
 
 

 

Hedge fund investors Long-only investors 

The share has receded on overdone 
concerns over potential order 
cancellation and further deterioration 
in the shipbuilding market. We believe 
these concerns will dissipate with time. 

Trading now at 1.0x 10E book after its 
recent fall on similar negative 
sentiment as in Sept 08, we see this as 
an ideal time to enter the stock. The 
current market cap can be explained 
by our estimated profits for HHI for 
the next 3 years.  
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3Q09 – confident strides 
Hyundai Heavy reported 3Q09 figures, showing decent margin 
recovery QoQ from the fall of steel prices despite fewer 
working days. Operating margin has been restored to 10.7% 
again led by its offshore structure business unit. While sales 
growth has slowed, mainly from HHI’s longer summer 
vacation in 3Q, the company still showed strong business 
stability. We believe the share has been overly discounted 
on overdone concerns over potential shipbuilding contract 
cancellations. Maintain Buy at target price W300,000. 

» Continued strong profitability 

Forecast earnings & valuation 

Fiscal year ending Dec-08A Dec-09E Dec-10E Dec-11E

Revenue (KRWb) 19,957 22,474 25,026 26,995

Op EBIT (KRWb) 2,206 2,750 3,522 3,841

Net income (KRWb) 2,604 2,829 3,472 3,849

Norm profit (KRWb) 2,257 2,522 3,308 3,707

EPS (KRW) 29,693 33,183 43,522 48,780

EPS growth 30.0% 11.8% 31.2% 12.1%

Norm P/E (x) 5.73 5.12 3.91 3.49

EV/EBITDA (x) 3.07 3.14 2.60 1.63

Dividend yield 2.94% 2.94% 4.41% 4.41%

P/B (x) 1.64 1.29 1.01 0.81

ROE 37.5% 31.7% 30.5% 26.9%

Net debt/equity (43.7%) (21.5%) (13.4%) (36.3%)

Cons EPS (KRW) 29,693 29,456 37,691 38,537

Prev EPS (KRW) 29,693 33,183 43,522 48,780» Performance by business unit – company comments 
 

» Highlighting its balanced business structure 

» Maintain Buy at target price W300,000 
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Continued strong profitability 
Hyundai Heavy reported W4,985bn sales in 3Q09, 6.5% down from 
2Q09. Despite negative effects of seasonality (HHI had a longer summer 
vacation of 10 working days in 3Q09) and won appreciation (+9.3% 
QoQ), the company maintained strong revenues in its plant engineering 
unit (+23.4% QoQ) and construction equipment unit (+10.8% QoQ). The 
shipbuilding unit, a major concern in the market, saw sales decline by a 
relatively small 6.7% QoQ or -1.5% YoY due to increasing requests for 
delays in ship delivery. In contrast with market fears, we estimate that 
HHI is managing its ship deliveries properly.  
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The company’s operating margin improved to 10.6% in 3Q09, up from 
10.0% in 2Q09, and 7.1% in 3Q08. While it has suffered higher costs 
due to the rise in steel prices until 2Q09, Hyundai Heavy has started to 
show normalization in its margin trend. We expect further improvement 
in margin considering its order book status and normalized component 
prices going forward.  

Trading data

Market cap (₩bn/US$mn) 10,576/8,988

Shares outstanding 76.00mn

Free float 56%

52-week price high/low ₩125,000 –250,000

Daily average turnover (3M) US$67.90mn

Performance 1M 3M 12M

Absolute -14.2% -19.8% 23.2%

Relative to KOSPI -12.6% -27.9% -41.9%

Absolute (US$) -13.5% -15.0% 52.4%

Major shareholders 

MJ Chung  10.8%

Hyundai Mipo  8%

Source for data: Company, Thomson Reuters, Mirae Research estimates
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Figure 1.   3Q09 result summary 

(Wbn) 3Q09P 3Q09 Con. diff.,%, %p 2Q09 QoQ 3Q08 YoY

Sales 4,986   5,308          -6.1% 5,331   -6.5% 4,843   2.9%
OP 532      544             -2.3% 535      -0.6% 344      54.6%
OP margin 10.7     10.3            0.5%p 10.0     0.7%p 7.1       3.6%p
Pre-Tax Profit 699      639             9.3% 471      48.4% 406      72.4%
NP 534      475             12.5% 393      35.9% 292      83.0%

 
   Source: Company data, Mirae Asset Research 

Performances by business unit – company comments 
Shipbuilding & Engines: QoQ decline from won appreciation and change of manufacturing 
process especially in engines. Margins improved through fall in steel price and component costs. 

Offshore & plant: Decrease of shipbuilding on land, but significant improvement in overseas 
plant unit. Margins improved mainly through sales growth in the overseas market. 

Electro electric: Temporary slowdown of sales due to global economic slowdown and won 
appreciation. Some margin deterioration QoQ comes mainly from won appreciation. 

Construction equipment: Strong recovery in China and the Middle East. Strong sales growth in 
China partially offset by slowdown of sales in developed countries.  

Highlighting the balanced business structures 
Again, the company proved its stability of business again. Despite high volatility of shipbuilding 
industry, in terms of order flows and margin trends, the company maintained strong consistency 
in sales and operating margin. Firstly, the company has vertically integrated business structures, 
and thus shows relatively stable margin trends than peers. Secondly, the company has strong 
non-shipbuilding unit, especially its plant engineering, offshore plant, electro electric unit, and 
construction equipment unit. Most these business units share the same driver, commodity cycle, 
and economic growth of developing countries, but new orders are not overlapping others. While 
its new orders YTD slowed down by 72%, the volatility is much less than its peers.  

   Figure 2.   HHI's quarterly sales & OP margin trends 
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   Source: Company data, Mirae Asset Research 

Maintain Buy at target price W300,000  
For the past several weeks, Hyundai Heavy’s share price has shown weakness amid concerns 
over potential cancellation of shipbuilding contracts. But we believe most such concerns are 
highly exaggerated and extreme assumptions are in the price. Shipbuilding contracts, once 
signed, cannot be modified or cancelled that easily by ship owners. To cancel contracts, ship 
owners need the agreement of shipyards, without which they would have to bear huge penalty 
costs. HHI is trading at less than 1x 2010E book despite our estimated 30.5% ROE in 2010. We 
believe that solid earnings and recovery in shipbuilding contracts going forward will mitigate 
such market concerns. Maintain Buy on the stock at W300,000 target price. 

The share reflects concerns on 
potential shipbuilding contract 
cancellations which we believe 
are unlikely to happen 
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Summary financial statements 
 

 

 

 

 

Profit & Loss

(KRWb) Dec-07A Dec-08A Dec-09E Dec-10E Dec-11E

Revenue 15,533                      19,957               22,474               25,026               26,995               
Cost of goods sold (12,976)                       (16,812)                (18,670)                (20,352)                (21,973)                
Gross profit 2,557                          3,145                   3,804                   4,674                   5,022                   
SG and A (806)                            (939)                     (1,054)                  (1,153)                  (1,181)                  
Op profit 1,751                         2,206                 2,750                 3,522                 3,841                 
      
Op EBITDA 2,143                         2,597                 3,203                 4,026                 4,343                 
Depreciation (352)                            (347)                     (382)                     (431)                     (428)                     
Amortisation (40)                              (43)                       (71)                       (74)                       (74)                       
Op EBIT 1,751                         2,206                 2,750                 3,522                 3,841                 
Net interest 188                              273                      382                      414                      550                      
Associates and JCEs -                              -                       -                       -                       -                       
Other income 101                              818                      327                      363                      385                      
Net exceptional income -                              -                       -                       -                       -                       
Profit before tax 2,040                         3,297                 3,459                 4,299                 4,776                 
Tax (658)                            (693)                     (630)                     (827)                     (927)                     
Post-tax profit 1,381                         2,604                 2,829                 3,472                 3,849                 
Minorities -                              -                       -                       -                       -                       
Preferred dividends -                              -                       -                       -                       -                       
Net income 1,381                         2,604                 2,829                 3,472                 3,849                 
Norm profit 1,736                          2,257                   2,522                   3,308                   3,707                   
Dividends (467)                            (300)                     (380)                     (570)                     (570)                     
Retained earnings 915                            2,305                 2,449                 2,902                 3,279                 

Source: C ompany  data, Mirae A sset Research estimates  
 

Cashflow

(KRWb) Dec-07A Dec-08A Dec-09E Dec-10E Dec-11E

Op EBITDA 2,143                         2,597                 3,203                 4,026                 4,343                 
Decrease in working capital 2,595                          491                      (490)                     (212)                     1,305                   
Other operating cashflow 93                                2,738                   (1,025)                  (1,029)                  (34)                       
Operating cashflow 4,831                          5,826                   1,688                   2,786                   5,613                   
Tax paid (658)                            (693)                     (630)                     (827)                     (927)                     
Net interest 188                              273                      382                      414                      550                      
Dividends received (749)                            (465)                     (543)                     (651)                     (586)                     
Cashflow 3,612                         4,942                 898                     1,722                 4,651                 
Capital expenditure (960)                            (1,856)                  (1,763)                  (1,234)                  (1,234)                  
Net acquisitions -                              -                       -                       -                       -                       
Net investments (263)                            (2,626)                  (175)                     (184)                     (193)                     
Other investing cashflow
Investing cashflow (1,222)                       (4,482)                (1,938)                (1,418)                (1,427)                
Dividends paid (467)                            (300)                     (380)                     (570)                     (570)                     
Increase in equity -                              -                       -                       -                       -                       
Increase in debt 2                                  (186)                     500                      (101)                     (81)                       
Other financing cashflow (0)                                0                          -                       (0)                         (0)                         
Financing cash flow (465)                          (485)                   120                     (671)                   (651)                   
Beginning cash 1,276                          3,611                   2,446                   2,328                   1,911                   
Total cash generated 1,925                         (25)                     (920)                   (366)                   2,573                 
Forex effects
Ending cash 3,200                         3,586                 1,526                 1,962                 4,484                 

Source: C ompany  data, Mirae A sset Research estimates  
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Balance Sheet

(KRWb) Dec-07A Dec-08A Dec-09E Dec-10E Dec-11E

Current assets 8,500                         12,618               10,088               10,044               13,660               
Cash and equivalents 3,611                          2,446                   2,328                   1,911                   5,544                   
Receivables 2,922                          4,723                   4,260                   4,700                   4,682                   
Inventories 1,119                          2,263                   1,815                   1,979                   1,979                   
Other current assets 848                              3,185                   1,685                   1,455                   1,455                   
Non current assets 8,325                         12,663               14,708               16,567               17,313               
Net operating fixed assets 4,969                          6,190                   7,478                   8,458                   8,373                   
Interest in associates 2,248                          2,713                   3,255                   3,906                   4,492                   
Other non-current ssets 1,108                          3,760                   3,974                   4,203                   4,448                   
Total assets 16,824                      25,280               24,796               26,611               30,973               
Current liabilities 10,888                      16,474               13,673               13,815               15,086               
Payables 1,618                          2,518                   1,804                   1,945                   1,945                   
ST debt 187                              -                       101                      81                        64                        
Other current liabilities 9,083                          13,956                 11,769                 11,789                 13,076                 
Total non-current liabilities 445                            3,211                 2,625                 1,561                 1,514                 
LT debt 2                                  3                          403                      322                      258                      
Other non-current liabilities 443                              3,208                   2,223                   1,239                   1,256                   
Total liabilities 11,333                      19,685               16,298               15,376               16,600               
Issued capital 380                              380                      380                      380                      380                      
Share premium reserve 1,863                          1,863                   1,863                   1,863                   1,863                   
Reserves/Adjustments 909                              956                      956                      956                      956                      
Retained earnings 2,867                          4,657                   6,799                   9,537                   12,674                 
Minorities -                              -                       -                       -                       -                       
Other equity (527)                            (2,260)                  (1,500)                  (1,500)                  (1,500)                  
Shareholders' equity 5,492                         5,595                 8,498                 11,235               14,373               

Source: C ompany  data, Mirae A sset Research estimates  
 

Key Ratios 

Dec-07A Dec-08A Dec-09E Dec-10E Dec-11E

Net revenue growth 23.7% 28.5% 12.6% 11.4% 7.9%
Gross profit growth 61.7% 23.0% 21.0% 22.9% 7.4%
Operating profit growth 99.2% 26.0% 24.6% 28.1% 9.1%
EBITDA growth 64.0% 52.2% 3.4% 24.3% 7.7%
EPS growth 143.5% 30.0% 11.8% 31.2% 12.1%
Norm BPS growth 35.4% 30.5% 27.3% 27.4% 24.6%
Gross margin 16.5% 15.8% 16.9% 18.7% 18.6%
Operating margin 11.3% 11.1% 12.2% 14.1% 14.2%
EBITDA margin 14.4% 17.1% 15.7% 17.5% 17.5%
EBIT margin 11.9% 15.2% 13.7% 15.5% 15.7%
Net income margin 8.9% 13.1% 12.6% 13.9% 14.3%
ROE 26.4% 37.5% 31.7% 30.5% 26.9%
ROA 9.3% 12.4% 11.3% 13.5% 13.4%
Net debt/equity (62.3%) (43.7%) (21.5%) (13.4%) (36.3%)
Interest cover ratio 153.5 340.9 161.3 115.5 138.2
Dividend payout ratio 33.8% 11.5% 13.4% 16.4% 14.8%
Inventory days 31.48 49.27 35.49 35.49 32.87
Account receivable days 68.65 86.62 69.18 68.55 63.30
Account payable days 45.50 54.81 35.27 34.89 32.32
Reported EPS (KRW) 18,177 34,269 37,223 45,682 50,647
EPS (KRW) 22,843 29,693 33,183 43,522 48,780
Reported BPS (KRW) 79,190 103,365 131,548 167,570 208,850
Norm BPS (KRW) 79,190 103,365 131,548 167,570 208,850
DPS (KRW) 7,500 5,000 5,000 7,500 7,500
Cashflow per share (KRW) 47,521 65,023 11,813 22,659 61,194
Reported P/E (x) 9.35 4.96 4.57 3.72 3.36
Norm P/E (x) 7.44 5.73 5.12 3.91 3.49
P/B (x) 2.15 1.64 1.29 1.01 0.81
P/CF 3.58 2.61 14.39 7.50 2.78
EV/EBITDA (x) 4.23 3.07 3.14 2.60 1.63
EV/Operating Cashflow (x) 1.97 1.80 6.57 4.10 1.37
EV/Sales (x) 0.61 0.52 0.49 0.46 0.29
Dividend yield 4.41% 2.94% 2.94% 4.41% 4.41%

Source: C ompany  data, Mirae A sset Research estimates  
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Recommendations 

By stock (twelve months) By industry 

Buy: A target price + 10% or more above the current price,  Overweight: over +10% of the current industry index 

Hold: Target price within - 10% to +10% of the current price Neutral: -10% to +10% of the current industry index 

Reduce: A target price of –10% or less below the current price Underweight: -10% or less than the current industry index 

Earnings quality score 

Earnings Quality Score = 0.70*(Historical Earnings Stability) + 0.15*(Consensus Forecast Certainty) + 0.15*(Consensus Forecast 
Accuracy) 

1. Historical Earnings Stability 
- The variability of the net profit growth rate (YOY) over the last 20 quarters was translated into percentage terms. 
- Earnings growth variability was calculated based on MAD (Median Absolute Deviation), rather than SD (Standard Deviation) 
in order to minimize distortion from outliers. 
- The lower the earnings growth variability, the higher this indicator. 

2. Consensus Forecast Certainty 
- The gap between analysts' views on 12-month forward EPS was translated into percentage terms. 
- The gap is calculated by dividing the SD of 12-month forward EPS with the average value. 
- The narrower the gap is, the higher this indicator. 

3. Consensus Forecast Accuracy 
- The median value of absolute EPS surprise over the last 3-year was translated into percentage terms. 
- EPS surprise was calculated based on 'the actual figure at the end of the year / the consensus estimate at the beginning of 
the year - 1'. 
- The lower the absolute EPS surprise, the higher this indicator. 

* Reference 
1) Consensus Forecast Certainty and Consensus Forecast Accuracy were applied only to companies with more than 5 years of 
EPS estimates. 
2) We gave the average score of 50 to cases in which the aforementioned indicators could not be produced. 

Compliance notice 

This report is distributed to our clients only, and none of the report material may be copied or distributed to any other party. 
While Mirae Asset Securities have taken all reasonable care to ensure its reliability, we do not guarantee that it is accurate or 
complete. Therefore, Mirae Asset Securities shall not be liable for any result from the use of this report. As of 30 October 2009, 
Mirae Asset Securities is Hyundai Heavy Industries’ ELW issuer and LP. This report has never been provided to any institutional 
investor or third party. This report has been prepared without any undue external influence or interference, and accurately 
reflects the personal views of the analyst on the company herein. 

[Analyst: Sokje Lee, Seohee Kim] 
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   N/A       

Stock Price  & Target Price Trend    Stock Price   Target Price Hyundai Heavy Industries (009540.KS) 
■Buy ■Hold ■Reduce ■Not Rated   Previously ■Strong Buy  ■Buy®  ■Mkt.Perm  ■Und.Perm 

 
 
 
 
 
 

Date Recommendation 6-Month Target Price (W) 
2007/11/20 BUY(Initiate) 800,000 
2007/12/18 BUY 800,000 
2008/01/15 BUY 800,000 
2008/01/31 BUY 800,000 
2008/02/12 BUY 800,000 
2008/02/19 BUY 800,000 
2008/02/28 BUY 620,000 (Down) 
2008/04/29 BUY 620,000 
2008/06/10 BUY 620,000 
2008/08/27 BUY 450,000 (Down) 
2008/12/09 BUY 270,000 (Down) 
2009/01/30 BUY 270,000 

Covering Analyst Changed 
2009/04/15 BUY 330,000 
2009/05/04 BUY 330,000 
2009/06/04 BUY 330,000 
2009/07/15 BUY 330,000 
2009/07/27 BUY 330,000 
2009/07/30 BUY 300,000(Down) 
2009/10/30 BUY 300,000  
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Required Disclosure 

The views expressed in this report accurately reflect the personal views of the analysts. Each analyst declares that neither he/she and his/her 
associate have not served as an officer of nor has any financial interests in relation to the listed corporation reviewed by the analyst. None of the 
listed corporations reviewed or any third party has provided or agreed to provide any compensation or other benefits in connection with this report 
to any of the analysts of Mirae Asset Securities (HK) Limited (“MAHK”). MAHK confirm that, it, whether individually or as a group (i) does not own 
1% or more financial interests in any of the listed corporations reviewed; or (ii) does not have any individual employed by or associated with any 
member companies of MAHK Group serving as an officer of any of the listed corporation reviewed. MAHK is not involved in making a market in the 
securities of the covered stocks. MAHK has no investment banking relationship with the stocks covered within the preceding 12 months. 
This disclosure statement is made pursuant to paragraph 16 of the “Code of Conduct for Persons Licensed by or Registered with the Securities and 
Futures Commission”. 

Disclaimer 

This report was originally prepared and issued by MAHK for distribution to their professional, accredited and institutional investor customers. It is 
not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country 
or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or which would subject MAHK and 
its subsidiaries and affiliates (collectively MAHK Group) to any registration or licensing requirement within such jurisdictions. None of the material, 
nor its contents, nor any copy of it, may be altered in any way, transmitted to, copied or distributed to any other party, without the prior express 
written permission of MAHK Group. All trademarks, service marks and logos used in this report are trademarks or service marks or registered 
trademarks or service marks of MAHK Group.  

The information, opinion and material presented in this report are provided for general information purposes only and shall not be used or 
considered as an offer or the solicitation of an offer to sell or to buy or subscribe for securities, other financial instruments or any derivative related 
to such securities or instruments. MAHK Group may not have taken any steps to ensure that the securities referred to in this report are suitable for 
any particular investor. The contents of this report do not constitute investment advice to any person and such person shall not be treated as a 
customer of MAHK Group by virtue of receiving this report. 

Information and opinions presented in this report have been obtained or derived from sources believed by MAHK Group to be reliable, but MAHK 
Group makes no representation or warranty, express or implied as to their accuracy, fairness or completeness and MAHK Group accepts no liability 
for any direct or consequential loss arising from the use of the material presented in this report unless such liability arises under specific statutes or 
regulations. This report is not to be relied upon in substitution for the exercise of independent judgment. MAHK Group may have issued other 
reports that are inconsistent with, and reach different conclusions from, the information presented in this report. The reports reflect the different 
assumptions, views and analytical methods of the analysts who prepared them. For the avoidance of doubt, views expressed in this report do not 
necessarily represent those of MAHK Group and may not imply comparable future performance. 

This report may provide the addresses of, or contain hyperlinks to, various websites. To the extent that this report refers to material outside MAHK 
Group’s own website, MAHK Group has not reviewed the linked sites and takes no responsibility for the content contained therein. Such address or 
hyperlink (including addresses or hyperlinks to MAHK Group own website material) is provided solely for your convenience and information and the 
content of the linked sites does not in any way form part of this report. Accessing such websites shall be at your own risk. 

MAHK Group may, to the extent permitted by law, participate or invest in financing transactions with the issuer(s) of the securities referred to in 
this report, perform services for or solicit business from such issuers, and/or have a position or effect transactions in the securities or other financial 
instruments thereon.  MAHK Group may, to the extent permitted by law, act upon or use the information or opinions presented herein, or the 
research or analysis on which they are based, before the material is published. MAHK Group, its officers or directors and the analysts preparing this 
report (each an Analyst and collectively the Analysts) may have relationships with, financial interests in or business relationships with any or all of 
the companies mentioned in this report (each a listed corporation and collectively the listed corporations) 

Information, opinions and estimates are provided on an “as in” basis without warranty of any kind and may be changed at any time without prior 
notice. There can be no assurance that future events or results will be consistent with any such opinion. Nothing in this report constitutes 
investment, legal, accounting or tax advice nor a representation that any investment or strategy is suitable or appropriate to your individual 
circumstances. Nothing in this report constitutes a personal recommendation to you. 

This report has been prepared in whole by research analysts in Hong Kong, who are not associated persons of the member or member organization. 
These research analysts are not registered as research analysts with FINRA or the NYSE, but instead have satisfied the registration requirements of 
Hong Kong standard. Those research analysts may not be associated persons of Mirae USA and may not be subject to FINRA Rule 2711 and NYSE 
Rule 472 restrictions on communications with a subject company, public appearances and trading securities held by a research analyst account.  
This report has been prepared by MAHK for distribution in Hong Kong; in Korea by its holding company named Mirae Asset Securities Co. Ltd; in 
Vietnam by its joint venture company named Mirae Asset Securities (Vietnam) Joint Stock Company; in the United Kingdom by its subsidiary named 
Mirae Asset Securities (UK) Ltd; in the United States by its subsidiary named Mirae Asset Securities (USA) Inc.  

This information may only be issued or passed on to any person in the United Kingdom if that person is of a kind described in Article 19 of the 
Financial Services and Markets Act 2000 (Financial Promotions) Order 2001 or otherwise pursuant to exemptions to section 21 of the Financial 
Services and Market Act 2000. In addition, no person who is an Authorised Person may issue or pass on this information, or otherwise promote 
MAHK Group, to any person in the United Kingdom other than under the rules of the Financial Services Authority (FSA) applicable to such 
Authorised Persons. This report and any information, material and contents herein are intended for general circulation only and do not take into 
account the specific investment objectives, financial situation or particular needs or any particular person.  

Any U.S. recipient of this report that would like further information regarding any security discussed herein should contact Mirae Asset Securities 
(USA) Inc.  Furthermore, any recipient of this report that would like to effect any transaction in any security discussed herein should contact and 
place the orders with Mirae Asset Securities (USA) Inc. which, without in any way limiting the foregoing, accepts responsibility (solely for purposes 
of an within the meaning of Rule 15a-6 under the SEC Act of 1934) for this report and its dissemination in the United States. 

Investments in general and, derivatives, in particular, involve numerous risks, including, inter alia, market risk, counterparty default risk and liquidity 
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