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Upside: 27.8%

3Q20 preview

Revenue of W114.6bn (-12.7% YoY) and OP of W11bn (+1.0% YoY), in line with consensus

* Despite a decline in programminngue to end-market weakness, we believe Studio Dragon’s
3Q20 OP margin improved 1.3%p YoY to 9.6%, thanks to licensing sales.

* Programming: We estimate revenue contracted 28.9% YoY to W43.2bn, hurt by a drop in the
number of episodes aired and smaller budgets per title.

* Licensing: We believe revenue (flat YoY) was supported by the simultaneous airinfsof It's Okay
to Not Be Okay, Stranger 2, and Record of Youth on Netflix (NFLX US/CP: US$541.45).

» Costs: Amortization expenses likely fell compared to 2Q20, when the entire production cost of
The King: Eternal Monarch was written off.

* The company’s impressive content performance indicators (Netflix ranking) should spur further
demand for its content.

Market conditions improving
both domestically and globally

Global OTTs competing for content; worst is over for domestic networks

* Content production has faced delays due to the pandemic, resulting in lower-than-expected
gross licensing purchases by existing OTTs.

* On the other hand, such unique circumstances have made it easier for OTTs to expand their
presence. As a result, Netflix reported positive free cash flow for two consecutive quarters.

* OTT latecomers like Disney+, HBO, and Peacock are looking to catch UP by expanding their
content and geographical coverage. The increased spending capability of Nétflix (no. 1 player)
and the eagerness of latecomers should fuel competition for access to quality content.

* Meanwhile, broadcast/cable channels’ ad sales have been picking up in 2H20, easing
uncertainties over domestic programming.

Investment recommendation
and valuation

Maintain Buy and TP of W107,000

* We see a number of positive catalysts in the coming months, including a modest recovery in
domestic programming, OTT competition for licensing, and exports to China. In addition, the
upcoming release of the highly anticipated original drama Sweet Home should raise the
company’s content profile.

« If recent news of a strategic stock swap with NAVER (035420 KS/Buy/TP: W430,000/CP:
W298,500) is confirmed, we see potential for an IP/platform/content partnership, which would
lead to a sharp increase in production capacity.

* We thus see ample upside potential to the 2021 operating profit consensus estimate (W67.7bn),
which has seen continuous downward revisions.

* Amid rising multiples for content producers (due to their strengthened negotiatin%power) and

the imminent release of a major title, we see a clear buying opportunity in Studio Dragon.
Key data
Current price (10/14/20, W) 83,700 Market cap (Wbn) 2,354
160 Studio Dragon KOSDAQ .
140 OP (20F, Wbn) 55 Shares outstanding (mn) 28
120 Consensus OP (20F, Wbn) 54 Free float (%) 383
100 EPS growth (20F, %) 65.2 Foreign ownership (%) 93
80 P/E (20F, x) 53.8 Beta (12M) 0.36
0 ‘ ‘ ‘ Market P/E (20F, x) 163 52-week low (W) 66,400
1019 220 6:20 1020 KosDAQ 861.48 52-week high (W) 92,500
Share performance Earnings and valuation metrics
(%) ™ 6M 12M (Dec.) 2016 2017 2018 2019 2020F 2021F
Absolute 32 7.6 26.1 Revenue (Wbn) - 287 380 469 545 606
Relative 7.1 -238 -6.1 OP (Wbn) - 33 40 29 55 83
OP margin (%) - 115 10.5 6.2 10.1 137
NP (Wbn) - 24 36 26 44 60
EPS (W) - 1,050 1,278 941 1,555 2,138
ROE (%) - 129 93 6.4 9.7 120
P/E () - 61.9 723 85.9 53.8 39.1
P/B (x) - 49 6.5 53 5.0 44
Dividend yield (%) - 0.0 0.0 0.0 0.0 0.0
Notes: Under consolidated K-IFRS; NP is attributable to owners of the parent
/ Source: Company data, Mirae Asset Daewoo Research estimates
M,RAE A—sSE'T Analysts who prepared this report are registered as research analysts in Korea but not in any other jurisdiction, including the US.

Building on principles
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Table 1. Earnings and forecasts (Wbn, %)
1Q19 2Q19 3Q19 4Q19 1Q20 2Q20 3Q20F 4Q20F 2019 2020F 2021F
Revenue 112 128 131 97 120 161 115 148 469 545 606
Programming 44 58 61 46 45 65 43 42 209 196 197
Licensing 56 60 60 43 67 76 60 95 219 297 355
Other 12 10 10 9 8 20 11 12 41 51 54
Costs 97 113 116 95 104 140 99 126 421 469 502
Production costs 49 65 71 49 62 75 51 73 233 260 284
Commission fees 15 10 10 1 11 14 12 19 47 56 71
Depreciation/amortization 27 32 28 28 26 45 31 29 115 132 124
Other 6 6 7 4 5 5 6 25 20 23
SG8A 4 5 4 6 5 5 5 7 19 21 22
EBITDA 38 43 40 24 38 63 43 45 145 189 207
OoP 11 11 11 4 1 17 1 15 29 55 83
OP margin 9.9 84 83 -4.2 9.5 10.5 9.6 104 6.1 10.1 136
Pretax profit 13 12 13 5 12 17 12 16 33 57 77
NP 9 7 12 2 8 13 9 13 26 44 60
Net margin 82 57 88 1.7 7.0 83 8.0 85 56 8.0 9.9
YoY
Revenue 400 725 6.0 -43 76 259 127 524 234 16.2 113
Programming 84 70.5 244 -16.1 25 126 289 75 17.2 6.0 04
Licensing 75.1 109.2 54 133 19.1 255 0.1 1211 353 355 19.5
Other 63.1 141 9.0 -6.7 292 1071 10.0 30.0 30 26.7 5.0
EBITDA 347 1825 -115 -85 0.0 443 76 86.3 264 29.7 9.9
OoP 35 438 -493 TTR 4. 56.8 1.0 TTB 280 91.5 50.6
NP 16.1 -17.8 331 TTR 76 84.0 210 TTB -26.1 65.7 377
Major assumptions
No. of titles aired 6.5 75 7.0 6.5 6.5 6.5 7.0 6.5 275 26.5 27.0
No. of titles licensed to Netflix 15 25 15 04 15 20 25 20 59 80 80

Note: Under consolidated K-IFRS
Source: Company data, Mirae Asset Daewoo Research estimates

Figure 1. Upcoming titles such as Sweet Home should attract a global audience (incl. US viewership)
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Income statement (summarized)

Balance sheet (summarized)

Studio Dragon

(Wbn) 2018 2019  2020F  2021F (Whn) 2018 2019  2020F  2021F
Revenue 380 469 545 606 Current assets 247 244 398 607
Cost of revenue 324 421 469 502 Cash & equivalents 153 60 181 369
Gross profit 56 48 76 104 AR &other receivables 69 84 128 142
SG&A expenses 16 19 21 22 Inventory 1 0 0 0
OP (adj.) 40 29 55 83 Other current assets 24 100 89 96
OoP 40 29 55 83 Non-current assets 265 337 302 178
Non-operating profit 6 4 2 -6 Investments in associates 0 0 0 0
Net financial income 3 3 2 4 PP&E 1 1 4 3
Net income from associates 0 0 0 0 Intangible assets 199 233 159 35
Pretax profit 46 33 57 77 Total assets 512 582 700 785
Income tax 10 7 13 17 Current liabilities 108 145 221 246
Profit from continuing operations 36 26 44 60 AP &other payables 55 64 98 109
Profit from discontinued operations 0 0 0 0 Short-term financial liabilities 0 2 3 3
NP 36 26 44 60 Other current liabilities 53 79 120 134
Attributable to owners 36 26 44 60 Non-current liabilities 3 8 8 8
Attributable to minority interests 0 0 0 0 Long-term financial liabilities 2 8 7 7
Total comprehensive income 35 26 4 60 Other non-current liabilities 1 0 1 1
Attributable to owners 35 26 44 60 Total liabilities 11 153 229 254
Attributable to minority interests 0 0 0 0 Equity attributable to owners 401 428 471 531
EBITDA 115 146 189 208 Capital stock 14 14 14 14
FCF -29 -13 102 184 Capital surplus 320 322 322 322
EBITDA margin (%) 303 31.1 347 343 Retained earings 68 94 137 197
OP margin (%) 10.5 6.2 10.1 137 Minority interests 0 0 0 0
Net margin (%) 9.5 5.5 8.1 9.9 Shareholders' equity 401 428 4 531
Cash flow statement (summarized) Key valuation metrics/ratios
(Wbn) 2018 2019  2020F  2021F 2018 2019  2020F  2021F
Operating cash flow -29 -12 106 184 P/E () 723 85.9 53.8 39.1
NP 36 26 44 60 P/CF (x) 216 15.1 124 1.9
Non-cash income/expenses 84 124 147 138 P/B (x) 6.5 53 5.0 44
Depreciation 0 2 2 1 EV/EBITDA (x) 21.1 15.0 11.5 9.5
Amortization 75 115 132 125 EPS (W) 1,278 941 1,555 2,138
Other 9 7 13 12 CFPS (W) 4,280 5,346 6,767 7,047
Chg. in working capital -139 -143 -7 3 BPS (W) 14305 15242 16,756 18,894
Chg. in AR & other receivables -27 -22 -48 -14 DPS (W) 0 0 0 0
Chg. in inventory 0 1 0 0 Dividend payout ratio (%) 0.0 0.0 0.0 0.0
Chg. in AP & other payables 26 9 13 3 Dividend yield (%) 0.0 0.0 0.0 0.0
Income tax -10 -19 -13 -17 Revenue growth (%) 324 234 16.2 11.2
Cash flow from investing activities M -81 19 4 EBITDA growth (%) 55.4 27.0 295 10.1
Chg.in PP&E 0 0 -4 0 OP growth (%) 21.2 275 89.7 50.9
Chg. inintangible assets 0 0 0 0 EPS growth (%) 21.7 -264 65.2 375
Chg. in financial assets 140 -42 38 -1 AR turnover (x) 6.1 6.2 52 45
Other 1 -39 -15 5 Inventory turnover (x) 4054 1,620.7 0.0 0.0
Cash flow from financing activities -10 0 -3 -1 AP turnover (x) 253 221 20.2 16.9
Chg. in finandial liabilities -8 8 0 0 ROA (%) 74 48 6.8 8.1
Chg. in equity 1 2 0 0 ROE (%) 9.3 6.4 9.7 12.0
Dividends 0 0 0 0 ROIC (%) 15.2 8.7 145 384
Other -3 -10 3 -1 Debt-to-equity ratio (%) 277 35.8 485 47.7
Chg. in cash 102 93 122 187 Current ratio (%) 2284 168.4 180.0 247.0
Beginning balance 51 153 60 181 Net debt-to-equity ratio (%) -39.2 212 -40.9 714
Ending balance 153 60 181 369 Interest coverage ratio () 343.0 58.1 53.6 77.8

Source: Company data, Mirae Asset Daewoo Research estimates
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Appendix 1

Two-year rating and TP history

Company Date Rating TP (W)
Studio Dragon (253450) 05/08/20 B 107,000 w Studio Dragon
udio Dragon uy \ 200,000
11/22/19 Buy 112,000
07/21/19 Buy 87,000 150,000
02/15/19 Buy 130,000
100,000 A . .
11/08/18 Buy 153,000 v wmmth =N W s
06/22/18 Buy 150,000 ””‘\M”""j
50,000
. ‘ t
Oct 18 Oct 19 Oct 20
Stock ratings Sector ratings
Buy Expected 12-month performance: +20% or greater Overweight ~ Expected to outperform the market over 12 months
Trading Buy Expected 12-month performance: +10% to +20% Neutral Expected to perform in line with the market over 12 months
Hold Expected 12-month performance: -10% to +10% Underweight Expected to underperform the market over 12 months
Sell Expected 12-month performance: -10% or worse

Rating and TP history: Share price (=), TP (=), Not Rated (m), Buy (4 ), Trading Buy (m), Hold (e), Sell (¢)

* Our investment rating is a guide to the expected return of the stock over the next 12 months.

* Outside of the official ratings of Mirae Asset Daewoo Co., Ltd., analysts may call trading opportunities should technical or short-term material developments arise.
* The TP was determined by the research analyst through valuation methods discussed in this report, in part based on estimates of future earnings.

* TP achievement may be impeded by risks related to the subject securities and companies, as well as general market and economic conditions.

Ratings distribution and investment banking services

Buy Trading Buy Hold Sell
Ratings distribution 73.62% 14.11% 11.04% 1.23%
Investment banking services 72.22% 11.11% 16.67% 0.00%

* Based on recommendations in the last 12 months (as of September 30, 2020)

Disclosures
As of the publication date, Mirae Asset Daewoo Co., Ltd. and/or its affiliates do not have any special interest with the subject company and do not own 1% or more of
the subject company's shares outstanding.

Analyst certification

The research analysts who prepared this report (the “Analysts”) are registered with the Korea Financial Investment Association and are subject to Korean
securities regulations. They are neither registered as research analysts in any other jurisdiction nor subject to the laws or regulations thereof. Each Analyst
responsible for the preparation of this report certifies that (i) all views expressed in this report accurately reflect the personal views of the Analyst about any
and all of the issuers and securities named in this report and (ii) no part of the compensation of the Analyst was, is, or will be directly or indirectly related to
the specific recommendations or views contained in this report. Mirae Asset Daewoo Co., Ltd. (“Mirae Asset Daewoo") policy prohibits its Analysts and
members of their households from owning securities of any company in the Analyst's area of coverage, and the Analysts do not serve as an officer, director,
or advisory board member of the subject companies. Except as otherwise specified herein, the Analysts have not received any compensation or any other
benefits from the subject companies in the past 12 months and have not been promised the same in connection with this report. Like all employees of Mirae
Asset Daewoo, the Analysts receive compensation that is determined by overall firm profitability, which includes revenues from, among other business units,
the institutional equities, investment banking, proprietary trading, and private client divisions. At the time of publication of this report, the Analysts do not
know or have reason to know of any actual, material conflict of interest of the Analyst or Mirae Asset Daewoo except as otherwise stated herein.

Disclaimers

This report was prepared by Mirae Asset Daewoo, a broker-dealer registered in the Republic of Korea and a member of the Korea Exchange. Information
and opinions contained herein have been compiled in good faith and from sources believed to be reliable, but such information has not been independently
verified and Mirae Asset Daewoo makes no guarantee, representation or warranty, express or implied, as to the fairness, accuracy, completeness, or
correctness of the information and opinions contained herein or of any translation into English from the Korean language. In case of an English translation
of a report prepared in the Korean language, the original Korean language report may have been made available to investors in advance of this report.

The intended recipients of this report are sophisticated institutional investors who have substantial knowledge of the local business environment, its common
practices, laws, and accounting principles, and no person whose receipt or use of this report would violate any laws or regulations or subject Mirae Asset
Daewoo or any of its affiliates to registration or licensing requirements in any jurisdiction shall receive or make any use hereof.

This report is for general information purposes only and is not and shall not be construed as an offer or a solicitation of an offer to effect transactions in any
securities or other financial instruments. The report does not constitute investment advice to any person, and such person shall not be treated as a client of
Mirae Asset Daewoo by virtue of receiving this report. This report does not take into account the particular investment objectives, financial situations, or
needs of individual clients. The report is not to be relied upon in substitution for the exercise of independent judgment. Information and opinions contained
herein are as of the date hereof and are subject to change without notice. The price and value of the investments referred to in this report and the income
from them may depreciate or appreciate, and investors may incur losses on investments. Past performance is not a guide to future performance. Future
returns are not guaranteed, and a loss of original capital may occur. Mirae Asset Daewoo, its affiliates, and their directors, officers, employees, and agents
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do not accept any liability for any loss arising out of the use hereof.

Mirae Asset Daewoo may have issued other reports that are inconsistent with, and reach different conclusions from, the opinions presented in this report.
The reports may reflect different assumptions, views, and analytical methods of the analysts who prepared them. Mirae Asset Daewoo may make investment
decisions that are inconsistent with the opinions and views expressed in this research report. Mirae Asset Daewoo, its affiliates, and their directors, officers,
employees, and agents may have long or short positions in any of the subject securities at any time and may make a purchase or sale, or offer to make a
purchase or sale, of any such securities or other financial instruments from time to time in the open market or otherwise, in each case either as principals or
agents. Mirae Asset Daewoo and its affiliates may have had, or may be expecting to enter into, business relationships with the subject companies to provide
investment banking, market-making, or other financial services as are permitted under applicable laws and regulations.

No part of this document may be copied or reproduced in any manner or form or redistributed or published, in whole or in part, without the prior written
consent of Mirae Asset Daewoo. For further information regarding company-specific information as it pertains to the representations and disclosures in this
Appendix 1, please contact compliance@miraeasset.us.com or +1 (212) 407-1000.

Distribution

United Kingdom: This report is being distributed by Mirae Asset Securities (UK) Ltd. in the United Kingdom only to (i) investment professionals falling within
Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (the “Order”), and (ii) high net worth companies and other
persons to whom it may lawfully be communicated, falling within Article 49(2)(A) to (E) of the Order (all such persons together being referred to as “Relevant
Persons”). This report is directed only at Relevant Persons. Any person who is not a Relevant Person should not act or rely on this report or any of its contents.
United States: Mirae Asset Daewoo is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation
of research reports and the independence of research analysts. This report is distributed in the U.S. by Mirae Asset Securities (USA) Inc., a member of
FINRA/SIPC, to “major U.S. institutional investors” in reliance on the exemption from registration provided by Rule 15a-6(b)(4) under the U.S. Securities
Exchange Act of 1934, as amended. All U.S. persons that receive this document by their acceptance hereof represent and warrant that they are a major U.S.
institutional investor and have not received this report under any express or implied understanding that they will direct commission income to Mirae Asset
Daewoo or its affiliates. Any U.S. recipient of this document wishing to effect a transaction in any securities discussed herein should contact and place orders
with Mirae Asset Securities (USA) Inc. Mirae Asset Securities (USA) Inc. accepts responsibility for the contents of this report in the U.S., subject to the terms
hereof, to the extent that it is delivered to a U.S. person other than a major U.S. institutional investor. Under no circumstances should any recipient of this
research report effect any transaction to buy or sell securities or related financial instruments through Mirae Asset Daewoo. The securities described in this
report may not have been registered under the U.S. Securities Act of 1933, as amended, and, in such case, may not be offered or sold in the U.S. or to U.S.
persons absent registration or an applicable exemption from the registration requirements.

Hong Kong: This report is distributed in Hong Kong by Mirae Asset Securities (HK) Limited, which is regulated by the Hong Kong Securities and Futures
Commission. The contents of this report have not been reviewed by any regulatory authority in Hong Kong. This report is for distribution only to professional
investors within the meaning of Part I of Schedule 1 to the Securities and Futures Ordinance of Hong Kong (Cap. 571, Laws of Hong Kong) and any rules
made thereunder and may not be redistributed in whole or in part in Hong Kong to any person.

All other jurisdictions: Customers in all other countries who wish to effect a transaction in any securities referenced in this report should contact Mirae Asset
Daewoo or its affiliates only if distribution to or use by such customer of this report would not violate applicable laws and regulations and not subject Mirae
Asset Daewoo and its affiliates to any registration or licensing requirement within such jurisdiction.
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