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Back at rock bottom  

 Weak brokerage commissions partly offset by improving interest income; Proprietary 
trading losses stabilizing   

 Balance sheet less vulnerable to risk of rise in bond yields  

 Considering a number of business options that are less capital intensive   

 Only brokerage stock to benefit from higher bond yields; Potential introduction of 
capital gains tax would entail elimination of transaction tax  

 Current P/B of 1.5x represents bottom; Maintain Buy and TP of W86,000; Our top 
pick for securities   

Key takeaways from our company visit   

Operating earnings: Weak brokerage income partly offset by strong interest income  

Kiwoom Securities’ market share in terms of brokerage commissions has stalled at around 
13%, which we believe is due to: 1) the increase in ETF trades (which are less geared towards 
retail investors), and 2) the KOSDAQ market correction. Proprietary trading income, the main 
source of last year’s earnings distortion, appears to be stabilizing. Losses from ELS hedging 
have mostly been cleared and, unlike other brokerages, the firm’s small bond position 
(W170bn) suggests the recent rise in bond yields will have a negligible impact on its financial 
position. Interest income has been strong, thanks to: 1) the steady increase in customer 
deposits since earlier this year, and 2) a visible recovery in margin lending. The release of pent-
up demand following deregulation (removal of margin lending cap) in early May has also been 
a contributing factor.      

Kiwoom’s savings bank became the focus of market concerns after the firm set aside roughly 
W2bn in loss provisions in CY1Q. However, we do not believe the savings bank’s financial 
position has gotten any worse than it was when Kiwoom first bought the bank. That said, it 
should be noted that June is the book-closing month for savings banks, and there is a risk that 
the new management may decide to make an additional, albeit modest, provision. On a 
positive note, we believe the acquisition has been yielding the intended synergy with the 
firm’s brokerage business.  

Kiwoom’s profits appear relatively healthy, as opposed to large brokerage firms, which have 
been hit hard by the poor performance of bond trading (resulting in losses for some firms).  

New businesses: Trying to take advantage of existing business platform at low cost  

Kiwoom Securities is considering ways it can utilize its existing business platform without 
spending too heavily and capitalize on its economy of scale (examples include ATS and online 
financial products). We believe the company will fully move ahead with the introduction of an 
alternative trading system (ATS), once the enforcement decree of the revised Financial 
Services and Capital Markets Act (FSCMA) comes into place. There are still some issues that 
need to be addressed, such as Korea Exchange’s response to the change, and securing system 
suppliers. In the earlier stages, we think Kiwoom will more directly benefit from falling 
commission rates (due to competition) rather than from ATS margins.   

FY (Mar.) 03/11 03/12 03/13P 12/13F 12/14F 12/15F

Net Operating Income (Wbn) 287 336 229 214 318 366

OP (Wbn) 137 168 63 73 126 163

NP (Wbn) 112 128 50 58 99 127

EPS (W) 5,050 5,716 2,329 2,677 4,587 5,886

BPS (W) 31,241 36,407 37,861 40,030 42,986 46,506

P/E (x) 9.3 6.9 26.3 22.9 13.3 10.4

P/B (x) 1.5 1.1 1.6 1.5 1.4 1.3

ROE %) 16.0 16.9 6.0 6.5 11.9 12.5

Dividend Yield (%) 1.7 2.1 0.7 0.8 1.5 1.8

Stockholder Equity (Wbn) 690 822 861 910 1,007 1,057

Note: All figures are based on consolidated K-IFRS; NP refers to profit attributable to controlling interests; 12/13F figures 

are based on 9-months due to change in accounting standards 

Source: Company data, KDB Daewoo Securities Research estimates 
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The firm is also looking into the online insurance business. Although still only at an 
exploratory stage, we believe Kiwoom is well-positioned for online insurance given its 1.6mn 
customer base and 30% market share in terms of new account openings. From a demographic 
perspective, the firm has a customer profile that is relatively young and well-versed in online 
financial products and services. Such characteristics would fit well with simplified insurance 
policies.    

As witnessed by the success of its mobile trading system (MTS) (30% market share), Kiwoom 
is now better positioned to generate new sources of income by introducing new services and 
products to its existing customer base.  

Stock is once again at bottom; Our top pick for securities  

Kiwoom Securities shares are currently down 15% from the previous high of W70,000, and 
are trading at a P/B of 1.5x, which has historically marked a bottom.     

We see several reasons behind the pullback: 1) the firm’s loss provisions from the acquisition 
of its savings bank, 2) weakening earnings momentum due to an overall decline in trading 
value, and 3) the potential introduction of a new capital gains tax.  

However, we expect the stock will see downside support and bounce back for the following 
reasons.   

1) The savings bank provision risk should dissipate after the closing month of June, and the 
recent increase in interest income should make up for the weakness in trading value.  

2) On a relative basis, the firm’s earnings should remain resilient. The company is free from 
asset quality issues related to the restructuring of large corporations, and the recent rise in 
bond yields is unlikely to cause any significant losses from bond trading.  

3) In particular, if bond yields do rise further, this would directly lead to higher trading income 
from customer deposits, in stark contrast to other brokerages, which would likely suffer due 
to their high exposure to proprietary bond trading. 

4) As for the rumored introduction of a capital gains tax, we are not overly concerned, as it 
will likely be conditioned on the elimination of the transaction tax. The removal of transaction 
costs (i.e. the 30bp transaction tax), which are equivalent to ten times current commissions, 
would benefit Kiwoom Securities, given its high mix of heavy traders.    

5) In addition, we believe low commission rates have made beta plays (i.e., betting on leverage 
from higher trading value) no longer valid for the brokerage sector. Kiwoom Securities is the 
only exception here, having a profit structure that is consistent with a traditional beta stock 
and being the sole industry player that benefits from higher bond yields.  

 

Figure 1. Earnings trends  Figure 2. P/B trends 

   

Source: Company data, KDB Daewoo Securities Research  Source: Company data, KDB Daewoo Securities Research 
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Important Disclosures & Disclaimers 

 

 

 

Stock Ratings Industry 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. 

 

Analyst 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. 

 

Disclaimers 

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. 

Disclosures 

As of the publication date, Daewoo Securities Co., Ltd and/or its affiliates do not have any special interest

with the subject company and do not own 1% or more of the subject company's shares outstanding. 
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Distribution 

United Kingdom: This report is being distributed by Daewoo Securities (Europe) Ltd. in the United Kingdom only to (i) investment professionals falling within 

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 

of Hong Kong) and any rules made thereunder and may not be redistributed in whole or in part in Hong Kong to any person.   

All Other Jurisdictions: Customers in all other countries who wish to effect a transaction in any securities referenced in this report should contact Daewoo or 

its affiliates only if distribution to or use by such customer of this report would not violate applicable laws and regulations and not subject Daewoo and its 

affiliates to any registration or licensing requirement within such jurisdiction. 
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Daewoo Securities Co. Ltd. (Seoul)  Daewoo Securities (Hong Kong) Ltd.   Daewoo Securities (America) Inc.  
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Korea  
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8 Finance Street, Central 

Hong Kong 

 600 Lexington Avenue 
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New York, NY 10022 

United States 

Tel: 82-2-768-3026  Tel: 85-2-2514-1304  Tel: 1-212-407-1022  

Daewoo Securities (Europe) Ltd.   Daewoo Securities (Singapore) Pte. Ltd.  Tokyo Representative Office 

Tower 42, Level 41 

25 Old Broad Street  

London EC2N 1HQ  

United Kingdom 
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Singapore, 049909 
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2-3-2 Marunouchi, Chiyoda-ku  

Tokyo 100-0005 

Japan 

Tel: 44-20-7982-8016   Tel: 65-6671-9845  Tel: 81-3- 3211-5511   

Beijing Representative Office  Shanghai Representative Office  Ho Chi Minh Representative Office  

Suite 2602, Twin Towers (East) 

B-12 Jianguomenwai Avenue  

Chaoyang District, Beijing 100022 

China 

 Unit 13, 28th Floor, Hang Seng Bank Tower 

1000 Lujiazui Ring Road 

Pudong New Area, Shanghai 200120 

China 

 Centec Tower 

72-74 Nguyen Thi Minh Khai Street 

Ward 6, District 3, Ho Chi Minh City 

Vietnam 
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