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Earnings preview

Early heat wave and revenge
spending offer boost

BUY; 6M TP maintained at \W44,000

— We maintain BUY on the electronics retailer and keep our target price unchanged
at W44,000.

— Shares in Lotte Hi-mart have been performing well recently as unusually high
temperatures and pent-up demand pushed up sales of consumer electronics.
Despite the recent gain (to 12-month forward P/E ratio of 7.5), the stock still looks
attractive considering the pace at which consumers are returning.

2Q20 OP likely up on robust sales of core products

— For 2Q20, Lotte Hi-mart is forecast to report revenue and OP of W1.09tn (up 2%
yoy) and W47bn (up 3% yoy), respectively.

— Sales of premium TVs soared 20% yoy as the coronavirus forced people to
spend more time at home.

— Air conditioner sales rose sharply amid the early heat wave in June, partly
offsetting the weakness in appliance sales in the first two months of the quarter.

— Stronger sales, coupled with lower costs (promotions, etc.), likely propelled yoy
growth in OP for the first time in eight quarters.

Earning to show meaningful improvement thanks in part to revenge

spending

— Faced with virus-triggered travel restrictions, consumers are splurging on luxury
items, especially electronics like large-screen TVs, as a way to vent frustration.

— This so-called revenge spending spree and the company’s efforts to optimize its
store fleet (i.e. shut down low-profit locations, which should help cut rent and
payroll costs) might drive operating leverage in 2H20.

— We see the company’s earnings climbing though next year as the country’'s GDP
(estimated to drop this year due to the coronavirus) is expected to grow 3% or
higher in 2021. The improving macro picture is a boon for pure domestic
consumer plays like Lotte Hi-mart.
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Source: Lotte Hi-mart, FnGuide, Daishin Securities Research Center
2018A 2019A 2020F 2021F 2022F
Revenue 4,113 4,026 4,095 4,246 4,381
OP 186 110 143 165 166
Pretax profit 127 -84 129 151 153
NP 85 -100 A 110 112
NP (controlling int.) 85 -100 A 110 112
EPS 3,620 4,232 3997 4,667 4,733
PER 129 NA 88 75 74
BPS 87,338 81,410 84,407 87,574 90,807
PBR 05 04 04 04 04
ROE 42 -50 48 54 53
Note: EPS, BPS, and ROE are based only on the controlling interest.
Source: Lotte Hi-mart, Daishin Securities Research Center
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Yearly eamings forecast revision

(Wbn, W, %, %p)

Previous Revised Chg
2020F 2021F 2020F 2021F 2020F 2021F
Revenue 4,095 4,246 4,095 4,246 00 00
OP 143 165 143 165 00 00
NP (contr. int.) e 110 A 110 00 00
OP margin 35 39 35 39
NP margin 23 26 23 26
Source: Lotte Hi-mart, Daishin Securities Research Center
Tab 1.  Eamings trend and forecast (Wbn, %)
2019 2020F
2019 2020F 2021F
1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q
Revenue 1,037 1,071 934 935 925 1,089 1,076 1,005 4,026 4,095 4,246
OP 24 46 33 6 20 47 51 26 110 143 165
OP margin 23 43 34 0.7 2.1 43 47 26 27 35 4.0
YoY (%)
Revenue 89 -15 -11.6 -26 -10.8 1.7 94 75 2.1 17 1.2
OP 41.3 -315 484 -52.9 -19.6 25 52.7 306.1 411 304 14.9
Note: K-IFRS (consolidated)
Source: Lotte Hi-mart, Daishin Securities Research Center
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Financial statements

DAISHIN SECURITIES

Income statement (Wbn) Balance sheet (Wbn)
2018A  2019A  2020F 2021F  2022F 2018A  2019A  2020F 2021F  2022F

Net revenue 4113 4026 4,095 4246 4,381 Current assets 915 716 745 784 814
Cost of goods sold 3040 3026 3085 3198 3324 Cash & cash equiv. 300 50 68 87 9%
Gross profit 1073 1,001 1010 1,048 1,057 Trade & other receive. 3 97 9% N9 102
SG8&A expenses 886 891 867 84 891 Inventories 49 532 541 561 579
OP 186 110 143 165 166 Other current assets 23 37 37 37 37
OP margin 45 27 35 39 38 Long-term assets 2202 2392 2406 2419 2430
EBITDA 234 245 200 223 226 Tangible assets 413 437 451 463 473
Non-OP 60 1% -14 -14 13 Investments in affiates 0 0 0 0 0
Income from affiliates 0 0 0 0 0 Other longrterm assets 1,789 1955 1955 1956 1957
Financial revenue 9 7 8 8 8 Total assets 3117 3,108 3151 3203 3244
FXrelated gains 0 0 0 0 0 Current liabiliies 538 590 586 569 554
Financial expense 17 21 -18 -18 -17 Payables & other liab. 316 298 302 309 316
FXrelated losses 0 0 0 0 0 Borrowings 0 0 0 0 0
Others 52 -180 4 4 4 Current portion of LT debis 130 130 136 123 111
Income before taxes 127 84 129 151 153 Other current liabiliies 93 161 148 137 128
Income tax expense -4 -16 -35 -4 -4 Long-term liabilities 517 5% 572 567 546
Income from cont. op. 85 -100 A 110 112 Borrowings 499 370 370 370 370
Income from discont. op. 0 0 0 0 0 Convertible securities 0 0 0 0 0
NP 85 -100 A 110 112 Other long-term liab. 18 226 203 197 176
NP margin 21 25 23 26 26 Total liabilities 1,055 1,186 1,159 1,136 1,100
NP for non-contr. interest 0 0 0 0 0 Controlling interest 2062 1922 1993 2067 2144
NP for contr. interest 85 -100 A 110 112 Capital stock 118 118 118 118 118
Valuation of AFS fin. assefs 0 0 0 0 0 Capital surplus 1,056 1,056 1,056 1,056 1,056
Other compreh. income -1 0 0 0 0 Retained eamings 888 748 819 84 970
Comprehensive income 80 -100 9% 110 112 Other capital changes 0 0 0 0 0
Comp. income for non-contr. Int. 0 0 0 0 0 Non-controliing interest 0 0 0 0 0
Comp.income for contr.int. 80 -100 0 0 0 Total shareholder's equity 2062 192 1993 2067 2144
Netbormowings 309 712 678 642 602

Valuation metrics (W, x, %) Cash flow statement (Wbn)
2018A  2019A  2020F 2021F  2022F 2018A  2019A  2020F 2021F  2022F

EPS 3620 4232 3997 4667 4733 Operating cash flows 72 130 2% 308 310
PER 129 NA 88 75 74 NP 85 -100 A 110 112
BPS 87338 81410 84407 87574 90807 Non-cash items 167 362 298 305 307
PBR 05 04 04 04 04 Depreciation 48 136 57 58 60
EBITDAPS 9925  103% 8474 9448 9586 FX gains 0 0 0 0 0
EV/EBITDA 60 59 75 66 63 Equity method gain 0 0 0 0 0
SPS 174209 170557 173466 179874 185569 Others 119 27 41 247 247
PSR 03 02 02 02 02 Chgin assets & liab. -126 -100 51 57 58
CFPS 1069 11,104 16613 17588 17725 Other cash flows 56 32 45 50 51
DPS 1,700 1,000 1500 1,500 1,500 Investing cash flow 21 -106 86 86 87
Investment assets 45 3 -1 -1 -1

Financial ratios (W, x, %) Tangible assets 49 66 £6 £6 66
2018A  2019A  2020F 2021F  2022F Others -7 -36 -19 -19 -19

Growth potential Financing cash flows 80 275 122 1% -152
Revenue growth 03 21 17 37 32 Short-term borrowings 0 0 0 0 0
OP growth -101 411 304 149 11 Bonds payable 180 0 0 0 0
NP growth 424 TR TB 167 14 Long-term borrowings 130 0 0 0 0
Profitability Rights offering 0 0 0 0 0
ROIC 54 56 46 52 51 Cash dividends 44 40 24 35 35
ROA 59 35 46 52 52 Others -346 235 93 -118 117
ROE 42 50 48 54 53 Netchgin cash 30 250 19 19 9
Stability Beginning cash balance 329 300 50 68 87
Debt ratio 512 617 581 549 513 Ending cash balance 300 50 68 87 9%
Net borrowings ratio 150 370 340 310 281 NOPLAT 126 131 105 120 121
Interest coverage ratio 141 53 80 93 96  FCF 116 1% % 12 115

Source: Lotte H-mart, Daishin Securities 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 bore by Maybank KESUSA. All responsibility for the
distribution of this report by Auerbach Grayson and Company LLC shall be bome 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.




[Investment rating & Target price history]

DAISHIN SECURITIES

Lotte Hi-mart (071840 KS)

W)

Investment rating breakdown and framework (Jul 8, 2020)

BUY MARKETPERFORM UNDERPERFORM

Ratio  86.8% 12.7% 0.5%

Adj. Price Adj. Target Price
100,000
80,000
60,000
40,000
20,000
0
18.06 18.10 19.02 19.06 19.10  20.02  20.06
Date 200713 200507 19.11.07 19.05.09 19.01.19 18.11.09
Rating Buy  6Mpassed Buy Buy Buy Buy
Target price 44,000 44,000 44,000 56,000 63,000 72,000
Diff. (avr. %) (29.23) (4248) (34.76) (19.39) (3049)
Diff. (max/min., %) (1250) (2648) (18.39) (857) (278)
Date 181020  1807.12
Rafing Buy Buy
Target price 86,000 90,000
Diff. (avr. %) (3275) (20.57)
Diff. (max/min., %) (2849) (10.33)
Date
Rafing
Target price
Diff. (avr. %)
Diff. (max/min., %)
Date
Rating
Target price
Diff. (avr. %)
Diff. (max/min, %)

Sector ratings breakdown

Overweight: industry indicators are expected to
outperform the market over the next six months.
Neutral: industry indicators are expected to be in line
with the market over the next six months.
Underweight: industry indicators are expected to
underperform the market over the next six months.

Company ratings breakdown

Buy: the stock is expected to outperform the market by
at least 10%p over the next six months.
Marketperform: the stock is expected to either
outperform or underperform the market by less than
10%p over the next six months.

Underperform: the stock is expected to underperform
the market by at least 10%p over the next six months.




