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NDR takeaways: Domestic competition
concerns fade, solid overseas operations

Easing concerns about domestic competition; Huge interest

in overseas business

- We held an overseas NDR with Coway.

- Investors were mostly interested in overseas operations, the level of
competition domestically, a potential stake disposal by the largest
shareholder and dividends.

- Coway received positive feedback from investors for offering an aggressive
guidance for its domestic business in 2018 and adding more accounts. The
overseas operations attracted considerable interest. A high dividend payout
ratio was confirmed while the potential stake sale remains uncertain.

- We are upbeat about better operating conditions. We maintain BUY and a TP
of W110,000.

Overseas operations: Greater expandability led by Asia

- Overseas operations (overseas local + exports) accounted for 18% of sales
in 2017 with rentals and non-rentals (i.e., lump-sum purchase) achieving
meaningful results in major overseas markets.

- Malaysia’s rental operations are the most upbeat. Sales in Malaysia in 1Q18
grew 50% YoY and accounted for 10% of consolidated revenue. The target is
to lift OPM from 8% in 2017 to 11% in 2018. Of note, the 1Q18 OPM reached
14%.

- Malaysia accounts numbered 650,000 in 2017 and management presented
guidance of reaching 1mn in 2018 (KIS est. 910,000). We expect a 30%
CAGR for the next three to four years.

Company
Brief

2016A 2017A 2018F 2019F 2020F
Sales (W bn) 2,376 2,517 2,697 2,908 3,130
chg. (% YoY) 2.6 5.9 71 7.9 7.6
Operating profit (W bn) 339 473 516 554 605
Net profit (W bn) 244 326 375 403 442
EPS (KRW) 3,280 4,484 5,205 5,588 6,130
chg. (% YoY) (29.0) 36.7 16.1 7.4 9.7
EBITDA (W bn) 572 708 767 819 885
PE (x) 26.9 21.8 17.0 15.8 14.4
EV/EBITDA (x) 11.8 10.8 9.0 8.4 7.7
PB (x) 4.9 6.3 5.1 46 4.1
ROE (%) 20.1 30.1 35.8 34.1 32.8
Dividend yield (%) 3.6 3.3 3.9 4.1 4.1
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12M TP W110,000 fom w11o,000

Up/downside  +25%

Stock data

KOSPI (May 21, pt) 2,466
Stock price (May 21, KRW) 88,300
Market cap (USD mn) 6,004
Shares outstanding (mn) 74
52-Week high/low (KRW) 110,500/83,000
6M avg. daily tumover (USD mn) 13.1
Free float / Foreign ownership (%) 70.4/60.0
Major shareholders (%)

Coway Holdings Inc. and 6 others 27.3
GIC Private Ltd. 74
Performance

M  6M 12M
Absolute (%) 0.5 (11.7) (12.6)
Relative to KOSPI (%p) 0.9 (9.1) (20.3)
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- Malaysia’s water purifier penetration rate should go up in addition to a
broader rental category lineup. Water purifier penetration in the country
stands at 25% with Coway commanding the largest market share with ~30%.
We expect its penetration to fast rise to 45-50%, a level similar to Korea.
Water purifiers currently make up 85% of sales and the firm is working to
scale up the weighting of bidets and air purifiers.

- China: Sales mainly come from air purifier ODM for Philips. We expect a
weak 1H18 and brisk 2H18 in tandem with Phillips depleting its inventory.
Coway brand air purifiers are also offered on Tmall.com as of 2Q18 in
addition to the Phillips ODM. It is seeking new business opportunities in
water purifiers.

- US: Coway is increasing lump-sum sales via Amazon in addition to its
existing rental operation. After starting with air purifiers, Coway began
offering water purifiers from end-1Q18. Amazon-bound sales recorded
W8bn in 2017 and W5bn in 1Q18.

Domestic operations: Efforts to regain market share

- Management offered 2018 net account additions guidance of 370,000 and
forecast solid sales to drive growth.

- Coway should win a greater presence in the water purifier market while
delivering solid sales of air purifiers and mattresses. Specifically, the air
purifier market should achieve brisk growth and Coway gain greater
mattress market share mainly by seizing replacement demand.

- The water purifier business had been a major cause for stagnant earnings in
2016-2017. But Coway will likely build up its market share thanks to a
favorable comparison base and new product releases. The firm rolled out
direct water purifiers (without tank) in 2H17 to meet growing demand. Direct
water purifiers recently account for 40-50% of the water purifier market.
Accordingly, Coway has stepped up efforts to release new products to win
the competition for market leadership.

- Coway will maintain its margin-focused strategy. But the firm also plans to
offer new products to compete with rivals and increase product categories
covered by the Cody channel (maintenance and technician managers who
provide onsite services).

- Six clothing care product models will be offered for rental starting from end-
May. The products are similar to LG Electronics’ Styler, a steam clothing
care chamber, but would be distinguished by a built-in air purification system.
Lump-sum purchase will also be available, which are hoped to amount to
15,000-20,000 units in 2018.

Dividend and potential sale of largest shareholder’s stake

- The company’s guidance is that a 70% dividend payout ratio will stay flat
YoY in 2018. We estimate the 2018 dividend at W 3,400 with a 3.8% yield.

- Concerns are raised about the potential sale of shares held by largest
shareholder MBK Partners, which could place the company back under
Woongjin Group. Uncertainty lingers about the stake sale as it has been six
years since the acquisition by MBK Partners. But the company sees little
likelihood of being reacquired by Woongjin Group.
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Changes to recommendation and price target

% vs. avg. % vs. high

Company (Code) Date Recommendation Price target price (low)
Coway(021240) 04-05-16 Hold - - -
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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 Mar 31, 2018)

BUY Hold Underweight (Sell)
80.3% 19.2% 0.5%

Note: % of companies under coverage with this rating

u 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.

= Analyst Certification
1/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. [/We 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.

n 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 May 23, 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 May 23, 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).
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