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Coway 
(021240 KS) 

Earnings quality continues to improve 

3Q review: Profitability remains high at 19.6%  

For 3Q, Coway announced non-consolidated preliminary revenue of W496.1bn (+1.4% 

YoY) and operating profit of W97bn (flat YoY; OP margin of 19.6%). Revenue was 

slightly lower than expected, but margin once again surprised to the upside. We largely 

attribute the revenue miss to sluggish lump-sum payment sales of environmental home 

appliances, which fell 10.4% YoY as a result of much weaker-than-expected dehumidifier 

sales amid drier-than-usual weather.   

However, key indicators of earnings quality and long-term growth remained strong. 3Q 

new rental accounts jumped 20.7% YoY to 311,000, bringing 2014 cumulative new 

accounts to a record-high 999,000 (80% of annual target). Home care revenue surged 

57.8% YoY on robust mattress sales, while cosmetics revenue eked out a 3.6% YoY 

increase despite unfavorable seasonality.    

Proving its superior cost control yet again   

After focusing on improving profitability in 2013, Coway has shifted its focus on driving 

top-line growth through new rental accounts. The company has been successful so far, 

growing average quarterly new rental accounts to a record 330,000 YTD.     

For a rental business, the inflow of new orders is key to sustainable growth. However, 

strong orders squeeze margins in the near term because income is spread out across the 

rental period, whereas SG&A expenses (commissions, etc.) are incurred all at once.     

Indeed, Coway’s 3Q SG&A expense ratio rose 2.3%p YoY, in line with our projection. 

However, cost ratio improved 2%p during the same period, supported by strong sales of 

new products and cost-saving efforts. As a result, overall OP margin again beat our 

expectations, once again underscoring the company’s superior cost control.      

Reiterate Buy and Raise TP by 7% to W120,000  

Key quality indicators of Coway’s core rental business have continued to improve. Churn 

rate fell back to a record-low 0.96% in 3Q, after inching up QoQ in 2Q following the 

expiry of a large number of accounts subscribed in 2011 (as part of a promotional 

event). The rental asset disposal ratio also remained steady at a historically low 2.9%.  

The growth of Coway’s rental earnings and new accounts raises confidence in the 

company’s long-term prospects. We maintain our Buy call on the stock and lift our 

target price by 7% to W120,000, reflecting modest upward revisions to our earnings 

forecasts from 2016 onwards.  

 

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

Revenue (Wbn) 1,824 1,993 2,118 2,171 2,354 2,541 

OP (Wbn) 235 226 339 373 426 484 

OP margin (%) 12.9 11.3 16.0 17.2 18.1 19.0 

NP (Wbn) 167 94 245 258 295 346 

EPS (W) 2,166 1,219 3,178 3,348 3,827 4,489 

ROE (%) 22.2 12.3 28.4 25.9 26.0 26.3 

P/E (x) 16.9 35.7 20.9 27.9 24.4 20.8 

P/B (x) 3.3 3.8 4.9 6.1 5.4 4.7 

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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Expected Return 29% 

  

OP (14F, Wbn) 373 
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TableTableTableTable    1111. 3Q14P. 3Q14P. 3Q14P. 3Q14P    earnings earnings earnings earnings rrrresults esults esults esults (non(non(non(non----consolidatedconsolidatedconsolidatedconsolidated    KKKK----IFRSIFRSIFRSIFRS))))    (Wbn, %)    

        
3Q133Q133Q133Q13    2Q142Q142Q142Q14    

3Q14P3Q14P3Q14P3Q14P    GrowthGrowthGrowthGrowth    

        PreliminaryPreliminaryPreliminaryPreliminary    KDBKDBKDBKDB    DaewooDaewooDaewooDaewoo    ConsensusConsensusConsensusConsensus    YoYYoYYoYYoY    QoQQoQQoQQoQ    

Revenue 489 523 496 532 519 1.4 -5.2 

Operating profit 97 98 97 91 99 0.0 -0.6 

OP margin (%) 19.8 18.7 19.6 17.2 19.1  
 

Pretax profit 83 87 88 89 96 6.2 1.7 

Net profit 62 65 66 67 71 6.7 1.8 

Source: Company data, KDB Daewoo Securities Research estimates 

TableTableTableTable    2222. . . . 3Q14P3Q14P3Q14P3Q14P    consolidated consolidated consolidated consolidated results results results results         (Wbn, %)    

        
3Q133Q133Q133Q13    2Q142Q142Q142Q14    

3Q14P3Q14P3Q14P3Q14P    GrowthGrowthGrowthGrowth    

        PreliminaryPreliminaryPreliminaryPreliminary    KDBKDBKDBKDB    DaewooDaewooDaewooDaewoo    ConsensusConsensusConsensusConsensus    YoYYoYYoYYoY    QoQQoQQoQQoQ    

Revenue 531 557 526 568 552 -0.9 -5.6 

Operating profit 96 97 95 95 97 -1.0 -1.9 

OP margin (%) 18.1 17.4 18.1 16.7 17.6  
 

Pretax profit 80 87 86 86 90 6.8 -0.7 

Net profit 60 66 64 65 68 6.3 -3.6 

Source: Company data, KDB Daewoo Securities Research estimates 

TableTableTableTable    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 2,223 2,419 2,171 2,354 -2.4 -2.7 
 - Reflects 3Q14   

  results 

Operating profit 377 432 373 426 -1.1 -1.4  

Pretax profit 354 412 342 391 -3.3 -5.2 
 - Revised down F/X- 

  translation losses 

Net profit 267 311 258 295 -3.3 -5.1  

Notes: Consolidated K-IFRS. Source: Company data, KDB Daewoo Securities Research estimates 

TableTableTableTable    4444. . . . Quarterly Quarterly Quarterly Quarterly consolidated consolidated consolidated consolidated earnings trendearnings trendearnings trendearnings trendssss            (Wbn, %)    

        1Q131Q131Q131Q13    2Q132Q132Q132Q13    3Q133Q133Q133Q13    4Q134Q134Q134Q13    1Q141Q141Q141Q14    2Q142Q142Q142Q14    3Q143Q143Q143Q14PPPP    4Q144Q144Q144Q14FFFF    

Revenue 507 556 531 524 535 557 526 554 

Operating profit 70 82 96 91 90 97 95 90 

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

Net profit 57 60 60 68 66 66 65 61 

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

Rental asset disposal losses 12 10 9 8 10 11 10 10 

(%, revenue) 3.5 3.0 2.8 2.4 2.8 3.1 2.9 2.9 

Source: Company data, KDB Daewoo Securities Research estimates 

 



Coway 

 

3 

October 27, 2014 

KDB Daewoo Securities Research 

 

TableTableTableTable    5555. . . . DCF valuationDCF valuationDCF valuationDCF valuation    (Wbn, %, ‘000 shares)    

        14F14F14F14F 15F15F15F15F 16F16F16F16F 17F17F17F17F 18F18F18F18F 

EBIT 373 426 484 495 505 

- Taxes 91 104 118 121 123 

- Capex 280 281 292 298 304 

- Chg. in working capital 46 40 36 36 37 

+ Depreciation 187 184 195 199 203 

+ Amortization 8 8 8 8 8 

+ Rental asset disposal losses 41 44 46 47 47 

FCFF 192 236 287 293 299 

Final year FCFF 279     

Terminal value 10,329     

Terminal growth 2%     

NPV of FCFF  1,189    

PV of terminal value   8,135 
   

Enterprise value 
 

9,324 
   

Cash & equivalents 
 

225 
   

Other investment 
 

6 
   

Interest-bearing debt 
 

277 
   

Minority interests 
 

0 
   

Preferred shares   0 
   

Current equity value 
 

9,278 
   

Shares outstanding   77,125 
   

Target priceTarget priceTarget priceTarget price    ((((WWWW))))            120,000 120,000 120,000 120,000 
   

Current price (W) 
 

93,300 
   

Upside (%)   28.6% 
   

Source: Company data, KDB Daewoo Securities Research estimates 
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ChartChartChartChart    1111. . . . New rental accounts New rental accounts New rental accounts New rental accounts maintaining strengthmaintaining strengthmaintaining strengthmaintaining strength    

 

Source: Company data, KDB Daewoo Research 

ChartChartChartChart    2222. . . . Quarterly rental asset disposal losses & proportion of rental revenue trendQuarterly rental asset disposal losses & proportion of rental revenue trendQuarterly rental asset disposal losses & proportion of rental revenue trendQuarterly rental asset disposal losses & proportion of rental revenue trend    

 

Source: Company data, KDB Daewoo Research 

ChartChartChartChart    3333. . . . QuQuQuQuarterly rental revenue trend &arterly rental revenue trend &arterly rental revenue trend &arterly rental revenue trend &    forecastforecastforecastforecast    

 

Source: Company data, KDB Daewoo Research 
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Coway (021240 KS/Buy/TP: W120,000) 

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    2,1712,1712,1712,171    2,3542,3542,3542,354    2,5412,5412,5412,541     Current AssetsCurrent AssetsCurrent AssetsCurrent Assets    691691691691    691691691691    795795795795    929929929929    

Cost of SalesCost of SalesCost of SalesCost of Sales    721721721721    719719719719    774774774774    842842842842     Cash and Cash Equivalents 239 225 297 401 

Gross ProfitGross ProfitGross ProfitGross Profit    1,3971,3971,3971,397    1,4521,4521,4521,452    1,5801,5801,5801,580    1,6991,6991,6991,699     AR & Other Receivables 227 228 245 262 

SG&A ExpensesSG&A ExpensesSG&A ExpensesSG&A Expenses    1,0581,0581,0581,058    1,0791,0791,0791,079    1,1541,1541,1541,154    1,2141,2141,2141,214     Inventories 66 72 77 82 

Operating Profit (Adj)Operating Profit (Adj)Operating Profit (Adj)Operating Profit (Adj)    339339339339    373373373373    426426426426    484484484484     Other Current Assets 159 166 176 184 

Operating ProfitOperating ProfitOperating ProfitOperating Profit    339339339339    373373373373    426426426426    484484484484     NonNonNonNon----Current AssetsCurrent AssetsCurrent AssetsCurrent Assets    976976976976    1,0171,0171,0171,017    1,0681,0681,0681,068    1,1171,1171,1171,117    

NonNonNonNon----Operating ProfitOperating ProfitOperating ProfitOperating Profit    ----12121212    ----31313131    ----35353535    ----26262626     Investments in Associates 0 0 0 0 

Net Financial Income -14 -10 -10 -8  Property, Plant and Equipment 638 669 722 773 

Net Gain from Inv in Associates 18 0 0 0  Intangible Assets 177 173 166 159 

Pretax Profit 327 342 391 458  Total AssetsTotal AssetsTotal AssetsTotal Assets    1,6681,6681,6681,668    1,7091,7091,7091,709    1,8631,8631,8631,863    2,0462,0462,0462,046    

Income Tax 82 84 95 112  Current LiabilitiesCurrent LiabilitiesCurrent LiabilitiesCurrent Liabilities    677677677677    578578578578    560560560560    536536536536    

Profit from Continuing Operations 245 258 295 346  AP & Other Payables 191 187 202 216 

Profit from Discontinued Operations 0 0 0 0  Short-Term Financial Liabilities 335 269 260 240 

Net ProfitNet ProfitNet ProfitNet Profit    245 258 295 346  Other Current Liabilities 151 122 98 80 

Controlling Interests 245 258 295 346  NonNonNonNon----Current LiabilitiesCurrent LiabilitiesCurrent LiabilitiesCurrent Liabilities    50505050    78787878    85858585    94949494    

Non-Controlling Interests 0 0 0 0  Long-Term Financial Liabilities 0 9 9 9 

Total Comprehensive ProfitTotal Comprehensive ProfitTotal Comprehensive ProfitTotal Comprehensive Profit    244244244244    247247247247    295295295295    346346346346     Other Non-Current Liabilities 50 69 76 85 

Controlling Interests 244 247 295 346  Total LiabilitiesTotal LiabilitiesTotal LiabilitiesTotal Liabilities    727727727727    656656656656    645645645645    630630630630    

Non-Controlling Interests 0 0 0 0  Controlling InterestsControlling InterestsControlling InterestsControlling Interests    941941941941    1,0511,0511,0511,051    1,2171,2171,2171,217    1,4151,4151,4151,415    

EBITDA 537 568 618 686  Capital Stock 41 41 41 41 

FCF (Free Cash Flow) 269 187 188 244  Capital Surplus 126 126 126 126 

EBITDA Margin (%) 25.4 26.2 26.3 27.0  Retained Earnings 868 993 1,158 1,356 

Operating Profit Margin (%) 16.0 17.2 18.1 19.0  NonNonNonNon----Controlling InterestsControlling InterestsControlling InterestsControlling Interests    0000    1111    1111    1111    

Net Profit Margin (%) 11.6 11.9 12.5 13.6  Stockholders' EquityStockholders' EquityStockholders' EquityStockholders' Equity    941941941941    1,0521,0521,0521,052    1,2181,2181,2181,218    1,4161,4161,4161,416    

     
 
     

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 537 466 469 535  P/E (x) 20.9 27.9 24.4 20.8 

Net Profit 245 258 295 346  P/CF (x) 8.3 12.0 12.0 10.7 

Non-Cash Income and Expense 374 344 302 328  P/B (x) 4.9 6.1 5.4 4.7 

Depreciation 191 187 184 195  EV/EBITDA (x) 9.7 12.8 11.6 10.3 

Amortization 8 8 7 7  EPS (W) 3,178 3,348 3,827 4,489 

Others 175 149 111 126  CFPS (W) 8,030 7,807 7,748 8,739 

Chg in Working Capital -41 -33 -33 -27  BPS (W) 13,535 15,172 17,317 19,884 

Chg in AR & Other Receivables 67 -12 -17 -16  DPS (W) 2,710 1,749 1,999 2,345 

Chg in Inventories 19 -8 -6 -5  Payout ratio (%) 82.4 50.2 50.2 50.2 

Chg in AP & Other Payables -82 3 3 3  Dividend Yield (%) 4.1 1.9 2.1 2.5 

Income Tax PaidIncome Tax PaidIncome Tax PaidIncome Tax Paid    ----41414141    ----103103103103    ----95959595    ----112112112112     Revenue Growth (%) 6.3 2.5 8.4 7.9 

Cash Flows from Inv Activities -76 -264 -247 -253  EBITDA Growth (%) 31.0 5.8 8.8 11.0 

Chg in PP&E -258 -253 -238 -246  Operating Profit Growth (%) 50.0 10.0 14.2 13.6 

Chg in Intangible Assets -2 0 0 0  EPS Growth (%) 160.7 5.3 14.3 17.3 

Chg in Financial Assets -4 -3 -5 -4  Accounts Receivable Turnover (x) 9.5 10.2 10.6 10.7 

OthersOthersOthersOthers    188188188188    ----8888    ----4444    ----3333     Inventory Turnover (x) 30.8 31.6 31.6 31.8 

Cash Flows from Fin Activities -373 -214 -151 -179  Accounts Payable Turnover (x) 17.4 19.8 20.7 21.0 

Chg in Financial Liabilities -260 -57 -9 -19  ROA (%) 14.3 15.3 16.5 17.7 

Chg in Equity 0 0 0 0  ROE (%) 28.4 25.9 26.0 26.3 

Dividends Paid -78 -124 -130 -148  ROIC (%) 23.0 26.9 28.5 30.2 

OthersOthersOthersOthers    ----35353535    ----33333333    ----12121212    ----12121212     Liability to Equity Ratio (%) 77.3 62.4 53.0 44.5 

Increase (Decrease) in Cash 86 -13 72 104  Current Ratio (%) 102.2 119.6 142.0 173.5 

Beginning Balance 152 239 225 297  Net Debt to Equity Ratio (%) 9.5 4.4 -2.9 -11.2 

Ending BalanceEnding BalanceEnding BalanceEnding Balance    239239239239    225225225225    297297297297    401401401401     Interest Coverage Ratio (x) 18.2 29.0 35.1 42.2 

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) 10/26/2014 Buy 120,000 

 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 

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. 
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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 
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