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Poor 3Q15 results, focus on nearing earnings uptick

What’s new: Earnings disappoint and miss consensus

Modetour Network (Modetour)s 3Q15 consolidated sales grew 9.5% YoY to
W51.5bn, but OP plunged 52.4% YoY to W3.3bn, missing consensus sales
(W52.3bn) and OP (W6.9bn) by 1.9% and 51.6%, respectively. Modetour’s total
outbound traffic maintained growth at 32.4% YoY. But due to a low ASP stemming
from regional sales mix changes and discount sales, top-line growth was limited.
3Q15 tourism package ASP was W869,000, down 14.8% YoY. OPM shrank 3.7%p
YoY to 6.5%, due to: 1) greater operating expenses, including labor costs and ad
costs related to the recent travel expo (Modetour Travel Mart from October 30 to
November 1), and 2) weaker operating leverage effect. Separate sales reached
W45.5bn (+6.2% YoY) and OP W5.5bn (+30.1% YoY).

Pros: Rising market share on growing outbound travelers

Modetour’s market share continued to rise for a fourth straight quarter, and
reached 10.4% (+1.2%p QoQ) in 3Q15. Despite unfavorable market conditions,
outbound travelers using the company continued to grow. Its total outbound traffic
expanded 32.4% YoY with package tourists up 16.9% YoY and ticket buyers 65.3%
YoY. Following changes to the Internet booking engine, ticket sales have been
rising more rapidly, helping lift market share.

Cons: Steeper losses at consolidated subsidiaries

Consolidated OP recorded only W3.3bn, lower than separate OP. This was
because major consolidated subsidiaries marked poor results due to the fallout
from the Middle East Respiratory Syndrome (MERS) outbreak. As foreign tourists
dropped sharply in 3Q15, subsidiaries related to inbound visitors, such as
Modestay (business hotel) and Modetour International (travel agency specializing
in inbound tours) registered steeper losses. In addition, Jautour (reflected in
consolidated earnings from 2Q15) appears to have posted a loss of W1.3bn
(losses flat QoQ) as the recovery has been slow due to external conditions.

Conclusion: Growth momentum to pick up again; Maintain BUY

We maintain BUY and leave our TP unchanged at W50,000 (25x PE). Short-term
earnings were sluggish due to unfavorable external conditions, but this was
already priced into shares. We believe it is time to focus more on the probable
earnings growth from 4Q15. We expect robust earnings given an increase in
outbound package travelers (+21.4% YoY) in October and future reservation rates

(W bn, %, %p)

(Parent) 3Q15P Change 2015F

KIS est.  Actual Diff. Consensus QoQ YoY KIS Consensus
Sales 50 51 3.7 52 3.7 9.5 201 203
OP 5 3 (35.3) 7 (35.3) (52.4) 21 25
OP margin 10.4 6.5 (3.9) 13.2 (3.9) (8.4) 10.5 12.1
EBT 5 4 (24.3) 7 (24.3) (31.7) 24 27
NP 4 3 9.1) 5 9.1) (25.7) 17 20
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(31.8% in November, 37.2% in December and 25.8% in January). Japan-bound
travel demand has quickly increased since 4Q14, and early reservations have
been solid. The pace of ASP decline should be more moderate from a quarter ago.

Table 1. 3Q15 earnings review

(W bn, %, %p)

3Q14 2Q15 3Q15 QoQ YoY KIS % differ. Consensus % differ.
Sales 47.0 49.6 51.5 3.7% 9.5% 49.3 4.4% 52.3 (1.6%)
OoP 7.0 5.2 3.3 (35.3%) (52.4%) 5.0 (33.5%) 6.9 (51.6%)
OPM 14.9 10.4 6.5 (3.9%p) (8.4%p) 10.2 (3.7%p) 13.2 (6.7%p)
EBT 6.1 55 4.2 (24.3%) (31.7%) 55 (24.9%) 74 (43.5%)
NP 4.3 35 3.2 (9.1%) (25.6%) 4.3 (24.3%) 5.1 (36.9%)
Source: Company data, Fnguide, Korea Investment & Securities
Table 2. Quarterly earnings (consolidated) (W b, %, %p)
1Q14 2Q14 3Q14 4Q14 1Q15 2Q15 3Q15P QoQ YoY 4Q15F
Domestic departure (excl. crew) 3,610 3,337 3,972 3,807 4,355 4,095 4,667 14.0% 17.5% 4,105
Modetour's outbound traffic 361 307 367 395 487 439 486 10.7% 32.4% 486
Modetour's package users 263 21 249 257 335 288 291 1.3% 16.9% 308
Market share (%) 10.0 9.2 9.2 10.4 11.2 10.7 10.4 1.2%p 1.2%p 11.8
Sales 40.4 36.4 47.0 40.9 50.4 49.6 51.5 3.7% 9.5% 49.9
Parent 39.5 35.6 42.8 37.3 46.8 43.8 455 3.8% 6.2% 42.9
Consolidated subsidiaries 24 25 45 2.6 43 6.1 5.8 (4.5%) 30.0% 71
Operating expenses 374 34.3 40.0 36.4 441 44.4 48.1 8.3% 20.3% 43.6
OP 3.0 21 7.0 45 6.3 5.2 3.3 (35.3%) (52.4%) 6.3
OPM 74 5.8 14.9 11.0 124 10.4 6.5 (8.4%p) (8.4%p) 12.7
EBT 6.5 2.7 6.1 4.0 7.4 55 42 (33.6%) (31.7%) 6.7
Controlling interest NP 5.2 23 43 3.5 5.6 35 3.2 (9.1%)  (25.6%) 47
Source: Company data, Korea Investment & Securities
Table 3. Quarterly earnings (separate) (W br, %, %p)
1Q14 2Q14 3Q14 4Q14 1Q15 2Q15 3Q15 QoQ YoY
Sales 39.5 35.6 42.8 37.3 46.8 43.8 455 3.8% 6.2%
Air ticket 21 2.6 2.7 34 4.1 4.0 3.9 (1.0%) 45.1%
Overseas travel commission 34.5 30.3 36.6 30.3 40.2 35.9 36.7 2.2% 0.4%
Others 2.9 2.7 3.5 3.6 2.7 3.9 4.8 23.5% 35.8%
Operating expenses 34.4 31.7 34.9 33.0 39.7 375 39.9 6.4% 14.4%
OoP 5.1 3.8 7.9 43 71 6.3 5.5 (11.7%) (30.1%)
OPM 12.8 10.8 18.5 11.5 15.2 14.3 12.2 (2.1%p) (6.3%p)
EBT 75 3.7 8.4 3.0 8.1 55 6.0 7.9% (29.2%)
NP 5.7 2.6 6.6 21 6.2 4.2 4.7 10.3% (29.7%)
Source: Company data, Korea Investment & Securities
Table 4. Annual earnings
(W bn, %, %p)
2012 2013 YoY 2014 YoY 2015F YoY 2016F YoY
Domestic departure (excl. crew) 12,474 13,525 8.4% 14,726 8.9% 17,222 16.9% 18,739 8.8%
Modetour's outbound traffic 1,239 1,329 7.3% 1,431 7.6% 1,898 32.7% 2,273 19.7%
Modetour's package users 869 942 8.3% 980 4.1% 1,221 24.6% 1,346 10.2%
Market share (%) 9.9 9.8 (0.1%p) 9.7 (0.1%p) 11.0 1.3%p 121 1.1%p
Sales 137.9 147.0 6.6% 164.7 12.1% 201.4 22.3% 223.9 11.2%
Operating expenses 116.6 131.2 12.5% 148.1 12.9% 180.3 21.8% 192.9 7.0%
OoP 21.3 15.8 (25.7%) 16.6 5.2% 211 26.9% 30.9 46.8%
OPM 15.4 10.7 (4.7%p) 10.1 (0.7%p) 10.5 0.4%p 13.8 3.4%p
EBT 23.0 20.1 (12.6%) 19.3 (3.9%) 24.5 26.9% 34.3 39.9%
Controlling interest NP 17.6 16.1 (8.4%) 15.3 (4.7%) 171 11.6% 24.3 42.0%

Source: Company data, Korea Investment & Securities
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Figure 1. Monthly domestic departure and YoY chg.
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Figure 2. Monthly package users, YoY chg. and .
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Figure 4. Passenger weighting by destination Figure 5. DPS and dividend payout ratio
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Table 5. Earnings estimate revision
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(000, W bn, %, %p)

2015F 2016F

Previous Revised Diff. Previous Revised Diff.

Domestic departure 17,222 17,222 0.0% 18,912 18,912 0.0%
gﬂlﬁgzﬁgfmﬁic 1,910 1,898 (0.6%) 2,316 2,273 (1.9%)
Market share 111 11.0 (0.1%p) 12.2 12.0 (0.2%p)
Sales 198.1 2014 1.7% 223.0 223.9 0.4%
oP 23.6 21.1 (10.7%) 324 30.9 (4.6%)
oPM 11.9 105 (1.5%p) 14.5 13.8 (0.7%p)
EBT 26.7 245 (8.3%) 35.7 343 (4.2%)
NP 19.6 171 (12.5%) 26.5 243 (8.4%)

Source: Korea Investment & Securities

Company overview & Glossary

Modetour Network (Modetour), established in 1989, provides a wide range of travel services. It went public on
the Kosdaq in July 2015. Modetour mainly depends on indirect sales (wholesale) via agencies. It has eight
consolidated subsidiaries, such as Modetour International, Modetour H&D, Cruise International, Mode Tourism
Development, Modetour REITs, Modestay, Seoul Hotel & Tourism Vocational Training College and Jautour as of

1H15.

« Outbound travel: Overseas departure of domestic residents
« Inbound travel: Domestic arrival of international travelers
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Balance sheet Income statement

FY-ending Dec. (W bn) 2013A 2014A 2015F 2016F 2017F FY-ending Dec. (W bn) 2013A 2014A 2015F 2016F 2017F

Current assets 117 132 159 175 188 Sales 147 165 201 224 244
Cash & cash equivalent 36 55 67 74 81 coGs 2 4 0 0 0
Accounts & other receivables 24 23 28 31 34
Inventory 0 0 0 0 0 Gross profit 145 161 201 224 244

Non-current assets 35 92 109 120 129 SG&A expense 130 144 180 193 208
Investment assets 19 19 23 25 28 Operating profit 16 17 21 31 36
Tangible assets 10 13 13 13 13

X Financial income 2 1 1 1 1
Intangible assets 1 4 5 5 6

Total assets 152 224 269 294 317 Interest income 2 1 1 1 1

Current liabilities 57 84 120 130 136 Financial expense 0 1 1 1 1
Accounts & other payables 36 50 61 67 74 Interest expense 0 1 1 1 1
ST debt & bond 1 6 6 6 6 o " . s ) s ) )
Current portion of LT debt 0 G 'er nlt_)n—operz-j\ 9 pl’O.I ‘

Non-current liabilities 6 31 31 31 32 Suaggﬁji(aﬁ::zsgérh\a,ss"c'a es 0 0 o1 1
Debentures 0 0 0 0 0 Eamings before tax 20 19 24 34 39
LT debt & financial liabilities 2 31 31 31 31

. Income taxes 5 5 8 10 1

Total liabilities 63 115 151 162 168

Controlling interest 89 99 107 122 139 Net profit 15 14 17 25 28
Capital stock 6 6 6 6 6 Net profit of controlling interest 16 15 17 24 28
Capital surplus 28 28 28 28 28 Other comprehensive profit (0) (1) 1) 1) (1)
Other Reserves (15)  (14)  (14) (14) (14) _ _

Retained earnings 70 78 88 103 121 Total comprehensw@T profit . 15 13 16 24 27

Minority interest 0 10 10 10 11 Total comprehensive profit of 16 14 16 23 27

controlling interest

Shareholders' equity 90 109 117 132 149 EBITDA 17 19 24 34 39

Cash flow Key financial data

FY-ending Dec. (W bn) 2013A 2014A 2015F 2016F 2017F FY-ending Dec. 2013A 2014A 2015F 2016F 2017F

C/F from operating 15 29 46 32 32 per share data (KRW)

. EPS 1,335 1,278 1,427 2,029 2,319
Net profit 15 14 17 25 28
BPS 8,274 8,962 9,630 10,793 12,120
Depreciation 1 2 2 2 2 pps 500 510 650 730 850
Amortization 0 0 1 1 1 Growth (%)
Net incr. in W/C ®) 1 97 4 1 Sales growth 6.6 121 22.3 11.2 9.2
OP growth (25.7) 5.2 26.9 46.8 16.4
Others 5 2. M 0 0 NPgrowth ®4) (47) 116 420 143
CIF from investing (12)  (46) (27) (16) (15) EPS growth (7.1) (4.3) 1.6 42.2 14.3
CAPEX 1) @) @ @ @ EBITDA growth (24.3) 9.6 27.8 41.4 15.1
Profitability (%)
Decr. in fixed assets 0 0 0 0 0 OP margin 107 101 105 138 147
Incr. in investment (11) 8 B @ @ NP margin 11.0 9.3 8.5 10.9 1.4
Net incr. in intangible assets ) A) ) 1) 1) EBITDA margin 11.6 1.4 11.9 15.1 16.0
ROA 10.1 7.5 6.9 8.7 9.2
Others 0 (50) (18 (0) (10 Roe 187 163 166 212 214
C/F from financing ®) 34 8 (9 (10) Dividend yield 2.2 2.1 1.8 2.0 23
Incr. in equity 0 8 0 0 0 Dividend payout ratio 37.2 39.9 45.5 36.0 36.6
) Stability
Incr. in debts ! 2 0 0 O Netdebt (W bn) (80)  (60)  (80)  (90)  (101)
Dividends (5) (6) (6) (8) 9) Debt/equity ratio (%) 3.2 33.7 31.2 27.5 23.3
Others @) 0 @ (1) (1 Valation(X)
CF f N 0 ) 0 0 0 PE 17.2 18.9 25.8 18.1 15.8
t
rom ofhers © PB 28 27 3.8 3.4 30
Increase in cash ®) 19 12 7 6 EV/EBITDA 1.4 12.7 15.8 10.9 9.2

Note: Based on K-IFRS (consolidated)
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Changes to recommendation and price target

Company (Code) Date Recommendation Price target
Modetour Network (080160) 11-17-13 BUY W34,000
02-12-15 BUY W38,000
04-15-15 BUY W50,000
60,000
50,000
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T T . T . 0
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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.

Guide to Korea Investment & Securities Co., Ltd. stock rating allocation (as of Sep 30, 2015)

BUY Hold Underweight (Sell)
76.7% 19.9% 3.4%

Note: % of companies under coverage with this rating

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

I/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. I/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.

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 Modetour Network.

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 Modetour Network in the past 12
months;

Korea Investment & Securities Co., Ltd., or its affiliates has not received compensation for investment banking services from Modetour Network 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
Modetour Network in the next 3 months.

Korea Investment & Securities Co., Ltd., or its affiliates was not making a market in Modetour Network’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 November 4, 2015.
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 November 4,
2015.

Prepared by: Minha Choi
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Global Disclaimer

m  General

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).

Copyright (© 2015 Korea Investment & Securities Co., Ltd. All rights reserved. No part of this report may be reproduced or distributed in
any manner without permission of Korea Investment & Securities Co., Ltd.




