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Modetour Network

(080160)

BUY (maintain)

Expectations Need to be Lowered

i 3Q11 OR remained flat YoY, but OP dipped 10%YoY

il Lackluster 3Q11 results attributable to delayed recovery in travel demand and increased
labor costs

@ Travel bookings continue to slump in 4Q11, confirming delayed recovery in travel
demand

@ Earnings forecasts revised down in view of still anemic travel demand
il BUY kept, but fair value trimmed to KRW41,000 in light of lowered earnings forecasts

3Q11 results sluggish, missing expectations

Modetour Network has released 3Q11 results showing that OR remained steady YoY, but OP,
EBT, and NP slid 10%YoY, 10%YoY, and 13%YoY, respectively. Overall, 3Q11 results were
lackluster and fell short of our estimates.

Main factors are delayed recovery in travel demand and increased labor expenses

The lackluster 3Q11 results stemmed from a failure of travel demand for other destinations to
offset the nosedive in Japan-bound travel demand since the Mar earthquake. In 3Q11, the
number of travelers to Japan slumped 73%YoY. Though travelers to Southeast Asia and the US
jumped 49% and 28%, respectively, this was not sufficient to counter the sharp decline in
travelers to Japan. Travelers to China and the South Pacific dipped 8% and 9%, respectively,
leading to only a 7%YoY growth in the number of package-tour travelers and a 10%YoY
growth in overall travelers.
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(Reporting standard) (GAAP-P) (GAAP-P) (FRS-P) (IFRS-P) (IFRS-P)
OR (KRWhn) 61.4 1171 134.1 168.7 183.4
OP (KRWbn) 0.2 19.4 19.3 29.2 279
NP (KRWhn) 1.2 16.0 16.7 24.8 24.4
Parent NP (KRWbn) 12 16.0 16.7 24.8 24.4
EPS (KRW) 151 1,991 2,073 3,079 3,041
Adj. EPS (KRW) 151 1,991 2,073 3,079 3,041
PER* (x) 187.5-52.3 196-12.3 13.6 9.1 9.2
PBR (x) 45 4.3 29 2.3 2.0
EV/EBITDA (x) 208.9 10.7 7.2 39 34
Div. Yield (%) 0.2 1.7 22 33 32
ROE (%) 24 276 215 28.3 231
ROIC (%) 8.1 NA NA NA NA

Source: Company data, Hyundai Securities
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4Q11 travel bookings still
in a slump

Earnings estimates
lowered in light of
delayed recovery in travel
demand

Fair value cut to
KRW41,000

BUY maintained

} >> Modetour Network

Meanwhile, on the operating cost side, there were payments of performance-based bonuses and
Chuseok (Korean Thanksgiving) bonuses totaling KRW1.1bn. Personnel expenses also increased
slightly, leading to a YoY decline in OP.

Fig 1: 3Q11 results missed expectations

(KRWbn) 3Q11P  %YoY %QoQ 3Q10A 2Q11A HRCest.  %diff.
OR 36.7 0.1 424 36.7 25.8 39.3 (6.6)
OP 68  (103) 2886 76 1.7 85  (20.6)
EBT 73 09 1889 8.1 25 92  (20.4)
NP 53 (1290 1870 6.1 1.9 69  (23.1)

Source: Company data, Hyundai Securities

The problems all boil down to the delayed recovery in travel demand. The sluggish pace of travel
bookings in 3Q11 is expected to continue into 4Q11. As of Oct 11, travels bookings at Modetour
grew 10% in Oct, 12% in Nov, and 24% in Dec. While we need to see how the Dec traveler
numbers come out, chances are that we will see a gradual decline in growth over time. Traveler
growth in the low 10% range is quite anemic compared to past averages.

Although the traveler growth rate is currently off the trendline, we believe that travel demand will
revert to the trend. As recovery will be very slow, however, we advise investors to lower their
expectations for Modetour Network’s earnings in 4Q11 and onward. We have revised down our
estimates for Modetour Network’s 2011-12 earnings considering slowed recovery in travel
demand after the Fukushima earthquake.

Fig 2: 2011-12 earnings estimates lowered

Revised Previous %change
(KRWbn) 12/11F 12/12F 12/11F 12/12F 12/11F 12/12F
OR 134.1 168.7 138.3 191.0 (3.1) (11.7)
OoP 19.3 29.2 22.0 42.8 (12.3 (31.7)
EBT 21.7 32.2 24.4 46.0 (11.2) (30.0)
NP 16.7 24.8 18.8 35.4 (11.2) (30.0)

Source: Hyundai Securities

In accordance with downward revisions made to 2011-12 earnings estimates, our fair value for
Modetour Network is lowered to 16% from KRW48,500 to KRW41,000. The new fair value is
based on the estimated EPS of KRW3,079 in 2012, when travel demand is expected to return to
its normal trend, and a fair PER of 13.3x (80% premium to Hyundai Universe’s average 2012 PER
estimate of 7.3x). The 80% premium is derived from the ratio between Modetour Network’s
estimated 2012 ROE of 28% and Hyundai Universe’s average 2012 ROE of 16%.

We maintain BUY on Modetour Network despite downward revisions in earnings estimates and
the fair value. There has been no proof as of yet that Korea’s outbound travel industry is at a
standstill, and the industry still seems to offer growth potential given that the proportion of
outbound travelers only stands at 25% of the overall population. Furthermore, Modetour’s
portion of travelers is rising steadily, reaching 9% in Jul-Aug, up 0.7%YoY.
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= Hyundai Securities has not disclosed the material contained in this report to any institutional investor or third party prior to its publication. The author(s) confirms that the material contained kRw  Modetour Network  Rating
herein correctly represents his/her/their opinion and that it has been prepared without any undue influences or interventions. Hyundai Securities Co., Ltd. or any of its affiiates has not 50,000 4
taken part in public offerings of the company(ies) covered in this report for the past 12 months. The author(s) of this report does not have any interest in the company(ies) covered herein.
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= Rating: Sector: Overweight (+10% or more), Neutral (-10 - +10%), Underweight (-10% or more)
Company: Strong BUY (+30% or more), BUY (+10 - +30%), Marketperform (-10 - +10%), Underperform (-10% or more) 30,000 2
Strong BUY =4, BUY = 3, Marketperform = 2, Underperform = 1, Blackout/Universe Exclusion = O (Share price —, Fair value ., Rating —) 20,000 1
= All Hyundai Securities Research is available via the following electronic databases: Bloomberg, Thomson Reuters, FactSet. Contact your Hyundai Securities sales representative for access. 10,000 o
= This report has been prepared for informational purposes only, and does not constitute an offer or solicitation of a contract for trading. Opinions in this report reflect professional judgment 09/10 10110 1110

at this date based on information and data obtained from sources we consider reliable. However, we do not guarantee that the information and data are accurate or complete, and,
therefore, this report is subject to change without prior notice. Individual investment should be made based on each client’s own judgment, and we expressly disclaim all liability for any
investment decisions and any results thereof. This report is a copyrighted material of Hyundai Securities Co. and, thus, it may not be reproduced, distributed, or modified without the prior
consent of Hyundai Securities Co. This report is not prepared for academic purposes, and any third party wishing to quote from it for academic publications should receive the prior
consent of Hyundai Securities Co.

HYUNDAI Research 3




