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Favorably positioned in negotiations with
Chinese firms

Snapshot: Key business areas are production, management, record label, and
tours

Established in 1980, SM Culture & Content (SM C&C) was formerly known as BT&l prior
to its acquisition in 2012 by SM Entertainment. Since then, the company has broadened
its business portfolio to other areas, including drama production.

SM C&C mainly engages in video content production, but also runs other businesses,
including artist management, tour services, and a record label. The company focuses on
creating synergy between its businesses, such as using its artists for promotional
purposes or selling tour products tied to popular Korean stars.

Catalysts: Co-productions with Chinese partners to expand

As a content producer, SM C&C boasts several advantages. Firstly, the company
represents SM Entertainment artists (who are popular in China) in their entertainment
program activities, which gives the company an upper hand in negotiations when co-
producing content with Chinese partners. Secondly, entertainment programs tend to
attract more sponsors than dramas in China. Thirdly, since production of entertainment
programs is much more costly in China, the company is more likely to reach a fairer
profit-sharing agreement. All in all, we believe SM C&C can negotiate favorable contract
terms. We also expect the company’s drama production capabilities to strengthen going
forward.

2014 was a challenging year for the content production industry, mainly due to the
impact of the Sewol ferry tragedy. Fortunately, we have been seeing signs of a recovery
in 2H14. Looking ahead in 2015, we expect to see growth in both quantity and quality.

Check point: Short-term growth to hinge on appeal of SM artists

In our view, SM C&C could benefit from co-productions with Chinese firms in two areas:
1) product placement (endorsement) income; 2) advertising and syndication income,
which is determined by ratings. Product placement (endorsement) income is determined
during the production stage (prior to airing), and largely hinges on the starring artists. In
the case of dramas, ratings are heavily influenced by the program’s quality, but for
entertainment shows, ratings are more affected by the celebrities appearing in the
program. Therefore, as long as SM Entertainment artists remain popular in China, we
believe SM C&C will continue to enjoy negotiating leverage with Chinese firms. And the
company’s success in China, in turn, will provide the foundation for stable earnings.

FY (12) 12/09 12/10 12/11 12/12 12/13 12/14F
Revenue (Wbn) 19 19 16 20 58 63
OP (Whbn) 2 2 1 -3 0 -3
OP Margin (%) 10.5 10.5 6.3 -15.0 0.0 -4.8
NP (Whbn) -1 2 0 -13 -1 -5
EPS (W) -17 60 14 -209 -13 -69
ROE (%) -5.0 12.7 29 -46.1 2.0 93
P/E (x) - 16.7 48.0 - - -
P/B (x) 1.0 1.5 1.0 52 34 5.7

Note: All figures are based on consolidated K-IFRS; NP refers to net profit attributable to controlling interests
Source: Company data, KDB Daewoo Securities Research estimates

Analysts who prepared this report are registered as research analysts in Korea but not in any other jurisdiction, including the U.S.
PLEASE SEE ANALYST CERTIFICATIONS AND IMPORTANT DISCLOSURES & DISCLAIMERS IN APPENDIX 1 AT THE END OF REPORT.
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Figure 1. SM C&C business structure
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Figure 2. Revenue breakdown by business unit Figure 3. Quarterly revenue
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SM C&C (048550 KQ/Not Rated)
Comprehensive Income Statement (Summarized) Statement of Financial Condition (Summarized)
(Wbn) 12/11  12/12 12/13  12/14F (Wbn) 12/11  12/12 12/13  12/14F
Revenue 16 20 58 63 Current Assets 13 27 52 33
Cost of Sales 0 8 44 52 Cash and Cash Equivalents 2 12 15 3
Gross Profit 16 12 14 1 AR & Other Receivables 5 6 13 9
SG&A Expenses 15 14 14 14 Inventories 0 0 0 0
Operating Profit (Adj) 1 -3 0 -3 Other Current Assets 6 9 24 21
Operating Profit 1 -3 0 -3 Non-Current Assets 15 24 32 38
Non-Operating Profit -1 -10 0 -2 Investments in Associates 0 0 0 0
Net Financial Income 0 0 0 0 Property, Plant and Equipment 1 1 1 7
Net Gain from Inv in Associates 0 0 0 0 Intangible Assets 1 16 23 22
Pretax Profit 0 -13 0 -5 Total Assets 29 50 84 71
Income Tax 0 0 1 0 Current Liabilities 1 1" 25 9
Profit from Continuing Operations 0 -13 -1 -5 AP & Other Payables 5 4 8 7
Profit from Discontinued Operations 0 0 0 0 Short-Term Financial Liabilities 2 0 0 2
Net Profit 0 -13 -1 -5 Other Current Liabilities 4 7 17 0
Controlling Interests 0 -13 -1 -5 Non-Current Liabilities 0 2 8 13
Non-Controlling Interests 0 0 0 0 Long-Term Financial Liabilities 0 2 8 13
Total Comprehensive Profit 0 -13 -1 -5 Other Non-Current Liabilities 0 0 0 0
Controlling Interests 0 -13 -1 -5 Total Liabilities 11 13 32 22
Non-Controlling Interests 0 0 0 0  Controlling Interests 18 37 52 49
EBITDA 2 -1 3 3 Capital Stock 17 30 34 34
FCF (Free Cash Flow) 4 -7 -3 -15 Capital Surplus 22 27 38 38
EBITDA Margin (%) 12.5 -5.0 5.2 48 Retained Earnings -15 -13 -14 -19
Operating Profit Margin (%) 63 -150 0.0 -4.8 Non-Controlling Interests 0 0 0 0
Net Profit Margin (%) 00 -650 -1.7 -7.9 Stockholders' Equity 18 37 52 49
Cash Flows (Summarized) Forecasts/Valuations (Summarized)
(Wbn) 12/11 12/12 12/]13 12/14F 12/11 12/12 12/13 12/14F
Cash Flows from Op Activities 4 -7 -3 -9 P/E (x) 48.0 - - -
Net Profit 0 -13 -1 -5 P/CF (x) 10.2 - 49.9 72.6
Non-Cash Income and Expense 2 12 5 9 P/B (x) 1.0 52 34 57
Depreciation 0 0 0 1 EV/EBITDA (x) 83 - 57.9 86.8
Amortization 1 1 3 6 EPS (W) 14 -209 -13 -69
Others 1 I 2 2 CFPS (W) 68 -8 58 60
Chg in Working Capital 2 -6 -7 -13 BPS (W) 698 701 839 772
Chgin AR & Other Receivables 2 0 -5 3 DPS (W) 0 0 0 0
Chg in Inventories 0 0 0 0 Payout ratio (%) 0.0 0.0 0.0 0.0
Chgin AP & Other Payables 0 0 0 -1 Dividend Yield (%) 0.0 0.0 0.0 0.0
Income Tax Paid 0 0 0 0 Revenue Growth (%) -15.8 250 1900 8.6
Cash Flows from Inv Activities 1 -14 -3 -10 EBITDA Growth (%) -33.3 - - 0.0
Chgin PP&E 0 0 0 -6 Operating Profit Growth (%) -50.0 - - -
Chg in Intangible Assets 0 -12 -1 -4 EPS Growth (%) -76.7 - - -
Chg in Financial Assets -2 2 -6 1 Accounts Receivable Turnover (x) 3.2 43 7.0 6.3
Others 3 -4 4 -1 Inventory Turnover (x) 0.0 0.0 0.0 0.0
Cash Flows from Fin Activities -3 31 9 7 Accounts Payable Turnover (x) 0.0 5.6 471 112.3
Chg in Financial Liabilities - - - - ROA (%) 1.2 -325 1.4 -6.1
Chg in Equity 2 19 14 0 ROE (%) 29 -46.1 -2.0 -9.3
Dividends Paid 0 0 0 0 ROIC (%) 85.5 -15.4 -2.8 -6.1
Others - - - - Liability to Equity Ratio (%) 590 346 628 442
Increase (Decrease) in Cash 1 10 3 -12 Current Ratio (%) 125.2 2428 210.8 360.8
Beginning Balance 1 2 12 15 Net Debt to Equity Ratio (%) -30.4 -38.0 -32.3 10.6
Ending Balance 2 12 15 3 Interest Coverage Ratio (x) 3.1 -23.1 -1.4 -5.2
Source: Company data, KDB Daewoo Securities Research estimates
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APPENDIX 1

Important Disclosures & Disclaimers

Disclosures
As of the publication date, Daewoo Securities 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.

Anal ification

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 and regulations thereof. Opinions
expressed in this publication about the subject securities and companies accurately reflect the personal views of the Analysts primarily responsible for this
report. Daewoo Securities Co., Ltd. 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. No part of the compensation of the Analysts was, is, or will be directly or indirectly related to the specific
recommendations or views contained in this report but, like all employees of Daewoo Securities, the Analysts receive compensation that is impacted by
overall firm profitability, which includes revenues from, among other business units, the institutional equities, investment banking, proprietary trading and
private client division. 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 Daewoo Securities Co., Ltd. except as otherwise stated herein.

Disclaimers

This report is published by Daewoo Securities Co., Ltd. (“Daewo0”), a broker-dealer registered in the Republic of Korea and a member of the Korea Exchange.
Information and opinions contained herein have been compiled from sources believed to be reliable and in good faith, but such information has not been
independently verified and 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. If this report is 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. Daewoo, its affiliates and their directors, officers, employees and agents do not accept any liability for any loss arising from the use hereof. This
report is for general information purposes only and it is not and should not be construed as an offer or a solicitation of an offer to effect transactions in any
securities or other financial instruments. 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 and regulations or subject Daewoo and its affiliates to registration or licensing requirements in any jurisdiction should receive or make any use hereof.
Information and opinions contained herein are subject to change without notice and 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 Daewoo. 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. 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. The price and value of the investments referred to
in this report and the income from them may go down as well as up, and investors may realize losses on any investments. Past performance is not a guide to
future performance. Future returns are not guaranteed, and a loss of original capital may occur

Distribution

United Kingdom: This report is being distributed by Daewoo Securities (Europe) 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: This report is distributed in the U.S. by Daewoo Securities (America) Inc., a member of FINRA/SIPC, and is only intended for major institutional
investors as defined in Rule 15a-6(b)(4) under the U.S. Securities Exchange Act of 1934. All U.S. persons that receive this document by their acceptance
thereof represent and warrant that they are a major institutional investor and have not received this report under any express or implied understanding that
they will direct commission income to 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 Daewoo Securities (America) Inc., which accepts responsibility for the contents of this report in the U.S. 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 document has been approved for distribution in Hong Kong by Daewoo Securities (Hong Kong) Ltd., 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 | 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 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 Daewoo and its
affiliates to any registration or licensing requirement within such jurisdiction.
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