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 Time Needed For Now 

  

 Nickel scandal related to Coway’s ice-making water purifier pared down 
Coway’s share price by 15% 
Coway’s share price nosedived some 15% following news on Jul 4 about the detection of nickel in its 

ice-making water purifiers. Nickel was first detected in 2015 and the replacement of corresponding 

water purifier models was all completed in Jun 2016 (ultra-slim/sparkling/coffee ice-making water 

purifiers), but soured consumer sentiment has resulted in Coway’s share price pullbacks. Although all 

related models were replaced, Coway decided to provide full refunds to stave off further deterioration in 

consumer sentiment and promote consumer rights. Related expenses are estimated at about 

KRW100bn.  
 
Time required for long-term investment decision  
The scandal-related expenses are estimated at approximately KRW100bn (e.g., refunds, parts 

replacements, losses from obsolescence of unsold product inventories/sold rental assets). The timing 

of the reflection and the items to be reflected on financial statements have yet to be confirmed, but all 

corresponding items will likely be reflected this year and thus, earnings adjustments look to be inevitable 

for 2016. Downward revisions to earnings stemming from expenses seem to have been factored into 

the share price, but it is still too early to predict when earnings and sentiment will recover. Hence, we 

recommend investors to make long-term investment decisions after confirming the trend of accounts 

in 3Q-4Q16.  
 
BUY kept and target price lowered slightly to KRW105,000 
We maintain BUY, but slightly lower our target price to KRW105,000. The downward revision to the 

target price reflects already-confirmed costs of around KRW100bn and the possibility of account 

outflows (an estimated 35,000 accounts likely to leave). Yet, given the company’s standing within the 

market (40% share of water purifier market), it is too early to confirm a reduction in future accounts 

following the detection of nickel in ice-making water purifiers. Yet, with the possibility of additional cost 

burdens (lawsuits, promotional expenses, etc.) and inevitable short-term image deterioration, it would 

take some time for the share price to recover. 
 

 

 

 

 

 

Current price (Jul 12) KRW94,000 

Target Price  KRW105,000 (prev. 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 1,991.23 

KOSDAQ 699.40 

Avg T/O Vol (60d) 174,558shrs 

Avg T/O Val (60d) 15.3mn 

Foreign ownership 54.1% 

3yr CAGR of adj EPS (16~18) 5.8% 

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

52wk high/low KRW113,000 

 KRW79,200 

Beta (12M, daily return) 0.7 

Major shareholders Coway Holdings, Inc. and 10 

others 31.1% 

Price performance 1M 3M 6M 

Absolute -13.4% 0.5% 2.7% 

Relative -12.2% 0.0% -2.4% 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 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 2,497.2 2,621.8 2,750.2 
OP (KRWbn) 364.4 463.3 475.6 515.5 546.3 

NP (KRWbn) 249.7 343.1 300.6 383.7 407.4 
Parent NP (KRWbn) 249.7 343.1 300.6 383.7 407.4 

EPS (KRW) 3,360 4,622 4,042 5,155 5,474 

Adj. EPS (KRW) 3,360 4,622 4,042 5,155 5,474 

PER* (x) 28.2-18.7 23.1-16.2 23.3 18.2 17.2 

PBR (x) 6.0 5.0 5.2 4.7 4.2 
EV/EBITDA (x) 11.3 9.3 10.4 9.8 9.3 
Div. Yield (%) 2.4 3.3 3.2 3.4 3.4 

ROE (%) 25.2 30.2 23.4 27.1 25.8 
ROIC (%) 27.4 32.6 28.2 26.9 26.2 

 

 

 

 

 

 

 

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

July 15, 2016 Company Analysis   

Coway 
 (021240) 

BUY (maintain) 
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Share price skidded 15% 

on ice-making water 

purifier-related scandal  

 

 

Nickel first detected in 

2015; Corresponding parts 

all replaced until Jun, 2016, 

but full refund offered to 

fend off further 

deterioration in consumer 

sentiment and promote 

consumer rights 

 

 

 

 

Damage to brand image 

and consumer confidence 

seems inevitable over short 

term 

 Coway’s share price has slid some 15% since the eruption of the nickel scandal related to three 

types of the company’s ice-making water purifiers on Jul 4, 2016 (ultra-slim, sparkling, coffee 

ice; CHPI-380N (CPI-380N), CHPCI-430N, CPSI-370N). The number of customer accounts 

related to the above models stands at some 110,000.  

 

According to Coway, nickel was first detected during services rendered by some “Cody” 

ladies or its door-to-door service agents, in early 2015. The stripped nickel coating was 

confirmed to be harmless according to Coway’s additional internal research and tests 

conducted by independent institutions. Nevertheless, Coway completed the replacement of 

corresponding parts until Jun, 2016 with a view to promoting consumer rights. Some were 

skeptical that Coway tried to cover up the scandal because it did not reveal the related 

information right away. However, as the news was leaked to the media after the completion of 

parts replacements, additional controversies have yet to arise. With the scandal coming to the 

fore, however, Coway’s share price has skidded. Aiming to stave off further deterioration in 

consumer sentiment and promote consumer rights, Coway decided to: 1) offer a full refund, 2) 

destroy related inventories, and 3) ban sales of the above models.  

 

In conclusion, the company should inevitably experience damage to its brand image and 

consumer confidence. As a B2C company, Coway was the source of a controversy 

surrounding a product related to consumption, regardless of whether or not the ice-making 

water purifier at issue is harmful to humans. 

  

Fig 1: Summary of nickel incident and forecast of related costs 

 
 

 

Related expenses 

estimated at around 

KRW100bn, possibility of 

partial loss of clients and 

additional expenses 

(promotional expenses, 

lawsuits, etc.) 

 

2016 OR, OP and NP 

projections revised down 

by 1%, 3.4% and 17.9%, 

respectively  

 SG&A expenses and one-off expenses are estimated at about KRW100bn, which is broken 

down into expenses regarding component replacements amounting to KRW3.1bn executed 

until Jun, refunds (KRW53.8bn announced plus additional refunds estimated at KRW7.7bn for 

products purchased during Apr-Jun) and losses from rental asset obsolescence of KRW300bn. 

Losses from rental asset obsolescence look to be reflected as SG&A expenses, but as for the 

remaining expenses, the timing of the reflection and the recognition method have yet to be 

confirmed. Separately, there is the chance of additional expenses related to the possibility of a 

portion of Coway’s 110,000 account holders canceling their contracts, consumers filing 

lawsuits and the possibility of additional marketing expenses aimed at retaining existing 

clients. Yet, confirmed expenses should be recognized this year and assuming the confirmed 

expenses and an estimated client outflow of 35,000 accounts, we revised down 2016 OR, OP 

and NP projections by 1%, 3.4% and 17.9%, respectively. 
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Fig 2: Adjusted earnings estimates 

 
 

 

2016 earnings meaningless 

for now; Potential exit of 

existing accounts to carry 

stronger significance  

 

 

 

 

 

Consumer confidence of 

utmost importance; 

Existence of alternative 

products/services to hint at 

Coway’s outlook 

 

If proportion of households 

comprised of three to four 

family members is high 

among Coway’s ice-

making water purifier 

clients and they flee to 

mineral water market, 

there is lofty chance for 

them to return 

 

But it is necessary to check 

whether they flee to 

competitors; Results to 

come after confirming 

trends of accounts in 3Q-

4Q16 

 

Coway to minimize exit of 

existing customers based 

on its strengths (e.g., 

customer networks built on 

Cody services, brand 

awareness, three-to-four-

person household 

customers, funding power) 

 All in all, 2016 earnings do not seem to carry significant implications at the moment. Whether 

existing customers will leave is forecast to carry more significant implications for Coway, than 

its current earnings dips caused by the reflection of expenses. Coway, the No. 1 water purifier 

rental company in Korea, still boasts a premium as a market leader and the strongest funding 

power and customer-management ability. Hence, Coway is highly likely to minimize the exit 

of its 110,000 accounts and execute intensive promotional events for existing and prospective 

customers by spending more money. For now, it is difficult to estimate the size of inevitable 

expenses and the number of accounts to be lost ahead.  

 

We surmise that it would be difficult for Coway to turn soured consumer sentiment around 

and recover its tainted image over the short term, because consumer trust is pivotal to F&B 

and home appliance stocks. However, it still seems possible to predict the size of customer 

exits or the strength of a recovery by analyzing the market position of Coway and the existence 

of alternative products or services.   

 

The company’s clients are mostly comprised of three to four family members per household, 

which are highly dependent on water purifiers. Also, as the ice-making water purifier at issue 

is a high value-added product (ARPU at KRW40,000 vs. the company’s average ARPU at 

KRW24,600), there is a strong chance of three to four member households having been using 

the products. If the clients transfer to the mineral water market, we see they are highly likely to 

revert to the water purifier market due to cost burdens stemming from mineral water 

purchases and inconveniences involving needs for frequent purchases, difficulties at 

managing mineral water (stored in refrigerates) and treatment of waste. Yet, the problem is the 

possibility of the current clients fleeing to competitors. Fortunately, however, confidence in the 

water purifier market itself is declining rather than a degraded confidence in Coway alone. If 

the latest scandal leads to a reduction in the company’s accounts and a rise in competitors’ 

accounts, this may hamper the company’s enterprise value. Yet, we can see how things will 

unfold after confirming the trends of accounts in 3Q-4Q16 and for now, it is too early to predict 

the company’s earnings changes. 

 

 

 

Coway boasts the following differentiated competitiveness: customer networks built through 

long-standing Cody services, solid brand awareness, customer accounts composed mostly of 

three-to-four-person households, and strong funding power. Therefore, Coway is expected to 

minimize the exit of existing customers. With the detected foreign substance (nickel coating) 

confirmed to be not harmful to human bodies, consumers’ distrust will likely diminish 

gradually ahead. Moreover, the 110,000 accounts correspond to only about 2% of Coway’s 

total customer accounts.  
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Selloff-related noise and 

issue of detection of nickel 

are recipe for short-term 

downtrend; Time needed 

to make long-term 

investment decisions  

At the previous 1Q16 earnings review report, we mentioned uncertainties over Coway’s 

earnings given the likelihood of its sale, adding that Coway’s share price is unlikely to rise on 

earnings growth until the sale is wrapped up. The share price exhibited an uptrend over the 

short-term on the signing of an MOU with Haier of China, but the detection of nickel sent the 

share price down again. 

 

Irrespective of the nickel issue, risk factors such as cost management and the possibility of 

continuing shareholder-friendly policies in connection to the sale of Coway and uncertainties 

over the sale should continue. However, assuming that the risks stemming from the nickel 

issue should be limited, we recommend investors to delay investment decisions until 

confirming the trends of accounts in 3Q-4Q16. We advise existing investors to hold and 

prospective buyers to buy after confirming the trends of accounts in 3Q-4Q16. 

 

Fig 3: Coway's earnings forecast 
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Fig 4: Target price calculation 
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 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 June  30, 2016) 

BUY Neutral Sell   

85.6 14.0 0.4 * 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. 

 

 

 


