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Studio Dragon (253450)

Korea’s top content creator

e Studio Dragon, a heavyweight among producers of Korean dramas, has been able
to focus on improving quality as most of its content is aired parent CJ E&M.

@ We believe the firm will be the largest beneficiary of new media expansion, and
expect it to keep growing steadily thanks to rising VOD demand at home and
growing access to viewers overseas via global OTT platforms such as Netflix.

@ We initiate coverage on Studio Dragon at BUY with a 12-month target price of
KRW53,000 (based on 35x 2018 P/E).

WHAT’S THE STORY?

High-quality content: Most drama production firms in Korea are small in scale and
rely heavily on top stars to secure broadcasting rights. In contrast, Studio Dragon obtains
such rights for around 15 dramas from parent CJ E&M, enabling it to focus on improving
content quality and creating synergies among writers, producers and production staff. It
has thus created many popular dramas (eg, Goblin, The Legend of the Blue Sea) and now
has hard-to-copy large-scale production capabilities and systems.

Potential of new media market: Studio Dragon should benefit most from a growing
new media market as it: 1) recoups most production costs via selling product placements
and broadcasting rights; and 2) uses copyright sales at home and abroad to bolster profits.
Indeed, the company enjoys steady earnings from conventional media and growing
momentum from new media. It should keep growing steadily on rising VOD demand at
home and growing access to viewers overseas via global OTT platforms such as Netflix.

Initiating coverage at BUY: We initiate coverage on Studio Dragon at BUY with a 12-
month target price of KRW53,000 (based on 35x 2018 P/E and 11.8x EV/EBITDA). We
apply a 30% premium its peers for two reasons. First, the company has high earnings
visibility vs the highly volatile profits at peers. Second, the firm has enormous growth
potential globally based on its remarkable cost competitiveness (relative to content
quality), as production costs of Korean dramas are restricted by the size of the domestic
market, keeping costs much lower than ones of Chinese dramas.

Opportunities and risks: Upside lies in a resumption of China-bound exports as
THAAD-related risks ease and greater-than-expected success of a drama. Risks include
overseas players making a foray into the domestic market and rising sales commissions
for CJ E&M.

SUMMARY FINANCIAL DATA

2016 2017E 2018E 2019E
Revenue (KRWb) 154 287 357 426
Net profit (adj) (KRWb) 8 29 43 55
EPS (adj) (KRW) 370 1,045 1,522 1,968
EPS (adj) growth (% y-y) n/a 182.8 457 293
EBITDA margin (%) 25.1 28.8 302 322
ROE (%) 6.0 15 10.8 12.4
P/E (adj) (x) 947 335 23.0 17.8
P/B (x) 57 26 23 21
EV/EBITDA (x) 257 96 71 52
Dividend yield (%) 0.0 0.0 0.0 0.0

Source: Company data, Samsung Securities estimates
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Company overview and business model

Drama production division of CJ E&M listed for global expansion

Human resources and Studio Dragon, the drama production business spun off from CJ E&M in May 2015, now has three
IP are core assets subsidiaries—ie, Hwa & Dam Pictures, Culture Depot, and KPJ—after conducting M&As from early
last year to reinforce its writer lineups in diverse genres. The company’s core assets include seasoned
writers/producer/production personnel and a proven content library (ie, intellectual property).
The company started trading on Nov 24, with the IPO price set at the upper end of its indicative price
range. The company issued 6m new shares (21.4% of total shares outstanding) to raise KRW210b,
KRW30b of which should be used to pay down debts with the remainder earmarked for joint
production of dramas and equity investments in overseas studios.
Chart 1. Studio Dragon: Equity structure Table 1. M&A summary
Subsidiary  Time Price Summary
- Established in 2007
. - Drama production company
Hyva and Dam 1H16 KRW6.5 b - Agency of screenwriter Eun-sook Kim
Pictures (combined) f
o (Goblin, Descendants of the Sun,
71.3%
etc.)
- Established in 2010
Studio Dragon - Culture business firm (exhibitions and
KRW65b*  performances)
| ! | Culture Depot 1H16 (combined)- Agency of actors Ji-hyun Jun & Jung-
100% 100% 100% suk Jo and screenwriter Ji-eun Park (My

v Love from the Star)

2
Pictures

Source: Company data

- Drama production company

KRW15b - Agency of screenwriters Yeong-hyeon
Kim & Sang-yeon Park (Dae Jang
Geum & Queen Seondeok of Silla)

Sep

KPJ 2016

Table 2. Post IPO stakes and

Note: * Hwa and Dam Pictures and Culture Depot combined
Source: Local media, Samsung Securities

valuation Chart 2. Proposed use of IPO proceeds

Share ownership

Original number of shares 22,037,240 shares Repay debt
Newly issued shares 6,000,000 shares o w
Equity investment Redeem
Post-IPO number of shares 28,037,240 shares (Invest in NA area) bonds
CJ E&M ownership 20,000,999 shares
Pre-IPO stake 90.8%
Post-IPO stake 71.3%
Market cap and valuation ranges
Floor Ceiling
Issuance price (KRW) 30,900 35,000
Value of IPO (KRWb) 185 210 Co-produce
Market cap (KRWb) 866 981 global dramas
Expected P/E (x) 29.6 33.5
Expected P/B (x) 23 26 Note: As stated by company
Source: KRX, Samsung Securities estimates Source: Company data
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Business model centers on drama production and sales

Copyright sales—the Studio Dragon can produce over 20 dramas annually. The company has released 22 programs thus

real source of profits far this year, with 15 of them aired by parent CJ E&M and the remainder by terrestrial broadcasters
and general programming channels. Turning its eyes overseas, the firm plans to increase the number
of joint productions with foreign partners and supply more content to OTT platform operators.

The company’s production cost per drama averages KRW8b, 70-80% of which are recouped by
sponsorships (eg, product placements) or the sale of broadcasting rights. The firm’s earnings
momentum comes from VOD sales at home and copyright sales overseas. Margin for dramas is
usually around 20% but can rise significantly in cases of commercial hits such as Goblin.

The company’s COGS for dramas consists of production costs (60-70%), commissions on copyright
sales (10%), and other (eg, management fees). The firm books 70% of production costs in a given
quarter and amortizes 30% of them over 18 months, and commission fees are paid to CJ E&M for

selling the drama on its behalf.
Chart 3. Profit structure Chart 4. Margin of hit dramas
(%)
40% + @ 70 1 61
60 - 58
50 | 48
Production cost --------mmoomomosooosoooooooochese oo 40 33
10-20%
60-70% production budget 20
10% sales commission 10 1
0 T T T ———
-209°,
20-30% others Misaeng Signal The Legend of Goblin
’ o T - T - ' (2014) (2016) the Blue Sea (2016)
Broadcasting rights ~ Sponsorships Copyright sales (2016)
Source: Company data, Samsung Securities Source: Company data
Table 3. Studio Dragon: Financial summary
Income statement Balance sheet
(KRWb) 2016* 2017E 2018E (KRWb) 2016* 2017E 2018E
Revenue 196 287 357 Assets 242 494 532
Broadcasting 88 114 140 Current assets 81 316 339
Copyrights 75 117 149 Non-current assets 161 177 193
Other 32 56 67 Intangible assets 124 134 144
Revenue 196 287 357 Liabilities 106 118 114
Domestic 151 215 263 Current liabilities 84 116 1M1
Overseas 44 72 93 Non-current liabilities 21 3 3
Cost of goods sold 168 234 288 Long-term debt 20 0) 0)
Operating profit 21 40 53 Equity 136 375 418
Operating margin (%)  10.8 13.9 14.9 Capital stock 1 14 14
Net profit 13 29 43 Capital surplus 115 322 322
Net margin (%) 6.5 10.2 12.0 Other 10 39 82

Note: * CJ E&M’s drama production division before split
Source: Company data, Samsung Securities estimates
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Investment points

High quality content

Local drama Studio Dragon stands out among Korean drama production firms in terms of both quality and
production firms are quantity. Numerous players have sprung up since the introduction of drama outsourcing system in
smallin scale the 1990s, but most of them have remained small in scale due to the difficulty in securing steady

broadcasting rights from a handful of terrestrial channels. To make matter worse, firms are forced to
rely on the popularity of top stars and give terrestrial broadcasters the copy rights. Profitability can
hardly rise from minimal levels under such a structure.

Focuses on quality In contrast, Studio Dragon obtains broadcasting rights for around 15 dramas annually from parent
CJ E&M, which entered the cable TV market in mid-2000s. This has allowed the company to focus
on enhancing content quality for over ten years via creating synergies among writers, producers and
production staffs, easing the reliance on star actors. Such efforts started bearing fruit from 2012 as
numerous of the firm’s dramas took off, offering fresh stories in diverse genres. It established large-
scale production capabilities and systems—key to making quality content—under a long-term
strategy, a difficult feat for rivals that lack affiliates in the cable TV business.

Chart 5. Drama producers: Number of shows pa Chart 6. Drama producers: Operating profits
(Piece) (KRWb)
25 4 ‘ 35 qo-oeeee ‘
3 30 - 3
20 ~ : 25 - ;
! 20 - 3
15 1 3 15 - |
! 10 | !
10 | 3 5 o | I
3 0 1‘L 3' = T . T -! T -! T .-—\
AHRE i me ol Wl Wm (S
Studio Drama  IHQ Samhwa Chorok- SM C&C Studio  Drama  IHQ  Samhwa Chorok- SM C&C
Dragon  House baem Dragon  House baem
= 2015 = 2016 2017E ‘ = 2015 22016 1Q-3Q17
Source: Company data, Samsung Securities Source: Company data, Samsung Securities
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Chart 7. CJ E&M: Viewer ratings of major series
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Source: Company data, TNmS, AGB Nielson, Samsung Securities

Table 4. Studio Dragon: Recent line-up

SN |
2. ] 15,’ -
g Vs s ‘4

\ ﬁ

%

| L
Another Miss Oh Dear My Friends 38 Revenue Collection Unit The Legend of the Blue Sea
(tvN, May 2016) (tvN, May 2016) (OCN, Jun 2016) (SBS, Nov 2016)
Average ratings: 6.9% Average ratings: 5.1% Average ratings: 3.4% Average ratings: 17.6%
Highest ratings: 10% Highest ratings: 8.1% Highest ratings: 4.6% Highest ratings: 21%
]
e

l

A
0 )2)Z
W%
Goblin Stranger Woman of Dignity My Golden Life*
(tvN, Dec 2016) (tvN, Jun 2017) (JTBC, Jun 2017) (KBS, Sep 2017)
Average ratings: 12.8% Average ratings: 4.6% Average ratings: 6.6% Average ratings: 30%
Highest ratings: 18.7% Highest ratings: 6.6% Highest ratings: 12.1% Highest ratings: 37.9%

Note: *As of Nov 23
Source: Company data, AGB Nielson, Samsung Securities
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Potential of new media market

Enjoying both earnings We believe Studio Dragon will be the largest beneficiary of an expanding new media market as it: 1)
stability and growth recoups most production cost by selling product placements and broadcasting rights; and 2) uses
momentum copyright sales at home and abroad to bolster profits. Under this structure, the company obtains

steady earnings from conventional media (eg, real-time broadcasting) and enjoys growth momentum
by selling drama copyrights to new media, such as VOD services.

Going abroad on the The increasing popularity of video streaming—eg, the new media market has pushed demand for

back of Netflix dramas to outweigh that of movies, as the former can offer more diverse and longer-running stories,
increasing revenue to content providers. Indeed, the domestic drama copyright market, backed by
steady growth in VOD demand, is forecast to grow 15-20% pa through 2020. Furthermore, Korean
content should have better access to overseas viewers as global OTT platforms, such as Netflix, strive
to secure quality content. We believe Netflix has potential to serve as a key distribution channel for
Korean dramas in overseas markets, as was the case of YouTube for K-Pop.

Chart 8. Sales breakdowns Chart 9. Overseas sales
KRWb 0
( ) Pre split Post split (KRWb) (%)
300 1 ‘ T 2017E %01 %
: . 45 -
250 - ! P 40 B
! i i A
' | ' ] F 25
200 - | L 35 24.9—-—2%\?%/26'6”'26
3 P 30 ' L 20
150 - : L 25 1
i 20 - 15
N | [ ] e 10
i 10 4
H B . ] .
0 + T T — — 0 T . . . 0
2014 2015 2016 1H17 2014 2015 2016 2017E 2018E
| = Copyright sales = Broadcasting rights Other | Overseas sales (LHS) As portion of total (RHS)
Source: Company data, Samsung Securities estimates Source: Company data, Samsung Securities estimates
Chart 10. Costs-to-revenue ratio Chart 11. Profits and operating margin
(KRWb) (%) (KRWb) (%)
400 - - 100 40 - 2017E - 20
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- 81.01 80 L L 16
300 | :
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150 [ 40 15 "8
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100 + g
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50 1 L 10 5 1 -2
0 T T T 0 0 T T T 0
2015 2016 2017E 2018E 2014 2015 2016 1H17
Revenue (LHS) Cost-to-revenue ratio (RHS)‘ ‘ Operating profit Net profit Operating margin (RHS)‘
Source: Company data, Samsung Securities estimates Source: Company data, Samsung Securities estimates
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Chart 12. TV program VOD usage rate Table 5. Co-production discussions with global firms
(%) Company Plans
30 - Amazon « Distribute dramas in Japan

« Signed co-production MOU

(oI e « Co-produce global dramas

Netfix « Distribute new dramas ‘Black’ and ‘Hwayugi

25.0
221
19.8
« Co-produce global dramas

15 | 13.6 AMC (US) « Co-produce global dramas

0.8 ITV (UK) « Co-produce global dramas
10 + Source: Company data

. i I

5 4
N EEEENE

2011 2012 2013 2014 2015 2016
Source: KISDI
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Target price and valuation

We initiate coverage on Studio Dragon at BUY with a 12-month target price of KRW53,000 (based
on 35x 2018 P/E and 11.8x EV/EBITDA).

Local drama and movie In Korea, three groups produce dramas: 1) small-scale local studios; 2) comprehensive media
production firms operators; and 3) movie and drama production firms. We set the third group Studio Dragon’s peers
suitable for peer as the first one is not comparable in terms business structure or scale, and the second one generates
comparisons sales mainly from advertising and program usage fees.

Premium justified by We apply a 30% premium to a peer average 27x 2018 P/E to set our target price for Studio Dragon at
stable business KRW53,000. First, the company’s earnings are highly visible whereas profits at peers are highly
structure and growth volatile depending on box-office success. Second, the firm has enormous growth potential in the
potential global market thanks to its remarkable cost competitiveness (relative to content quality). Production

costs of Korean dramas are restricted by the size of the domestic market, leading them to come in far
below those incurred for Chinese dramas.

Chart 13. Production cost of major TV series
(KRWb/season)
140 -

120 A
100 A
80 H
60 -

40 1
] [ ]
. m = B

Game of |The Walkingl House of Goblin escendantgThe Legend|The Legend The Sing All
Thrones Dead Cards of the Sun of the of Mi Yue | Advisors Along
Blue Sea Alliance
U.s. South Korea China
Source: Company data, local media, Samsung Securities
Table 6. Target price calculation
(KRWb) 2016 2017E 2018E 2019E Note
Revenue 196 287 357 426
Domestic 151 215 263 310
Overseas 44 72 93 116
Operating profit 21 40 53 69
Operating margin (%) 10.8 13.9 14.9 16.2
Net profit 13 29 43 55 A
Applied multiple (x) 35.0 B
Total equity value 1,486 C=AxB
Number of shares (‘000) 28,037 D
Target price (KRW) 53,000 C/D
Listed price (KRW) 35,000
Upside (%) 514

Source: Samsung Securities

SAMSUNG SECURITIES | 8
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Table 7. Valuations of global media/content providers

Company Market cap P/E (x) P/B (x) ROE (x) EV/EBITDA (x) Performance (%)
(KRWb) 2016 2017E 2018E 2016 2017E 2018E 2016 2017E 2018E 2016 2017E 2018E ™ 3M 6M
Studio Dragon 981 947 271 230 5.7 2.6 23 60 1.5 108 257 9.6 71 nla nla nla
r;‘gs;:‘:nf"ama 438 389 271 29 21 20 76 61 7.8 393 169 133 (0.9) (8.7) (13.1)
NEW 241 69.7 693 401 23 1.7 1.6 33 25 41 407 159 104 208 245 (4.9
Showbox 354 263 447 291 28 27 25 10 6.1 8.9 53 3.9 33 91 (1.2) (8.3)
Huayi Brothers 3,747 379 268 229 34 24 21 8.5 84 101 722 172 140 (6.0)0 (99) (2.6)
Huace Fim & TV 2,883 420 278 223 31 25 22 7.8 93 105 390 224 173 (10.0) (16.8) (9.3)
Beijing Hualu Baina 1,591 433 258 209 28 15 14 74 44 53 394 250 213 (18.3) (40.3) (40.6)
Domestic studios 29.7 395 246 2.0 2.0 21 5.6 27 8.3 94 266 135 205 131 6.1
Samhwa Networks 62 9.2 n/a n/a 1.8 n/a na 216 n/a n/a 5.8 n/a n/a 44 75 (13.6)
Chorokbaem 92 19.6 n/a n/a 1.3 n/a n/a 7.2 n/a n/a 1.2 n/a n/a 3.6 3.3 (244)
SM C&C 287 nm nm 229 25 1.9 23 (0.9 0.3 93 1563 459 197 64 (96) 337
IHQ 459 602 395 263 1.2 20 1.8 20 5.1 7.3 53 7.3 72 763 603 679
Huayi Brothers Korea 117 nm n/a n/a 31 n/a na (1.9) n/a n/a nm n/a na 119 43 (32.9)
Multimedia services 256 157 170 23 22 21 104 178 130 1141 9.5 8.8 0.1 1.3 (0.2)
CJE&M 3,563  44.0 81 225 1.8 1.8 17 40 269 74 6.4 8.8 8.7 95 292 179
SBS 444 nm 225 155 0.9 0.8 0.7 (0.1) 3.6 49 200 8.6 69 (0.6) (12.1) (6.0
Disney 173422 162 179 164 34 3.9 37 214 219 227 90 105 102 3.6 02 (4.3)
Time Warner 76,066 166 144 138 3.1 25 22 164 188 170 92 1041 95 (12.0) (12.0) (8.5)
Global OTT
Netflix 92,629 2879 1064 896 199 226 164 76 171 235 1214 818 506 11 1569 249
Note: *Set as peers for valuation comparisons
Source: Bloomberg, Samsung Securities
Table 8. Results and forecasts
(KRWD) 2016* 2017E 2018E 2019E
Revenue 196 287 357 426
Broadcasting 88 114 140 166
Copyrights 75 117 149 187
Other 32 56 67 73
Domestic 151 215 263 310
Overseas 44 72 93 116
Cost of goods sold 168 234 288 338
Production 128 172 212 252
Sales commission 1 17 22 28
Other 29 45 53 58
Gross profit 27 53 69 88
SG&A 6 13 16 19
Operating profit 21 40 53 69
Pre-tax profit 15 39 57 74
Net profit 13 29 43 55
EPS (KRW) 576 1,045 1,522 1,968
Key indicators (%)
Operating margin 10.8 13.9 14.9 16.2
Pre-tax margin 7.7 13.6 16.0 17.3
Net margin 6.5 10.2 12.0 13.0

Note: CJ E&M’s drama production division before split
Source: Company data, Samsung Securities estimates
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Opportunities

China-bound exports resume as THAAD-related risks ease: Korean content exports to
China have plunged over the past year, hit by that nation’s ban on TV programs featuring South
Korean stars. That said, they have potential to bounce back as Sino-Korea tension wanes and amid
cutthroat competition among OTT platforms. Moreover, Studio Dragon may be able to sell copyright
of its jointly produced Netflix Original Series dramas in China as the US firm lacks presence there.

Unexpectedly strong success of dramas: Dramas contain both upside and downside for their
hit-or-miss nature. Unlike movies, however, dramas tend to generate stable profits and have more
upside from copyright sales. Our estimates assume Studio Dragon has potential to release one or two
tent-pole dramas each year.

Risks

Overseas players enter domestic market: Foreign companies are recently investing or
participating in Korean film production, with Okja (Netflix) and The Age of Shadows (Warner
Brothers) good cases in point, respectively. If foreign giants—such as Netflix—jump into the domestic
production business, Studio Dragon may suffer from sales-channel weakening, staff defections, cost
increases, and hikes in competition.

CJ E&M’s commissions may rise: CJ E&M sells dramas on behalf of Studio Dragon for a
commission. Similarly, SBS Contents Hub sells dramas produced by parent SBS on a commission
basis, and the commission rate has been influenced by the business environment of SBS. The roles of
CJ E&M and Studio Dragon may be reversed, but the sales commission rate may change depending
on CJ E&M’s conditions.

Table 9. Scenario analysis for 2018

Worst Base Best
* No tent-pole dramas * 1-2 tent-pole dramas * Hit dramas on global
Scenario * Delayed entrance to global * Domestic and overseas platforms
platform copyright sales keep growing ¢ Exports to China start to grow
* Produce 25 dramas * Produce 27 dramas * Produce 29 dramas
Major assumptions e« Sales growth of 20% both at  * Sales growth of 25% at home e Sales growth: 40% domestic,
home and abroad and 30% abroad 50% overseas
Net profit (KRWb) 39.4 427 53.4
Applied P/E (x) 30.0 35.0 40.0
Target price (KRW) 42,000 53,000 76,000
Upside (%) 20.0 514 1171

Source: Samsung Securities
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Income statement

Balance sheet

Year-end Dec 31 (KRWb) 2016  2017E  2018E  2019E  2020E Year-end Dec 31 (KRWb) 2016 2017E 2018E 2019E 2020E
Sales 154 287 357 426 495 Current assets 81 316 339 408 497
Cost of goods sold 133 234 288 338 381 Cash & equivalents 12 218 217 262 328
Gross profit 22 53 69 88 113 Accounts receivable 37 37 46 55 64
Gross margin (%) 14.0 185 19.3 206 229 Inventories 0 0 0 0 0
SG&A expenses 5 13 16 19 23 Other current assets 33 61 76 91 106
Operating profit 17 40 53 69 91 Fixed assets 161 177 193 202 207
Operating margin (%) 10.8 13.9 14.9 16.2 18.3 Investment assets 2 2 3 3 4
Non-operating gains (losses) (6) 1) 4 5 6 Tangible assets 1 1 1 1 1
Financial profit 1 0 4 5 6 Intangible assets 124 134 144 153 157
Financial costs 2 1 0 ) ) Other long-term assets 33 40 45 45 45
Equity-method gains (losses) 0 0 0 0 0 Total assets 242 494 532 610 704
Other (®) 0 0 0 0 Current liabilities 84 116 m 132 154
Pre-tax profit 10 39 57 74 97 Accounts payable 6 6 7 9 10
Taxes 10 14 18 24 Short-term debt 8 7 0) ) )
Effective tax rate (%) 224 25.0 25.0 25.0 25.0 Other current liabilities 7 103 104 124 144
Profit from continuing operations 8 29 43 55 72 Long-term liabilities 21 3 3 4 5
Profit from discontinued operations 0 0 0 0 0 Bonds & long-term debt 20 0) 0) 0) 0)
Net profit 8 29 43 55 72 Other long-term liabilities 2 3 3 4 5
Net margin (%) 53 10.2 12.0 13.0 146 Total liabilities 106 118 114 136 159
Net profit (controlling interests) 8 29 43 55 72 Owners of parent equity 136 375 418 473 546
Net profit (non-controlling interests) 0 0 0 0 0 Capital stock 1 14 14 14 14
EBITDA 39 82 108 137 172 Capital surplus 115 322 322 322 322
EBITDA margin (%) 25.1 288 30.2 322 348 Retained eamings 8 38 80 136 208
EPS (parent-based) (KRW) 370 1,045 1,622 1,968 2,584 Other 2 2 2 2 2
EPS (consolidated) (KRW) 370 1,045 1,522 1,968 2,584 Non-controlling interests’ equity 0 0 0 0 0
Adjusted EPS (KRW)* 370 1,045 1,622 1,968 2,584 Total equity 136 375 418 473 546
Net debt 16 (192) (218) (262) (328)
Cash flow statement Financial ratios
Year-end Dec 31 (KRWb) 2016  2017E  2018E  2019E  2020E Year-end Dec 31 2016 2017E 2018E 2019E 2020E
Cash flow from operations (12) 59 92 17 147 Growth (%)
Net profit 8 29 43 55 72 Sales n/a 85.7 243 194 16.2
Non-cash profit and expenses 27 53 65 82 100 Operating profit nla 139.8 329 298 318
Depreciation 0 0 0 0 0 Netprofit na 2598 457 293 313
Amortization 22 43 55 68 82 Adjusted EPS* nla 182.8 457 293 313
Other 5 1 10 14 18 Per-share data (KRW)
Changes in A/L from operating activities (46) (14) M) M) 1) EPS (parent-based) 370 1,045 1,522 1,968 2,584
Cash flow from investments (70) (60) (66) (73) (81) EPS (consolidated) 370 1,045 1,522 1,968 2,584
Change in tangible assets 1) 0 0 0 0 Adjusted EPS* 370 1,045 1522 1,968 2,584
Change in financial assets 2 (0) (1) (1) (1) BVPS 6,176 13390 14912 16880 19464
Other (66) (59) (65) (72) (80) DPS (common) 0 0 0 0 0
Cash flow from financing 93 207 (27) 0 0 Valuations (x)
Change in debt 28 @) (27) 0 0 PIE** 947 335 23.0 178 135
Change in equity 126 210 0 0 0 pB™ 57 26 23 2.1 18
Dividends 0 0 0 0 0 EV/EBITDA 257 9.6 741 52 38
Other (60) Q] © 0 0  Ratios
Change in cash 12 207 ™ 45 66 ROE (%) 6.0 15 10.8 124 142
Cash at beginning of year 0 12 218 217 262 ROA (%) 34 8.0 83 97 1.0
Cash at end of year 12 218 217 262 328 ROIC (%) 85 17.8 209 252 316
Gross cash flow 35 83 108 137 173 Payout ratio (%) 0.0 0.0 0.0 0.0 0.0
Free cash flow (14) 6 27 4 61 Dividend yield (common, %) 0.0 0.0 0.0 0.0 0.0
Note: * Excluding one off items, ** Fully diluted, excluding one-off items Net debt to equity (%) 121 (51.2) (52.1) (55.4) (60.2)
*** From companies subject to equity-method valuation Interest coverage (x) 195 431 1182 (304369) (40,124.7)

Source: Company data, Samsung Securities estimates
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Compliance notice

- As of Nov 23, 2017, the covering analyst(s) did not own any shares, or debt instruments convertible into shares, of any company covered in this report.

- As of Nov 23, 2017, Samsung Securities’ holdings of shares and debt instruments convertible into shares of each company covered in this report would not, if such debt instruments
were converted, exceed 1% of each company’s outstanding shares.

- This report has been prepared without any undue external influence or interference, and accurately reflects the views of the analyst(s) covering the company or companies herein.

- All material presented in this report, unless specifically indicated otherwise, is under copyright to Samsung Securities.

- Neither the material nor its content (including copies) may be altered in any form, or by any means transmitted, copied, or distributed to another party, without prior express written
permission from Samsung Securities.

- This memorandum is based upon information available to the public. While we have taken all reasonable care to ensure its reliability, we do not guarantee its accuracy or completeness.
This memorandum is not intended to be an offer, or a solicitation of any offer, to buy or sell the securities mentioned herein. Samsung Securities shall not be liable whatsoever for any
loss, direct or consequential, arising from the use of this memorandum or its contents. Statements made regarding affiliates of Samsung Securities are also based upon publicly
available information and do not necessarily represent the views of management at such affiliates.

- This material has not been distributed to institutional investors or other third parties prior to its publication.

Rating changes over past two years (adjusted share prices)

Date 2017/11/23
Recommendation BUY
Target price (KRW) 53,000
Gap* (average)

(max or min)**

Note: * [(average, maximum, or minimum share price over duration of target price minus target price) / target price] x 100%
** Maximum/minimum share price if new target is higher/lower than market close on the business day prior to target price change

Samsung Securities uses the following investment ratings.

Company Industry
BUY Expected to increase in value by 10% or more within 12 months and OVERWEIGHT Expected to outperform market by 5% or more within 12 months
is highly attractive within sector NEUTRAL Expected to outperform/underperform market by less than
HOLD Expected to increase/decrease in value by less than 10% within 12 months 5% within 12 months
SELL Expected to decrease in value by 10% or more within 12 months UNDERWEIGHT  Expected to underperform market by 5% or more within 12 months

Percentage of ratings in 12 months prior to Sep 30, 2017
BUY (82.2%) | HOLD (17.8%) | SELL (0%)
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Global Disclosures & Disclaimers

General

This research report is for information purposes only. It is not and should not be construed as an offer or solicitation of an offer to purchase or sell any securities or other financial
instruments or to participate in any trading strategy. This report does not provide individually tailored investment advice. This report does not take into account individual client
circumstances, objectives, or needs and is not intended as recommendations of particular securities, financial instruments or strategies to any particular client. The securities and other
financial instruments discussed in this report may not be suitable for all investors. The recipient of this report must make its own independent decisions regarding any securities or
financial instruments mentioned herein and investors should seek the advice of a financial adviser.

This report may not be altered, reproduced, distributed, transmitted or published in whole or in part for any purpose. References to "Samsung Securities" are references to any company in
the Samsung Securities, Co., Ltd. group of companies.

Samsung Securities and/or other affiliated companies, its and their directors, officers, representatives, or employees may have long or short positions in any of the securities or other
financial instruments mentioned in this report or of issuers described herein and may purchase and/or sell, or offer to purchase and/or sell, at any time, such securities or other financial
instruments in the open market or otherwise, as either a principal or agent. Any pricing of securities or other financial instrument contained herein is as of the close of market for such day,
unless otherwise stated. Opinions and estimates contained herein constitute our judgment as of the date of this report and are subject to change without notice.

The information provided in this report is provided "AS IS". Although the information contained herein has been obtained from sources believed to be reliable, no representation or
warranty, either expressed or implied, is provided by Samsung Securities in relation to the accuracy, completeness or reliability of such information or that such information was provided
for any particular purpose and Samsung Securities expressly disclaims any warranties of merchantability or fitmess for a particular purpose. Furthermore, this report is not intended to be
a complete statement or summary of the securities, markets or developments referred to herein.

Samsung Securities does not undertake that investors will obtain any profits, nor will it share with investors any investment profits. Samsung Securities, its affiliates, or any of its and their
affiliates, directors, officers, employees or agents disclaim any and all responsibility or liability whatsoever for any loss (direct or consequential) or damage arising out of the use of all or any
part of this report or its contents or otherwise arising in connection therewith. Information and opinions contained herein are subject to change without notice. Past performance is not
indicative of future results. Foreign currency rates of exchange may adversely affect the value, price or income of any security or financial instrument mentioned in this report. For
investment advice, trade execution or other enquiries, clients should contact their local sales representative. Any opinions expressed in this report are subject to change without notice and
may differ or be contrary to opinions expressed by other business areas or groups of Samsung Securities. Any analysis contained herein is based on numerous assumptions. Different
assumptions may result in materially different results. Samsung Securities is under no obligation to update or keep current the information contained herein. Samsung Securities relies on
information barriers to control the flow of information contained in one or more areas or groups within Samsung Securities into other areas or groups of Samsung Securities. Any prices
stated in this report are for information purposes only and do not represent valuations for individual securities or other financial instruments. Samsung Securities makes no
representation that any transaction can or could have been effected at those prices and any prices contained herein may not reflect Samsung Securities’ internal books and records or
theoretical model-based valuations and may be based on certain assumptions. Different assumptions by Samsung Securities or any other source may yield substantially different results.
Additional information is available upon request.

For reports to be distributed to US:

Securities research is prepared, issued and exclusively distributed by Samsung Securities Co., Ltd., an organization licensed with the Financial Supervisory Service of South Korea. This
research may be distributed in the United States only to major institutional investors as defined in Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended, and may not be
circulated to any other person otherwise. All transactions by U.S. investors involving securities discussed in this report must be effected through Samsung Securities (America) Inc., a
broker-dealer registered with the U.S. Securities & Exchange Commission and a member of the Financial Industry Regulatory Authority/SIPC, and not through any non-U.S. affiliate
thereof. The analysts listed [on the front of this report] are employees of Samsung Securities Co., Ltd., or a non-U.S. affiliate thereof, and are not registered/qualified as research analysts
under applicable U.S. rules and regulations and may not be subject to U.S. restrictions on communications with covered companies, public appearances, and trading securities held by a
research analyst account.

For reports to be distributed to UK:

This report is not an invitation nor is it intended to be an inducement to engage in investment activity for the purpose of section 21 of the Financial Services and Markets Act 2000 of the
United Kingdom ("FSMA"). To the extent that this report does constitute such an invitation or inducement, it is directed only at (i) persons who are investment professionals within the
meaning of Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2001 (as amended) of the United Kingdom (the "Financial Promotion Order"); (ii)
persons who fall within Articles 49(2)(a) to (d) ("high net worth companies, unincorporated associations etc.") of the Financial Promotion Order; and (iii) any other persons to whom this
report can, for the purposes of section 21 of FSMA, otherwise lawfully be made (all such persons together being referred to as "relevant persons").

Any investment or investment activity to which this report relates is available only to relevant persons and will be engaged in only with relevant persons. Persons who are not relevant persons
must not act or rely on this report.

For reports to be distributed to Korea:
This report is for private circulation only, not for sale, and is issued and distributed only to persons permitted under the laws and regulations of Korea.
For reports to be distributed to Singapore:

This report is provided pursuant to the financial advisory licensing exemption under Regulation 27(1)(e) of the Financial Advisers Regulation of Singapore and accordingly may only be
provided to persons in Singapore who are "institutional investors" as defined in Section 4A of the Securities and Futures Act, Chapter 289 of Singapore. This report is intended only for the
person to whom Samsung Securities has provided this report and such person may not send, forward or transmit in any way this report or any copy of this report to any other person.

Analyst certification

The views expressed in this research report accurately reflect the personal views of the analyst(s) about the subject securities or issuers and no part of the compensation of such analyst(s) was,
is, or will be directly or indirectly related to the inclusion of specific recommendations or views in this research report. The analyst(s) principally responsible for the preparation of this research
report receives compensation based on determination by research management and senior management (not including investment banking), based on the overall revenues, including
investment banking revenues of Samsung Securities Co., Ltd. and its related entities and has taken reasonable care to achieve and maintain independence and objectivity in making any
recommendations.

Copyright © 2010 Samsung Securities Co., Ltd.. All rights reserved. This report or any portion hereof may not be reprinted, sold or redistributed without the
prior written consent of Samsung Securities America Inc.
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