
 

 

 

1. Separation of platform and content to enhance specialization      

Yesterday, Kakao announced plans to merge with its subsidiary Kakao M (016170 KQ/CP: 

W93,200). Acquired by Kakao in March 2016, Kakao M reorganized its Melon platform, music 

content, and video content businesses into a company-in-company (CIC) structure in 

October 2017 and officially changed its name from LOEN Entertainment to Kakao M in 

March 2018. On September 1st, the Melon platform business will merge with Kakao. We 

believe the separation of platform and content production will enhance the specialization of 

each business.  

1) Platform operation: Kakao’s integration of the Melon platform has already been 

underway. In March 2018, the “Melon with Kakao” function, which allows users to directly 

access Melon’s music streaming service on the KakaoTalk app, was renamed “Kakao Melon.” 

Kakao Friends characters have also been incorporated into Melon.    

Looking ahead, Kakao and Kakao M are likely to combine their user info and share data. We 

could potentially see a rise in Kakao M’s paid subscribers. Melon’s paid subscribers have 

increased to 4.65mn in May 2018 from 3.6mn in March 2016, when it was acquired. We think 

the positive effects of the Kakao account linkage could be further amplified.  

We also expect music content to be more widely utilized in Kakao’s AI business. Some of the 

key features of Kakao’s AI speaker Kakao Mini are music streaming and personalized 

recommendations. On its Melon app, Kakao M currently offers AI services like “Smart i” 

(voice search and music recommendations) and the Lony chatbot.  

2) Content production: After merging with Kakao M, Kakao plans to spin off Kakao M’s music 

and video production units into a separate company. Kakao M has a vertically integrated 

value chain across platform and content, but the different natures of the platform and 

content businesses have led to issues like slow decision-making and conflicting interests. 

We believe separating the content production business will help facilitate video content 

production, distribution, and investment.  

We maintain our Trading Buy rating on Kakao. We believe the latest deal will have a limited 

near-term impact on Kakao’s value, as the company already owns 76.42% of Kakao M 

(consolidated).  

In the medium and long term, we think the combination of platform and AI and the 

strengthening of the content business could have positive implications for revenue. We plan 

to revisit our target price once we get a clearer picture of business plans and development.  

FY (Dec.) 12/15 12/16 12/17 12/18F 12/19F 12/20F 

Revenue (Wbn) 932 1,464 1,972 2,446 2,806 3,024 

OP (Wbn) 89 116 165 100 176 195 

OP margin (%) 9.5 7.9 8.4 4.1 6.3 6.4 

NP (Wbn) 76 58 109 98 145 156 

EPS (W) 1,269 874 1,602 1,297 1,900 2,049 

ROE (%) 3.0 1.9 2.9 2.4 3.5 3.6 

P/E (x) 91.2 88.1 85.5 89.9 61.3 56.8 

P/B (x) 2.7 1.5 2.3 2.2 2.1 2.0 

Dividend yield (%) 0.1 0.2 0.1 0.1 0.1 0.1 

Note: All figures are based on consolidated K-IFRS; NP refers to net profit attributable to controlling interests 

Source: Company data, Mirae Asset Daewoo Research estimates 
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2. Merger overview    

Table 1. Details of merger between Kakao and Kakao M    

  
Merger ratio  Kakao : Kakao M = 1 : 0.8023366 (based on common stock) 

Kakao merger price W115,808 

Kakao M merger price  W92,917 

Kakao’s current Kakao M stake 76.42% (consolidated subsidiary) 

New issue  7,012,650 shares (9.2% of current shares outstanding) 

Kakao’s current shares outstanding  76,273,522 shares  

Surviving entity  Kakao  

Merging entity  Kakao M  

Record date  June 1st   

Submission of dissent  June 4th-18th  

Merger date  September 1st   

Listing of new shares  September 18th   

Source: Company data, Mirae Asset Daewoo Research  

 

Figure 1. Kakao’s market cap  Figure 2. Kakao M’s market cap 

 

 

 

Source: Mirae Asset Daewoo Research  Source: Mirae Asset Daewoo Research 

   

Figure 3. Kakao’s parent earnings  Figure 4. Kakao M’s earnings trend 

 

 

 

Note: All figures are based on parent data.  

Source: Mirae Asset Daewoo Research 

 Note: All figures are based on consolidated data. 

Source: Mirae Asset Daewoo Research 
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3. Platform: Integration already underway   

Kakao’s integration of the Melon platform has already been underway. In March 2018, the 

“Melon with Kakao” function, which allows users to access Melon’s music streaming service 

on KakaoTalk without separately opening the Melon app, was renamed “Kakao Melon.” 

Kakao Friends characters have also been incorporated into Melon. For instance, the music 

streaming platform has offered free promotional Kakao Friends emoticons to attract 

monthly subscribers, and users can include KakaoTalk emoticons when writing music 

reviews.          

Looking ahead, Kakao and Kakao M are likely to combine their user info and share data. We 

could potentially see a rise in Kakao M’s paid subscribers. Melon’s paid subscribers have 

increased to 4.65mn in May 2018 from 3.6mn in March 2016, when it was acquired. 

KakaoTalk’s domestic monthly active users (MAU) are around 43.52mn. We think the positive 

effects of linking Kakao accounts to Melon could be further amplified.  

We also expect music content to be more widely utilized in Kakao’s AI business. Some of the 

key features of Kakao’s AI speaker Kakao Mini are music streaming and personalized 

recommendations. Kakao M also offers AI services on its Melon app, including “Smart i” 

(voice search and recommendations) and the Lony chatbot. We believe the organizational 

integration will bring new momentum to the AI business.   

Figure 5. Users can directly access Melon’s music streaming 

service on the KakaoTalk app 
 

Figure 6. Kakao Friends characters have also been 

incorporated into Melon 

 

 

 

Source: Company materials, Mirae Asset Daewoo Research  Source: Company materials, Mirae Asset Daewoo Research 

   

Figure 7. A key feature of the Kakao Mini AI speaker is music 

streaming 
 

Figure 8. On its Melon app, Kakao M currently offers AI 

services (Smart i and Lony chatbot) 

 

 

 

Source: Company materials, Mirae Asset Daewoo Research  Source: Company materials, Mirae Asset Daewoo Research 
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4. Content: Independent entertainment production business to expand    

After merging with Kakao M, Kakao plans to spin off Kakao M’s music and video production 

units into a separate company. We think this will lead to the expansion of the video content 

business. Kakao M has a diverse range of entertainment/content businesses, which include 

artist management subsidiaries like Fave (IU), Starship (K.will, Monsta X), King Kong 

Entertainment (Lee Kwang-soo, Lee Dong-wook), Cre.Ker Entertainment (MelodyDay, etc.), 

Plan A (Apink, Huh Gak), and Mun Hwa In (Oohyo, Seen Root). The company also owns 

drama production company Mega Monster.  

Kakao M has a vertically integrated value chain across platform and content. While such a 

structure has benefits, the different natures of the platform and content businesses have 

led to issues like slow investment decision-making and revenue opportunity limitations due 

to conflicting interests.  

We believe separating the content production business will help facilitate content production 

and distribution and IP investments. In this respect, it is worth noting the recent push by 

management agencies like SM Entertainment (041510 KQ/Buy/TP: W47,000/CP: W38,900) and 

YG Entertainment (122870 KQ/Trading Buy/TP: W30,000/CP: W27,350) into content production 

(TV dramas and entertainment shows), as well as CJ E&M’s (130960 KQ/Buy/TP: W115,000/CP: 

W88,500) expansion of its TV drama production business and supply channel diversification 

through the spinoff of Studio Dragon (253450 KQ/Buy/TP: W110,000/CP: W93,000).         

As for over-the-top (OTT) platforms, we think video content distribution through apps like 

Melon, KakaoTV, and KakaoPage could gather steam. Indeed, Kakao Page, a webtoon/novel 

platform operated by Kakao’s subsidiary Podotree, began expanding its offerings to drama 

and movie VODs this year. 

Figure 9. Kakao M’s entertainment/content businesses 

 

Note: As of 2017 

Source: Mirae Asset Daewoo Research 
 

Figure 10. Kakao M’s drama production subsidiary Mega Monster 

 

Source: Mega Monster, Mirae Asset Daewoo Research 
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APPENDIX 1 

Important Disclosures & Disclaimers 

2-Year Rating and Target Price History 
 

Company (Code) Date Rating Target Price 

 

 
Kakao Corp. (035720) 05/11/2018 Trading Buy 130,000 

 02/08/2018 Trading Buy 150,000 

 12/17/2017 Trading Buy 170,000 

 11/05/2017 Buy 190,000 

 08/10/2017 Buy 130,000 

 06/18/2017 Buy 125,000 

 05/11/2017 Buy 115,000 

 04/04/2017 Buy 105,000 

 01/02/2017 No Coverage  

 10/13/2016 Buy 100,000  

 08/11/2016 Buy 110,000   

 07/15/2016 Buy 120,000   

 05/12/2016 Buy 135,000   

 
 

 

Equity Ratings Distribution & Investment Banking Services 

 Buy Trading Buy Hold Sell 

Equity Ratings Distribution 75.00% 11.11% 13.89% 0.00% 

Investment Banking Services 70.73% 19.51% 9.76% 0.00% 

* Based on recommendations in the last 12-months (as of March 31, 2018) 

 

Disclosures 

As of the publication date, Mirae Asset Daewoo Co., Ltd. has acted as a liquidity provider for equity-linked warrants backed by shares of Kakao Corp. as an underlying 

asset, and other than this, Mirae Asset Daewoo has no other special interests in the covered companies. 

 

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 or regulations thereof. Each Analyst 

responsible for the preparation of this report certifies that (i) all views expressed in this report accurately reflect the personal views of the Analyst about 

any and all of the issuers and securities named in this report and (ii) no part of the compensation of the Analyst was, is, or will be directly or indirectly 

related to the specific recommendations or views contained in this report. Mirae Asset Daewoo Co., Ltd. (“Mirae Asset Daewoo”) 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. Like all 

employees of Mirae Asset Daewoo, the Analysts receive compensation that is determined 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 Mirae Asset Daewoo except as 

otherwise stated herein. 

 

Disclaimers 

This report was prepared by Mirae Asset 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 in good faith and from sources believed to be reliable, but such information has not been 

independently verified and Mirae Asset 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. In case of 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. 

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 or regulations or subject Mirae 

Asset Daewoo or any of its affiliates to registration or licensing requirements in any jurisdiction shall receive or make any use hereof. 

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 Mirae Asset Daewoo Co., Ltd., 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. 
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This report is for general information purposes only and it is not and shall not be construed as an offer or a solicitation of an offer to effect transactions in 

any securities or other financial instruments. The report does not constitute investment advice to any person and such person shall not be treated as a 

client of Mirae Asset Daewoo by virtue of receiving this report. This report does not take into account the particular investment objectives, financial 

situations, or needs of individual clients. The report is not to be relied upon in substitution for the exercise of independent judgment. Information and 

opinions contained herein are as of the date hereof and are subject to change without notice. The price and value of the investments referred to in this 

report and the income from them may depreciate or appreciate, and investors may incur losses on investments. Past performance is not a guide to future 

performance. Future returns are not guaranteed, and a loss of original capital may occur. Mirae Asset Daewoo, its affiliates and their directors, officers, 

employees and agents do not accept any liability for any loss arising out of the use hereof. 

Mirae Asset Daewoo may have issued other reports that are inconsistent with, and reach different conclusions from, the opinions presented in this report. 

The reports may reflect different assumptions, views and analytical methods of the analysts who prepared them. Mirae Asset Daewoo may make 

investment decisions that are inconsistent with the opinions and views expressed in this research report. Mirae Asset 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. Mirae Asset 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. 

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 Mirae Asset Daewoo. 

 

Distribution 

United Kingdom: This report is being distributed by Mirae Asset Securities (UK) 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: Mirae Asset Daewoo is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the 

preparation of research reports and the independence of research analysts.  This report is distributed in the U.S. by Mirae Asset Securities (USA) Inc., a 

member of FINRA/SIPC, to “major U.S. institutional investors” in reliance on the exemption from registration provided by Rule 15a-6(b)(4) under the U.S. 

Securities Exchange Act of 1934, as amended. All U.S. persons that receive this document by their acceptance hereof 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 

Mirae Asset 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 Mirae Asset Securities (USA) Inc.  Mirae Asset Securities (USA) Inc. accepts responsibility for the contents of this report in the U.S., 

subject to the terms hereof, to the extent that it is delivered to a U.S. person other than a major U.S. institutional investor. Under no circumstances should 

any recipient of this research report effect any transaction to buy or sell securities or related financial instruments through Mirae Asset Daewoo. 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 Mirae Asset Securities (HK) 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 Mirae 

Asset 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 

Mirae Asset Daewoo and its affiliates to any registration or licensing requirement within such jurisdiction. 
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