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1Q18 preview: Potential to be realized

1Q18 to satisfy consensus, domestic accounts to grow

We estimate 1Q18 sales will grow 8% YoY to W656bn and OP 6% YoY to
W128bn (OPM 19.5%). Domestic rental sales (rental + membership, 64% of
total sales) should improve 3% YoY. With rental sales expected to gain 5% YoY
and the cancellation rate stabilizing around 1%, net rental additions should
reach 60,000; the highest in two years. And, the total number of accounts
should gain 1.1% YoY. Non-rental sales (exports, lump-sum, cosmetics) are
estimated to increase 4% YoY. Meanwhile, sales at the core subsidiary in
Malaysia should surge 40% YoY while US subsidiary sales should grow more
than 15% YoY.

Overseas expansion gaining traction

Solid overseas results should contribute to earnings. The overseas business,
including China and the US, should account for 21% of total sales this year.
And, average full-year sales growth should reach 7.5% in 2018-2019, while
Malaysia should lift overall growth by almost 3%p. Total overseas accounts
should grow 6% YoY and ARPU 2% YoY, ending a two-year stagnation. Of note,
water quality is poor in Malaysia, but water purifier penetration is only about
20%. Coway secured 650,000 accounts in the country as of end-2017,
equivalent to more than 10% of the company’s total global accounts. And,
Coway should secure more than 200,000 more accounts this year. Meanwhile,
ODM exports of air purifiers to China are growing steadily. As demand peaks in
2H, air purifier ODM exports should ramp up later this year. In addition, we
recommend closely monitoring lump-sum payment sales via Amazon, the
reinforced rental business in Thailand and the potential entry into the Chinese
water purifier market over the mid to long term.

Better domestic competitiveness, solid market growth
Domestic rental accounts should grow 4.4% YoY and total accounts 2.2% YoY
this year. After eroding on more competition and quality issues, water purifier
accounts should rebound. Air purifiers and mattress rentals are robust on
growing markets, and new water and air purifier products are scheduled to roll
out in 2Q18. Going forward, Coway should launch new rental categories, such
as clothes cleaners and water softeners.

Yr to Sales oP NP EPS %chg EBITDA PEEVEBTDA PB ROE DY
Dec (Wbn) (Wbn) (Wbn) (KRW) (YoY) (Wbn) () ® X (%) (%)
2016A 2,376 339 244 3280 (29.0) 572 269 118 49 201 36
2017A 2,517 473 326 4,484  36.7 708 218 108 63 301 33
2018F 2,697 516 375 5205  16.1 767 17.0 90 51 358 3.8
2019F 2,908 554 403 5588 74 819  15.9 84 46 341 41
2020F 3,130 605 42 6130 97 885 14.5 77 41 328 41
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Maintain BUY with TP of W110,000
Over the next two years, we forecast sales will grow at a CAGR of 8%, OP of
8% and EPS of 12%. Dividend yield reaches 3.8%, and management has
adopted a robust shareholder return policy centered on share buybacks and
cancellations. We believe the growth outlook is robust for environmental
appliances, such as water purifiers and air purifiers, across not only Korea but
all of Asia, where air quality and water pollution are serious concerns.
Meanwhile, shares trade at 17x 12MF PE, near the bottom of the three-year
band. Given the steady earnings growth, domestic and overseas expansion
and attractive dividend yield, we expect shares to climb gradually.

Table 1. Earnings breakdown

(W bn, %, % YoY)

2017 2018 Annual

1Q 2Q 3Q 4Q 1QF 2QF 3QF 4QF 2015 2016 2017 2018F 2019F

Sales 610 623 630 654 656 659 677 705 2,315 2,376 2,517 2,697 2,908
% YoY (2.2) 12.3 7.9 6.4 75 5.7 75 7.8 7.2 26 5.9 71 7.9
Rental related 407 416 414 413 417 424 429 430 1,671 1,592 1,651 1,701 1,775
% YoY (3.7) 16.0 1.3 3.0 25 1.9 35 4.2 55 (4.7) 3.7 3.0 4.4
Rental 370 380 379 379 384 392 398 400 1,491 1424 1506 1,574 1,660

% YoY (2.8) 20.0 3.1 4.9 4.0 3.3 5.1 5.7 6.5 (4.5) 5.7 4.5 54
Membership 38 37 36 34 33 32 31 30 180 168 145 127 115

% YoY (11.9) (13.6) (14.7) (14.3) (12.0) (12.1) (12.8) (12.4) (2.1) 6.7) (13.6) (12.3)  (9.1)
Financial lease 26 30 35 32 28 31 33 32 41 106 123 124 124
% YoY 20.5 5.6 30.0 11.3 10.0 2.0 (5.0) 0.8 0.0 157.9 16.4 14 0.0
Lump-sum 46 50 47 49 47 Gl 50 51 171 196 192 200 208
% YoY (9.1) (6.8) 11.0 (0.2) 3.0 2.0 5.0 54 38.6 14.4 (1.9) 3.8 4.2
Cosmetics 21 19 19 21 22 20 20 22 83 74 80 85 91
% YoY 4.0 8.1 7.2 10.7 5.0 8.0 5.0 8.4 34 (10.7) 74 6.6 7.0
Export 68 56 69 68 71 64 79 82 149 217 260 296 341
% YoY 19.9 (7.2) 42.6 30.0 5.0 15.0 15.0 21.7 (10.8) 45.1 19.9 14.1 15.0
Others 4 4 4 3 4 4 5) 6 89 21 15 19 19
% YoY (32.6) (9.9) (27.4) (29.0) 7.0 7.0 10.0 66.7 522 (76.7) (25.5) 20.8 1.0
Subsidiaries 72 84 82 99 101 103 105 138 239 274 337.2 4483 562.2
% YoY 1.2 36.4 33.8 14.7 1.7 22.6 28.7 39.3 18.0 14.5 23.1 32.9 25.4
OP 121 121 124 107 128 128 131 130 463 339 473 516 554
% YoY (2.2) 9194 16.1 11.1 5.8 5.7 52 21.6 271 (26.9) 39.5 9.2 7.2
OPM 19.8 19.3 19.7 16.4 19.5 19.3 19.3 18.5 20.0 14.3 18.8 19.1 19.0

Source: Company data, Korea Investment & Securities
Table 2. Rental business key assumptions (000 accounts, % YoY, %)
2017 2018 Annual

1Q 2Q 3Q 4Q 1QF 2QF 3QF 4QF 2015 2016 2017 2018F 2019F

Total no. of accounts 5,713 5,746 5,745.1 5,748.3 5,778 5,828 5,848 5,873 5,771 5704 5748 5,873 6,062
Increase in total no. of accounts 9 33 1) 3 30 50 20 25 155  (68) 45 125 189
%YoY 1.4) (1.7) 0.2 0.8 1.1 14 1.8 22 28 (1.2) 0.8 22 3.2
No.of rental account (year-end) 4,875 4,923 4,935 4,970 5,030 5,100 5,140 5,191 4,832 4,849 4,970 5,191 5417
%YoY 0.3 0.0 23 25 3.2 3.6 4.1 4.4 5.0 0.4 25 4.4 4.4
Net adds in rental account 26 48 13 35 60 70 40 51 232 17 120 221 226
No.of membership account (year-end) 838 823 810 778 748 728 708 683 939 854 778 683 645
%YoY (10.2) (11.0) (10.8) (8.9) (10.6) (11.5) (12.5) (12.3) (7.6) (9.0) (8.9) (12.3) (5.5)
Net adds in membershp account 17) (15) (13) (32) (30) (20) (20) (26) (77) (85) (76) (96) (37)
No. of new rental sales 350 397 318 317 367 425 334 361 1,409 1,401 1,382 1,487 1,525
%YoY (0.3) 3.2 11.5 (16.6) 5.0 7.0 50 138 59 (0.5) (1.4) 7.6 2.6
Cancel rate (%) 1.19 1.19 1.00 0.86 097 1.02 096 072 1.00 121 1.06 098 0.98
Rental ARPU 25,331 25,822 25,597 25,475 25,612 25,789 25,895 25,823 26,345 24,516 25,562 25,817 26,075
% YoY (3.1) 19.8 1.9 24 1.1 (0.1) 1.2 1.4 20 (6.9) 4.3 1.0 1.0
Membership ARPU 14,895 14,734 14,657 14,397 14,528 14,569 14,526 14,403 15,311 15,568 14,771 14,476 14,476
% YoY (25) (34) (43) (4.8) (2.5) (1.1) (0.9 0.0 1.6 1.7 (6.1) (2.0) 0.0

Source: Company data, Korea Investment & Securities
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Figure 1. Stagnant domestic subscribers vs. Growing
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Figure 3. Domestic air purifier market to reach W2tn in Figure 4. China alir purifier business
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Figure 5. Growth to resume in 2018 after flattening in Figure 6. Global accounts picking up since 2017
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Figure 7. PE band
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Source: WISEfn, Korea Investment & Securities

Company overview

Established in 1989, Coway is specialized in environmental home appliances (EHA) such as water purifiers, air
purifiers and bidets, and has brought EHAs into people’s daily lives. Coway was the industry’s first to introduce
the EHA rental business in 1998. Coway also introduced the maintenance and technician managers (called
Cody) to offer standout onsite services. Coway is the leader in Korea with 45% market share for water purifiers,
44% air purifiers, 38% bidets and 62% water softeners, and has strong brand awareness. Coway had
approximately 57.7mn accounts (rental + membership) as of end-2015. Coway continues to expand its product
lineup to water softeners, food waste treatment systems, mattresses and so on and is stepping up its business
drive abroad.
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Balance sheet (W bn) Income statement (W bn)
FY-ending Dec. 2016A 2017A 2018F 2019F 2020F FY-ending Dec. 2016A 2017A 2018F 2019F 2020F
Current assets 733 791 811 874 1,004 Sales 2,376 2,517 2,697 2,908 3,130
Cash & cash equivalent 66 110 81 87 156 coGs 812 798 849 919 986
Accounts & other receivables 323 340 364 393 423
Inventory 70 75 80 87 93 Gross profit 1,564 1,718 1,847 1,989 2,144
Non-current assets 1,235 1,367 1,476 1,572 1,671 SG&A expense 1,225 1,246 1,331 1,436 1,538
Investment assets 5 5% 60 65 70 Operating profit 339 473 516 554 605
Tangible assets 669 712 774 815 856 . o
K Financial income 1 1 1 1 1
Intangible assets 183 184 197 213 229
Total assets 1,968 2,159 2,286 2,446 2,674 Interest income 1 1 1 1 1
Current liabilities 735 1,125 1,120 1,134 1,177 Financial expense 6 12 18 18 18
Accounts & other payables 255 268 287 309 333 Interest expense 6 12 18 18 18
ST debt & bond 340 670 670 670 670 . )
Current portion of LT debt 0 0 0 0 0 gther "f"'ope'a“”g profit (10 (22) 0 0 0
. ) iat
Non-current liabilities 49 52 55 58  6f nggisdi(agzzzsn)(ﬂsssoc'a es: 0 0 0 0 o0
Debentures 0 0 0 0 0 Eamings before tax 324 440 499 537 589
LT debt & financial liabilities 12 12 12 12 12
o Income taxes 80 114 125 134 147
Total liabilities 784 1,177 1,175 1,192 1,238
Controlling interest 1,183 982 1,112 1,255 1,438 Net profit 243 326 375 403 442
Capital stock 41 41 41 41 41 Net profit of controlling interest 244 326 375 403 442
Capital surplus 127 129 129 129 129 Other comprehensive profit ) 7 0 0 0
Other Reserves (159) (146) (146) (146) (146) ) ]
Retained eamnings 1,180 963 1,003 1236 1419 Total comprehenswé profit - 243 333 375 403 442
Minority interest 1 o © 1 (@ Total comprehensive profit of 243 333 375 403 442
controlling interest
Shareholders' equity 1 ,183 982 1,1 12 1,254 1 ,436 EBITDA 572 708 767 819 885
Cash flow (W bn) Key financial data
FY-ending Dec. 2016A 2017A 2018F 2019F 2020F FY-ending Dec. 2016A 2017A 2018F 2019F 2020F
C/F from operating 358 554 574 627 707 per share data (KRW)
. EPS 3,280 4,484 5,205 5,588 6,130
Net profit 243 326 375 403 442
BPS 17,891 15,397 17,369 19,312 21,786
Depreciation 225 227 242 256 270 DPS 3.200 3200 3.400 3.600 3.600
Amortization 8 8 9 9 10 Growth (%)
Net incr. in W/C (232) (148) (51) (40) (14)  Salesgrowth 26 59 71 79 76
OP growth (26.9) 39.5 9.2 7.2 9.4
Others a4t () () NP growth (20.0) 338  15.1 75 97
CIF from investing (367) (290) (359) (362) (379) EPS growth (29.0) 36.7 16.1 7.4 9.7
CAPEX (328) (337) (317) (311) (325) EBITDA growth (17.2) 23.8 8.2 6.8 8.1
Profitability (%)
Decr. in fixed assets 15 14 14 14 14 OP margin 143 18.8 19.1 19.0 19.3
Incr. in investment (43) 41 (4) (B) (5) NP margin 10.3 13.0 13.9 13.9 14.1
Net incr. in intangible assets (13) (8 (22) (25) (26)  EBITDAmargin 241281 284 281 283
ROA 13.0 15.8 16.9 17.0 17.2
Others 2 0 (0 @5 @) ROE 20.1 30.1 358  34.1 32.8
C/F from financing (40) (218) (245) (259) (259) Dividend yield 3.6 3.3 3.8 4.1 4.1
Incr. in equity 5 15 0 0 0 Dividend payout ratio 96.3 71.2 65.4 64.4 58.7
) Stability
Incr. in debts 264330 O @ O et debt (W bn) 210 512 537 526 451
Dividends (208)  (409) (232) (245) (260) Int.-bearing debt/equity (%) 29.7 69.5 61.4 54.4 475
Others (101) (154)  (13) (14) 1 Valuation (X)
CF h 0 ) 0 0 0 PE 26.9 21.8 17.0 15.9 14.5
om others © @ PB 49 6.3 5.1 46 4.1
Increase in cash (50) 44 (29) 6 69 EV/EBITDA 11.8 10.8 9.0 8.4 7.7

Note: Based on K-IFRS (consolidated)
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Changes to recommendation and price target

% vs. avg. % vs. high

Company (Code) Date Recommendation Price target price (low)
Coway(021240) 18-02-16 BUY W117,000 -17.9 -13.7
04-05-16 Hold - - -
04-05-17 1YR later - -
25-02-18 BUY W110,000 - -
140,000
L 4 120,000
4 100,000
- 80,000
41 60,000
- 40,000
4 20,000
. . 0
Apr-16 Aug-16 Dec-16 Apr-17 Aug-17 Dec-17 Apr-18

m  Guide to Korea Investment & Securities Co., Ltd. stock ratings based on 12-month forward share price performance relative to the market index
* BUY: Expected to outperform the market index by 15%p or more
* Hold: Expected to underperform or outperform the market index by less than 15%p
* Underweight: Expected to underperform the market index by 15%p or more
* Korea Investment & Securities does not offer target prices for stocks with Hold or Underweight ratings.

u Guide to Korea Investment & Securities Co., Ltd. stock rating allocation (as of Dec 31, 2017)
BUY Hold Underweight (Sell)
79.6% 19.9% 0.5%

Note: % of companies under coverage with this rating

n Guide to Korea Investment & Securities Co., Ltd. sector ratings for the next 12 months
* Overweight: Recommend increasing the sector’s weighting in the portfolio compared to its respective weighting in the Kospi (Kosdaq) based on market
capitalization.
* Neutral: Recommend maintaining the sector’s weighting in the portfolio in line with its respective weighting in the Kospi (Kosdaq) based on market capitalization.
* Underweight: Recommend reducing the sector’s weighting in the portfolio compared to its respective weighting in the Kospi (Kosdaq) based on market
capitalization.

m Analyst Certification
I/We, as the research analyst/analysts who prepared this report, do hereby certify that the views expressed in this research report accurately reflect my/our personal
views about the subject securities and issuers discussed in this report. I/lWe do hereby also certify that no part of my/our compensation was, is, or will be directly or
indirectly related to the specific recommendations or views contained in this research report.

= Important compliance notice
As of the end of the month immediately preceding the date of publication of the research report or the public appearance (or the end of the second most recent
month if the publication date is less than 10 calendar days after the end of the most recent month), Korea Investment & Securities Co., Ltd., or its affiliates does
not own 1% or more of any class of common equity securities of Coway.

There is no actual, material conflict of interest of the research analyst or Korea Investment & Securities Co., Ltd., or its affiliates known at the time of publication of
the research report or at the time of the public appearance.

Korea Investment & Securities Co., Ltd., or its affiliates has not managed or co-managed a public offering of securities for Coway in the past 12 months;
Korea Investment & Securities Co., Ltd., or its affiliates has not received compensation for investment banking services from Coway in the past 12 months; Korea
Investment & Securities Co., Ltd., or its affiliates does not expect to receive or intend to seek compensation for investment banking services from Coway in the

next 3 months.

Korea Investment & Securities Co., Ltd., or its affiliates was not making a market in Coway’s securities at the time that the research report was published.

Korea Investment & Securities Co., Ltd. does not own over 1% of shares of the companies mentioned in this report as of April 6, 2018.
Korea Investment & Securities Co., Ltd. has not provided this report to various third parties.
Neither the analyst/analysts who prepared this report nor their associates own any shares of the company/companies mentioned in this report as of April 6, 2018.

Prepared by: Eun-chae Na
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Global Disclaimer

nGeneral

This research report and marketing materials for Korean securities are originally prepared and issued by the Research Center of Korea
Investment & Securities Co., Ltd., an organization licensed with the Financial Supervisory Service of South Korea. The analyst(s) who
participated in preparing and issuing this research report and marketing materials is/are licensed and regulated by the Korea Financial
Investment Association in Korea only. This report and marketing materials are copyrighted and may not be copied, redistributed, forwarded or
altered in any way without the consent of Korea Investment & Securities Co., Ltd.

This research report and marketing materials are for information purposes only. They are not and should not be construed as an offer or
solicitation of an offer to purchase or sell any securities or other financial instruments or to participate in any trading strategy. This research
report and marketing materials do not provide individually tailored investment advice. This research report and marketing materials do not
take into account individual investor circumstances, objectives or needs, and are not intended as recommendations of particular securities,
financial instruments or strategies to any particular investor. The securities and other financial instruments discussed in this research report
and marketing materials may not be suitable for all investors. The recipient of this research report and marketing materials must make their
own independent decisions regarding any securities or financial instruments mentioned herein and investors should seek the advice of a
financial adviser. Korea Investment & Securities Co., Ltd. does not undertake that investors will obtain any profits, nor will it share with
investors any investment profits. Korea Investment & Securities Co., Ltd., its affiliates, or their affiliates and directors, officers, employees or
agents of each of them disclaim any and all responsibility or liability whatsoever for any loss (director consequential) or damage arising out of
the use of all or any part of this report or its contents or otherwise arising in connection therewith. Information and opinions contained herein
are subject to change without notice and may differ or be contrary to opinions expressed by other business areas or Korea Investment &
Securities Co., Ltd. The final investment decision is based on the client’s judgment, and this research report and marketing materials cannot
be used as evidence in any legal dispute related to investment decisions.

= Country-specific disclaimer

United States: This report is distributed in the U.S. by Korea Investment & Securities America, Inc., a member of FINRA/SIPC, and is only
intended for major U.S. institutional investors as defined in Rule 15a-6(a)(2) 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 U.S. institutional investor and
have not received this report under any express or implied understanding that they will direct commission income to Korea Investment &
Securities, Co., Ltd. or its affiliates. Pursuant to Rule 15a-6(a)(3), any U.S. recipient of this document wishing to effect a transaction in any
securities discussed herein should contact and place orders with Korea Investment & 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. person absent registration or an applicable
exemption from the registration requirement.

United Kingdom: This report is not an invitation nor is it intended to be an inducement to engage in investment activity for the purpose of
section 21 of the Financial Services and Markets Act 2000 of the United Kingdom ("FSMA"). To the extent that this report does constitute
such an invitation or inducement, it is directed only at (i) persons who are investment professionals within the meaning of Article 19(5) of the
Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (as amended) of the United Kingdom (the "Financial Promotion
Order"); (ii) persons who fall within Articles 49(2)(a) to (d) ("high net worth companies, unincorporated associations etc.") of the Financial
Promotion Order; and (iii) any other persons to whom this report can, for the purposes of section 21 of FSMA, otherwise lawfully be made (all
such persons together being referred to as "relevant persons"). Any investment or investment activity to which this report relates is available
only to relevant persons and will be engaged in only with relevant persons. Persons who are not relevant persons must not act or rely on this
report.

Hong Kong: This research report and marketing materials may be distributed in Hong Kong to institutional clients by Korea Investment &
Securities Asia Limited (KISA), a Hong Kong representative subsidiary of Korea Investment & Securities Co., Ltd., and may not otherwise be
distributed to any other party. KISA provides equity sales service to institutional clients in Hong Kong for Korean securities under its sole
discretion, and is thus solely responsible for provision of the aforementioned equity selling activities in Hong Kong. All requests by and
correspondence with Hong Kong investors involving securities discussed in this report and marketing materials must be effected through
KISA, which is registered with The Securities & Futures Commission (SFC) of Hong Kong. Korea Investment & Securities Co., Ltd. is not a
registered financial institution under Hong Kong’s SFC.

Singapore: This report is provided pursuant to the financial advisory licensing exemption under Regulation 27(1)(e) of the Financial
Advisers Regulation of Singapore and accordingly may only be provided to persons in Singapore who are "institutional investors" as defined
in Section 4A of the Securities and Futures Act, Chapter 289 of Singapore. This report is intended only for the person to whom Korea
Investment & Securities Co., Ltd. has provided this report and such person may not send, forward or transmit in any way this report or any
copy of this report to any other person. Please contact Korea Investment & Securities Singapore Pte Ltd in respect of any matters arising
from, or in connection with, the analysis or report (Contact Number: 65 6501 5600).

Copyright © 2018 Korea Investment & Securities Co., Ltd. All rights reserved. No part of this report may be reproduced or distributed in any
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