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COMPANY UPDATE 
Modetour Network (080160.KQ) 

Neutral  

Lowering target and earnings, but still prefer over Hana Tour 

What's changed 

We re-visit our earnings estimates and target price for Modetour. 

Implications 

4-10% downward revision to FY2008E-2009E earnings. Reflecting 

YTD outbound traffic data and Modetour’s weaker-than-expected 3Q2007 

results, we lower our FY2008E-2009E NP estimates by 4% and 10%, 

respectively. 

Modetour not insulated from intensifying competition. Though we 

forecast Modetour to suffer less (compared to Hana Tour) from downward 

pressure on mark-up (on both package tour products and airline ticket 

sales), however, we still forecast Modetour’s mark-up (package tour net 

sales as a percentage of gross sales) to decline from 15.7% in FY2006 to 

15.0% in FY2009E, along with the downward trend of mark-up of Hana 

Tour (from 18.3% in FY2006 to 17.2% in FY2009E). 

Still prefer Modetour over Hana Tour. Though we now have Neutral 

ratings on both Hana Tour and Modetour, we continue to prefer Modetour 

over Hana Tour given: 1) Modetour’s stronger earnings growth outlook; 2) 

potential dilution in Hana Tour’s EPS; and 3) less potential downside risk in 

Modetour’s consensus earnings. 

Valuation 

We lower our 12-mth target price to W50,500 (from W62,500) to reflect our 

sharper downward earnings revision from FY2009E and beyond. Our 

target price is derived from a DCF model, applying a terminal growth rate 

of 1% and a WACC of 9.0%. Our TP implies a FY2008E P/E of 24.5x and P/B 

of 5.7x – both close to the middle of its historical trading range. 

Key risks 

Intensifying competition, geopolitical risk and/or an outbreak of infectious 

diseases (such as SARS and bird flu), sluggish domestic consumption and 

weakening Won. 
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080160.KQ

Asia Pacific Consumer Peer Group Average

Key data Current

Price (W) 46,100

12 month price target (W) 50,500

Market cap (W bn / US$ mn) 387.2 / 423.0

Foreign ownership (%) 19.6

12/06 12/07E 12/08E 12/09E

EPS (W) New 1,028 1,561 2,062 2,650

EPS revision (%) 0.0 (3.1) (3.7) (9.9)

EPS growth (%) 128.1 51.8 32.1 28.5

EPS (dil) (W) New 1,028 1,561 2,062 2,650

P/E (X) 44.8 29.5 22.4 17.4

P/B (X) 8.1 6.5 5.2 4.0

EV/EBITDA (X) 14.6 20.5 14.8 11.3

Dividend yield (%) 0.4 0.9 1.4 1.7

ROE (%) 26.1 24.3 25.9 26.2
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Source: Company data, Goldman Sachs Research estimates, FactSet. Price as of 11/16/2007 close.
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Modetour Network: Summary financials 

Profit model (W bn) 12/06 12/07E 12/08E 12/09E Balance sheet (W bn) 12/06 12/07E 12/08E 12/09E

Total revenue 66.4 98.9 133.5 175.1 Cash & equivalents 14.0 20.9 28.1 35.0

Cost of goods sold 0.0 0.0 0.0 0.0 Accounts receivable 5.3 7.8 10.6 13.9

SG&A (56.6) (82.3) (110.7) (146.3) Inventory 0.0 0.0 0.0 0.0

R&D -- -- -- -- Other current assets 31.2 30.3 33.8 46.1

Other operating profit/(expense) 0.0 0.0 0.0 0.0 Total current assets 50.5 59.0 72.5 95.0

EBITDA 10.2 17.2 23.5 29.8 Net PP&E 0.8 1.3 2.0 2.5

Depreciation & amortization (0.4) (0.6) (0.7) (1.0) Net intangibles 0.0 0.0 0.0 0.0

EBIT 9.8 16.7 22.8 28.8 Total investments 19.5 33.4 46.4 61.3

Interest income 1.3 2.2 2.0 3.0 Other long-term assets 0.0 0.0 0.0 0.0

Interest expense 0.0 0.0 0.0 0.0 Total assets 70.8 93.8 121.0 158.8

Income/(loss) from uncons. subs. 0.0 (0.7) (0.7) (0.8)

Others (7.4) 0.4 0.4 0.4 Accounts payable 8.3 12.3 17.9 24.4

Pretax profits 11.4 18.5 24.5 31.5 Short-term debt 0.0 0.0 0.0 0.0

Income tax (3.3) (5.4) (7.2) (9.2) Other current liabilities 12.3 18.3 24.6 32.3

Minorities 0.0 0.0 0.0 0.0 Total current liabilities 20.5 30.6 42.6 56.7

Long-term debt 0.0 0.0 0.0 0.0

Net income pre-preferred dividends 8.2 13.1 17.3 22.3 Other long-term liabilities 2.3 3.4 4.6 6.0

Preferred dividends 0.0 0.0 0.0 0.0 Total long-term liabilities 2.3 3.4 4.6 6.0

Net income (pre-exceptionals) 8.2 13.1 17.3 22.3 Total liabilities 22.8 33.9 47.1 62.7

Post-tax exceptionals 0.0 0.0 0.0 0.0

Net income 8.2 13.1 17.3 22.3 Common stock & premium 34.1 34.1 34.1 34.1

Other common equity 13.9 25.7 39.7 62.0

EPS (basic, pre-except) (W) 1,028 1,561 2,062 2,650 Total common equity 48.0 59.8 73.8 96.1

EPS (basic, post-except) (W) 1,028 1,561 2,062 2,650 Minority interest 0.0 0.0 0.0 0.0

EPS (diluted, post-except) (W) 1,028 1,561 2,062 2,650

DPS (W) 180 400 650 800 Total liabilities & equity 70.8 93.8 121.0 158.8

Dividend payout ratio (%) 17.5 25.6 31.5 30.2

Free cash flow yield (%) (3.4) 0.7 2.7 3.5 BVPS (W) 5,713 7,122 8,787 11,436

Growth & margins (%) 12/06 12/07E 12/08E 12/09E Ratios 12/06 12/07E 12/08E 12/09E

Sales growth 70.8 49.0 35.0 31.1 ROE (%) 26.1 24.3 25.9 26.2

EBITDA growth 190.1 69.3 36.6 26.6 ROA (%) 16.8 15.9 16.1 15.9

EBIT growth 204.9 70.9 36.6 26.5 ROACE (%) 36.3 31.7 37.5 37.7

Net income growth 178.9 60.4 32.1 28.5 Inventory days NM NM NM NM

EPS growth 128.1 51.8 32.1 28.5 Receivables days 20.9 24.1 25.2 25.5

Gross margin 100.0 100.0 100.0 100.0 Payable days NM NM NM NM

EBITDA margin 15.3 17.4 17.6 17.0 Net debt/equity (%) (71.3) (58.1) (54.0) (54.3)

EBIT margin 14.7 16.8 17.1 16.5 Interest cover - EBIT (X) NM NM NM NM

Valuation 12/06 12/07E 12/08E 12/09E

Cash flow statement (W bn) 12/06 12/07E 12/08E 12/09E

Net income pre-preferred dividends 8.2 13.1 17.3 22.3 P/E (analyst) (X) 44.8 29.5 22.4 17.4

D&A add-back 0.4 0.6 0.7 1.0 P/B (X) 8.1 6.5 5.2 4.0

Minorities interests add-back 0.0 0.0 0.0 0.0 EV/EBITDA (X) 14.6 20.5 14.8 11.3

Net inc/(dec) working capital 0.5 1.3 3.5 4.0 Dividend yield (%) 0.4 0.9 1.4 1.7

Other operating cash flow (0.0) 0.0 0.0 0.0

Cash flow from operations 10.6 16.9 30.6 29.7

Capital expenditures (0.7) (1.1) (1.4) (1.4)

Acquisitions (14.3) (14.0) (13.0) (14.9)

Divestitures 0.0 0.0 0.0 0.0

Others (15.5) 6.6 (5.6) (1.1)

Cash flow from investments (30.5) (8.5) (19.9) (17.4)

Dividends paid (common & pref) (0.4) (1.5) (3.3) (5.4)

Inc/(dec) in debt 0.0 0.0 0.0 0.0

Common stock issuance (repurchase) 26.7 0.0 0.0 0.0

Other financing cash flows (1.2) 0.0 0.0 0.0

Cash flow from financing 25.0 (1.5) (3.3) (5.4)

Total cash flow 5.2 6.9 7.3 6.9 Note: Last actual year may include reported and estimated data.

Source: Company data, Goldman Sachs Research estimates.
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Exhibit 1: Earnings revisions 

(W bn)
FY2007E FY2008E FY2009E FY2007E FY2008E FY2009E FY2007E FY2008E FY2009E

Sales 101.2 135.6 178.4 98.9 133.5 175.1 (2.3) (1.5) (1.9)
Airline ticket sales 32.1 40.2 48.8 30.4 40.4 49.7 (5.3) 0.5 1.9

No. of travellers 924,764     1,247,330  1,661,929  949,315     1,328,488  1,802,141  2.7 6.5 8.4
ASP (Won1,000) 34,749 32,214 29,336 32,068 30,406 27,559 (7.7) (5.6) (6.1)

Package tour sales 65.8 91.3 124.6 65.2 89.3 121.1 (0.9) (2.2) (2.8)
No. of travellers 656,340     964,335     1,363,293  669,026     1,009,262  1,453,920  1.9 4.7 6.6
ASP (Won1,000) 100,252 94,641 91,409 97,492 88,474 83,320 (2.8) (6.5) (8.8)

Others 3.3 4.1 5.0 3.3 3.8 4.3 (0.7) (7.5) (15.0)
Operating expense 83.9 111.9 146.3 82.3 110.7 146.3 (1.9) (1.0) (0.0)
Operating profit 17.4 23.7 32.1 16.7 22.8 28.8 (3.9) (4.0) (10.3)
Recurring profit 19.0 25.3 34.7 18.5 24.5 31.5 (2.6) (3.2) (9.4)
Net profit 13.5 18.0 24.7 13.1 17.3 22.3 (3.1) (3.7) (9.9)
Margin
OP margin (%) 17.1 17.5 18.0 16.8 17.1 16.5
RP margin (%) 18.8 18.7 19.5 18.7 18.3 18.0
NP margin (%) 13.4 13.3 13.8 13.3 13.0 12.7

---------- Previous ---------- ----- New ----- ----- % change -----

 

Source: Company data, Goldman Sachs Research estimates. 

Exhibit 2: 4Q2007E results preview 

(W bn) 4Q2006 1Q2007 2Q2007 3Q2007 4Q2007E YoY chg (%) QoQ chg (%) Consensus Var (%)
Sales 19.4 22.7 19.4 29.7 27.2 40.4 (8.4) 24.4 11.6
OP 2.1 5.0 1.7 5.5 4.4 112.4 (20.2) 3.7 18.9
RP 2.6 5.8 1.5 6.3 4.9 89.0 (21.9) 4.4 12.6
NP 1.8 4.1 1.1 4.5 3.4 89.0 (23.0) 3.3 3.2
Margin
Operating margin (%) 10.7 22.2 8.9 18.6 16.2 15.2
Recurring margin (%) 13.4 25.6 8.0 21.2 18.0 17.9
Net margin (%) 9.4 18.2 5.6 15.0 12.6 13.6  

Source: Company data, Goldman Sachs Research estimates. 

Exhibit 3: GSE vs. market consensus – FY2008E 

(W bn) GSE Consensus Diff (%)
Sales 133.5 132.2 1.0
OP 22.8 25.0 (9.0)
RP 24.5 27.6 (11.3)
NP 17.3 20.4 (15.1)
Margin (%)
Operating margin 17.1                  18.9             
Recurring margin 24.8                  28.1             
Net margin 13.0                  15.4              

Source: Company data, Bloomberg, Goldman Sachs Research estimates. 
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Exhibit 4: DCF valuation of Modetour 

(W bn) FY2008E FY2009E FY2010E FY2011E FY2012E
Discounted FCF 14.4 18.0 20.0 22.0 22.8
Terminal Value 405.8

Sum of discounted FCF 97.1
PV of Terminal Value 287.5
FCF 384.6
Cash, financial goods, and marketable securities 39.8
Value of Debt 0.0
Value of Equity 424.5
Value Per Common Share (W) 50,532

      Risk Free Rate of Interest (Rf) 5.0%
      Beta 0.62        
      Market Risk Premium 6.5%
      Cost of Equity 9.0%
WACC 9.0%

Sensitivity Analysis
WACC/g 0% 1% 2% 3% 4%

7.0% 58,482    65,917    76,324    91,936    117,956  
8.0% 51,690    57,113    64,342    74,464    89,646    
9.0% 46,427    50,532    55,810    62,849    72,704    

10.0% 42,202    45,395    49,387    54,518    61,361    
11.0% 38,760    41,303    44,411    48,295    53,289     

Source: Company data, Goldman Sachs Research estimates. 

Exhibit 5:  P/E band  Exhibit 6: P/B band 
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Exhibit 7:  Modetour’s declining mark-up – a sign of 

intensifying competition 

 Exhibit 8: Package tour mark-up comparison between 

Hana Tour and Modetour 
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Reg AC  

I, Paul Hwang, hereby certify that all of the views expressed in this report accurately reflect my personal views about the subject company or 

companies and its or their securities. I also certify that no part of my compensation was, is or will be, directly or indirectly, related to the specific 

recommendations or views expressed in this report. 

Investment profile 

The Goldman Sachs Investment Profile provides investment context for a security by comparing key attributes of that security to its peer group and 

market. The four key attributes depicted are: growth, returns, multiple and volatility.  Growth, returns and multiple are indexed based on composites 

of several methodologies to determine the stocks percentile ranking within the region's coverage universe. 

The precise calculation of each metric may vary depending on the fiscal year, industry and region but the standard approach is as follows: 

Growth is a composite of next year's estimate over current year's estimate, e.g.  EPS, EBITDA, Revenue. Return is a year one prospective aggregate 

of various return on capital measures, e.g.  CROCI, ROACE, and ROE. Multiple is a composite of one-year forward valuation ratios, e.g.  P/E, dividend 

yield, EV/FCF, EV/EBITDA, EV/DACF, Price/Book. Volatility is measured as trailing twelve-month volatility adjusted for dividends.  

Quantum 

Quantum is Goldman Sachs' proprietary database providing access to detailed financial statement histories, forecasts and ratios. It can be used for 

in-depth analysis of a single company, or to make comparisons between companies in different sectors and markets. 

Disclosures 

Coverage group(s) of stocks by primary analyst(s) 

Paul Hwang: Asia Pacific Consumer and Retail, Korea Mid-Caps. 

Asia Pacific Consumer and Retail: CJ Home Shopping, GS Home Shopping, Hana Tour Service, Hite Brewery, Hyundai Department Store, Kangwon 
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Company-specific regulatory disclosures 
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covered by the Global Investment Research Division of Goldman Sachs and referred to in this research. 

There are no company-specific disclosures for: Hana Tour Service (W67,500) and Modetour Network (W46,100) 

Distribution of ratings/investment banking relationships 

Goldman Sachs Investment Research global coverage universe 

Rating Distribution Investment Banking Relationships 

Buy Hold Sell Buy Hold Sell 

Global 29% 59% 12% 39% 32% 29% 

As of Oct 1, 2007, Goldman Sachs Global Investment Research had investment ratings on 2,770 equity securities. Goldman Sachs assigns stocks as 

Buys and Sells on various regional Investment Lists; stocks not so assigned are deemed Neutral. Such assignments equate to Buy, Hold and Sell for 

the purposes of the above disclosure required by NASD/NYSE rules. See 'Ratings, Coverage groups and views and related definitions' below. 
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Disclosures required by United States laws and regulations 

See company-specific regulatory disclosures above for any of the following disclosures required as to companies referred to in this report: manager 

or co-manager in a pending transaction; 1% or other ownership; compensation for certain services; types of client relationships; managed/co-

managed public offerings in prior periods; directorships; market making and/or specialist role. 

The following are additional required disclosures: Ownership and material conflicts of interest: Goldman Sachs policy prohibits its analysts, 
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below) within a ratings distribution guideline of no more than 25% of the stocks should be rated Outperform and no fewer than 10% rated 

Underperform. The analyst assigns one of three coverage views (see definitions below), which represents the analyst's investment outlook on the 

coverage group relative to the group's historical fundamentals and valuation. Each coverage group, listing all stocks covered in that group, is 

available by primary analyst, stock and coverage group at http://www.gs.com/research/hedge.html. 

Definitions 

Outperform (OP). We expect this stock to outperform the median total return for the analyst's coverage universe over the next 12 months. In-Line 
(IL). We expect this stock to perform in line with the median total return for the analyst's coverage universe over the next 12 months. Underperform 
(U). We expect this stock to underperform the median total return for the analyst's coverage universe over the next 12 months.  

Coverage views: Attractive (A). The investment outlook over the following 12 months is favorable relative to the coverage group's historical 

fundamentals and/or valuation. Neutral (N). The investment outlook over the following 12 months is neutral relative to the coverage group's 

historical fundamentals and/or valuation. Cautious (C). The investment outlook over the following 12 months is unfavorable relative to the coverage 

group's historical fundamentals and/or valuation.  

Current Investment List (CIL). We expect stocks on this list to provide an absolute total return of approximately 15%-20% over the next 12 months. 

We only assign this designation to stocks rated Outperform. We require a 12-month price target for stocks with this designation. Each stock on the 

CIL will automatically come off the list after 90 days unless renewed by the covering analyst and the relevant Regional Investment Review 

Committee.  

Global product; distributing entities 

The Global Investment Research Division of Goldman Sachs produces and distributes research products for clients of Goldman Sachs, and pursuant 

to certain contractual arrangements, on a global basis. Analysts based in Goldman Sachs offices around the world produce equity research on 

industries and companies, and research on macroeconomics, currencies, commodities and portfolio strategy. 

This research is disseminated in Australia by Goldman Sachs JBWere Pty Ltd (ABN 21 006 797 897) on behalf of Goldman Sachs; in Canada by 

Goldman Sachs Canada Inc. regarding Canadian equities and by Goldman Sachs & Co. (all other research); in Germany by Goldman Sachs & Co. 

oHG; in Hong Kong by Goldman Sachs (Asia) L.L.C.; in India by Goldman Sachs (India) Securities Private Ltd.; in Japan by Goldman Sachs Japan Co., 

Ltd.; in the Republic of Korea by Goldman Sachs (Asia) L.L.C., Seoul Branch; in New Zealand by Goldman Sachs JBWere (NZ) Limited on behalf of 

Goldman Sachs; in Singapore by Goldman Sachs (Singapore) Pte. (Company Number: 198602165W); and in the United States of America by 

Goldman, Sachs & Co. Goldman Sachs International has approved this research in connection with its distribution in the United Kingdom and 

European Union. 

European Union: Goldman Sachs International, authorised and regulated by the Financial Services Authority, has approved this research in 

connection with its distribution in the European Union and United Kingdom; Goldman, Sachs & Co. oHG, regulated by the Bundesanstalt für 

Finanzdienstleistungsaufsicht, may also be distributing research in Germany. 

General disclosures in addition to specific disclosures required by certain jurisdictions 

This research is for our clients only. Other than disclosures relating to Goldman Sachs, this research is based on current public information that we 

consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such. We seek to update our research as 

appropriate, but various regulations may prevent us from doing so. Other than certain industry reports published on a periodic basis, the large 

majority of reports are published at irregular intervals as appropriate in the analyst's judgment. 

Goldman Sachs conducts a global full-service, integrated investment banking, investment management, and brokerage business. We have 

investment banking and other business relationships with a substantial percentage of the companies covered by our Global Investment Research 

Division. 

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients and our 

proprietary trading desks that reflect opinions that are contrary to the opinions expressed in this research. Our asset management area, our 

proprietary trading desks and investing businesses may make investment decisions that are inconsistent with the recommendations or views 

expressed in this research. 

We and our affiliates, officers, directors, and employees, excluding equity analysts, will from time to time have long or short positions in, act as 

principal in, and buy or sell, the securities or derivatives (including options and warrants) thereof of covered companies referred to in this research. 

This research is not an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be 

illegal. It does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of 

individual clients. Clients should consider whether any advice or recommendation in this research is suitable for their particular circumstances and, 

if appropriate, seek professional advice, including tax advice. The price and value of the investments referred to in this research and the income from 
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them may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may 

occur. Certain transactions, including those involving futures, options, and other derivatives, give rise to substantial risk and are not suitable for all 

investors. 

Current options disclosure documents are available from Goldman Sachs sales representatives or at 

http://www.theocc.com/publications/risks/riskchap1.jsp. Fluctuations in exchange rates could have adverse effects on the value or price of, or income 

derived from, certain investments. 

Our research is disseminated primarily electronically, and, in some cases, in printed form. Electronic research is simultaneously available to all 

clients. 

Disclosure information is also available at http://www.gs.com/research/hedge.html or from Research Compliance, One New York Plaza, New York, 

NY 10004. 

Copyright 2007 The Goldman Sachs Group, Inc. 

No part of this material may be (i) copied, photocopied or duplicated in any form by any means or (ii) redistributed without the prior 
written consent of The Goldman Sachs Group, Inc.   


