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COWAY (021240 KS) 

Solid operations 

We expect Coway’s 3Q14 operating profit to remain essentially flat YoY, at 

KRW94.6bn (-1.7% YoY), due to higher promotional and advertising (P&A) 

expenses, along with new product launches. However, we think YoY operating 

profit growth should recover from 4Q, along with controlled P&A expenses and 

solid top-line growth. We think recent share price weakness, due to weaker 

3Q14 earnings growth, provides a good buying opportunity.  
 

 

Weak 3Q14 OP growth, but growth should recover from 4Q  

We expect 3Q14 consolidated operating profit to remain at KRW94.6bn (-1.7% 

YoY), below our previous estimates and market consensus by 16 and 7%, 

respectively, due to higher P&A expenses, along with new product launches. 

We expect P&A expenses as a percentage of sales to rise to 5% in 3Q14 (vs. 

3Q13’s 3.2%). However, we think YoY operating profit growth should recover 

from 4Q, along with controlled P&A expenses and solid top-line growth. 

Meanwhile, the overall competitive landscape in the core rental business has 

remained soft in 3Q, with growth in Coway’s new rental contracts of over 20% 

YoY, helped by new rental products and strengthened marketing activities. 
 

Figure 1 Coway's 3Q14 earnings preview 

(KRWbn) 3Q14E 3Q13 
Chg. 

 (YoY) 

3Q14 

 (Con) 

Diff  

(%) 

3Q14E  

(previous) 

Diff  

(%) 

Sales 574.9  530.5  8.4  558.5  2.9  574.9  0.0  

Operating profit 94.6  96.3  (1.7) 101.8  (7.0) 112.2  (15.6) 

OPM (%) 16.5  18.1  
 

18.2  
 

19.5  
 

Net profit  72.4  60.1  20.5  69.1  4.8  84.1  (13.9) 

NPM (%) 12.6  11.3  
 

12.4  
 

14.6  
 

Source: Company data, Bloomberg, Mirae Asset Research 

 

Potential value enhancement from cash management 

We expect strong earnings growth and stable capex to result in a CAGR of 12 

% free cash flow (FCF) in 2014-16. With Coway’s net cash position, we think 

the healthy free cash growth should lead to a sharp increase in dividend 

payouts to maximize shareholder value. We believe ownership by MBK 

Partners is dividend-friendly. We expect Coway’s dividend per share to rise to 

KRW2,100 in 2014 and KRW2,900 in 2015. 

 

Maintain BUY with lower target price of KRW105,000 

Reflecting: 1) higher P&A expenses for 3Q14; and 2) KRW7bn in forex-related 

losses in 2Q14, we lowered our FY14E-15E EPS estimates by 6.4% and 1.7%, 

respectively. Accordingly, we lowered our DDM-based target price slightly to 

KRW105,000 from KRW107,000. Since peaking at KRW94,500 on 22 August, 

the share price has fallen 12%, due to market concerns over weak 3Q14 

earnings growth. We believe the weaker 3Q earnings growth is mostly priced 

into the current share price. The stock is now trading at 17.9x 2015E PER, 

roughly at par with its five-year historical average; however, we think the par 

valuation is too conservative, considering: 1) Coway’s improved corporate 

governance and better cash management (under new major shareholder, MBK 

Partners); 2) stronger EPS and EBITDA growth prospects; 3) higher operating 

profit margin outlook; and 4) greater dividend payout ratios. 
 

Korea / Consumer 

5 September 2014 BUY 
 

Target price KRW105,000 

Last price (2 Sep 2014) KRW82,800 
 

Upside/downside (%) 26.8 

KOSPI 2,051.58 

Mkt. cap (KRWbn/US$bn) 6,386/6.3 

52-week range (KRW) 57,500 - 94,600 

Avg. trading value daily (KRWbn) 17.30 

Foreign ownership (%) 55.0 
 

Source: Bloomberg 

 

Forecast earnings & valuation 
 

Fiscal year ending Dec-13 Dec-14 E Dec-15 E Dec-16 E 

Revenue (KRWbn) 2,118 2,235 2,398 2,536 

EBIT (KRWbn) 339.0 388.4 474.3 534.6 

Net profit (KRWbn) 245.1 284.9 355.8 403.3 

Net profit(underlying) 245.1 284.9 355.8 403.3 

EPS (KRW) 3,178 3,694 4,613 5,229 

EPS growth (%) 160.6 16.2 24.9 13.4 

P/E (x) 20.9 22.4 17.9 15.8 

EV/EBITDA (x) 9.7 10.7 8.9 7.9 

Dividend yield (%) 2.5 2.5 3.5 4.2 

P/B (x) 5.4 5.8 4.9 4.3 

ROE (%) 12.3 28.4 27.9 29.6 

Net debt/equity (%) 8.8 (2.4) (13.6) (22.1) 
 

Change to EPS Dec-13 Dec-14 E Dec-15 E Dec-16 E 

New (KRW) 3,178 3,694 4,613 5,229 

Previous (KRW) 3,178 3,947 4,692 5,321 

 

Performance 

 
 

Performance 1M 3M 12M 

Absolute (%) (5.3) (4.2) 42.0 

Absolute (US$, %) (4.2) (3.6) 55.4 

Relative to KOSPI (%) (4.2) (6.6) 35.4 
    

Source: Bloomberg 
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Figure 2  Earnings revisions 

  New Previous Diff (%) 

(KRWbn) FY14E FY15E FY14E FY15E FY14E FY15E 

Sales 2,235  2,398  2,266  2,432  (1.4) (1.4) 

Operating profit 388  474  406  481  (4.3) (1.4) 

Net profit ( for controlling stake only) 285  356  304  362  (6.4) (1.7) 

EPS (Won) 3,694  4,613  3,947  4,692  (6.4) (1.7) 

Margin (%) 
      

Operating profit 17.4  19.8  17.9  19.8  
  

Net profit ( for controlling stake only) 12.7  14.8  13.4  14.9  
  

Source: Mirae Asset Research 

 

 

Figure 3  DDM valuation 

(KRW) 2014E 2015E 2016E 2017E 2018E 

DPS forecast/share 2,100  2,900  3,500  4,200  4,900  

Cost of equity (%) 6.1 6.1 6.1 6.1 6.1 

Discounting factor (x) 1.06 1.13 1.19 1.27 1.34 

NPV of DPS 1,979  2,576 2,931 3,315 3,645 

Terminal value/share     121,355 

      
Terminal growth rate     3% 

PV of terminal value/share    90,283 

Fair value/share      105,000  

Number of shares (m)     77.1 

Fair valuation (KRW bn)     8,098 

      
Cost of equity calculation      
Risk free rate (%) 2.8     
Beta (x) 0.5     
Korea risk premium (%) 6.1     
Cost of equity (%) 6.1     
      

Sensitivity Analysis      

Cost of Equity 
Implied dividend growth 

2.0% 2.5% 3.0% 3.5% 4.0% 

5.1%         109,000          127,000        155,000     200,000        285,000  

5.6%          93,000          107,000        125,000     152,000        196,000  

6.1%          82,000           92,000       105,000     123,000        149,000  

6.6%          73,000           81,000          90,000     103,000        120,000  

7.1%          66,000           72,000          79,000       89,000        101,000  

Source: Mirae Asset Research 
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Figure 4  Quarterly earnings estimates  

(KRW bn) 1Q13 2Q13 3Q13 4Q13 2013E 1Q14 2Q14 3Q14E 4Q14E 2014E 1Q15E 2Q15E 3Q15E 4Q15E 2015E 

Sales 507.4 556.5 530.5 524.0 2,118.3 535.0 556.9 574.9 567.7 2,234.5 572.4 597.9 617.5 610.3 2,398.0 

Operating profit 69.7 81.9 96.3 91.1 339.0 90.3 97.2 94.6 106.3 388.4 124.1 114.0 112.0 124.2 474.3 

Recurring profit 75.3 81.0 80.4 90.4 327.1 88.4 86.5 94.5 110.4 379.9 124.1 114.0 112.1 124.2 474.4 

  Income tax 17.9 21.3 20.3 22.5 82.1 22.4 20.2 22.1 30.3 95.0 31.0 28.5 28.0 31.1 118.6 

  Tax rate (%) 23.8 26.3 25.3 24.9 25.1 25.3 23.4 23.4 27.4 25.0 25.0 25.0 25.0 25.0 

Net profit  57.4 59.7 60.1 67.9 245.1 66.1 66.3 72.4 80.1 284.9 93.1 85.5 84.0 93.2 355.8 

Chg (YoY)                               

Sales 6.2 13.7 4.7 0.9 6.3 5.4 0.1 8.4 8.3 5.5 7.0 7.4 7.4 7.5 7.3 

Operating profit 7.7 27.7 53.2 165.0 49.9 29.5 18.6 (1.7) 16.7 14.6 37.4 17.3 18.4 16.8 22.1 

Recurring profit 21.4 1,724.1 44.5 282.5 124.4 17.4 6.8 17.5 22.1 16.1 40.3 31.8 18.6 12.5 24.9 

Net profit  25.0 T/N 40.4 402.6 160.6 15.2 11.0 20.5 18.0 16.2 40.9 29.0 16.1 16.3 24.9 

 Margins (%)                               

Operating margin 13.7 14.7 18.1 17.4 16.0 16.9 17.4 16.5 18.7 17.4 21.7 19.1 18.1 20.4 19.8 

Recurring margin 14.8 14.6 15.2 17.3 15.4 16.5 15.5 16.4 19.4 17.0 21.7 19.1 18.1 20.4 

Net margin 11.3 10.7 11.3 13.0 11.6 12.4 11.9 12.6 14.1 12.7 16.3 14.3 13.6 15.3 14.8 

Source: Coway, Mirae Asset Research
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Summary financial statements  
 

Profit & loss                                                                          Balance sheet  

 
 
 

Cash flow                                                                              Ratio analysis  

 

  

Year end Dec 31 (KRWbn) 2013 2014E 2015E 2016E 

Revenue 2,118 2,235 2,398 2,536 

Cost of goods sold 721 761 812 864 

Gross profit 1,397 1,473 1,586 1,672 

SG&A 1,058 1,085 1,111 1,137 

EBIT (Adj.) 339 388 474 535 

EBIT 339 388 474 535 

Net interest income (loss) (14) (3) (2) 1 

Income (loss) from associates 0 0 0 0 

Others 3 (6) 2 2 

Recurring profit 327 380 474 538 

Income tax 82 95 119 134 

Net profit 245 285 356 403 

Net profit (Controlling Interests) 245 285 356 403 

EPS (Controlling Interests, KRW) 3,178 3,694 4,613 5,229 

     

Growth & margins (%) 2013 2014E 2015E 2016E 

Revenue growth 6.3 5.5 7.3 5.8 

Gross profit growth 6.3 5.4 7.6 5.4 

EBIT growth 49.9 14.6 22.1 12.7 

Net profit growth 160.6 16.2 24.9 13.4 

EPS growth 160.6 16.2 24.9 13.4 

Gross margin 66.0 65.9 66.1 65.9 

EBIT margin 16.0 17.4 19.8 21.1 

Net profit margin 11.6 12.7 14.8 15.9 

     

Source: Coway, Mirae Asset Research estimates  
 

Year end Dec 31 (KRWbn) 2013 2014E 2015E 2016E 

Current assets 691 573 754 933 

Cash & equivalents 239 112 120 127 

Short-term financial asset 6 35 176 323 

Accounts receivable 213 213 229 242 

Inventory 66 58 62 66 

Other current assets 168 155 166 176 

Non-current assets 976 1,069 1,117 1,152 

Net fixed assets 638 739 794 836 

Investments 2 2 2 2 

Other long-term assets 336 328 320 313 

Total assets 1,668 1,642 1,870 2,085 

Current liabilities 677 368 395 418 

Accounts payable 37 39 41 44 

Short-term debt 328 0 0 0 

Other current liabilities 312 329 353 374 

Non-current liabilities 50 172 174 176 

Long-term debt 0 120 120 120 

Other long-term liabilities 50 52 54 56 

Total liabilities 727 540 569 594 

Controlling Interests 941 1,102 1,301 1,491 

Non-Controlling Interests 0 0 0 0 

Shareholder's equity 941 1,102 1,301 1,491 

BVPS(KRW) 12,200 14,291 16,873 19,334 

     

     

Source: Coway, Mirae Asset Research estimates  
 

Year end Dec 31 (KRWbn) 2013 2014E 2015E 2016E 

Cash flow from operations 537 534 578 638 

Net profit 245 285 356 403 

Depr. & amortization 198 207 223 235 

Others 135 48 43 43 

Change in working capital (41) (6) (44) (44) 

Cash flow from investing (74) (301) (271) (271) 

Capital expenditures (268) (300) (270) (270) 

Others 194 (1) (1) (1) 

Cash flow from financing (373) (332) (157) (213) 

Dividends (78) (124) (157) (213) 

Increase in equity 0 0 0 0 

Increase in debt (262) (208) 0 0 

Beginning cash* 156 245 147 296 

Ending cash* 245 147 296 449 

Source: Coway, Mirae Asset Research estimates  
Note: * Including short-term financial assets 

 

Year end Dec 31 2013 2014E 2015E 2016E 

ROE (%) 12.3 28.4 27.9 29.6 

ROA (%) 14.3 17.2 20.3 20.4 

Inventory days 11.8 10.1 9.2 9.2 

Receivables days 38.4 34.8 33.6 33.9 

Payable days 7.1 6.2 6.1 6.1 

Net debt/equity (%) 8.8 (2.4) (13.6) (22.1) 

Interest cover (x) 23.4 137.2 286.7 (388.7) 

     

     

     

     

     

     

     

Source: Coway, Mirae Asset Research estimates  
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Recommendations 

By stock (12 months) 

BUY: A target price + 10% or more above the current price,  

HOLD: Target price within - 10% to +10% of the current price 

REDUCE: A target price of –10% or less below the current price 

By industry 

OVERWEIGHT: over +10% of the current industry index 

NEUTRAL: -10% to +10% of the current industry index 

UNDERWEIGHT: -10% or less than the current industry index 

Important Compliance Disclaimer and Disclosures 

This report is distributed to our clients only, and none of the report material may be copied or distributed to any other party. While Mirae Asset Securities have taken all 
reasonable care to ensure its reliability, we do not guarantee that it is accurate or complete. Therefore, Mirae Asset Securities shall not be liable for any result from the 
use of this report. This report has never been provided to any institutional investor or third party. This report has been prepared without any undue external influence or 
interference, and accurately reflects the personal views of the analyst on the company herein. No part of the compensation of the research analyst(s) was, is, or will be, 

directly or indirectly, related to the specific recommendations or views expressed in the report. [Analyst: Woochang Chung] 

  Securities Held by the Analyst Holdings of 

share of  

over 1% 

Participation 

in Issuance of 
Securities 

Involvement 
with Affiliates 

Treasury 
Stock Held Stock Analyst Type 

Number of 

Shares 

Purchase 

Price 

Purchase 

Date 

REMARK: Korean analyst is responsible for Korean securities and relevant sectors only. 

 
Target Price and Recommendation Chart 

COWAY (021240 KS) 

 

 

Date Recommendation 12M target price (KRW)  

2014-05-14 BUY (Initiate) 107,000 

2014-06-19 BUY 107,000 
2014-09-05 BUY 105,000 (Down) 

   

   

   

   

   
   

   

   

   

   

   
   

   

   

   
 

Source: Bloomberg, Mirae Asset Research  

 

Hong Kong Compliance Disclosure 

The views expressed in the research report accurately reflect the personal views of the analysts about the subject issuer(s) or new listing applicant(s). Each 
Hong Kong analyst declares that neither he/she nor his/her associate serves as an officer or has any financial interests in relation to the issuer(s) or new 
listing applicant(s) reviewed by the analyst. None of the issuer(s) or the new listing applicant(s) reviewed or any third party has provided or agreed to provide 
any compensation or other benefits in connection with the research report to any of the analysts of Mirae Asset Securities (HK) Limited (hereinafter “MASHK”).  
 
MASHK and its affiliates and/or its employees may participate or invest in financing transactions with the covered issuer(s) and/or new listing applicant(s), 
and/or have proprietary trading positions or effect transactions in the securities or other financial instruments and related derivatives of covered issuer(s) or 
new listing applicants thereon. MASHK confirms that it (i) does not own 1% or more aggregate financial interests of market capitalization in any of the 
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MASHK who has influence on the subject matter or content, or the timing of distribution, of research report; or (iii) who is responsible for determining the 
remuneration of the analyst. 
 
The compliance disclosure and above terms’ interpretations are made and defined pursuant to paragraph 16 of the “Code of Conduct for Persons Licensed by 
or Registered with the Securities and Futures Commission” in Hong Kong. 
 

Hong Kong Compliance Disclaimer 

The research report is originally prepared and issued by MASHK and/or Mirae Asset Securities Co., Ltd. (hereinafter “MAS Group”) for distribution to their 
professional, accredited and institutional customers. It is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or 
resident of or located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to such law 
or regulation or which would restrict MAS Group to any registration or licensing requirement within such jurisdictions. It is not permitted to alter, transmit, 
copy or distribute any materials, contents and copies of the research report to any other persons or entities without the prior express written permission of 
MAS Group. MAS Group owns all property rights of trademarks, service marks and logos used in the research report. 
 
The research report for Korea securities has been prepared and issued by the analyst(s) who is/are licensed and regulated by the Korea Financial Investment 
Association in Korea only. MASHK has not reviewed or changed the contents of Korean research report before distribution and is not obligated to check any 
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The information, opinion and material presented in the research report are provided for general information purposes only. The document is not and should 
not be construed as an offer or the solicitation of an offer to sell or to buy or subscribe for any investments of securities, financial instruments or related 
derivatives. MAS Group may not have taken any steps to ensure that the securities referred to in the research report are suitable for any particular investor. 
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The contents of the research report do not constitute investment advice to any person and such person shall not be treated as a customer of MAS Group by 
virtue of receiving the research report. 
 
Information and opinions presented in the research report have been obtained or derived from sources believed by MAS Group to be reliable, but MAS Group 
makes no representation or warranty, express or implied as to their accuracy, fairness or completeness and MAS Group accepts no liability for any direct or 
consequential loss arising from the use of the material presented in the research report unless such liability arises under specific statutes or regulations.  
 
The research report is not to be relied upon in substitution for the exercise of independent judgment. MAS Group may have issued other reports that are 
inconsistent with, and reach different conclusions from, the information presented in this research report. The research report reflects the different 
assumptions, views and analytical methods of the analysts who prepared them. For the avoidance of doubt, views expressed in the research report do not 
necessarily represent those of MAS Group and may not imply comparable future performance. The research report may provide the addresses of, or contain 
hyperlinks to, various websites. To the extent that the research report refers to material outside MAS Group’s own websites, MAS Group has not reviewed the 
linked sites and takes no responsibility for the content contained herein. Such an address or hyperlink (including addresses or hyperlinks to MAS Group’s own 
website materials) is provided solely for the user’s convenience and the information and content of the linked sites does not in any way form part of the 
research report. Accessing such websites shall be at the user’s own risk. 
 
MAS Group may, to the extent permitted by law, participate or invest in financing transactions with the covered issuer(s) and/or the new listing applicant(s) 
referred to in the research report, perform services for or solicit business from such covered issuer(s) or new listing applicant(s), have proprietary positions or 
effect transactions in the securities or other financial instruments and derivatives of the covered issuer(s) and new listing applicant(s) thereon.  
 
MAS Group may have investments of less than 1% in securities, financial instruments or derivatives of reviewed issuer(s) and new listing applicant(s) that may 
be traded in different ways from those discussed/recommended in the research reports. Employees of MAS Group who were not involved in the preparation of 
the research report may have investments in securities, financial instruments or derivatives of reviewed issuer(s) or the new listing applicant(s) and may also 
trade in different ways from those discussed/ recommended in the research reports.  
 
MAS Group may, to the extent permitted by law, act upon or use the information or opinions presented herein, or the research or analysis on which they are 
based, before the material is published. MAS Group, its officers or directors and the analysts preparing the research report may have relationships with, 
financial interests in or business relationships with any or all of the covered issuer(s) and new applicant(s) mentioned in the research report. As a result of 
abovementioned matters, the users should be aware that MAS Group may have conflicts of interest that could affect the objectivity of MAS Group’s research 
reports. The users should consider the research reports produced by MAS Group as only a single factor in making investment decisions. Information, opinions 
and estimates are provided on an “as if” basis without warranty of any kind and may be changed at any time without prior notice. There is no assurance that 
future events or results will be consistent with any such opinions. Nothing in the research report constitutes investment, legal, accounting or tax advice nor 
representation that any investment or strategy is suitable or appropriate for the individual circumstances. Nothing in the research report constitutes personal 
recommendation to the user. The research report has been prepared by the analyst(s) who is/are licensed and regulated by the Securities and Futures 
Commission in Hong Kong or Korea Financial Investment Association in Korea who is/are not associated person(s) of any issuers or new listing applicants 
mentioned in the research report.  
 
These research analysts are not registered as research analysts with FINRA or the NYSE, but instead have satisfied the registration requirements of Hong 
Kong or Korean standards. These research analysts may not be associated persons of Mirae Asset Securities (USA) Inc. and may not be subject to FINRA Rule 
2711 and NYSE Rule 472 restrictions on communications with a subject company, public appearances and trading securities held by a research analyst 
account. The research report is distributed in Hong Kong by MASHK; in Korea by its holding company named MAS; in Vietnam by its joint venture company 
named Mirae Asset Securities (Vietnam) Joint Stock Company; and in the United States by the subsidiary named Mirae Asset Securities (USA) Inc. 
 
The information may only be issued or passed on to any person in the United Kingdom if that is the kind of authorized persons or otherwise pursuant to 
exemptions or circumstances where the restriction in section 21 does not apply, described in the Perimeter Guidance of the Financial Conduct Authority 
Handbook. In addition, no person who is an authorized person may issue or pass on this information, or otherwise promote MAS Group, to any person in the 
United Kingdom other than under the rules of the Financial Conduct Authority applicable to such authorized persons. The research report and any information, 
material and contents herein are intended for general circulation only and do not take into account the specific investment objectives, financial situation or 
particular needs or any particular person. Any United States user of the research report that would like further information regarding herein should contact 
Mirae Asset Securities (USA) Inc. Furthermore, any user of the research report that would like to effect any transaction in any security discussed herein should 
contact and place the orders with Mirae Asset Securities (USA) Inc. which, without in any way limiting the foregoing, accepts responsibility (solely for purposes 
of and within the meaning of Rule 15a-6 under the SEC Act of 1934) for the research report and its dissemination in the United States. 
 
If the research report is being distributed by a financial institution other than MAS Group, that financial institution should take sole responsibility for its 
distribution. This kind of report users should effect transactions of the securities mentioned in the research report or require further information through such 
financial institution. The research report does not constitute investment advice by MAS Group to that kind of report users of the distributing financial 
institution. MAS Group and its officers, directors and employees do not accept any liability whatsoever for any direct or consequential loss arising from the use 
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