas verseas verseas verseas subsidiariessubsidiariessubsidiariessubsidiaries    showed outstanding showed outstanding showed outstanding showed outstanding 

growthgrowthgrowthgrowth    

 

 

 

 

Source: Company data, KDB Daewoo Securities Research 

 

 Source: Company data, KDB Daewoo Securities Research 
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Coway (021240 KS/Buy/TP: W112,000) 

Comprehensive Income Statement (Summarized)Comprehensive Income Statement (Summarized)Comprehensive Income Statement (Summarized)Comprehensive 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    2,2232,2232,2232,223    2,4192,4192,4192,419    2,6192,6192,6192,619     Current AssetsCurrent AssetsCurrent AssetsCurrent Assets    691691691691    860860860860    949949949949    1,0851,0851,0851,085    

Cost of SalesCost of SalesCost of SalesCost of Sales    721721721721    754754754754    817817817817    892892892892     Cash and Cash Equivalents 239 364 417 520 

Gross ProfitGross ProfitGross ProfitGross Profit    1,3971,3971,3971,397    1,4691,4691,4691,469    1,6021,6021,6021,602    1,7271,7271,7271,727     AR & Other Receivables 227 258 279 298 

SG&A ExpensesSG&A ExpensesSG&A ExpensesSG&A Expenses    1,0581,0581,0581,058    1,0931,0931,0931,093    1,1691,1691,1691,169    1,2351,2351,2351,235     Inventories 66 71 77 82 

Operating Profit (Adj)Operating Profit (Adj)Operating Profit (Adj)Operating Profit (Adj)    339339339339    377377377377    432432432432    492492492492     Other Current Assets 159 167 176 185 

Operating ProfitOperating ProfitOperating ProfitOperating Profit    339339339339    377377377377    432432432432    492492492492     NonNonNonNon----Current AssetsCurrent AssetsCurrent AssetsCurrent Assets    976976976976    1,0041,0041,0041,004    1,0301,0301,0301,030    1,0511,0511,0511,051    

NonNonNonNon----Operating ProfitOperating ProfitOperating ProfitOperating Profit    ----12121212    ----23232323    ----20202020    ----10101010     Investments in Associates 0 0 0 0 

Net Financial Income -14 -7 -5 -3  Property, Plant and Equipment 638 655 677 693 

Net Gain from Inv in Associates 18 0 0 0  Intangible Assets 177 179 179 179 

Pretax Profit 327 354 412 482  Total AssetsTotal AssetsTotal AssetsTotal Assets    1,6681,6681,6681,668    1,8641,8641,8641,864    1,9781,9781,9781,978    2,1352,1352,1352,135    

Income Tax 82 87 101 118  Current LiabilitiesCurrent LiabilitiesCurrent LiabilitiesCurrent Liabilities    677677677677    728728728728    661661661661    605605605605    

Profit from Continuing Operations 245 267 311 364  AP & Other Payables 191 196 211 226 

Profit from Discontinued Operations 0 0 0 0  Short-Term Financial Liabilities 335 257 228 201 

Net ProfitNet ProfitNet ProfitNet Profit    245 267 311 364  Other Current Liabilities 151 275 222 178 

Controlling Interests 245 267 311 364  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    262262262262    311311311311    364364364364     Other Non-Current Liabilities 50 62 67 73 

Controlling Interests 244 262 311 364  Total LiabilitiesTotal LiabilitiesTotal LiabilitiesTotal Liabilities    727727727727    791791791791    728728728728    678678678678    

Non-Controlling Interests 0 0 0 0  Controlling InterestsControlling InterestsControlling InterestsControlling Interests    941941941941    1,0731,0731,0731,073    1,2501,2501,2501,250    1,4571,4571,4571,457    

EBITDA 537 508 619 690  Capital Stock 41 41 41 41 

FCF (Free Cash Flow) 269 192 177 241  Capital Surplus 126 126 126 126 

EBITDA Margin (%) 25.4 22.9 25.6 26.3  Retained Earnings 868 1,007 1,184 1,391 

Operating Profit Margin (%) 16.0 17.0 17.9 18.8  NonNonNonNon----Controlling InterestsControlling InterestsControlling InterestsControlling Interests    0000    0000    0000    0000    

Net Profit Margin (%) 11.6 12.0 12.9 13.9  Stockholders' EquityStockholders' EquityStockholders' EquityStockholders' Equity    941941941941    1,0731,0731,0731,073    1,2501,2501,2501,250    1,4571,4571,4571,457    

     
 
     

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 537 441 430 504  P/E (x) 20.9 26.3 22.6 19.3 

Net Profit 245 267 311 364  P/CF (x) 8.3 12.4 11.7 10.4 

Non-Cash Income and Expense 374 301 288 314  P/B (x) 4.9 5.9 5.2 4.5 

Depreciation 191 131 187 198  EV/EBITDA (x) 9.7 13.6 11.0 9.7 

Amortization 8 0 0 0  EPS (W) 3,178 3,462 4,034 4,720 

Others 175 170 101 116  CFPS (W) 8,030 7,360 7,766 8,793 

Chg in Working Capital -41 -35 -68 -56  BPS (W) 13,535 15,345 17,638 20,327 

Chg in AR & Other Receivables 67 -33 -19 -18  DPS (W) 2,710 1,809 2,108 2,466 

Chg in Inventories 19 -7 -6 -5  Payout ratio (%) 82.4 50.3 50.3 50.3 

Chg in AP & Other Payables -82 0 3 3  Dividend Yield (%) 4.1 2.0 2.3 2.7 

Income Tax PaidIncome Tax PaidIncome Tax PaidIncome Tax Paid    ----41414141    ----91919191    ----101101101101    ----118118118118     Revenue Growth (%) 6.3 5.0 8.8 8.3 

Cash Flows from Inv Activities -76 -220 -204 -209  EBITDA Growth (%) 31.0 -5.4 21.9 11.5 

Chg in PP&E -258 -211 -208 -215  Operating Profit Growth (%) 50.0 11.2 14.6 13.9 

Chg in Intangible Assets -2 0 0 0  EPS Growth (%) 160.7 8.9 16.5 17.0 

Chg in Financial Assets -4 -4 -5 -4  Accounts Receivable Turnover (x) 9.5 9.8 9.6 9.6 

OthersOthersOthersOthers    188188188188    ----5555    9999    10101010     Inventory Turnover (x) 30.8 32.5 32.7 33.0 

Cash Flows from Fin Activities -373 -97 -173 -193  Accounts Payable Turnover (x) 17.4 20.6 21.4 21.8 

Chg in Financial Liabilities -260 -78 -28 -28  ROA (%) 14.3 15.1 16.2 17.7 

Chg in Equity 0 0 0 0  ROE (%) 28.4 26.5 26.8 26.9 

Dividends Paid -78 0 -134 -157  ROIC (%) 23.0 29.3 33.1 34.6 

OthersOthersOthersOthers    ----35353535    ----19191919    ----11111111    ----8888     Liability to Equity Ratio (%) 77.3 73.7 58.3 46.5 

Increase (Decrease) in Cash 86 125 54 102  Current Ratio (%) 102.2 118.1 143.5 179.3 

Beginning Balance 152 239 364 417  Net Debt to Equity Ratio (%) 9.5 -10.6 -15.7 -22.4 

Ending BalanceEnding BalanceEnding BalanceEnding Balance    239239239239    364364364364    417417417417    520520520520     Interest Coverage Ratio (x) 18.2 34.4 44.3 57.7 

Source: Company data, KDB Daewoo Securities Research estimates 

  



Coway 

 

6 

July 29, 2014 

KDB Daewoo Securities Research 

 

APPENDIX 1 
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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) 07/28/2014 Buy 112,000 

 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 
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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, 
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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 
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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    
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Stock RatingsStock RatingsStock RatingsStock Ratings    Industry RatingsIndustry RatingsIndustry RatingsIndustry Ratings    

Buy : Relative performance of 20% or greater Overweight : Fundamentals are favorable or improving 
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Sell : Relative performance of -10%   

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