
 

 

 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 Cost rises in 3Q19 on agreement in a US class action lawsuit against HMG  

 - 1.69mn vehicles with Theta II GDI and Theta II turbo GDI engines produced between 2011 and 2019 are the subjects of 

compensation (2.3mn Hyundai vehicles in the US, 363K Hyundai vehicles in Korea, 1.87mn Kia vehicles in the US, 

157K Kia vehicles in Korea). The number of compensated vehicles has grown, to include 1.66mn vehicles produced 

between 2011 and 2014 that were previously recalled in the US and vehicles produced in 2019. 

- To prevent engine accidents, Hyundai’s knock sensor detection system (KSDS) will be applied more broadly. Also, the 

owners of vehicles equipped with the subjected engines will have a lifetime warranty for the connecting rod bearings 

problem, free inspections and repairs if the subjected cars stop or catch fire, and incentives when purchasing a new 

car or selling the currently owned car.  

- The resulting cost increase is KRW600bn at Hyundai Motor Company (005380.KS, BUY) and KRW300bn at Kia Motors 

(000270.KS, BUY). This includes KRW66bn in customer compensation (KRW46bn for Hyundai, KRW20bn for Kia).  

- These costs are fully booked in 3Q19 earnings. Of the 17 class action lawsuits raised in the US, five cases have been 

closed, and other similar cases are expected to be resolved too. HMG might have to pay a punitive award after the US 

court approval, but it is part of the process to resolve the engine quality issue.  
 

 Lingering engine issue resolved  

 - The Theta II engine issue that was raised in 2015 has caused Hyundai to spend KRW560bn in total and Kia KRW380bn, 

including the cost of KSDS application (KRW150bn). US prosecutors and the National Highway Traffic Safety 

Administration opened an investigation in 2018 into the recalled cars.  

- The recent agreement will drive Hyundai to book approximately KRW600bn and Kia KRW300bn in 3Q19 for 

compensation and provisions. There could be an additional punitive award, which is a risk, but we believe the scale of 

the award will be limited thanks to HMG’s preemptive actions to accommodate customer claims. The major markets 

where the Theta II engines have been deployed are Korea and the US, so the Theta engine issue is unlikely to spread 

to other regions, and because of this, we believe the recent agreement means the issue is resolved. 
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Major issues and conclusions 
- A US class action lawsuit against HMG over its Theta II engine vehicles was settled with the Group agreeing 

to pay compensation for 4.69mn cars produced between 2011 and 2019, apply knock sensor detection 
systems, and provide lifetime warranties as well as repairs and incentives.  

- Hyundai will book a one-off cost of KRW600bn and Kia KRW300bn in 3Q19. The punitive award has yet to be 
decided but the scale should be limited. The Theta II engine issue is unlikely to spread outside Korea and the 
US, and the recent agreement signals the end of the engine quality issue that had been plaguing HMG for 
several years    

Industry and stock outlook 
- Temporary corrections are likely in the near term due to one-off cost hikes and the possibility of further 

punitive awards but the potential resolution of the lingering engine issue is positive  
- Korean automakers’ three major risks in 2019 are wage negotiations with the union, engine issues, and 

possible US auto tariffs and of these, two have disappeared or mitigated, brightening the earnings outlook 
in 2020 when the new model cycle begins.    

Automobile            OVERWEIGHT 
Industry Note 
October 14, 2019 

HMG settles US class action lawsuits  
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 Auto shares’ temporary pullback expected but recovery likely in mid/long term as risks ease 

 - In recognition of the one-off cost hike, we revise down the 3Q19 earnings of Hyundai and Kia. However, we keep our 

ratings and target prices intact.  

- Shares may correct in the near term due to one-off cost hikes and the possibility of a further punitive award. However, 

we find it positive that the lingering engine issues at HMG are finally being resolved and with it the disappearance of 

uncertainties. It is notable that of the three major risks that Korean automakers face in 2019 (wage negotiations with 

the union, engine issues, and possible US auto tariffs), two have disappeared or mitigated. This brightens the 

earnings outlook in 2020 when the new model cycle begins.  
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Investment rating and target price history  Two-year price chart: Hyundai Motor Company 
Date Rating TP Difference (%)   

 

 

Average High/low  

19/07/02 BUY 185,000 - -  
19/07/03 BUY 185,000 -25.0 -23.5  
19/07/08 BUY 185,000 -26.1 -23.5  
19/07/23 BUY 185,000 -27.6 -23.5  
19/08/02 BUY 185,000 -27.7 -23.5  
19/08/05 BUY 185,000 -29.3 -23.5  
19/09/03 BUY 185,000 -29.3 -23.5  
19/09/04 BUY 185,000 -29.6 -23.5  
19/09/20 BUY 185,000 -29.5 -23.5  
19/09/25 BUY 185,000 -29.4 -23.5  
19/10/02 BUY 185,000 -29.4 -23.5  
19/10/04 BUY 185,000 -29.4 -23.5  
19/10/07 BUY 185,000 -29.5 -23.5  
19/10/14 BUY 185,000 - -  

 

Investment rating and target price history  Two-year price chart: Kia Motors 
Date Rating TP Difference (%)   

 

 

Average High/low  

19/07/03 BUY 50,000 -14.9 -13.2  
19/07/08 BUY 50,000 -14.3 -13.2  
19/07/24 BUY 50,000 -13.9 -12.2  
19/08/02 BUY 50,000 -13.9 -12.2  
19/08/05 BUY 50,000 -14.0 -12.2  
19/09/03 BUY 50,000 -14.0 -12.1  
19/09/04 BUY 50,000 -13.7 -11.8  
19/09/20 BUY 50,000 -13.5 -7.2  
19/09/25 BUY 50,000 -13.1 -7.2  
19/10/02 BUY 50,000 -13.1 -7.2  
19/10/04 BUY 50,000 -13.1 -7.2  
19/10/07 BUY 50,000 -13.2 -7.2  
19/10/14 BUY 50,000 - -  
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Compliance note 
• The author(s) of this report does(do) not have any interests in the company(ies) covered herein. 
• Hyundai Motor Securities has not disclosed the material contained in this report to any institutional investor or third party prior to its publication. 
• The author(s) of this report does(do) not own more than 1% of the shares of the company(ies) covered in this report.  
• Hyundai Motor Securities has not taken part in securities issuance (DR, CB, IPO, and market making) of the company(ies) covered in this report as lead manager for 

the past six months. 
• The company covered herein is an affiliate of Hyundai Motor Securities as of the date of recommendation. 
• This report accurately reflects the author(s)’s professional views and was written without any undue external influence or interference. 

 
Investment rating 
Hyundai Motor Securities offers three sector investment ratings based on six-month forward fundamentals and share price outlook. 

• OVERWEIGHT: Sector-wide fundamentals and share prices are expected to turn up. 
• NEUTRAL: No meaningful fundamental improvement is expected. 
• UNDERWEIGHT: Sector-wide fundamentals and share prices are expected to turn down. 

 
Hyundai Motor Securities offers three company investment ratings based on the relative return expected in the following six months, based on the closing price on 
the date of rating declaration. 

• BUY: Excess return of +15%p or more  
• MARKETPERFORM (M.PERFORM): Excess return of between -15%p and +15%p 
• SELL: Excess return of -15%p or less 

 
Stock ratings distribution (July 1, 2018- June 30, 2019) 

Rating Count % of rating category 
BUY 

MARKETPERFORM  
SELL 

148 
18 
0 

89.16 
10.84 

0.0 
 
 

• This report has been prepared for informational purposes only and thus may not be reproduced or distributed without the prior written consent of Hyundai Motor Securities. 
• The information and statistical data contained herein were taken from sources believed to be relia ble but in no way can be guaranteed and, therefore, final investment decisions should be 

made based on each client’s own judgment. 
• This report cannot be used as evidence in any legal disputes related to the client’s investment de cisions. 

 


