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 1Q16 Earnings Preview   

  

 1Q16 earnings to meet market consensus  

1Q16 OR and OP are estimated at KRW605bn (up 10.4%YoY) and KRW118.2bn (up 17.8%YoY), 

respectively. There seem to be low base effects associated with sluggish earnings in 1H15. Wellness 

home appliance sales (up 11.2%YoY; rental sales up 2.9%YoY, lump-sum sales up 20.5%YoY) and 

exports (overseas subsidiaries; up 20.8%YoY) seem to have improved as well. As such, Coway is 

estimated to have posted sound growth in 1Q16. Lump-sum sales are estimated to have grown on 

robust sales of non-flagship items, such as Dyson vacuum cleaners and massage chairs. We estimate 

that 1Q16 profitability slid YoY (2015 OP margin of 20%, 4Q15 OP margin of 20.4%), but cancellation 

rates and losses from rental asset obsolescence seem to have been flattish QoQ (cancellation rate at 

1%, 2.6-7% of rental sales). As such, profitability seems to have been maintained (1Q16 OP margin 

estimated at 19.5%). 

 
Focus on top-line growth, rather than profitability, in 2016  

2016 OR and OP are projected to climb 8.1%YoY and 5.1%YoY to KRW2.5tr and KRW486.7bn, 

respectively. The company is anticipated to focus on top-line growth rather than margins this year. 

Overseas market turnarounds and growth in rental and lump-sum sales businesses focusing on the 

domestic market are forecast to continue: Top-line growth and earnings improvements at overseas 

subsidiaries (up 35%YoY in Malaysia, up 14%YoY in US, up 8.5%YoY in China), increased rental sales 

volume (rising sales of water purifiers/air purifiers with IoT technology applied) and a growing lump-sum 

sales business stemming from product diversification into cleaners, massage chairs and electric ranges 

(wellness home appliances OR up 5.9%YoY) 

 
BUY kept with target price of KRW110,000 

The current price corresponds to a 2016 PER of 19x. This is not burdensome in light of earnings growth, 

but the issue of the largest stakeholder’s disposal is highly likely to impede share price movements over 

the short-term. We recommend investors to take into account the disposal issue. 

 
 

 

 

 

 

Current price (Apr 6) KRW94,700 

Target Price  KRW110,000 

Reuters code 021240.KS 

Bloomberg code 021240 KS 

Industry/Sector Other Consumer Services 

Rating   

Market cap USD6.3bn 

Ordinary shares issued 77,124,796shrs 

Free float  65.4% 

KOSPI 1,971.32 

KOSDAQ 694.03 

Avg T/O Vol (60d) 153,135shrs 

Avg T/O Val (60d) 12.7mn 

Foreign ownership 53.2% 

3yr CAGR of adj EPS (16~18) 4.8% 

Market's 3yr CAGR of adj. EPS 22.4% 

52wk high/low KRW105,500 

 KRW79,200 

Beta (12M, daily return) 0.5 

Major shareholders Coway Holdings, Inc. and 8 others 

31.1% 

Price performance 1M 3M 6M 

Absolute 0.1% 8.1% 9.2% 

Relative -0.7% 5.6% 10.3% 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 FY-end 12/14A 12/15A 12/16F 12/17F 12/18F 
(Reporting standard) (IFRS-C) (IFRS-C) (IFRS-C) (IFRS-C) (IFRS-C) 

OR (KRWbn) 2,160.3 2,315.2 2,503.2 2,611.7 2,724.8 
OP (KRWbn) 364.4 463.3 486.7 512.9 533.4 

NP (KRWbn) 249.7 343.1 359.6 380.0 395.7 
Parent NP (KRWbn) 249.7 343.1 359.6 380.0 395.8 

EPS (KRW) 3,360 4,622 4,837 5,109 5,321 

Adj. EPS (KRW) 3,360 4,622 4,837 5,109 5,321 

PER* (x) 28.2-18.7 23.1-16.2 19.6 18.5 17.8 

PBR (x) 6.0 5.0 5.1 4.6 4.1 
EV/EBITDA (x) 11.3 9.3 10.1 9.7 9.0 
Div. Yield (%) 2.4 3.3 3.2 3.4 3.4 

ROE (%) 25.2 30.2 27.4 25.9 24.4 
ROIC (%) 27.4 32.6 29.8 28.5 30.7 

 

 

 

 

 

 

 

  Note: IFRS-C = Consolidated financial statements; IFRS-P = Individual financial statements Source: Company data, Hyundai Securities 
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Coway 
 (021240) 

BUY (maintain) 
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Consolidated OR 

guidance of 10.6% 

growth, which hints at 

Coway’s commitment to 

top-line growth 

  

Low base effects 

expected in 1H16 

 

IoT-applied items keep 

expanding (proportion: 

1%  3%); ARPU 50% 

higher as well 

 

 

 

 

 

 

Lump-sum sales on 

continued rise, bolstered 

by robust sales of non-

flagship items (e.g., 

vacuum cleaners, massage 

chairs) 

 

As for overseas business, 

growth is anticipated, 

backed by growing US 

subsidiary and recovering 

sales in China 

 

 

 

 

 

 

 

Share price in boxed-

range movement due to 

issue of largest 

stakeholder’s selloff; BUY 

kept with target price of 

KRW110,000 

 Coway presented the following guidance: 10.6%YoY growth in consolidated OR and OP 

margin of 19.5%. It is the first time for Coway to present a double-digit growth rate as 

guidance, which indicates the company’s strong commitment to top-line growth. Coway is 

likely to sustain robust YoY growth until 1H16 (2Q: peak season), aided by a low base 

associated with lackluster earnings in 1H15. The pace of growth looks to slow down in 2H16, 

weighed by a high base from brisk earnings in 2H15. Hence, we advise investors to tame 

expectations for Coway’s 2H16 earnings.  

 

 

Coway is expected to expand rental sales by raising the proportion of IoT-applied items. In 

fact, Coway’s sales exposure to IoT-applied items is still minimal, but the sales proportion 

increased from 1% to 3% of total sales (ARPU of IoT-applied items maximum 50% higher as 

well). In the case of existing air purifiers, it is difficult for customers to check improvements of 

air quality with their own eyes. With IoT-applied air purifiers, however, customers can 

systematically manage air quality. Coway expects the IoT-applied air purifier sales to grow as 

they can provide information on numerical changes in air quality and customized care (air 

purifier’s penetration rate in domestic market estimated at about 20%; 1Q16 air purifier sales 

growth estimated in the high-single digit range). 

 

Coway’s lump-sum sales have continuously risen, driven by non-flagship items, such as 

Dyson vacuum cleaners, an electric range, massage chairs, and juicepresso (vacuum 

cleaner/massage chair sales estimated to have posted double-digit growth rates in 1Q16). 

Also, the effects of cross-selling are increasing thanks to door-to-door sales by Codi (Coway 

sales ladies) and the number of products used per client is estimated to stand at 1.63 units (the 

number likely to rise to 2). 

 

As for the overseas business, we anticipate growing sales at Malaysian and US subsidiaries 

and improving exports to China this year (OR up 14%YoY). The Malaysian subsidiary is 

forecast to see 2016 OR grow 35-40%YoY (OP margin of 8%), aided by continued growth in the 

rental business, while the US subsidiary is expected to post 15%YoY growth in OR, aided by 

strategies to expand sales targeting Koreans, and reach BEP. In the case of the Taiwanese 

subsidiary, negative growth should be inevitable due to the suspension of the rental business, 

but margins are likely to improve due to a reduced extent of losses. The Chinese subsidiary 

(plus exports) saw tepid sales in 2015 from client P’s reduced market share in China, but is 

forecast to see improved earnings YoY (up 8.5%YoY) on client P’s improving market share in 

China starting in 4Q15, inventory depletion and the subsidiary’s growing new order intakes 

amid severe fine dust levels and environmental pollution in China. 

 

The selloff of a controlling stake by the largest stakeholder, private equity fund MBK Partners, 

is underway. Due to the nature of a private equity fund, margins were well managed, leading 

to sound earnings over the past several years, but the possibility of margin drops in the case of 

the disposal of the controlling stake has caused the shares to move in a boxed range. Until the 

issue of the largest stakeholder’s disposal is resolved, the share prices are highly likely to move 

sideways. In light of the company’s growth potential, however, we maintain BUY and a target 

price of KRW110,000. The target price was derived by using the 10-year DCF method. 
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Fig 1: Coway's earnings forecast 

 
 

 

Fig 2: Target price calculated through DCF 
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Fig 3: Sensitivity analysis based on changes in WACC and terminal growth 

 
 

 

 

Fig 4: PER band chart  Fig 5: PBR band chart 
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Disclosures 

 Rating and Target Price Changes  

 

 

  

 
 

 Hyundai Securities has not disclosed the material contained in this report to any institutional investor or third party prior to its publication. The author(s) confirms that the material contained herein correctly 
represents his/her/their opinion and that it has been prepared without any undue influences or interventions. Hyundai Securities Co., Ltd. or any of its affiliates has not taken part in public offerings of the 
company(ies) covered in this report for the past 12 months. The author(s) of this report does not have any interest in the company(ies) covered herein. 

 Rating: Sector: Overweight (+10% or more), Neutral (-10 - +10%), Underweight (-10% or more)   
 Company: Strong BUY (+30% or more), BUY (+10 - +30%), Marketperform (-10 - +10%), Underperform (-10% or more) (Share price -, Target Price -) 

 Proportion of investment rating (As of March  31, 2016) 

BUY Neutral Sell   

88.0 11.7 0.3 * Based on reports presented with investment ratings over the past one year 

 

 All Hyundai Securities Research is available via the following electronic databases: Bloomberg, Thomson Reuters, FactSet. Contact your Hyundai Securities sales representative for access. 

 This report has been prepared for informational purposes only, and does not constitute an offer or solicitation of a contract for trading. Opinions in this report reflect professional judgment at this date based on 
information and data obtained from sources we consider reliable. However, we do not guarantee that the information and data are accurate or complete, and, therefore, this report is subject to change without 
prior notice. Individual investment should be made based on each client’s own judgment, and we expressly disclaim all liability for any investment decisions and any results thereof. This report is a copyrighted 
material of Hyundai Securities Co. and, thus, it may not be reproduced, distributed, or modified without the prior consent of Hyundai Securities Co. This report is not prepared for academic purposes, and any 
third party wishing to quote from it for academic publications should receive the prior consent of Hyundai Securities Co. 

 

 

 


