Studio Dragon essssox

Releasing dramas on Netflix every month

Reflecting adjustments to our 2H19 earnings forecasts, we lower our TP on
Studio Dragon to W110,000. But, the firm’s sales towards Netflix should
remain steady, and a Netflix original series produced by the studio is to be
released within August. We believe that the current burden of accelerated
amortization represents a process of finding long-term margins stability.
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Maintain Buy, but lower TP to W110,000

We view some recent concerns over Studio Dragon’s production capabilities
(stemming from disappointment over Arthdal Chronicles) as being overly
reflected in the company’s share price. Believing that these worries will fade,
we maintain a Buy rating on Studio Dragon, noting positive receptions to its
recent releases such as Hotel Del Luna, Search: WWW, and Watcher. But, we
lower our TP by 4.3% to W110,000, reflecting downward adjustments to our
2H19 earnings forecasts in light of: 1) the fact that tent-pole drama Hotel Del
Luna is being sold on a region-by-region basis, and as such, related sales will be
recorded over a longer-than-expected period (that said, distribution margins
should come in similar to those on dramas sold to Netflix); and 2) our exclusion
of 2H19 sales to China (W8bn).

Releasing dramas on Netflix every month

Studio Dragon’s dramas are being released on Netflix every month, including:
1) tent-poles such as Memories of the Alhambra (Jan 19) and Arthdal
Chronicles (Jun 19); and 2) non-tent-poles such as Romance is a Bonus Book
(Feb 19), Possessed (Mar 19), Abyss and One Spring Night (May 19), and
Designated Survivor: 60 Days. Compared to 2018: 1) there has been a rise in the
number of the firm’s non-tent-pole dramas sold to Netflix; and 2) the inclusion
of dramas of diverse genres stands out. In August, the first season of Netflix’s
original series Love Alarm (8 episodes; produced by Studio Dragon) is to be
released. As it is based on a popular webtoon of the same name, the new series
should: 1) attract fans of the original webtoon; and 2) quickly build an audience
thanks to its easy to follow storyline. We believe that success for the series will
bolster confidence in studio’s acumen in producing multi-season dramas.

2Q19 preview: Four dramas released on Netflix, but accelerated
amortization to increase as well

We expect Studio Dragon to record consolidated 2Q19 sales of W139bn
(+87.1% y-y) and OP of W10.3bn (+41% y-y). Given that the firm sold four
dramas to Netflix in 2Q19, distribution sales should come in solid; however, an
increase in accelerated amortization of intangible assets looks inevitable, as
well. However, it should be noted that as sales recognition period is much
shorter for dramas sold to Netflix, the simultaneous recognition of sales and
costs is to bode well for mid/long-term margins stability.

NH Research Center

Buy (maintain)

TP W110,000 (lower)
CP (19/07/23) W66,800
Sector Entertainment
Kospi/Kosdaq 2,101.45/ 668.65

Market cap (common) US$1,590.8mn

Outstanding shares (common) 28.1mn
52W high ('18/10/01) W116,300
low ('19/07/03) W66,000
Average trading value (60D) US$10.3mn
Dividend yield (2019E) 0.00%
Foreign ownership 2.5%
Major Shareholders
CJ ENM & 3 others 74.4%
Share perf M 6M 12M
Absolute (%) 276 245 -319
Relative (%p) 17.6 215 229
2018 2019E  2020F  2021F
Sales 3796 5588 6082 6855
Chg 324 47.2 8.8 12.7
OoP 39.9 55.9 815  101.1
Chg 20.9 40.1 45.8 24.0
OPM 10.5 10.0 134 14.7
NP 35.8 48.6 69.5 84.9
EPS 1278 1,732 2479 3,025
Chg 21.7 35.5 43.1 22.0
PIE 72.3 38.6 26.9 22.1
P/B 6.5 42 3.6 3.1
EVIEBITDA 21.2 9.8 8.0 6.9
ROE 9.3 1.4 14.3 15.1
Debt/equity 21.7 26.1 23.6 21.2
Net debt -155.5 1421 -2342 -333.2

Unit: Wbn, %, won, x

Note 1: NP excludes minority interests

Note 2: EPS, P/E, P/B, ROE based on NP (excl minority interests)
Source: NH I&S Research Center estimates
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2Q19 preview (K-IFRS consolidated)

(Unit: Wbn, %)

2Q18 3Q18 4Q18 1Q19 . 2019 . 3Q19F
Revised y-y q-q Previous Consen
Sales 743 1237 1017 1118 139.0 871 243 125.8 119.9 164.6
OoP 73 215 04 10 103 41.0 -6.4 13.2 11.0 234
OPM 99 174 0.4 9.9 7.4 10.5 9.2 14.2
Pre-tax profit 1.0 220 1.7 132 140 272 6.2 16.9 12.2 24.0
l';‘}f;ﬁ:’s‘tc)' minoity g9 473 17 92 10 233 190 132 106 187
Source: WISEfn, NH 1&S Research Center estimates
Earnings forecasts (IFRS-consolidated) (Unit: Wbn, won, X, %)
2018 2019E 2020F 2021F
Sales - Revised 379.6 558.8 608.2 685.5
- Previous 527.3 578.3 681.2
- Change 6.0 52 0.6
OP - Revised 39.9 55.9 81.5 101.1
- Previous 65.2 91.8 145.8
- Change -14.3 -11.2 -30.7
OPM - Revised 10.5 10.0 13.4 14.7
EBITDA 115.2 176.1 205.5 2221
NP (excl minority interests) 35.8 48.6 69.5 84.9
EPS - Revised 1,278 1,732 2,479 3,025
- Previous 1,990 2,767 4,267
- Change -13.0 -10.4 -29.1
P/E 72.3 38.6 26.9 221
P/B 6.5 42 36 3.1
EV/EBITDA 21.2 9.8 8.0 6.9
ROE 9.3 114 14.3 15.1

Note 1: EPS, P/E, P/B, and ROE based on NP (excluding minority interests)

Note 2: Expectations for a reviving China business excluded from all earnings forecasts

Source: NH 1&S Research Center estimates

Target EV/IEBITDA calculations

(Unit: x, %, Wbn, won, 1,000 shr)

2019E Multiple (x) Value | Note

2019E; a target EV/EBITDA at discount to average

Operating value (A) 176.1 | EVIEBITDA 16.5 2,904.9 | EV/EBITDA multiple for global OTT players and Chinese
production companies

Net debt (B) -230.0

Total value (A)-(B) 3,134.9

Value/share 111,754 | Upside 65%

Number of outstanding shrs 28,051,490

Note: NH 1&S Research Center
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(Unit: episodes, Wbn, %)

1Q17  2Q17 3Q17 4Q17 | 1Q18 2Q18 3Q18 4Q18 | 1Q19 2Q19E 3Q19F 4Q19F | 2017 2018P 2019E

Number of dramas 4 6 6 7 6 6 6 8 7 8 10 8 22 25 33
TV (domestic) 4 6 6 7 6 6 6 8 7 8 9 7 22 25 31
oTT - - - - - - - - - - 1 1 - - 2
Sales 753 621 775 79| 799 743 1237 101.7 | 111.8 139.0 164.6 1433 | 286.8 379.6 558.8
Broadcasting revenue 263 241 48 390 | 407 341 489 544 | 441 565 640 530 131.2 1781 2175
IP +VOD 365 263 233 257 321 288 634 378| 562 706 8.1 770| 1118 1621 289.0
Other (DVD, OST) 125 116 124 72 741 114 14 95| 115 119 155 133 | 437 394 523
y-y (%) - - - - 6.0 196 597 415| 400 871 331 409 | 467 324 472
COGS 586 499 668 644 | 662 637 989 952 | 968 1253 137.3 1269 | 239.7 324.0 486.3
Production costs 352 318 382 45| 446 333 477 600 | 438 705 89 781 | 1497 1856 2833
Amortization costs 99 98 103 109 | 126 131 233 259 | 267 342 313 276| 410 749 1199
Other 134 83 182 9.0 9.1 172 279 93| 213 206 200 212| 490 635 831
GP 168 122 107 74| 136 106 248 65| 150 137 274 164 471 556 725
GPM 22 196 139 104 | 171 143 201 64| 134 99 166 114| 164 146 130
OoP 14.0 89 6.7 35| 107 73 215 04| 110 103 234 112 331 398 559
OPM 185 143 8.7 48| 133 99 174 04 9.9 74 142 78| 115 105 100
y-y (%) - - - -| -237 -17.6 2185 -889 35 410 8.9 28035 205 404
NP 134 28 5.7 20 79 89 173 1.7 92 11.0 187 97| 238 358 486
NPM 17.8 45 7.3 2.8 98 120 140 1.7 82 79 114 6.8 83 94 87

Note: Number of dramas based on those aired in each quarter (if a drama is aired through two consecutive quarters, 0.5 is reflected for each quarter)

Source: NH 1&S Research Center estimates

Love Alarm: Original Webtoon receives high scoring *

Netflix’s Love Alarm to be released in August
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Source: Kakao Page, NH 1&S Research Center

Source: Netflix, NH 1&S Research Center
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Highest

Title Airing date Quarter | Channel Type . .| Remarks
viewership
God’s Quiz: Reboot 18.11.14~19.01.10 4Q,1Q OCN 16 episodes 2.7% All episodes supplied to Netflix
Tale of Fairy 18.11.05~18.12.25 4Q,1Q tvN 16 episodes 5.6%
Priest 18.11.24~19.01.20 4Q,1Q OCN 16 episodes 2.5%
Eunjoo’s Room 18.11.06~19.01.22 4Q,1Q Olive 12 episodes 0.6% Second season possible
Encounter 18.11.28~18.01.24 4Q,1Q tvN 16 episodes 10.3% Export to more than 100 countries
Memories of the Alhambra  18.12.01~18.01.20 1Q N 16 episodes 10.0% [Et(;'gn‘;g'fg g‘;ﬁg'ed fo Nefiix
The Man Who Became a King 19.01.07~19.03.04 1Q tvN 16 episodes 10.9%
Touch Your Heart 19.02.06~19.03.28 1Q tvN 16 episodes 4.7%
Romance is a Bonus Book 19.01.26~19.03.17 1Q tvN 16 episodes 6.7% Globally aired on Netflix
Possessed 19.03.06~19.04.25 1Q,2Q OCN 16 episodes 2.6%
Kill it 19.03.23~19.04.28 1Q,2Q OCN 12 episodes 2.8%
He is Psychometric 19.03.11~19.04.30 1Q,2Q tvN 16 episodes 2.8%
Confession 19.03.23~19.05.12 1Q,2Q tvN 16 episodes 6.3%
Her Private Life 19.04.10~19.05.30 2Q tvN 16 episodes 3.1%
Abyss 19.05.06~19.06.25 2Q tvN 16 episodes 3.9% Globally aired on Netflix
Save Me 2 19.05.08~19.06.27 2Q OCN 16 episodes 3.6%
Voice 3 19.05.11~19.06.16 2Q OCN 12 episodes 5.5%
Spring Night 19.05.22~19.07.11 2Q, 3Q MBC 16 episodes 9.5% Globally aired on Netflix; JS Pictures
Arthdal Chronicles $1 19.06.01~19.07.07 2Q, 3Q tvN 12 episodes 7.7% [Tent-pole] Multi-season drama
Search: WWW 19.06.05~19.07.25 2Q, 3Q tvN 16 episodes 4.0%
Watcher 19.07.06~19.08.25 3Q OCN 16 episodes 5.4%
Designated Survivor 19.07.01~19.08.20 3Q tvN 16 episodes 4.3% Globally aired on Netflix
Class of Lies 19.07.17~19.09.05 3Q tvN 16 episodes 2.4%
Hotel del Luna 19.07.13~19.08.31 3Q tvN 16 episodes 8.3% [Tent-pole]
Doctor John 19.07.19~19.09.07 3Q SBS 16 episodes 10.1%
‘r’l":;'; the Devil Calls Your | 4 ;7 3149 09,19 30 N 16 episodes
Arthdal Chronicles S1part 3 | 19.09.07~19.09.22 3Q tvN 6 episodes
Hell is others 19.08.31~19.09.29 3Q OCN 10 episodes
Catch the Ghost 19.08.26~19.10.15 3Q,4Q tvN 16 episodes
Miss Lee 19.09.25~19.11.14 3Q,4Q tvN 16 episodes
Melting Me Softly 19.10.19~19.12.08 4Q tvN 16 episodes
Great Show 19.10.21~19.12.10 4Q tvN 16 episodes
Emergency Love Landing 19.11~ 4Q tvN 16 episodes
Love Alarm $1 Xig;;?lggfgd on 3Q Netflix 8 episodes Netflix original, multi-season drama
| am Alone S$1 4Q Netflix | 12~ 15 episodes Netflix original, multi-season drama

Source: Studio Dragon, media report, Nielson Korea, NH &S Research Center estimates
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Valuation / Profitability / Stability

(Wbn) 2018/12A 2019/12E 2020/12F 2021/12F 2018/12A 2019/12E 2020/12F 2021/12F
Sales 379.6 558.8 608.2 685.5  Price/Earnings (x) 72.3 38.6 26.9 221
Growth (%) 32.4 47.2 8.8 12.7  Price/Book Value (x) 6.5 42 36 3.1
COGS 324.0 486.3 506.2 558.2  Price/Gross Cash Flow (x) 235 10.4 8.9 8.4
Gross Profit 55.6 72.5 102.0 127.3  Price/Sales (x) 6.8 34 31 2.7
Gross margin (%) 14.6 13.0 16.8 18.6  EV/EBITDA (x) 21.2 9.8 8.0 6.9
SG&A 15.7 16.6 20.6 26.2  EVIEBIT (x) 61.1 31.0 201 15.2
Operating Income 39.9 55.9 81.5 1011 Fully diluted EPS (won) 1,278 1,732 2,479 3,025
Growth (%) 20.9 40.1 45.8 24.0  BVPS (won) 14,305 16,037 18,516 21,542
Operating margin (%) 10.5 10.0 13.4 14.7  Sales PS (won) 13,539 19,922 21,682 24,436
EBITDA 115.2 176.1 205.5 2221 ROE (%) 9.3 1.4 14.3 15.1
Non-Operating Profit 5.8 1.7 1.7 7.7 ROA(%) 74 9.0 1.5 12.4
Financial Income(Costs) 6.1 7.6 7.6 76  ROIC (%) 1.5 15.9 234 29.6
Other Non-Operating Profit -0.3 01 01 0.1  Dividend Yield (%) 0.0 0.0 0.0 0.0
Gains(Losses) in Associates, Subsidiaries and JVs 0.0 0.0 0.0 0.0  Payout Ratio (%) 0.0 0.0 0.0 0.0
Pre-tax Profit from Cont. Op. 45.6 63.7 89.2 108.8  Total Cash Dividend (Wbn) 0.0 0.0 0.0 0.0
Income Taxes 9.8 15.1 19.6 23.9  Cash DPS (won) 0 0 0 0
Profit from Continuing Op. 35.8 48.6 69.5 84.9  Net debt(cash)/ equity (%) -38.8 -31.6 -45.1 -55.1
Net Profit 35.8 48.6 69.5 84.9  Debt/ equity (%) 21.7 26.1 23.6 21.2
Growth (%) 50.4 35.8 43.0 22.2  Interest-Bearing Debts (Wbn) 0.0 0.0 0.0 0.0
Net margin (%) 94 8.7 11.4 12.4  Current Ratio (%) 228.4 220.4 292.6 362.0
Net Profit of Parent 35.8 486 69.5 84.9  Total shares (mn) 28 28 28 28
Net Profit to Non-Controlling 0.0 0.0 0.0 0.0  Parvalue (won) 500 500 500 500
Other Comprehensive Income -1.1 0.0 0.0 0.0  Share price (won) 92,400 66,800 66,800 66,800
Total Comprehensive Income 347 48.6 69.5 84.9  Market Cap (Wbn) 2,592 1,874 1,874 1,874

STATEMENT OF FINANCIAL POSITION

CASH FLOW STATEMENT

(Wbn) 2018/12A 2019/12E 2020/12F 2021/12F  (Wbn) 2018/12A 2019/12E 2020/12F 2021/12F
Cash and Cash Equivalents 153.0 139.5 2315 330.3  Operating Cash Flow -29.1 156.0 190.9 202.6
Accounts Receivables 68.8 82.5 85.8 88.4  Net Profit 35.8 48.6 69.5 84.9
Total Current Assets 247.2 248.3 3444 446.7  Depreciation & Amortization 75.3 120.1 124.0 121.0
Tangible Assets 1.0 0.7 0.5 04  +Loss(Gains) from Subs 0.0 0.0 0.0 0.0
Investment Assets 37 30.5 5.7 5.9  +FC translation loss(profit) -0.5 0.0 0.0 0.0
Non-Current Assets 265.2 318.8 2974 285.8  Gross Cash Flow 110.2 180.8 2094 2241
Assets 512.4 567.1 641.8 7325 - Incr. (Decr.) in WC -139.4 9.7 1.1 25
Short-Term Debt 0.0 0.0 0.0 0.0 Investing Cash Flow 1406  -170.9 -989  -103.8
Account Payables 19.6 19.6 20.0 20.8  + Decr. In Tangible Assets 0.0 0.0 0.0 0.0
Current Liabilities 108.2 112.6 117.7 123.4  -Incr. In Tangible Assets (capex) -0.2 0.0 0.0 0.0
Long-Term Debt 21 35 35 35  +Disp.(Acq.) of Inv. Assets 0.1 -26.8 248 -0.2
Long-Term Allowance 0.7 1.1 1.2 1.3 Free Cash Flow -29.3 156.0 190.9 202.6
Non-Current Liabilities 29 4.6 4.7 4.8  Net Cash Flow 1M1.5 -14.9 92.0 98.8
Liabilities 111.1 117.2 1224 128.2  Financing Cash Flow 9.7 1.4 0.0 0.0
Capital Stock 14.0 14.0 14.0 14.0  Equity Financing 0.5 0.0 0.0 0.0
Capital Surplus 320.1 320.1 320.1 320.1  Debt Financing -10.2 14 0.0 0.0
Retained Earnings 67.6 116.2 185.8 270.6  Incr.(Decr.) in Cash 101.7 -13.5 92.0 98.8
Non-Controlling Interests Equity 0.0 0.0 0.0 0.0  Ending Cash and Cash Equivalents 153.0 139.5 2315 330.3
Shareholders' Equity 401.3 449.9 519.4 604.3  Net Debt (Cash) -1555  -1421 2342 -3332
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Rating and TP update Studio Dragon (253450.KQ)
. Disparity ratio (%)
Date Rating TP Avg Max/Min (won)
2019.07.24 Buy W110,000(12M) - - 200,000 Closing Prce
2019.06.04 Buy W115,000(12M) -39.5% -35.8% ST o
2019.02.15 Buy W135,000(12M) -34.2% -27.2% 160,000 | ===Target price(12M)
2018.07.30 Buy W150,000(12M) -32.9% -22.5% 120000 |
2018.03.30 Buy W110,000(12M) -8.5% 8.9%
80,000
40,000
0 1 1 1 1 1 ]
477 711 183 87 841 93 97

NH Investment & Securities stock ratings

1. Rating based on a stock’s forecasted absolute return over a period of 12 months from the date of publication.

© Buy: Greater than +15%

@ Hold: -15% to +15%
o Sell: Less than -15%

2. Regarding listed companies under NH 1&S’ coverage, our stock ratings break down as follows (as of Jul 19, 2019).
o NH 1&S’ stock rating distribution

Buy

\ Hold

| Sell

77.7%

\ 22.3%

\ 0.0%

- The stock rating on an individual company can change at irregular intervals. Our stock rating distribution is calculated on a weekly basis.

Compliance notice

o NH I&S does not have a stake greater than or equal to 1% in Studio Dragon as of the preparation date.

o NH I&S has not provided this material to any institutional investor or other third party in advance.

o The analyst and his/her spouse do not own any securities of Studio Dragon as of the preparation date.

o This report correctly reflects the analyst's opinion and was written without any external influence or intervention.

Disclosures

The research is based on current public information that NH 1&S considers reliable, but NH 1&S does not represent it as accurate or complete and it should not be relied on as such.
Furthermore, the research does not take into account particular investment objectives, financial situations or individual client needs, and NH 1&S is in no way legally responsible for future
returns or loss of original capital. All materials in this report are the intellectual property of NH I&S. Copying, distributing, transmitting, transforming or lending of this material without NH &S
consent is prohibited.
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