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The	Power	to	Surprise	
We	 are	 initiating	 coverage	 of	 Kia	 Motors	 Corporation	 with	 a	 Hold	
rating	on	KIA	Motors	Corporation	3.00%	25-Apr-23.	

Recent	Developments	
1) New	Production	Plants.	Kia’s	new	India	plant	began	production	

in	 2H2019	 as	 planned.	 Following	 the	 event,	 Hyundai	 Motor	
Company	 (owns	 33.88%	 of	 Kia	 Motors	 Corporation)	 signed	 a	
US$1.55	 billion	 deal	 in	 November	 to	 build	 a	 plant	 in	 Bekasi,	
Indonesia.	
	

2) Legal	 Settlement	 over	 Engine	 Issues.	 In	 October	 2019,	 Kia	
Motors	 Corp	 earmarked	 300	 billion	 won	 in	 its	 third	 quarter	
earnings	 to	 settle	 class	 action	 litigation	 over	 engine	 related	
problems.	This	settlement	will	affect	1.8	million	vehicles.	
	

3) Heavy	investments	in	electrification	and	future	mobility	
Kia	Motors	entered	into	a		series	of	investments	in	joint	ventures,	
with	the	biggest	one	so	far	with	Aptiv,	valued	at	$4	billion.	The	
group	also	invested	in	a	self-driving	car	startup	Aurora	and	ride	
hailing	companies	Grab	and	Ola.		
	

4) Rating	Downgrade	to	BBB+/Baa1	
S&P	Global	Ratings	downgraded	its	rating	for	Kia	Motors	to	BBB+	
from	A-	with	a	stable	outlook	on	31	October	2018.	Moody’s	
Investor	Service	also	downgraded	the	outlook	for	Kia	Motors	
from	stable	to	negative	on	1	November	2018.	

	
Key	Credit	Considerations	
Prima	 facie,	with	muted	growth	outlook	of	 the	automotive	 industry,	
coupled	 with	 Kia	 Motor’s	 trend	 of	 low	 profitability	 amidst	
deteriorating	credit	ratios,	Kia	Motors	may	seem	to	be	credit	negative.	
However,	 we	 believe	 that	 Kia	Motors’	 expansion	 into	 the	 emerging	
markets	 such	 as	 India	 and	 Indonesia	 will	 drive	 future	 growth	
trajectory.	We	also	believe		 its	new	range	of	EVs	have	yet	to	be	fully	
priced	in.	Our	Hold	rating	on	KIA	Motors	Corporation	3.00%	25-Apr-
23	 is	 supported	 by	 Kia	 Motors’	 strong	 balance	 sheet	 that	 lays	
groundwork	for	growth	and	ability	to	generate	free	cash	flows	as	well	
as	relative	valuation	against	its	peers	issuances.	
	
Credit	Negative	
	
1)							Deteriorating	Interest	Coverage	Ratio	and	Quick	Ratios	
2)							Muted	and	competitive	automotive	industry	
3)							Low	Profitability		
	
Credit	Positive	
	
1)								Strong	Balance	Sheet	with	support	from	parent	company	
2)								SUV	rollouts	can	bolster	profitability	
3)								Earning	Momentum	of	Kia	Motors’	foray	into	India	
4)								Kia	Motors’	positive	prospect	in	the	EV	market	

	
Kia	Motors	Corporation	

Neutral	

			 Fixed	Income	Department		 January	2020	
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Figure	1.	Kia	Motors’	Cars	
	

	
	
Source:		Kia	Motors	
	
Figure	2.	Revenue	Breakdown	by	Regions	

	
Source:	Capital	IQ,	Annual	Report		
	
Figure	3.	KIA	Global	Retail	Sales	by	Vehicle	Type	

	
Source:	KIA	Investor	Relations	
	
Figure	4.	KIA	Global	Retail	Sales	Growth	by	
Vehicle	Type	(2015-2019)	

	
Source:	KIA	Investor	Relations	
	
	
	
	

Company	Overview	
Headquartered	 in	 Seoul,	 South	 Korea,	 Kia	 Motors	 Corporation	 is	 a	
Korea-based	 company	 principally	 engaged	 in	 the	 manufacture	 and	
distribution	of	automobiles.	Founded	in	May	1944,	Kia	Motors	is	South	
Korea’s	 oldest	 manufacturer	 of	 motor	 vehicle	 and	 second-largest	
automobile	manufacturer.	In	December	2015,	Kia	Motor	Corporation	
became	a	subsidiary	under	Hyundai	Motor	Corporation,	which	owns	a	
33.88%	stake	in	it.	Currently,	the	company	produces	over	1.5	million	
vehicles	a	year	in	13	manufacturing	and	assembly	plants	located	in	8	
countries,	 which	 are	 then	 sold	 and	 serviced	 through	 a	 network	 of	
distributors	 and	 dealers	 covering	 172	 countries.		
	
Kia	Motor	Corporation	distributes	its	products	within	domestic	market	
and	 to	 overseas	markets,	 such	 as	North	America,	 Europe	 and	 other	
Asian	countries.	In	2018,	sales	ratio	of	Korea,	USA,	China,	Europe	and	
Emerging	Markets	 stood	 at	 18.9%	 (531.7	million),	 21.0%	 (590.583	
million),	13.2%	(370.575	million),	17.5%	(491.797	million)	and	29.4%	
(827.639	million)	respectively.		
	
As	 of	 14	 November	 2019,	 the	 Corporation's	 market	 capitalization	
stood	at	USD15.13	billion.	Today,	the	corporation	has	40,000	full-time	
employees	worldwide	and	annual	revenues	of	over	US$14.6	billion.	Its	
main	 business	 includes	 the	 manufacturing,	 sale	 and	 export	 of	
passenger	 cars,	 minivans,	 trucks,	 and	 commercial	 vehicles,	 and	 its	
products	 include	 passenger	 vehicles,	 recreational	 vehicles	 (RVs),	
taxi/bus/commercial	 vehicles	 as	 well	 as	 hybrid	 vehicles.	 The	
Corporation	 also	 engages	 in	 the	 manufacture	 of	 automobile	
components	and	tools,	as	well	as	provision	of	rental	and	maintenance	
services.	 However,	 this	 aspect	 of	 the	 business	 only	 constitutes	 a	
negligible	 percentage	 of	 their	 annual	 revenue	 and	 hence,	 are	 not	
disclosed	 in	 its	 annual	 reports.	 As	 such	 revenue	 by	 segment	would	
encompass	largely	automobile	manufacturing.		
	
Kia	 Motor	 Corporation's	 main	 customers	 include	 Hertz	 Global	
Holdings	Inc,	Hyundai	Motor	Company	and	Avis	Budget	Group	which	
contributes	 to	3.58%,	3.26%	and	2.69%	of	 the	Corporation’s	annual	
revenue	respectively.		
	
The	 Corporation's	 largest	 suppliers	 include	 Hyundai	 Mobis	 Co	 Ltd,	
Hyundai	Glovis	Co	Ltd,	Hanwha	Corporation,	Hyundai	Motor	Company,	
Hyundai	Wia	Corporation,	Mando	Corporation	and	Hyundai	Transys	
Inc.,	which	accounts	for	23.83%,	8.43%,	7.45%,	5.79%,	5.76%,	2.41%	
and	 2.46%	 of	 the	 Corporation’s	 cost	 of	 goods	 sold	 respectively,	 of	
which	most	of	the	suppliers	belongs	to	its	parent	company,	Hyundai	
Motor	 Company.	We	 can	 see	 in	 Figure	 4	 that	 the	 SUV	 segment	 has	
always	 been	 Kia	 Motors’	 main	 product	 followed	 by	 Compact	 &	
Subcompact	Cars	and	Sedans.		
	
Kia	 Motors	 has	 a	 complicated	 group	 structure	 with	 a	 total	 28	
subsidiaries	as	depicted	in	Figure	5.	
	
Recent	Earnings	Review	
	
The	following	 financial	results	were	reported	 in	 the	third	quarter	of	
2019.	 Kia	 Motors	 Corporation	 saw	 a	 7.2%	 yoy	 increase	 in	 sales	
revenue,	 totalling	 to	 15.1	 trillion	 won.	 Operating	 profit	 was	 at	 291	
billion	won,	 a	148.5%	yoy	 increase.	Net	profit	was	326	billion	won,	
9.4%	increase	from	the	year	before.		
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Figure	6.	Main	Customers	
	

	
Source:	Bloomberg	
	
Figure	7.	Main	suppliers	

	
	
Source:	Bloomberg	
	
Figure	8.	Corporate	Tree	
	

	
	
Source:	Bloomberg	
	
Figure	9.	Top	5	Public	Shareholders	

	
	
Source:	FactSet	
	
Figure	10.	Global	vehicle	sales	forecast	

	
Source:	Fitch	Connect	
	
	
	

For	the	first	3	Quarters	of	2019,	Kia	Motor	Corporation’s	global	retail	
sales	fell	by	-1.0%	from	1-3Q2018,	less	adverse	than	industry	global	
retail	sales	fall	of	-5.6%	from	1-3Q2018.	The	Corporation	performed	
better	than	the	industry	average	in	Western	Europe	and	the	U.S.,	where	
retail	sales	from	1-3Q2018	to	1-3Q2019	increased	by	0.9%	and	2.6%	
respectively	 for	 the	Corporation	as	opposed	 to	 -1.6%	and	 -1.2%	 for	
industry	average.	On	the	other	hand,	retail	sales	 in	China	and	Korea	
from	1-3Q2018	to	1-3Q2019	fell	by	-11.0%	and	-4.9%	respectively	as	
compared	to	-8.8%	and	-3.1%	for	the	industry.	This	could	be	attributed	
to	the	new	model	effect	of	Seltos	&	F/L	effect	of	K7/Mohave	which	led	
to	 a	 successful	 turnaround	 in	 3Q	 and	 made	 up	 for	 1H	 in	 Korea.	
Additionally,	despite	a	 fall	 in	 industry	demand,	 sales	 increased	with	
new	model	Ceed	CUV	and	there	were	sales	improvement	of	Niro	and	
Stonic	as	well	as	increased	sales	of	green	cars	in	Europe.		
	
Sales	 revenue,	 gross	 profit,	 operating	 profit	 and	 net	 profit	 for	 1-
3Q2019	 increased	 by	 3.3%,	 13.6%,	 83.0%	 and	 39.4%	 respectively	
from	 1-3Q2018.	 Kia	 Motor	 Corporation’s	 sales	 revenue	 by	 region	
increased	 by	 3.3%	 overall	 from	 1-3Q2018	 to	 1-3Q2019	 due	 to	 an	
increase	 in	 ·	 domestic	 sales	 and	 export	 sales,	 as	 well	 as	 positive	
movements	 in	 the	 exchange	 rate	 for	 USD/KRW,	 EUR/KRW	 and	
RUB/KRW.		
	
Ownership	and	management	
	
Top	5	Public	Shareholders	
	
The	 top	 5	 shareholders	 are	 shown	 in	 Figure	 9.	 We	 find	 a	 large	
proportion	(34.25%)	of	common	shares	equivalent	 to	be	held	by	 its	
parent	company,	Hyundai	Motor	Company.	As	they	are	related	parties,	
we	believe	that	Hyundai	Motor	Company	would	have	vested	interest	in	
Kia	Motors	and	a	decrease	of	shareholders	would	thus	be	unlikely.	The	
next	in	rank	would	be	the	National	Pension	Service	which	belongs	to	
the	Korean	Government.	Similarity,	we	view	this	shareholder	vested	
interest	in	Kia	Motors.			
	
Major	Shareholder	-	Hyundai	Motor	Company	
	
Kia	Motors’	parent	company,	Hyundai	Motor	Corporation	has	a	credit	
rating	similar	to	Kia	Motors’	BBB+	(S&P	Ratings)	and	Baa1	(Moody’s).	
The	 company	 has	 a	 debt	 to	 capital	 ratio	 of	 50.3%,	 slightly	 than	 the	
industry	mean	of	43.0%.	Hyundai	Motors	has	a	substantial	portion	of	
its	balance	sheet	in	cash	and	cash	equivalents	with	1.6x	of	Percentage	
of	Liabilities	to	Percentage	of	Cash	as	compared	to	3.4x	of	its	peers.	As	
such,	Hyundai	Motors	is	considered	to	have	a	strong	balance	sheet	in	
terms	of	liquidity.		
	
Automotive	Industry	Outlook	
	
GLOBAL	OUTLOOK	
Stagnating	 Sales,	 Maturing	Market	 and	 Shift	 towards	 Emerging	
Markets	
	
Sales	and	production	within	the	automotive	industry	are	stagnating	as	
a	 result	 of	 a	maturing	market	 cycle	 paired	with	 shifts	 in	 consumer	
preferences,	 technological	 disruptions,	 tightening	 international	
regulations	and	the	backdrop	of	political	 instability	(US-China	Trade	
War,	Brexit)	causing	significant	risks	and	uncertainties	associated	with	
increasing	input	prices	and	regulatory	changes.		
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Fig	11.	Stagnating	growth	in	mature	markets	

	
Source:	IHS	Markit	
	
	
	
	
	
	
	
	
	
	
Fig	12.	US	Manufacturing	PMI	

	
Source:	Tradingeconomics	
	
	
	
	
	
	
	
	
	
	
	
Figure	13.	Expected	growth	of	car-sharing	users	

	
Source:	Frost	&	Sullivan	
	
	
	
	
	
	
	
	

	
Currently,	 the	 global	 automotive	 industry’s	 Vehicle	 Production	 is	
estimated	 to	 grow	at	 a	CAGR	of	 1.92%	 from	2019	 to	2023	 to	 reach	
103.17	million	units	 in	production,	where	Passenger	Car	Production	
from	2019	to	2023	will	grow	at	a	CAGR	of	1.68%	to	reach	73.8	million	
units	and	Commercial	Vehicle	Production	from	2019	to	2023	will	grow	
at	a	CAGR	of	2.52%	to	reach	29.32	million	units	(Fitch	Solutions,	2019).		
	
On	the	other	hand,	Vehicle	Sales	in	the	global	automotive	industry	is	
projected	to	increase	at	a	CAGR	of	1.62%	from	2019	to	2023,	which	
would	result	in	global	sales	of	99.92	million	units	in	2023	(Fitch	
Solutions,	2019).	Global	Passenger	Car	Sales	is	expected	to	increase	at	
a	CAGR	of	1.47%	from	2019	to	2023	to	hit	69.04	million	units,	while	
global	 Commercial	 Vehicle	 Sales	 is	 projected	 to	 grow	 at	 a	 CAGR	 of	
1.86%	in	the	same	period	to	hit	30.32	million	units	(Fitch	Solutions,	
2019).		
	
As	 the	market	 for	 vehicles	 sales	 starts	 to	 stagnant	 in	 the	developed	
countries,	 automakers	 are	 now	 increasingly	 look	 for	 growth	 in	
emerging	markets,	particularly	in	Asia	Pacific.	
	
Macroeconomic	 Factors,	 Environmental	 Regulations	 and	
Emission	Laws	Affecting	Consumer	Sentiments	
	
Original	Equipment	Makers	for	the	auto	industry	or	“OEMs”	are	facing	
multiple	obstacles	brought	on	by	macroeconomic	factors	such	as	rising	
environmental	regulations	and	emission	laws,	as	well	as	uncertainties	
surrounding	the	US-China	Trade	War	and	the	Brexit	and	USMCA	deal.		
	
With	 the	 increased	 pressures	 and	 environmental	 regulations	
surrounding	car	manufacturers,	OEMs	are	being	compelled	to	ensure	
that	their	vehicles	adhere	to	the	increasing	fuel	efficiency	and	carbon	
emissions	laws.	Moreover,	the	rising	emission	and	pollution	laws	and	
regulations	are	also	causing	more	car	manufacturers	to	invest	heavily	
in	lower-emissions	technology	and	electric	vehicles	in	order	to	comply	
with	impending	regulations.	The	possible	resounding	effects	of	tariffs	
and	quotas	 imposed	by	the	US-China	trade	war	also	creates	concern	
for	manufacturers,	as	the	imports	and	exports	of	automobiles	and	auto	
parts	 may	 become	 victims	 of	 the	 trade	 war	 causing	 profit	 margin	
erosion	for	manufacturers.	
	
Uncertainties	surrounding	the	US-China	trade	war	and	the	Brexit	and	
USMCA	 deal	 has	 also	 been	 dampening	 consumer	 sentiments	 as	
customers	 remain	 cautious	 amidst	 the	 changing	 political	 scenery.	
These	macroeconomic	factors	affecting	global	markets	are	expected	to	
continue	in	2020	and	would	continue	to	stifle	sales	before	recovery	in	
about	2023.		
	
Industry-Wide	Restructuring	Towards	ACES	and	Emerging	Forms	
of	Vehicle	Ownership	
	
Dominant	trends	and	technological	disruptions	in	recent	years	such	as	
decreasing	sedan	sales,	rising	alternative	fuel	powertrains,	particularly	
electric	vehicles	(EVs),	and	higher	demand	for	value-added	services	in	
digital	retail	is	expected	to	persist.	Currently,	sales	of	traditional	cars	
with	 internal	 combustion	 engines	 (ICEs)	 have	 been	 stable,	 but	
manufacturers	 now	 face	 the	 challenge	 with	 the	 emerging	 trends	 of	
autonomous,	 connected,	 electric	 and	 shared	 mobility	 (ACES).	
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Figure	14.	Cost	of	automobile	battery,	2010-2019	

	
Source:	Statista	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

Moreover,	emerging	forms	of	vehicle	ownership,	such	as	subscription	
services	and	e-powered	ride-hailing	services,	are	also	becoming	more	
popular.	Hence,	car	manufacturers	are	investing	more	in	research	and	
development	 for	 electric	 and	 autonomous	 vehicles,	 both	 to	 meet	
changing	 regulatory	 standards,	 and	 in	 anticipation	 of	 future	 driving	
trends.	 However,	 this	 is	 proving	 to	 be	 expensive	 and	 may	 further	
dampen	manufacturers’	profits.	

The	Global	Connected	Car	Market	size	is	valued	at	$63,026.0	million	in	
2017,	and	is	projected	to	reach	$225,158.0	million	by	2025,	registering	
a	 CAGR	 of	 17.1%	 from	 2018	 to	 2025	 (Valuates	 Reports).	 The	 20th	
KPMG	 Global	 Automotive	 Executive	 Survey	 (GAES)	 named	
connectivity	 and	 digitization	 as	 the	 top	 trends	 in	 the	 automotive	
industry	 in	 2019.	 IHS	 Markit	 forecasts	 that,	 in	 2021,	 about	 51,000	
vehicles	 sold	 globally	 will	 be	 AVs.			
	
Manufacturers	are	also	challenged	by	the	shift	from	personal	vehicle	
ownership	 towards	 shared	 mobility.	 Frost	 &	 Sullivan	 expects	 the	
industry	to	maintain	a	16.4%	CAGR	in	the	period	2017-2025,	reaching	
36	 million	 users	 by	 2025.	 Current	 market	 leaders	 are	 the	 U.S.	 and	
Western	Europe,	but	Asia	is	forecasted	to	see	the	fastest	growth	in	the	
coming	 years.	 As	 people	 continue	 to	 embrace	 car-sharing	 as	 a	
preferred	mode	of	transport,	companies	must	increasingly	rely	on	fleet	
sales.	 According	 to	 a	McKinsey	 report,	 by	 2030,	more	 than	 30%	 of	
miles	driven	 in	new	cars	 could	be	 from	shared	mobility,	where	 it	 is	
estimated	that	up	to	one	out	of	ten	new	cars	sold	in	2030	would	be	a	
shared	 vehicle.	 This	 would,	 however,	 reduce	 sales	 of	 private-use	
vehicles.	 Hence,	 the	 outcome	 is	 uncertain	 as	 on	 the	 one	 hand,	 this	
means	that	there	could	be	reduced	demand	for	vehicle	ownership,	but	
on	the	other	hand,	cars	would	need	to	be	replaced	more	often	due	to	
wear	and	tear.		

Full	Electrification	Unlikely	 in	 the	Near	Future	as	Battery	Costs	
Remains	High		
	
EV	distribution	has	grown	tremendously	over	the	past	10	years,	with	
global	inventory	of	electric	passengers	surpassing	5	million	in	2018,	a	
63%	increase	from	2017.	While	we	see	many	big	automakers	expand	
their	 EV	 lineups,	 the	 takeup	 is	 still	 relatively	 modest	 as	 full	
electrification	 does	 not	 depend	 on	 the	 product	 value	 alone	 but	 also	
supporting	industrial	policies	to	increase	adoption	rates,	access	to	raw	
materials	and	source	of	energy	production.		
	
Currently,	batteries	still	make	up	a	significant	proportion	of	the	cost	of	
BEVs,	 raising	 consumers’	 concerns	 about	 the	 cost	of	 electric	 vehicle	
ownership.	 A	 gradual	 reduction	 in	 battery	 cost	 will	 be	 key	 in	
addressing	 the	commercial	viability	of	electric	cars	moving	 forward.	
While	 the	 cost	of	 an	automotive	battery	pack	has	decreased	 steeply	
from	2010	 to	 2019,	 and	will	 continue	 to	 decrease	 due	 to	 increased	
scale	and	experience,	further	reductions	is	limited	by	size	as	current	
battery	technology	is	still	volume-dependent.		
	
Today,	 EVs	 cost	 approximately	 $12,000	 more	 than	 ICE	 vehicles,	
according	to	McKinsey,	and	battery	cost	stands	to	be	the	largest	factor	
in	the	price	differential.	Hence,	we	expect	to	see	more	intensive	capital	
outlay	 to	 invest	 in	 cost-saving	 technologies	 before	 electric	 vehicles	
fully	take	off.	In	the	meantime,	OEMs	is	likely	to	absorb	losses	in	the	
short	 term,	 or	 seek	 alternatives	 by	 forming	 strategic	 joint	 ventures,	
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Figure	15.	U.S.	vehicle	sales	forecast	

	
Source:	Fitch	Connect	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
Fig	16.	Europe	vehicle	sales	forecast	

	
Source:	Fitch	Connect	
	
	
	
	
	
Fig	17.	Asia	vehicle	sales	forecast	

	
Source:	Fitch	Connect	

targeting	niche	segments	or	exploring	new	business	models	 such	as	
fleet	sales	or	battery	leasing.		
	
U.S.	OUTLOOK	
The	US	Automotive	Market	is	anticipated	to	grow	at	a	CAGR	of	1.56%	
for	 Vehicle	 Production	 and	 0.82%	 for	 Vehicle	 Sales	 during	 the	
forecast	 period,	 2019-2023	 (Fitch	 Solutions,	 2019),	 where	 S&P	
Global	anticipates	a	sales	decline	in	the	light-vehicle	segment	by	3%	
yoy	 in	 2019,	 and	 further	 declines	 in	 2020	 and	 2021.	 However,	 the	
decline	 is	 ameliorated	 by	 a	 stronger	 product	 mix	 in	 favour	 of	 high	
volume	models	(CUVs,	SUVs,	minivans	and	pickups).	
	
The	used	car	segment	recorded	a	9%	yoy	sales	growth	in	1H2019	(JD	
Power),	due	to	an	influx	of	off-lease	models	this	year,	as	well	as	all-time	
high	new	car	prices.	The	preference	for	used	cars	is	likely	to	continue	
given	 the	 impact	 of	 higher	 tariffs	 on	 new	 vehicles.	 The	 shift	 in	
preference	 away	 from	 new	 cars	 will	 induce	 companies	 to	 look	 for	
growth	in	emerging	markets	such	as	India.		
	
US	 automakers	 faced	 industry-wide	 challenges	 that	 forced	 several	
companies	to	shut	down	unprofitable	plants	and	cut	jobs	to	get	rid	of	
excess	capacity.	This	 is	 likely	due	to	 tariffs	 that	even	 led	to	a	rise	 in	
domestic	steel	prices,	and	rising	interest	rates.	GM	closed	down	three	
plants	in	2019	alone,	including	the	large	assembly	plant	in	Ohio,	which	
led	to	public	backlash	and	strikes	by	the	United	Auto	Workers	(UAW).	
Ford	also	closed	its	Brazil	plant,	which	was	operating	at	19%	capacity	
(company	figures),	much	below	the	 industry’s	breakeven	rate	of	70-
75%,	according	to	AlixPartners.	
	
EUROPE.	OUTLOOK	
The	Europe	Automotive	Market	 is	 anticipated	 to	 grow	at	 a	CAGR	of	
1.09%	for	Vehicle	Production	and	0.73%	for	Vehicle	Sales	during	the	
forecast	period,	2019-2023	(Fitch	Solutions,	2019).		
	
1Q2019	 data	 from	 the	 European	 Automobile	 Manufacturers’	
Association	(ACEA)	showed	an	increase	in	demand	for	Alternatively-
powered	 Vehicles	 (APVs)	 by	 25.9%	 yoy,	 driven	 mainly	 by	 a	 40%	
increase	in	registrations	in	the	EV	segment	and	33.3%	increase	in	the	
HEV	segment.	Meanwhile,	petrol	and	diesel	vehicles	saw	a	change	in	
demand	 by	 +3.3%	 and	 -17.9%	 respectively.	 We	 foresee	 the	 APV	
segment	 is	 likely	 to	 continue	 growing	 at	 a	 rapid	 pace,	 especially	
coupled	with	supporting	regulatory	changes	in	the	region.		
	
On	the	regulatory	front,	the	EU	has	progressively	introduced	stricter	
CO2	limits	and	vehicle	testing	procedures.	As	of	2017,	new	cars	must	
pass	 tests	 in	 both	 real	 driving	 conditions	 (Real	 Driving	 Emission	
(RDE))	 and	 laboratory	 conditions	 (World	Harmonised	 Light	 Vehicle	
Test	Procedure	(WLTP)).	Furthermore,	on	17	April	2019,	the	European	
Commission	adopted	new	CO2	standards	for	light	duty	vehicles	(LDVs)	
and	heavy	duty	vehicles	(HDVs),	which	will	take	effect	from	1	January	
2020.	The	tightening	regulations	have	taken	a	toll	on	manufacturers’	
costs	and	eroded	profit	margins.	
	
ASIA	OUTLOOK	
Asia-Pacific	held	the	largest	market	share	of	53.91%,	sized	at	52,249	
thousand	units	in	2017.	The	Asia	Automotive	Market		is	anticipated	to	
grow	 at	 a	 CAGR	 of	 2.08%	 for	 Vehicle	 Production	 and	 1.85%	 for	
Vehicle	 Sales	 during	 the	 forecast	 period,	 2019-2023	 (Fitch	
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Fig	18.	South	Korea	Vehicle	Sales	Forecast	

	
Source:	Fitch	Connect	
	
	
Fig	19.	China	Vehicle	Sales	Forecast	

	
Source:	Fitch	Connect	
	
	
Fig	20.	India	Vehicle	Sales	Forecast	

	
Source:	Fitch	Connect	
	
	
Fig	21.	Overall	passenger	vehicle	sales	in	China	
on	the	decline	while	sales	of	alternative	energy	
powertrains	rise	

	
Source:	Bloomberg	
	
	

Solutions,	2019).		There	is	increased	interest	in	alternative	powertrain	
technology	 across	 the	 region,	 according	 to	 Deloitte’s	 2019	 Global	
Automotive	Consumer	Study:	APAC.	
	
SOUTH	KOREA	OUTLOOK	
The	South	Korea	Automotive	Market	is	anticipated	to	grow	at	a	CAGR	
of	1.41%	for	Vehicle	Production	and	0.00%	for	Vehicle	Sales	from	
2019-2023	 (Fitch	 Solutions,	 2019).	 Korean	 vehicle	 production	
continued	 to	decline	 for	 the	 third	consecutive	year	 (-2.1%	 in	2018).	
Both	sales	and	exports	fell	while	imports	grew.	Being	export-oriented,	
Korean	 automakers	 face	 declining	 exports	 due	 to	 uncertainties	
surrounding	 the	 trade	war	 (US	&	China	are	key	markets)	as	well	 as	
steel	and	automobile	tariffs.		
	
CHINA	OUTLOOK	
The	 China	 Automotive	 Market	 is	 anticipated	 to	 grow	 at	 a	 CAGR	 of	
0.79%	for	Vehicle	Production	and	0.67%	for	Vehicle	Sales	during	the	
forecast	 period,	 2019-2023	 (Fitch	 Solutions,	 2019).	 Auto	 sales	 in	
China	fell	by	9.6%	yoy	to	2.06	million	in	1H2019	(China	Association	of	
Automobile	Manufacturers).	This	is	in	response	to	slowing	growth	and	
weakened	confidence	due	to	the	trade	war.	The	3Q2019	GDP	stood	at	
6%,	the	lowest	since	1992.	However,	a	McKinsey	report	suggested	that	
the	sluggish	demand	is	short-term,	and	that	underlying	demand	will	
“remain	 robust”	 in	 the	 long-run,	 driven	 by	 sustained	 demand	 for	
vehicle	ownership.	Segments	that	maintained	healthy	growth	are	the	
luxury,	new	energy	and	used	car	markets.	This	is	also	indicative	of	a	
shift	in	preference	away	from	traditional	vehicles.	
	
INDIA	OUTLOOK	
The	 Indian	 Automotive	Market	 is	 anticipated	 to	 grow	 at	 a	 CAGR	 of	
8.37%	for	Vehicle	Production	and	7.80%	for	Vehicle	Sales	during	the	
forecast	period,	2019-2023	(Fitch	Solutions,	2019).	At	a	glance,	India	
seems	 to	 be	 the	 sweet	 spot	 for	 growth	 opportunities	 in	 emerging	
markets.	 GDP	 growth	 is	 well	 above	 5%	 and	 the	 middle	 class	 is	
burgeoning.	 However,	 the	 non-bank	 financial	 companies	 (NBFCs)	
continued	 to	 show	 signs	 of	 weakness,	 following	 the	 default	 of	 the	
Infrastructure	 Leasing	 &	 Financial	 Services	 (IF&LS)	 in	 September	
2018.	This	produced	a	domino	effect	on	India’s	economy,	including	real	
estate	and	automobile.	Prior	to	the	scandal,	mutual	funds	were	a	major	
source	of	liquidity	for	NBFCs,	making	up	45-50%	of	their	funding.	As	
the	funds	halt	lending,	the	NBFCs	faced	a	liquidity	squeeze.	The	ripple	
effect	was	felt	in	the	automotive	sector	as	around	95%	of	auto	loans	
were	financed	by	NBFCs	or	agents,	as	opposed	to	banks	(this	is	mainly	
due	to	the	relative	ease	and	speed	of	obtaining	the	loan).	As	a	result,	
auto	loans	dropped	69%	in	1H2019.	
	
Recent	developments	
	
New	Production	Plants	
Kia’s	 new	 India	 plant	 began	 production	 in	 2H2019	 as	 planned.	
Following	 the	 event,	Hyundai	Motor	Company	 (owns	33.88%	of	Kia	
Motors	 Corporation)	 signed	 a	US$1.55	 billion	 deal1	 in	November	 to	
build	a	plant	in	Bekasi,	Indonesia,	as	the	group’s	entry	point	into	the	
ASEAN	market.	It	has	a	targeted	annual	capacity	of	250,000	vehicles	a	
year.	 The	 company	 could	 take	 advantage	 of	 lower	 import	 tariffs	
between	 5	 to	 8%	 in	 the	 ASEAN	 region	 and	 higher	 growth	 rates	 of	
ASEAN	countries,	especially	Thailand	and	Indonesia.	
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Fig	22.	Recent	Developments		
		

	
	
Source:	Team	Research	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

Legal	Settlement	over	Engine	Issues	
In	October	2019,	Kia	Motors	Corp	earmarked	300	billion	won	 in	 its	
third	 quarter	 earnings	 to	 settle	 class	 action	 litigation	 over	 engine	
related	problems2.	This	settlement	will	affect	1.8	million	vehicles	from	
Kia’s	Sonata,	Santa	Fe	Sport	and	Tucson	range	of	models.	These	models	
are	 installed	 with	 Theta	 II	 gasoline	 injection	 (GDI)	 engines.	
Additionally,	 Kia	 will	 have	 to	 install	 engine	 failure	 monitors,	
compensation	alternatives	and	lifetime	warranties.	This	move	comes	
shortly	after	National	Highway	Traffic	Safety	Administration	(NHTSA)	
restarted	investigation	into	Kia’s	non-crash	fires	in	March	2019.	

	
Rating	Downgrade	to	BBB+/Baa1	
S&P	Global	Ratings	downgraded	its	rating	for	Kia	Motors	to	BBB+	
from	A-	on	October	31	2018,	citing	weakened	profitability	will	
continue	over	the	next	couple	of	years.	This	downgrade	was	largely	
due	to	intensifying	competition	in	the	U.S.	and	China,	weak	product	
mix	and	an	overall	stagnating	growth	in	car	demand.	More	
specifically,	macroeconomic	volatility	surrounding	the	trade	war,	
quality-related	provisions,	labour	union	disputes	and	tightening	
environmental	regulations	are	several	major	risks	to	Kia’s	recovery	
from	its	weak	operating	performance	in	2017.	It	is	to	note	that	Kia’s	
rating	and	outlook	are	closely	linked	to	HMC’s	rating	due	to	mutual	
support	and	considerable	synergies	between	the	two	companies.	S&P		
has	maintained	a	stable	outlook	owing	to	Kia’s	strong	balance	sheet	
and	net	cash	position.	
	
Heavy	investments	in	electrification	and	future	mobility	
With	many	global	automakers	undergoing	mergers	and	forging	
alliances	to	share	the	financial	burden	of	developing	autonomous	
driving	technology,	Hyundai	and	Kia	are	finally	catching	up	to	their	
rivals	in	a	series	of	investments	in	JV.	The	biggest	one	so	far	is	with	
Aptiv,	valued	at	$4	billion.	The	group	also	invested	in	a	self-driving	
car	startup	Aurora.	In	March,	Hyundai	Motor	and	Kia	announced	a	
plan	to	invest	$300	million	in	Indian	ride-hailing	platform	Ola,	
following	the	$275	million	that	the	pair	invested	in	Singapore-based	
ride-hailing	firm	Grab	last	year.	We	find	that	the	problem	of	excess	
capacity	that	Kia	(and	other	global	car	manufacturers)	is	facing,	the	JV	
and	strategic	partnerships	will	alleviate	some	of	the	financial	burden	
of	developing	the	technology	in	the	short	term.		

	
Stagnating	 Demand	 and	 Excess	 Capacity.	 With	 the	 slowing	
economy,	 trade	war	 and	 newly	 implemented	 emission	 regulations4,	
China	 saw	 the	17th	consecutive	month	of	decline	 in	vehicle	 sales	 in	
November	2019.	Additionally,	with	the	tightening	of	regulation	of	non-
banking	 finance	companies	(NBFC)	 in	 India,	vehicle	sales	 logged	the	
11th	 straight	 month	 of	 decline	 in	 September	 2019.	 This	 lackluster	
demand	 has	 resulted	 in	 under-utilisation	 of	 Kia	 Motor’s	 DYK	
Manufacturing	Plant	in	China,	manufacturing	at	32.5%	of	its	capacity.	
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Figure	23.	Revenue	and	EBITDA	trend	
	

	
Source:	Annual	report	
	
	
Figure	24.	Long	term	debt	to	Total	Assets	

	
Source:	Annual	report	
	
	
	
Figure	25.	Quick	Ratio	and	Altman’s	Z-score	

	
Source:	Annual	report,	Team	Estimates	
	
	
	
	
Figure	26.	Interest	Coverage	Ratios	

	
	
Source:	Annual	report,	Team	Estimates	
	
	

Financial	Analysis	
	

	
	
The	 financial	 condition	 chart	 above	 shows	 Kia	 Motor’s	 prospect	
moving	5	years	forward,	reflective	of	our	assumptions	(refer	to	model/	
appendix	for	more	details).	
	
Increasing	revenue	albeit	falling	trend	of	EBITDA	
	
Revenue	increased	at	a	CAGR	of	3%	since	2014	with	growth	generally	
decreasing	year	on	year.	EBITDA	on	the	other	hand	saw	a	-5%	CAGR	
in	the	same	period	of	2014	to	2018.	The	company’s	profitability	is	
reflective	of	its	strategy	to	increase	model	lineups	which	incurs	large	
R&D	expenses	for	innovations	under	tightening	environmental	
regulations.	We	found	that	Kia	Motor’s	2018	EBITDA	was	a	huge	28%	
increase	which	may	signify	a	turnaround	for	the	company’s	future	
earnings.	While	management	expects	the	opening	of	the	production	
plant	in	India	and	Indonesia	to	complement	its	foray	into	the	Indian	
and	Indonesiamarket,	we	foresee	the	revenue	growth	of	2.3%	CAGR	
in	the	near	term	due	to	the	muted	global	auto	industry	outlook.	As	Kia	
Motors	continues	to	expand	its	product	offerings	to	include	EVs,	they	
are	expected	to	become	more	profitable	as	shown	in	its	growing	
return	on	asset	and	equity	margins	
	
Increasing	financial	leverage	ratios	
Total	Asset	and	Long	term	debt	increased	in	the	past	5	years	with	LT	
debt	taking	up	a	higher	proportion	of	assets.	Due	to	Kia	Motors	efforts	
in	increasing	its	product	offerings	as	well	as	the	construction	of	new	
production	plant	in	India	resulted	in	an	increase	in	the		debt	ratio	of	
9%	in	FY	2018,	up	2%	from	FY	2014	which	is	slightly	above	the	
industry	average.	Albeit	that,	debt	ratio	for	the	corporation	remains	
stable	within	the	range	of	7%	and	9%.		
	
Deteriorating	liquidity	ratios	
With	KIA	having	a	quick	ratio	of	0.71	which	is	below	1,	there	is	a	
chance	that	kia	may	not	be	able	to	fully	pay	off	its	current	liabilities	in	
the	short	term.	This	ratio	is	slightly	lower	than	the	industry	median	of	
0.77.		
	
We	expect	to	see	this	ratio	dropping	to	0.6	in	the	next	year,	reflecting	
the	payment	of	KRW	550	billion	to	KRW	600	billion	unpaid	wages	
related	to	its	ordinary	wage	lawsuit	and	thereafter	staying	in	high	end	
of	0.6	for	the	next	3	years	in	view	of	the	muted	growth	outlook	before	
recovering	back	to	0.7	in	2023.		
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Figure	27.	Net	Debt	to	EBITDA	

	
	
Source:	Annual	report,	Team	Estimates	
	
	
Figure	28.	Total	Debt	to	Total	Capital	
	

	
Source:	Annual	report	
	
	
Figure	29.	Cash,	Cash	Equivalents	and	STI	
	

	
Source:	Annual	report	
	
	
Figure	30.	Weighted	Average	Cost	of	Capital	

	
Source:	Bloomberg,	FactSet,	Team	Estimates	

	
	
Low	to	moderate	risk	of	bankruptcy	
A	study	of	Kia	Motor’s	probability	of	bankruptcy	was	also	conducted	
using	the	Altman	model.	We	found	its	Z-score	to	be	hovering	around	
2.92	and	2.33	for	the	past	5yrs	signals	to	us	that	the	firm	is	said	to	be	
in	the	“grey	zone”		-	low	to	moderate	probability	for	bankruptcy.		
	
Declining	Interest	Coverage	Ratio	
Kia	Motors’	Total	Debt	to	Total	Capital	increased	gradually	from	17.4%	to	
24.6%	from	2014	to	2018	before	falling	to	19.7%.	Throughout	the	past	5	
years,	it	could	be	said	that	Kia	Motor's	Total	Debt	to	Total	Capital	has	been	
generally	healthy	with	their	ratio	at	almost	half	of	the	peer	median	of	39.8%.	
Thus	with	a	lower	financial	leverage	throughout	the	years,	Kia	Motors	is	seen	
as	less	financially	leveraged	as	compared	to	its	peers	and	is	considered	a	less	
risky	investment.	
	
Healthy	Total	Debt	to	Capital	Ratio	
Kia	Motors’	Total	Debt	to	Total	Capital	increased	gradually	from	
17.4%	to	24.6%	from	2014	to	2018	before	falling	to	19.7%.	
Throughout	the	past	5	years,	it	could	be	said	that	Kia	Motor's	Total	
Debt	to	Total	Capital	has	been	generally	healthy	with	their	ratio	at	
almost	half	of	the	peer	median	of	39.8%.	Thus	with	a	lower	financial	
leverage	throughout	the	years,	Kia	Motors	is	seen	as	ess	financially	
leveraged	as	compared	to	its	peer	and	is	considered	a	less	risky	
investment.	
	
Strong	Cash	Balance	Sheet	with	ability	to	generate	FCF	
We	observe	a	negative	value	in	the	past	5yrs	for	Net	Debt	to	EBITDA	
ratios.	There	is	an	inverted	trend	for	the	Net	Debt	to		EBITDA	ratio	
with	2018’s	ratio	of	-0.59	slightly	higher	than	FY	2014’s	-0.67.	With	a	
ratio	of	-0.59,	we	found	that	this	negative	value	is	attributed	to	Kia	
Motor’s	cash	and	cash	equivalents	being	being	higher	than	its	debt.	
This	shows	that	Kia	is	in	a	good	credit	position.	We	expect	this	ratio	
to	remain	in	the	negative	region	for	the	next	5	years	due	to	Kia	
Motor’s	strong	cash	position.	We	believe	the	strong	cash	position	of	
Kia	Motors	will	allow	it	to	tide	throw	the	muted	automotive	outlook	
in	the	near	term.	
	
	
Other	Considerations		
	
Exposure	to	FX	risks	
Kia	Motor’s	profitability	is	vulnerable	to	volatile	exchange	rates.	This	
is	due	to	the	large	number	of	exports	from	the	company's	korean	plants	
accounted	 for	a	significant	portion	of	 its	sales.	For	1H	2019	alone,	a	
whopping	37%	of	 total	 shipment	 from	 its	 korean	plants	was	bound	
overseas.	
	
Other	things	to	consider	include:	In	light	of	the	strategy	you	discussed	
in	the	thesis,	will	you	expect	capex,	divestments,	acquisitions	etc?	what	
are	the	impact	on	the	financial	ratios/margins?	
	
Corporate	governance	issues	
Kia	Motors	has	a	complicated	group	structure,	reflective	of	the	
circular	ownership	among	its	major	affiliates	such	as	related	party	
transactions	with	shareholder	companies	such	as	Hyundai	Glovis	Co.,	
Ltd	which	has	a	Baa1	negative	rating.	Additionally,	Kia	Motors	also	
faces	frequent	disputes	with	labour	union	which	disrupted	
productions	in	korean	plants	on	numerous	occasions.		
	
Access	to	Capital	Markets	
Kia	Motors	largely	stable	liquidity	position	is	also	supported	by	its	
strong	ability	to	raise	funds	in	the	domestic	and	international	
financial	markets.	We	derived	a	Weight	Average	Cost	of	Capital	of	
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Figure	31.	Debt	Maturity	Profile	

	
	
Source:	Annual	report,	Team	Estimates	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

8.83%	with	Cost	of	Debt	and	Cost	of	Equity		to	be	5.0%	and	10.2%	
respectively.		
	
High	refinancing	risk	in	FY	2020	
Kia	 Motors	 will	 see	 a	 total	 of	 780	 billion	 KRW	 of	 debt	 to	 mature.	
Although	its	current	cash	position	is	more	than	sufficient	to	cover	the	
aforementioned	amount,	Kia	Motor	 is	 exposed	 to	 a	high	 refinancing	
risk.	
	
Issuer	Credit	Analysis	
	
Negative	
	
1. Muted	and	competitive	automotive	industry	
	
In	 view	 of	 the	 muted	 growth	 slowing	 than	 the	 global	 gdp	 growth,	
herein	 lies	 an	 inherent	 challenge	 for	Kia	Motors	 in	 this	 cyclical	 and	
competitive	automotive	industry.	With	developed	countries	lagging	in	
growth	 of	 automotive	 sales,	 is	 fortunate	 that	Kia	Motors	 decided	 to	
strengthen	its	market	shares	in	emerging	economies	such	as	it's	foray	
into	India.	However,	with	the	NBFCs	in	India	facing	a	liquidity	squeeze.	
The	ripple	effect	will	be	felt	in	the	automotive	sector	as	around	95%	of	
auto	loans	were	financed	by	NBFCs	due	to	the	relative	ease	and	speed	
of	 obtaining	 the	 loan.	 Only	 time	will	 tell	 if	 Kia	Motor	 can	 stand	 out	
against	its	competitors	in	this	saturated	landscape.	
	
2. Low	Profitability	trend	

	
With	Kia	Motors’	range	of	cars	that	seeks	to	target	the	lower	to	medium	
income	earning	households,	it	is	of	no	surprise	that	its	margins	are	at	
the	lower	end	in	the	prior	years.	However,	we	feel	that	Kia	Motors	may	
very	well	improve	its	profitability	with	its	recent	product	offerings	of	
SUVs	and	EVs	which	are	known	to	have	higher	margins.	
	
	
3. Deteriorating	Interest	Coverage	Ratio	and	Quick	Ratios	
	
KIA	Motors’	EBIT	to	Interest	Expense	has	experienced	an	87%	drop	
from	FY2014’s	44.95	to	FY2018’s	5.68.	This	shows	KIA’s	deteriorating	
ability	to	meet	interest	expenses	using	its	earnings.	However,	it	is	to	
note	that	its	ratio	its	still	above	1.5	thus	it	may	not	be	a	huge	issue.	
	
From	FY	2014	to	FY	2018,	quick	ratio	has	been	hovering	within	the	
range	of	0.88	and	0.73	before	settling	at	071	in	FY2018.	With	a	quick	
ratio	of	0.71	which	is	below	1,	there	is	a	chance	that	kia	may	not	be	
able	to	fully	pay	off	its	current	liabilities	in	the	short	term	
	
However,	the	company has existing credit lines available from 
banks such as the Korean Development Bank, Hana Bank and 
Woominto to help them with refinancing. Considering that their 
Corporate debentures are of IG credit, we find that they have a 
solid funding ability.	
	
Positive		
	
1. Strong	Balance	Sheet	with	support	from	parent	company	

	
Kia	Motors	have	exhibited	a	strong	cash	position	for	the	past	5	years	
and	we	expect	Kia	Motors	to	generate	modest	positive	free	cash	flow	
to	maintain	 its	 strong	balance	 sheet	 in	 the	next	3-5	 years	 .	We	 also	
consider	its	large	liquidity	holdings	which	accounted	for	about	119%	
of	its	debt	as	of	2H2019,	providing	a	buffer	against	the	cyclicality	of	the	
automobile	industry.	
	
Additionally,	we	 also	 find	 synergies	 to	 be	 derived	 from	Kia	Motors;	
affiliation	 with	 its	 parent	 company,	 Hyundai	 Motor	 Corporation	 in	
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Figure	32.	Sales	Mix

	
Source:	Bloomberg	Intelligence	
	
	
Figure	33.	Kia	Motors	EV	Sales		

	
Source:	Bloomberg		
	
	
Figure	34.	EV	Sales	(thousands)	among	
competitors	

	
Source:	Bloomberg	Intelligence	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

terms	 of	 sharing	 platforms,	 auto	 parts	 and	 plants	 as	 well	 as	 joint	
research	and	development	activities.	Moreover,	we	are	of	the	view		that	
Hyundai	Motors	Corporation	will	come	to	Kia	Motors’	aid	should	Kia	
Motors	encounter	financial	difficulties	with	its	huge	excess	capital.	
	
2. SUV	rollouts	can	bolster	profitability	

Kia	Motors'	revenue	could	pick	up	in	the	coming	months,	with	
shipment	growth	traction	gaining	from	its	new	models	like	Seltos	and	
refreshed	Mohave	SUVs	in	its	domestic	market.	Kia's	domestic	SUV	
sales	mix	rose	to	46.5%	in	the	first	nine	months	this	year	vs	44.6%	a	
year	earlier.	

Its	Telluride	SUV,	launched	in	U.S.	market	in	February,	has	been	well-
received.	This	particular	model	came	in	as	the	top	SUV	at	the	
inaugural	Texas	Off-road	Invitational	recently	held	by	the	Texas	
Motor	Press	Association.	Prior	to	that,	it	also	swept	first	place	at	the	
“Mudfest”	held	by	the	Northwest	Automotive	Press	Association	and	
the	“Texas	Auto	Roundup”	held	by	the	Texas	Auto	Writers	
Association.	

Kia	Motor’s	rising	SUV	sales	may	be	attributed	to	shifts	towards	SUVs	
rather	than	sedans,	as	well	as	Americans'	preference	for	larger	
vehicles.		A	market	trend	analysis	recently	conducted	by	Cox	
Automotive	presented	that	SUVs	have	increased	from	29%	to	reach	
nearly	half	of	new	vehicles	sold	nationwide	over	the	past	decade,	
while	on	the	other	hand,	sedans	have	fallen	to	now	only	making	up	
less	than	a	third	of	new	vehicle	sales.	In	2019,	S.U.V.s	and	pickups	
constitute	70%	of	the	market,	while	sales	for	sedans	dropped	from	3	
million	to	1.9	million	from	2012	to	2018.	As	of	now,	it	is	estimated	
that	barely	1	out	of	10	cars	sold	are	sedans,	as	compared	to	1	out	of	5	
in	2012.	

Recently	in	August,	Kia	also	kicked	off	production	for	its	Seltos	SUV	in	
India.	Notwithstanding	its	low	introductory	price,	the	Seltos	is	
considered	a	segment-leading	SUV	with	features	like	“air	purifier,	
connected	car	features	through	UVO	app,	heads-up	display,	8-unit	
Bose	sound	system,	360°	camera	and	ventilated	seats”	

Kia's	operating	margin	could	rebound	in	the	months	ahead	as	its	sales	
mix	of	sport-utility	vehicles	(SUVs)	rises	(42%	in	1Q19),	which	are	
priced	higher	than	sedans.	We	believe	Kia’s	2H19	new	model	lineup	
is	a	major	source	of	competitiveness	and	will	bolster	its	profitability	
in	the	coming	years.	

Moreover,	Kia’s	efficient	value	chain	management,	paired	with	a	weak	
Korean	Won	in	recent	years	helps	to	provide	Kia	Motors	with	an	
advantage	in	making	their	cars	more	affordable,	attracting	attention	
from	middle	class	consumers	who	generally	tend	to	place	high	
regards	to	pricing.	Moreover,	having	its	headquarters	in	Seoul,	South	
Korea	has	also	enabled	Kia	Motors	to	tap	onto	the	abundance	of	cost-
effective	labor	and	knowledge	workers	from	their	home	country,	with	
wages	lower	than	other	more	advanced	countries.	

3. Earning	Momentum	of	Kia	Motors’	foray	into	India	

The	India	Automotive	Market	is	anticipated	to	grow	7.80%	for	Vehicle	
Sales	 during	 the	 forecast	 period,	 2019-2023.	 This	 strong	 growth	
forecast	is	indeed	experienced	by	Kia	Motors	as	the	Seltos	Model	drew	
22,000	pre-orders	only	 three	weeks	after	pre-orders	started	 in	 July.	
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Figure	35.	Bond	Description	

	
Source:	Bloomberg		
	
	
Figure	36.	Spread	Summary	for	KIAMTR	3.00%	
25-Apr-23	vs	HYUCAP	3.75%	03/05/23	

	
Source:	Bloomberg		
	
	
	
	
	

Kia	should	achieve	its	annual	production	goal	of	52,000	units	in	2019	
and	300,000	units	within	three	years.		

Additionally,	SUVs	accounted	for	31%	of	 India's	vehicle	unit	sales	 in	
1Q19	vs.	28%	for	all	of	2018.	Indian	consumers'	shifting	tastes	toward	
sport-utility	vehicles	and	away	from	sedans	will	benefit	Kia	due	to	its	
plethora	of	SUV	offerings.	

We	 are	 also	 of	 the	 view	 that	 the	 Modi	 administration’s	 business-
friendly	 policies	 such	 as	 the	 recent	 corporate	 tax	 cuts	 will	 drive	
demand	growth	over	the	medium	and	long	term.	

4. Kia	Motors’	positive	prospect	in	the	EV	market	

EV	sales	grew	to	more	than	2m	units	globally	in	2018	(+62%	YOY).	
With	Kia-Hyundai	being	Global	2nd	for	Green	Car	Sales,	they	are	
already	in	a	good	position	capturing	the	EV	market.	

Kia’s	Niro	EV/HEV	won	Best	Fuel	Efficiency	and	Furthest	Driving	
Range	awards	in	2017	and	2019	respectively,	showing	its	
technological	prowess	in	the	EV	market.		

In	addition,	Kia	has	plans	to	increase	its	EV	Models	from	7	to	18	by	
2025,	with	additional	focus	on	BEV.	With	heavy	investments	in	
electrification	and	future	mobility	through	a	series	of	joint	ventures	
and	coupled	with	the	increasing	demand	for	EV	in	all	of	Kia’s	Markets,	
Kia	will	see	substantial	growth	in	the	sales	of	EV	which	currently	
stands	at	5.2%	of	total	units	sold.	

Issuance	Analysis	–	RV		
	
Kia	Motors	Corporation’s	Outstanding	Bonds	
	

	
	
KIA	Motors	Corporation	3.00%	25-Apr-23	
	
KIAMTR	3.00%	25-Apr-23	is	a	144A	Senior	Unsecured	dominated	in	
USD.	This	3%	fixed	coupon	bond	has	an	issue	price	of	 	$99.18	and	a	
spread	of	120bps	over	the	Korean	Treasury	of	similar	duration.	
	
RV	analysis:	KIAMTR	3.00%	25-Apr-23	vs	HYUCAP	3.75%	03/05/23	
	
We	find	it	is	imperative	to	look	into	how	Kia	Motors	is	doing	relative	to	
its	 parent	 Company,	 Hyundai	 Motors.	We	 used	 the	 HYUCAP	 3.75%	
03/05/23	 bond	 from	Hyundai	 Capital,	 the	 financial	 services	 unit	 of	
Hyundai	Motor	Group	due	to	its	similar	duration.		
	
As	of	22	Dec	2019,	HYUCAP	 	3.75%	03/05/23	has	spread	of	4.74bp	
over	KIAMTR	3.00%	25-Apr-23	as	shown	in	Figure	38.	Looking	at	the	
yield	 history,	we	 also	 find	 the	 spread	 of	 the	 bonds	mostly	 hovering	
around	0	and	-5bp	with	a	maximum	and	minimum	of	+10bp	and	-	15bp	
respectively..	 This	 shows	 that	 the	 aforementioned	 KIAMTR	 and	
HYUCAP	closely	tracks	one	another.		
	
RV	analysis:	KIAMTR	vs	HYUCAP	outstanding	bonds	
	



	

13	
	

Figure	37.	RV	for	KIAMTR	vs	HYUCAP	
Outstanding		
	

	
Source:	Bloomberg		
	
	
Figure	38.	RV	for	KIAMTR	3.00%	25-Apr-23	vs	
NSANY	3.45%	03/15/23		
	

	
Source:	Bloomberg		
	
	
Figure	39.	Bond	Comps	for	Kia	Motors		

	
Source:	Bloomberg		
	
	
Figure	40.	RV	for	Kia	Motors		

	
Source:	Bloomberg		
	

A	 further	 relative	valuation	was	 conducted	 to	determine	 the	 spread	
bench	 of	 all	 outstanding	 bonds	 from	KIAMTR	 and	HYUCAP	 that	 are	
denominated	in	USD	Dollars.	We	proceeded	to	plot	the	Fixed	Income	
Relative	Valuation	curve	as	shown	in	Figure		39.		
	
From	the	curve,	we	observe	KIAMTR	3.00%	25-Apr-23	to	be	above	the	
curve.	As	 compared	 to	 the	18	outstanding	bonds	 from	KIAMTR	and	
HYUCAP,	we	find	KIAMTR	slightly	riskier	than	the	peer	group.	
	
RV	analysis	-	KIAMTR	3.00%	25-Apr-23	vs	NSANY	3.45%	03/15/23	
	
NSANY	3.45%	03/15/23	was	also	identified	as	a	suitable	comparable	
bond	due	 to	 its	 similarities	 in	 coupon,	maturity,	 currency	as	well	 as	
issuer	 industry.	 As	 of	 22	 Dec	 2019	 NSANY	 3.45%	 03/15/23	 has	 a	
2.29bp	spread	over	KIAMTR	3.00%	25-Apr-23	as	per	figure	40.		This	
shows	that	KIAMTR	is	the	less	less	risky	bond.	However,	looking	at	the	
historical	3	month	spread,	we	find	that	KIAMTR	has	been	riskier	than	
its	counterpart	with	a	lowest	of	-10bps	from	Sep	2019	to	late	Dec	2019.	
	
	
	
RV	analysis	-	KIA	Motors	Corporation	3.00%	25-Apr-23	vs	Peers	
	
We	created	a	list	of	bond	comparables	with	3-5	years	to	maturity	as	
well	as	S&P	Rating	ranging	from	BBB+	to	BBB	set	out	in	Figure	41.	We	
proceeded	to	plot	the	Fixed	Income	Relative	Valuation	curve	as	shown	
below.	
	
Based	 on	 the	 Fixed	 Income	 Relative	 Valuation	 Graph	 	 as	 shown	 in	
Figure	 42,	 we	 find	 KIA	Motors	 Corporation	 3.00%	 25-Apr-23	 to	 be	
Neutral.		
	
We	 find	 the	 KIA	 Motors	 Corporation	 3.00%	 25-Apr-23	 to	 be	 fairly	
priced	against	its	peers.		
	
	
Conclusion:	Neutral			
	
In	view	of	the	Kia	Motors’	debt	replayability	in	the	next	3-5	years	due	
to	its	strong	balance	sheet	coupled	with	tailwinds	arising	from	regional	
expansion	 and	 its	 new	 EV	 product	 range	 as	 discussed	 in	 the	
aforementioned	credit	analysis;	we	would	like	to	issue	a	Hold	Rating	
on	KIA	Motors	Corporation	3.00%	25-Apr-23.	
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Disclaimer	

This	research	material	has	been	prepared	by	NUS	Invest.	NUS	Invest	specifically	prohibits	the	redistribution	of	this	material	in	whole	or	in	
part	without	the	written	permission	of	NUS	Invest.	The	research	officer(s)	primarily	responsible	for	the	content	of	this	research	material,	in	
whole	or	in	part,	certifies	that	their	views	are	accurately	expressed	and	they	will	not	receive	direct	or	indirect	compensation	in	exchange	for	
expressing	 specific	 recommendations	 or	 views	 in	 this	 research	 material.	 Whilst	 we	 have	 taken	 all	 reasonable	 care	 to	 ensure	 that	 the	
information	 contained	 in	 this	 publication	 is	 not	 untrue	 or	 misleading	 at	 the	 time	 of	 publication,	 we	 cannot	 guarantee	 its	 accuracy	 or	
completeness,	and	you	should	not	act	on	it	without	first	independently	verifying	its	contents.	Any	opinion	or	estimate	contained	in	this	report	
is	 subject	 to	 change	without	notice.	We	have	not	 given	any	 consideration	 to	 and	we	have	not	made	any	 investigation	of	 the	 investment	
objectives,	financial	situation	or	particular	needs	of	the	recipient	or	any	class	of	persons,	and	accordingly,	no	warranty	whatsoever	is	given	
and	no	liability	whatsoever	is	accepted	for	any	loss	arising	whether	directly	or	indirectly	as	a	result	of	the	recipient	or	any	class	of	persons	
acting	on	such	 information	or	opinion	or	estimate.	You	may	wish	 to	 seek	advice	 from	a	 financial	adviser	 regarding	 the	suitability	of	 the	
securities	mentioned	herein,	taking	into	consideration	your	investment	objectives,	financial	situation	or	particular	needs,	before	making	a	
commitment	to	invest	in	the	securities.	This	report	is	published	solely	for	information	purposes,	it	does	not	constitute	an	advertisement	and	
is	not	to	be	construed	as	a	solicitation	or	an	offer	to	buy	or	sell	any	securities	or	related	financial	instruments.	No	representation	or	warranty,	
either	expressed	or	 implied,	 is	provided	 in	 relation	 to	 the	accuracy,	 completeness	or	 reliability	of	 the	 information	contained	herein.	The	
research	material	should	not	be	regarded	by	recipients	as	a	substitute	for	the	exercise	of	their	own	judgement.	Any	opinions	expressed	in	this	
research	material	are	subject	to	change	without	notice.	
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Appendix:	

Pro	Forma	Financial	Statements	(3FS)	

Balance	Sheet	
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Profit	and	Loss		
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Cash	Flow		
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Outstanding	Corporate	Debentures	
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Credit	Ratios	

	

	


