Results Comment

Huvitz 4Q18 earnings lag
(CEEYORNO)R  estimates

Lee Min-young BUY and 6M TP of W10,300 maintained

- The target price of W10,300 is derived by applying a target P/E of 15.5x (30% off of the

il e 2R e S e domestic medical equipment sector's 2019E average P/E) to the 2019E EPS.

Rating - Huvitz deserves such a discount in that its NP growth is projected to fall short of the
market's expectations for the broad medical equipment sector by more than 30% this
year.

6M TP (W)

- Sales of machines supplied to optical stores slowed in 2018, driven by low-price

Japanese rivals. But we reiterate BUY on Huvitz in view of the growth potential of the
CcPW) company’s newly released optical coherence tomography (OCT) products supplied to
(19.02.21) eye clinics, providing a nice revenue boost for the company this year.

4Q18 revenue strong, but OP weak

- - For 4Q18, Huvitz reported OP of W1.6bn (down 24% yoy; down 35% goq) on revenue
Industry 4.0 safety rating  m Sky Blue of W22.2bn (up 21% yoy; up 14% qoq). Revenue beat our estimate by 8%, while OP
fell short by 33%.

;ﬁgﬁp (Won) 7471'£ - Revenue.b.reakdown: equipment for optical stores W15.1bn (up 19% yoy), equipment
Market cap porton (%) 008 for eye C!InICS W4.0bn (up 44% yoy), others W0.3bn (up 37% yoy), and consolidated
Paickin capital (common: Whr) 6 subsidiaries W2.8bn (up 6% yoy).
52w highflow (W) 13600/7,750 - The company reported its best-ever quarterly revenue in 4Q18, with double-digit yoy
120d avg. trading volume (Whn) 05 growth in revenue from sales of all types of machines supplied to opticians (except for
ll\:/lor_eign ownership (%) 744 diagnostics), which account for 68% of companywide revenue in that quarter.
or
sh?reholders Kim Hyeon-su+3: 26.51% - Revenue from sales of equipment supplied to eye clinics, which make up 18% of
companywide revenue, jumped from W2.5bn in 1Q18 to W4.0bn in 4Q18, propelled by
%) M 3M 6M  12Mm OCT sales.
Abs. retum 43 58 253 -305
Rel. retumn 29 415 213 186 - The OP drop is attributable to higher COGS-to-revenue ratio (which climbed from 59%
in 3Q18 to 64% in 4Q18 due to higher transportation costs), increased SG&A
WiK) Huvitz (LHS) (%) expenses owing to bonus payments, and operating losses at consolidated
14 Relative to KOSDAQ 15 subsidiaries.
N (wbn, %)
. 4Q18P 1Q19(F)
-5 QT 2q18 Er;wrroxai Result YoY QoQ Consensus eguarfgg YoY  QoQ
-10 Revenue 18 19 20 2| 211 138 21 21 254 68
:;2 oP 2 3 2 2| 243 383 2 2 940 476
, ‘ ‘ ‘ J o NP -3 1 1 1| TmB  -299 1 2 438 906
18.02 18.05 18.08 18.11 19.02 2018P Growth
2016 2007 Prevous | Dasin| - change  Consensus 2017 2018P
Revenue 67 70 77 79 26 79 52 120
oP 12 9 9 8 111 10 -26.7 86
NP 1 3 7 7 00 9 719 1280
Source: Huvitz, FnGuide, Daishin Securities Research Center
Operating results and major financial data (Wbn, W, x, %)
2016A 2017A 2018P 2019F 2020F
Revenue 67 70 79 86 92
oP 12 9 8 10 12
Pretax profit 13 4 8 9 12
NP 1 3 8 8 1
NP (contr.int.) 1 3 7 8 10
EPS 956 268 611 662 856
PER 143 4938 146 135 104
BPS 6,502 6,622 7,130 7,629 8318
PBR 21 20 13 12 11
ROE 151 40 87 88 105

Note: EPS, BPS, and ROE are based only on the controliing interest.
Source: Huvitz, Daishin Securities Research Center

This report has been prepared by Daishin Securities Co,, Ltd.
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Huvitz (065510 KQ)

Yearly earnings forecast revision

(Wbn, W, %, %p)

Previous Revised Chg

2018F 2019F 2018F 2019F 2018F 2019F
Revenue 7 85 79 86 26 12
SG&A expenses 22 24 22 24 00 00
oP 9 10 8 10 -111 00
OP margin 117 121 106 114 -11 07
Non-operating profit 2 -1 -1 -1 CL CL
Pretax profit 7 9 8 9 143 00
NP (controlling int)) 7 8 7 8 0.0 00
NP margin 95 99 9.6 938 01 01
EPS (controliing int.) 607 682 611 662 06 29

Source: Huvitz, Daishin Securities Research Center
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Tab 1. Huvitz earnings forecasts (revised) (Whn, %)
2017 2018
10 20 30 40 10 20 30 40P 2016 2017 2018P 2019F

Revenue 155 184 181 183 16.5 20.8 195 222 66.9 704 789 86.3
Equipment for opticians 129 144 139 1277 123 141 124 151 53.2 53.8 539 539
Equipment for eye clinics 13 23 19 28 25 32 34 40 7.0 8.3 131 17.1
Microscope 0.2 0.1 0.0 0.0 05 0.3 0.0 0.0 11 0.2 0.8 0.0
Others 0.0 0.1 04 0.2 0.2 0.3 0.2 0.3 05 0.7 1.0 1.0
Shanghai Huvitz/HS Partners 11 17 19 26 0.9 28 35 28 5.0 72 10.0 144

Growth (%YoY)

Revenue -95 31 148 136 6.0 127 74 211 -8.0 52 12.0 95
Equipment for opticians -6.9 47 10.0 -2.3 4.4 -1.7  -10.6 18.8 38 12 0.2 -01
Equipment for eye clinics -13.8 -25 26.8 699! 86.6 427 745 443 -1.9 183 57.7 304
Microscope 477 -755 996  -99.71 2180 4033 00 8000: -630 -798 268.7 -100.0
Others 83 1278 1019 -76| 4410 2756 -60.0 36.9 04 484 299 12
Shanghai Huvitz/HS Partners -21.9 74 593 1839! -180 69.6 86.4 58! -52.9 434 376 44.0

OoP 17 32 21 221 12 29 25 16 124 9.1 83 9.8
OP margin (%) 109 17.1 116 1.8 75 141 130 74 186 129 10.6 14
Growth (YoY) 470 141 23  -366] -269 -7.1 203 -243 182 -26.7 -8.6 181

NP (contr. int.) 0.6 33 17 -25 12 36 13 0.9 ni1 31 7.1 7.7
Margin (%) 38 181 95 -139 75 17.3 6.8 42 16.5 44 9.0 8.9
Growth (YoY) -74.2 5.2 1.0 TTR| 109.6 77 -232 TTB 694 -719 1280 8.3

Source: Huvitz, Daishin Securities Research Center

Tab 2. Huvitz earnings forecasts (previous) (Whbn, %)

2017 2018
:' 2016 2017 2018F 2019F
1Q 20Q 3Q 4Q  1Q 2Q 3Q 4QF

Revenue 155 184 181 183 16.5 20.8 195 205 66.9 704 772 84.8
Equipment for opticians 129 144 139 1277 123 141 124 129 53.2 53.8 51.8 524
Equipment for eye clinics 13 23 19 28 25 32 34 40 7.0 8.3 131 17.1
Microscope 0.2 0.1 0.0 0.0 0.5 0.3 0.0 0.0 11 0.2 0.8 0.0
Others 0.0 0.1 04 0.2 0.2 0.3 0.2 0.2 05 0.7 0.9 0.9
Shanghai Huvitz/HS Partners 11 17 19 26 0.9 28 35 34 5.0 72 10.6 144

Growth (%YoY)

Revenue -95 31 148 136 6.0 127 74 12.0 -8.0 52 9.7 9.8
Equipment for opticians -6.9 47 10.0 -2.3 4.4 -1.7  -10.6 19 38 12 -3.8 11
Equipment for eye clinics -13.8 -25 26.8 699 86.6 427 745 421 -1.9 183 57.0 311
Microscope 477 -755 996  -99.7{ 2180 4033 0.0 00! -630 -798 2652 -100.0
Others 83 1278 1019 -76| 4410 2756 -60.0 83 04 484 220 -1.6
Shanghai Huvitz/HS Partners -21.9 74 593 1839! -180 69.6 86.4 292! -529 434 46.1 35.7

OoP 17 32 21 22 12 29 25 24 124 9.1 9.1 10.2
OP margin (%) 109 17.1 116 1.8 75 141 130 11.6 186 129 n.7 121
Growth (YoY) 470 141 23  -366] -269 -7.1 203 10.1 182 -26.7 -04 12.7

NP (contr. int.) 0.6 33 17 -25 12 36 13 0.9 ni1 31 7.0 7.9
Margin (%) 38 181 95 -139 75 17.3 6.8 43 16.5 44 9.1 9.3
Growth (YoY) -74.2 5.2 1.0 TTR| 109.6 77 -232 TTB 694 -719 1265 120

Source: Huvitz, Daishin Securities Research Center



Huvitz (065510 KQ)

Fig 1. Annual eamings Fig 2. Revenue breakdown
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Fig 3. P/IE band Fig 4. P/B band
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Fig 5.Monthly stock net purchases by investor group
W) ~———e——Adj. share price (LHS) (1K shares)
20,000 Domestic institutions - 600
——e——~Foreigners
18,500 Retail investors 1 450
17,000
- 300
15,500
14000 - 1 150
12,500 ><1\/ M 1o
11,000 \/ \\ -+ -150
9,500 “~
-+ -300
8,000
6,500 1 450
5,000 : T e -600
3 = 83 3 8 8 = 8 3 S b=} S 3
=1 = =1 = 3 =1 =1 = 3 3 =1 =1 2
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Tab 3. Global peers

Company Topcon Nidec Carl Zeiss Meditec
Country Japan Japan Germany
Share price (Feb21) (%) 14 122 88
Market cap ($mn) 1,483 36,285 7,857
2017A 1,314 13,431 1,315
éi‘]’s)”“e 2018A 1,376 13,828 1,525
2019F 1,476 14,914 1,609
2017A 109 1,513 200
8;;”) 2018A 135 1,503 235
2019F 157 1,849 258
2017A 8.3 11.3 15.2
OP margin (%) 2018A 9.8 109 15.4
2019F 10.7 124 16.0
2017A 54 1,186 149
(N$Fr)nn) 2018A 64 1,179 151
2019F 79 1,459 177
2017A 41 838 11.3
NP margin (%) 2018A 4.6 85 9.9
2019F 54 9.8 11.0
2017A 36.5 36.9 281
PER (X) 2018A 224 30.1 51.2
2019F 17.9 243 440
2017A 34 52 33
PBR (x) 2018A 2.3 38 5.0
2019F 22 34 50
2017A 13.0 219 27.6
EV/EBITDA (x) 2018A 84 16.9 27.6
2019F 75 138 26.9
2017A 9.7 14.8 134
ROE (%) 2018A 101 133 101
2019F 12.0 14.6 12.0
2017A 0.6 40 17
EPS ($) 2018A 0.6 4.0 17
2019F 0.7 49 20
FY.M March March September

Source: Bloomberg, Daishin Securities Research Center
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Company profile

Overview

Established in 1999 and listed on the KOSDAQ in 2003
Leads the optician equipment market with a 50% share
Seeks future growth via new products for eye clinics

Regional revenue breakdown: Korea 16%, Europe/CIS 44%, South
America 8%, Asia 8%, China 9%, North America 7%, Others 7%

Assets W150.7bn, liabiliies W62.5bn, equities W88.2bn (as of 3Q18)

# of outstanding shares: 11,882,871/ # of treasury shares: 289,170

Share price catalysts

- Won-dollar rates

- Won-euro rates

- Export growth
- New products

- Number of patients with ophthalmic diseases

Revenue breakdown

Consolidated subs
13%

Others
1%
Microscope

1%

Opticians’
equipment
17%

Eye clinic
equipment
68%

Source: Huvitz, Daishin Securities Research Center

Earnings drivers

Note: Based on 2018 results.
Source: Huvitz, Daishin Securities Research Center

Fig 6.W/$ rate vs. OP margin
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Fig 7.Exports growth leads to higher OP
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Fig 8.Exports vs. OP margin
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Fig 9. Domestic revenue vs. number of optician’s
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Financial statements

DAISHIN SECURITIES

Income statement (Wbn) Balance sheet (Whbn)
2016A  2017A  2018F  2019F  2020F 2016A  2017A  2018F  2019F  2020F

Revenue 67 70 Ie) 86 2 Current assets 47 42 59 68 78
Cost of goods sold 3 42 48 52 55 Cash & cash equiv. 8 4 19 24 32
Gross profit 29 28 31 A4 33 Trade & other receive. 16 18 19 21 2
S&A expenses 17 19 2 24 25 Inventories 16 17 21 23 24
OoP 12 9 8 10 12 Other current assets 7 3 0 0 0
OP margin 186 129 106 14 134 Long-term assets 3 ] A 92 0
EBITDA 17 14 13 15 17 Tangible assets T 70 64 61 59
Non-OP 1 6 -1 -1 0 Investmentsin affiiates 0 0 0 0 0
Income from affiliates 0 0 0 0 0 Other long-term assets 16 28 30 31 3R
Financial revenue 1 0 0 0 0 Total assets 140 141 153 160 169
FX related gains 2 1 1 1 1 Current liabiliies 27 26 35 35 36
Financial expense 0 1 -1 -1 1 Payables & other liab. 4 7 6 7 7
FX related losses 0 0 0 0 0 Borrowings 12 15 2 2 2
Others 0 5 0 0 0 Current portion of LT debts 9 3 5 5 5
Income before taxes 13 4 8 9 12 Other current liabiliies 3 1 1 1 1
Income tax expense -1 1 0 0 1 Long-term liabilties 30 30 28 28 28
Income from cont. op. 12 5 8 8 1 Borrowings 23 23 19 19 19
Income from discont. op. -1 -1 0 0 0 Convertible securities 0 0 0 0 0
NP 1 3 8 8 11 Other long-term liab. 7 7 9 9 9
NP margin 170 49 96 98 116 Total liabiities 57 57 63 63 64
NP for non-contr. interest 0 0 0 1 1 Controlling interest v 9 85 91 [°°]
NP for contr. interest 1 3 7 8 10 Capital stock 6 6 6 6 6
Valuation of AFS fin. assefs 0 0 0 0 0 Capital surplus 13 13 13 13 13
Other compreh. income 0 0 0 0 0 Retained eamings 62 64 69 5 83
Comprehensive income 10 3 8 8 11 Other capital changes 3 4 3 3 3
Comp. income for non-contr. Int. 0 0 0 1 1 Non-controliing interest 5 5 6 6 7
Comp. income for contr.int. 10 2 7 8 10 Total shareholder's equity 83 84 91 97 106
Net borowings 35 37 27 2 14

Valuation metrics (W, %, %) Cash flow statement (Wbn)
2016A  2017A  2018F 2019F  2020F 2016A  2017A  2018F  2019F  2020F

EPS 956 268 611 662 856 Operating cash flows 12 10 9 13 16
PER 143 498 146 135 104 NP 1u 3 8 8 1u
BPS 6502 6622 7130 7629 8318 Non-cash items 7 9 u n u
PBR 21 20 13 12 11 Depreciation 4 5 5 5 5
EBITDAPS 1414 1178 1094 1221 1431 FX gains 1 1 1 1 1
EV/EBITDA 121 143 107 93 75 Equity method gain 0 0 0 0 0
SPS 5633 5925 6637 7,266 7,776 Others 3 4 5 5 6
PSR 24 23 12 12 11 Chgin assets & liab. 6 2 8 5 4
CFPS 1549 1086 1534 1648 1859 Other cash flows 0 1 1 1 2
DPS 100 150 150 150 150 Investing cash flow 34 -10 4 0 0
Investment assets 0 0 0 0 0

Financial ratios (W, %, %) Tangble assets 31 -10 4 0 0
2016A  2017A  2018F 2019F  2020F Others 3 0 0 0 0

Growth potential Financing cash flows 14 3 4 -1 1
Revenue growth -39 52 120 95 70 Short-term borrowings 6 2 8 0 0
OP growth 104 267 86 181 256 Bonds payable 0 0 0 0 0
NP growth 532 696 1181 125 258 Long-term borrowings 15 3 4 0 0
Profitability Rights offering 0 0 0 0 0
ROIC 107 99 75 84 98 Cash dividends 1 1 2 2 2
ROA 98 65 57 63 75 Others 6 -3 2 0 0
ROE 151 40 87 88 105 Netchgin cash 8 4 15 5 8
Stability Beginning cash balance 15 8 4 19 24
Debt ratio 687 674 693 652 601 Ending cash balance 8 4 19 24 32
Net borrowings ratio 426 434 295 28 137 NOPLAT 1 12 8 9 1
Interest coverage ratio 2367 117 77 93 156 FCF 20 3 10 1 13

Source: Huvitz, Daishin Securiies Research Center



Appendix

[Daishin House View: Industry 4.0 safety rating]

« Daishin Securities assigns safety ratings to individual sectors and companies based on analyses and discussions by our analysts.
« Depending on whether Industry 4.0 will have a positive, neutral, or negative impact, each industry and company is assigned one of three safety ratings:

Dark Gray (negative) Neutral Green (neutral) Sky Blue (positive)

[Compliance Notice]

In accordance with Subparagraph 5 of Paragraph 1 of Article 4-20 of the supervisory regulations for the financial investment industry, we confirm
that no information or content has been shared prior to its release on Daishin’s website, and that the analyst has not received nor will receive direct
or indirect compensation in exchange for expressing specific opinions. Daishin is not affiliated with the company presented in this report. This report
has been presented without any undue external influence or interference, and accurately reflects the personal views of the analyst who is
responsible for its content.

This report is distributed for the purpose of helping investors make informed decisions. This report has been prepared from the data and information

believed to be correct and reliable, but Daishin Securities does not make any guarantee as to the accuracy thereof. Investors reading this report
should make final decisions based on their own judgment.

For U.S. persons only: For U.S. persons only: This independent third party research report is a product of Daishin Securities, which is the employer
of the research analyst(s) who has prepared the research report. The research analyst(s) preparing the research report is/are resident outside the
United States (U.S.) and are not associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are not subject to
supervision by a U.S. broker-dealer, and is/are not required to satisfy the regulatory licensing requirements of FINRA or required to otherwise
comply with U.S. rules or regulations regarding, among other things, communications with a subject company, public appearances and trading
securities held by a research analyst account.

This independent third-party research report is distributed in the United States (‘US”) to Major US Institutional Investors (as defined in Rule 15a-6
under the Securities and Exchange Act of 1934, as amended) by Maybank Kim Eng Securities USA Inc. (“Maybank KESUSA") and Auerbach
Grayson and Company LLC, broker-dealers registered in the US (registered under Section 15 of the Securities Exchange Act of 1934, as
amended). All responsibility for the distribution of this report by Maybank KESUSA in the US shall be borne by Maybank KESUSA. All responsibility
for the distribution of this report by Auerbach Grayson and Company LLC shall be borne by Auerbach Grayson and Company LLC.

If the recipient of this report is not a Major Institutional Investor as specified above, then it should not act upon this report and return the same to the
sender. Further, this report may not be copied, duplicated and/or transmitted onward to any U.S. person, which is not the Major Institutional Investor.
In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to
conduct certain business with Major Institutional Investors, Daishin Securities has entered into an agreement with two U.S. registered broker-
dealers, Maybank Kim Eng Securities USA Inc and Auerbach Grayson and Company LLC. All U.S. persons receiving and/or accessing this report
and wishing to effect transactions in any security mentioned within must do so with: Maybank Kim Eng Securities USA Inc. 777 Third Avenue 21st
Floor New York, New York 1- (212) 688-8886 or Auerbach Grayson and Company LLC 25 West 45th Street, New York, NY 10036 and not with the
issuer of this report.

Analyst Certification of Independence

The views expressed in this research report accurately reflect the analyst's personal views about any and all of the subject securities or issuers; and
no part of the research analyst's compensation was, is or will be, directly or indirectly, related to the specific recommendations or views expressed in
this report.
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[Investment rating & Target price history]

Huvitz (065510 KQ) Investment rating breakdown and framework (Feb 19, 2019)
() Adj. Price Adj. Target Price BUY MARKETPERFORM ~ UNDERPERFORM
20,000
Ratio 86.0% 12.8% 1.2%
15,000 Sector ratings breakdown

10,000 - Overweight: industry indicators are expected to outperform the

market over the next six months.
5,000

- Neutral: industry indicators are expected to be in line with the market

0 ' : : ' ' ' over the next six months.
17.02  17.06 17.10 18.02 18.06 18.10  19.02

- Underweight: industry indicators are expected to underperform the

Date 19022 190207 181115 market over the next six months.

Rating BUY BUY BUY

Target price 10300 10300 10300

Diff. (avr. %) (17.96) (1836)

Dif. (max/min, %) (1252) (1252) Company ratings breakdown

ﬁng - Buy: the stock is expected to outperform the market by at least
Target price 10%p over the next six months.

D'" @ %)_ - Marketperform: the stock is expected to either outperform or
Diff. (max./min., %) .
Date underperform the market by less than 10%p over the next six
Reting months.

;@?J;; - Underperform: the stock is expected to underperform the market by
Dift. (max/min., %) at least 10%p over the next six months.

Date

Rating

Target price

Diff. (avr. %)

Diff. (max./min., %)




