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Results Comment

In a rough patch

MARKETPERFORM; TP maintained at W12,000

Our W12,000 target price for the fittings maker is based on the 2019E BPS of
W15,149 and a target P/B ratio of 0.8x, a 20% premium to the company'’s five-year
average multiple. The valuation premium reflects the company’s strong asset value
and signs of improvements after a protracted growth funk.
* Previously, we derived our target price from a residual income model assuming a
risk-free interest rate of 2.1%, risk premium of 5.0%, and 52-week beta of 0.54.

4Q18 review

In its preliminary fourth-quarter eamnings report, Sungkwang Bend said it swung to
an operating loss of W6.9bn, far worse than our estimate (a W900mn loss) and the
consensus forecast (a W2.3bn loss).

The company blamed the miss on lower selling prices as a result of stiff
competition, incentive payouts (W1.1bn), and higher material (up by W2.5bn) and
labor (up by W400mn) costs.

We expect the stretch of losses, which has continued for the eighth consecutive
quarter, to extend to 1Q20, instead of 1Q19 as we previously projected.

Revenue jumped 56% yoy to W49.3bn, largely in line with our expectation
(W48.5bn) and the market's view (W47.4bn), buoyed by increased shipments in
the year-end quarter.

This year, the company is expected to book W224.5bn in new orders (up 15.5%
yoy), down from our previous estimate of \W233.8bn.

On a recovery path

Domestic oil refiners are set to ramp up capital investment as ail prices start to pick
up. Orders for new plants are also expected to rise globally. Those prospects
solidly put Sungkwang Bend, which enjoys oligopoly status in the global wielding
fitting market, in recovery mode.

Further brightening the outlook, the industrial parts supplier is in a net cash position
(higher than W50bn) and its stock is trading at rock-bottom levels (with a P/B ratio
0f 0.7-0.8).

Investors, however, should be mindful of the following: 1) Qil prices are stabilizing,
but at lower levels than in the past; 2) It takes time for oil refiners’ increased capital
expenses to find their way to the company’s coffer; and 3) Local shipbuilders, a
high-margin customer group, is slashing investment in offshore rigs.

SEE APPENDIX FOR IMPORTANT DISCLOSURES AND ANALYST CERTIFICATION. WAYEas=T ﬂ
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(Whn, %)

4018 1Q19
Q7 318 Z;um Resut| Yoy  QoQ Consensus eguarfgg Yoy QoQ
Revenue 32 43 49 49 56.0 156 47 47 284 5.1
oP 11 5 1| 7 CL cL 2 1 C C
NP 9 -4 -1 5 CL CL -3 -1 CL CL
2018(F) Growth
2016 2007 Prevous | Daishin| - cange - Consensus 2017 20180
Revenue 203 146 169 170 05 169 -282 16.6
oP 3 -19 9 15 cL -10 TIR cL
NP 5 -16 6 9 CL -5 TR CL
Source: Sungkwang Bend, FnGuide, Daishin Securiies Research Center
Operating results and major financial data (Wbn, W, x, %)
2016A 2017A 2018F 2019F 2020F
Revenue 203 146 170 191 221
OoP 3 -19 -15 -5 4
Pretax profit 6 24 -11 4 6
NP 5 -16 9 -3 4
NP (controling int) 5 -16 9 3 4
EPS 159 571 -304 -98 154
PER 555 NA NA NA 722
BPS 16,401 15,747 15,345 15,149 15,205
PBR 05 06 0.7 0.7 0.7
ROE 10 -35 -20 06 10
Note: EPS, BPS, and ROE are based only on the controlling interest.
Source: Sungkwang Bend, Daishin Securities Research Center
Eamings forecast revision (Won, W, %, %p)
Previous Revised Chg
2018F 2019F 2018F 2019F 2018F 2019F
Revenue 169 199 170 191 05 -39
SG&A expense 29 26 29 26 31 0.0
oP 9 1 -15 5 CL adjtoloss
OP margin 53 07 88 28 CL adjtoloss
Non-operating profit 2 2 4 2 771 00
Pretax profit -7 3 11 4 CL adjtoloss
NP (controlling int.) -6 2 9 -3 CL adjtoloss
NP margin -33 12 5.1 15 CL adjtoloss
EPS (controlling int.) -194 82 304 -08 CL adjtoloss

Source: Sungkwang Bend, Daishin Securities Research Center
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Earnings projection (revised) (Whn)
2017 2018P 2019E 2020E 1Q18 2Q18 3Q18 4Q18P | 1QI9E 2QI9E 3QI9E 4Q19E

Order intakes 1721 1944 2245 2627 541 451 502 450 574 532 577 563
HQ 1479 1638 1855 2171| 459 363 436 380 497 438 496 479
Hwajin PF 242 306 390 456 83 87 6.6 70 77 93 81 84
yoy (%) 02 129 155 170 273 169 235 -108 60 180 150 250
HQ 00 107 133 170 222 119 258 -122 82 206 139 260
Hwajin PF 13 263 274 170 658 437 102 23 63 70 219 196
Order backlogs(HQ) 600 867 1201 1621, 913 904 944 867, 941 927 985 1032
yoy 317 445 386 350 785 957 1090 445 30 25 43 190
g;‘\’/eern'ﬂgff/sy 181 1144 1175 1190 1486 1086 1177  913| 1227 1071 1216 1191
Revenue 1457 1699 1911 2207 364 415 426 493 468 496 474 472
yoy 282 166 125 155 41 27 101 560| 284 196 112  -42
HQ 1335 1551 1699 197.8| 326 372 395 457 423 452 438 432
Hwajin PF 212 265 350 374 65 74 55 71 79 78 7.1 75
Internal sales 9.0 -11.7 -13.8 -145 2.7 3.1 2.3 -35 -35 -35 -35 -35
Exports 861 1007 1150 1335 193 242 269 303, 282 299 286 284
Domestic sales 507 691 761 872 171 173 158 190 186 198 189 188
Export (%) 591 593 602 605 530 584 630 615 602 602 602 602
Domestic sales (%) 409 407 398 395 470 416 370 385| 398 398 398 398
COGS 1402 1554 1710 1898 309 375 388 483 420 448 429 413
COGS/revenue (%) 962 915 895 860 848 902 910 979 897 904 904 875
GP 55 145 201 309 55 41 38 10, 48 48 46 59
yoy (%) 826 1610 150 150 337 284 922 -1271| -133 182 188 4775
GP margin (%) 38 85 105 140 152 9.8 9.0 21, 103 96 96 125
S&Aexpense 242 294 255 265 63 6.7 85 79 62 6.6 63 6.3
Share (%) 166 173 133 120/ 173 162 200 160 133 133 133 133
oP 186 149 54 44| 07 27 47 69 14 -18 -18 -04
yoy (%) 7442 198 636 -1810 -346 316 85 386 927 -311 623 941
OP margin (%) 128 88 28 20/ 20 64 110 -139| 31 37 37 09

Source: Sungkwang Bend, Daishin Securities Research Center



Sungkwang Bend (014620 KQ)

Earnings projection (previous) (Whn)
2017 2018E 2019E 2020E| 1Q18 2Q18 3QI8P 4Q18E| 1Q19E 2QI19E 3Q19E 4QI9E

Order intakes 1721 2033 2338 2735 541 451 502 539 623 518 577 619
HQ 1479 1718 1948 2279 459 363 436 460 539 427 496 530
Hwajin PF 242 315 390 456 83 87 66 79 84 91 81 89
yoy (%) 02 181 150 170 273 169 235 68 150 150 150 150
HQ 00 161 134 170 222 19 258 63| 174 176 139 153
Hwajin PF 13 209 239 170 658 437 102 98 16 43 219 134
Order backlogs(HQ) 600 966 1314 1751 913 904 944 966 1064 1020 1059 1147
yoy 317 610 360 333 785 957 1090 610 165 128 122 188
g;‘\’/eern'ﬂgff/sy 181 1202 1175 1190 1486 1086 1177 1111| 1277 1002 1167 1264
Revenue 1457 1691 1989 2298 364 415 426 485 488 517 495 490
yoy 282 160 177 155 41 27 101 535| 338 246 160 11
HQ 1335 1532 1777 2053 326 372 395 438 441 471 457 442
Hwajin PF 212 276 350 390 65 74 55 82| 81 80 72 83
Internal sales -9 -12 -14 -15 -3 -3 -2 -4 -3 -3 -3 -3
Exports 861 1002 1198 1390, 193 242 269 298| 293 311 298 295
Domestic sales 507 688 792 908 171 173 158 187 194 206 197 195
Export (%) 501 593 602 605 530 584 630 615 602 602 602 602
Domestic share (%) 409 407 398 395 470 416 370 385 398 398 398 398
COGS 1402 1496 1721 1976 309 375 388 424 420 448 429 424
COGS/revenue (%) | 962 885 865 860 848 902 910 875 8.1 8.7 867 875
GP 55 195 269 322 55 41 38 61 6.8 69 66 6.6
yoy (%) 826 2520 150 150 337 284 922 -2611| 222 700 709 9.1
GP margin (%) 38 115 135 140 152 98 90 125/ 139 133 133 135
S&Aexpense 242 285 255 265 63 6.7 85 70 6.2 66 63 63
Share (%) 166 169 128 115 173 162 200 144 128 128 128 128
oP 186 90 14 57| 07 27 47 09 05 03 02 03
yoy (%) 7442 516 -1151 317.7| 346 316 85 -916| -1717 -1095 -1051 -1357
OP margin (%) 128 53 07 25/ 20 64 110  -19 11 05 05 07

Source: Sungkwang Bend, Daishin Securities Research Center
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Company profile

Overview Revenue mix
- Manufactures welding fittings for use in petrochemical plants, offshore

plants, and power plants
- Assets W505.9bn, liabilities W62.1bn, equities W443.8bn

- # of outstanding shares: 28,600,000/ # of treasury shares: 671,453
- 2017 payoutt ratio: -17.1% (2016: 91.8%, 2015: 21.5%)

Fitting
100%

Share price catalysts

- Change in order intakes, which are affected by oil price movements

- Power plan projects in the Middle East

- Capex at domestic refineries
Source: Sungkwang Bend, Daishin Securities Research Center Source: Sungkwang Bend, Daishin Securities Research Center
Earnings drivers
Order intakes by quarter Quarterly revenue and OP margin
(W00mn) Hwajin (W00mn) Revenue (LHS) (%)
800 . "HQ 700 - ———OP margin 1 30
700 | 600 | 120
600 500 /\ 10
500
400 [ 0
400 \
300 - - =10
300
200 200 - 1 =20
100 100 + - =30
0 0 e —40
15.3 159 16.3 16.9 17.3 17.9 18.3 18.9 15.3 159 16.3 16.9 17.3 17.9 18.3 18.9
Source: Sungkwang Bend, Daishin Securities Research Center Source: Sungkwang Bend, Daishin Securities Research Center
Quarterly domestic sales vs. exports Customer breakdown by region
(W’00mn) Exports (W00mn) Others
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16.3 159 16.3 16.9 17.3 17.9 18.3 18.9 15.3 159 16.3 16.9 17.3 17.9 18.3 18.9
Source: Sungkwang Bend, Daishin Securities Research Center Source: Sungkwang Bend, Daishin Securities Research Center



Sungkwang Bend (014620 KQ)

Financial statements

Income statement (Whn) Balance sheet (Wbn)
2016A  2017A  2018F  2019F  2020F 2016A  2017A  2018F  2019F  2020F

Revenue 203 146 170 191 221 Current assets 272 247 242 241 247
Cost of goods sold 1 140 155 1 190 Cash & cash equiv. 59 37 31 24 37
Gross profit 32 6 14 20 31 Trade & other receive. 62 50 47 53 58
S&A expenses 29 24 29 26 27 Inventories 127 110 121 119 123
OoP 3 -19 -15 5 4 Other current assets 23 50 42 44 29
OP margin 14 -128 88 28 20 Long-term assets 260 256 256 258 262
EBITDA 7 -15 12 2 8 Tangible assets 22 250 250 252 255
Non-OP 3 6 4 2 1 Investments in afffiates 0 0 0 0 0
Income from affiliates 0 0 0 0 0 Other long-term assets 8 6 6 6 7
Financial revenue 1 1 0 1 1 Total assets 532 502 498 49 509
FX related gains 4 1 0 3 4 Current liabilties 43 40 46 53 60
Financial expense 0 0 0 0 0 Payables & other liab. 2 20 21 23 26
FX related losses 0 0 0 0 0 Borrowings 19 19 24 29 33
Others 3 -7 4 1 1 Current portion of LT debts 0 0 0 0 0
Income before taxes 6 24 11 4 6 Other current liabiliies 1 1 1 1 1
Income tax expense 2 8 2 1 1 Long-term liabilities 20 12 13 13 14
Income from cont. op. 5 -16 9 3 4 Borrowings 0 0 0 0 0
Income from discont. op. 0 0 0 0 0 Convertible securities 0 0 0 0 0
NP 5 -16 9 3 4 Other long-term liab. 20 12 13 13 14
NP margin 22 112 51 15 20 Total liabiities 63 52 59 66 74
NP for non-contr. interest 0 0 0 0 0 Controlling interest 469 450 439 433 435
NP for contr. interest 5 -16 9 3 4 Capital stock 14 14 14 14 14
Vealuation of AFS fin. assets 0 0 0 0 0 Capital surplus 4 4 4 4 4
Other compreh. income 3 2 2 2 3 Retained eamings 464 446 434 429 430
Comprehensive income 8 -14 6 0 7 Other capital changes -13 -14 -14 -14 -14
Comp. income for non-contr. Int. 0 0 0 0 0 Non-controliing interest 0 0 0 0 0
Comp. income for contr. int. 8 -14 6 0 7 Total shareholder's equity 469 450 439 433 435
Net borowings 63 67 -49 -40 33

Valuation metrics (W, %, %) Cash flow statement (Wbn)
2016A  2017A  2018F 2019F  2020F 2016A  2017A 2018  2019F  2020F

EPS 159 571 304 98 14 Operating cash flows 39 u -10 1 3
PER 555 NA NA NA 722 NP 5 -16 9 3 4
BPS 16401 15747 15345 15149 15205 Non-cash items 6 3 6 5 7
PBR 05 06 07 07 07 Depreciation 4 4 3 3 3
EBITDAPS 231 525 405 71 276 FX gains 1 5 2 1 1
EV/EBITDA 288 NA NA NA 361 Equity method gain 0 0 0 0 0
SPS 7,100 50% 5940 6682 7 Others 2 6 1 2 4
PSR 12 20 19 17 14 Chgin assets & liab. 33 24 9 4 8
CFPS 355 -456 91 69 408 Other cash flows 4 1 2 1 1
DPS 150 100 100 100 100 Investing cash flow 5 25 4 8 8
Investment assets 3 2 0 0 0

Financial ratios (W, x,%) Tangible assets 0 0 3 5 -7
2016A  2017A  2018F  2019F  2020F Others 2 23 7 2 15

Growth potential Financing cash flows -13 4 1 2 2
Revenue growth -187 282 166 125 155 Short-term borrowings 12 1 5 5 5
OP growth 873 TIR CL CL TTB Bonds payable 0 0 0 0 0
NP growth -766 TR CL CL TTB Long-term borrowings 0 0 0 0 0
Profitability Rights offering 0 0 0 0 0
ROIC 05 31 30 -10 08 Cash dividends 4 4 3 3 3
ROA 05 36 30 11 09 Others 21 1 1 0 0
ROE 10 35 20 06 10 Netchgin cash 20 2 -7 -7 13
Stability Beginning cash balance 39 59 37 31 24
Debt ratio 135 116 134 152 170 Ending cash balance 59 37 31 24 37
Net borrowings ratio 135 -150 112 92 <15 NOPLAT 2 -13 12 4 3
Interest coverage ratio 3H1 4181 00 00 00 FCF 5 9 12 5 0

Source: Sungkwang Bend, Daishin Securiies Research Center



Appendix

[Daishin House View: Industry 4.0 safety rating]

« Daishin Securities assigns safety ratings to individual sectors and companies based on analyses and discussions by our analysts.
« Depending on whether Industry 4.0 will have a positive, neutral, or negative impact, each industry and company is assigned one of three safety ratings:

[Compliance Notice]

In accordance with Subparagraph 5 of Paragraph 1 of Article 4-20 of the supervisory regulations for the financial investment industry, we confirm
that no information or content has been shared prior to its release on Daishin’s website, and that the analyst has not received nor will receive direct
or indirect compensation in exchange for expressing specific opinions. Daishin is not affiliated with the company presented in this report. This report
has been presented without any undue external influence or interference, and accurately reflects the personal views of the analyst who is
responsible for its content.

This report is distributed for the purpose of helping investors make informed decisions. This report has been prepared from the data and information
believed to be correct and reliable, but Daishin Securities does not make any guarantee as to the accuracy thereof. Investors reading this report
should make final decisions based on their own judgment.

For U.S. persons only: For U.S. persons only: This independent third party research report is a product of Daishin Securities, which is the employer
of the research analyst(s) who has prepared the research report. The research analyst(s) preparing the research report is/are resident outside the
United States (U.S.) and are not associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are not subject to
supervision by a U.S. broker-dealer, and is/are not required to satisfy the regulatory licensing requirements of FINRA or required to otherwise
comply with U.S. rules or regulations regarding, among other things, communications with a subject company, public appearances and trading
securities held by a research analyst account.

This independent third-party research report is distributed in the United States (“US”) to Major US Institutional Investors (as defined in Rule 15a-6
under the Securities and Exchange Act of 1934, as amended) by Maybank Kim Eng Securities USA Inc. (“Maybank KESUSA") and Auerbach
Grayson and Company LLC, broker-dealers registered in the US (registered under Section 15 of the Securities Exchange Act of 1934, as
amended). All responsibility for the distribution of this report by Maybank KESUSA in the US shall be borne by Maybank KESUSA. All responsibility
for the distribution of this report by Auerbach Grayson and Company LLC shall be borne by Auerbach Grayson and Company LLC.

If the recipient of this report is not a Major Institutional Investor as specified above, then it should not act upon this report and return the same to the
sender. Further, this report may not be copied, duplicated and/or transmitted onward to any U.S. person, which is not the Major Institutional Investor.
In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to
conduct certain business with Major Institutional Investors, Daishin Securities has entered into an agreement with two U.S. registered broker-
dealers, Maybank Kim Eng Securities USA Inc and Auerbach Grayson and Company LLC. All U.S. persons receiving and/or accessing this report
and wishing to effect transactions in any security mentioned within must do so with: Maybank Kim Eng Securities USA Inc. 777 Third Avenue 21st
Floor New York, New York 1- (212) 688-8886 or Auerbach Grayson and Company LLC 25 West 45th Street, New York, NY 10036 and not with the
issuer of this report.

Analyst Certification of Independence

The views expressed in this research report accurately reflect the analyst's personal views about any and all of the subject securities or issuers; and
no part of the research analyst's compensation was, is or will be, directly or indirectly, related to the specific recommendations or views expressed in
this report.
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[Investment rating & Target price history]

Sungkwang Bend (014620 KQ)

(W)
15,000

Adj. Price

Adj. Target Price

10,000 M

5,000 -

0 . .
17.02  17.06 17.10

18.02

18.06

18.10 19.02

Investment rating breakdown and framework (Feb 18, 2019)

Date 190221
Rating Marketperform
Target price 12,000
Dift. (avr. %)

Diff. (max./min., %)

181121
Marketperfom
12,000

4.70)

6.25

Analyst
changed

18.0831
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2043
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17.0831
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425
(10.30)

Date 170228
Rating Marketperfom
Target price 10,000
Dift. (avr. %) 439
Diff. (max/min., %) (600

Date

Rating

Target price

Dift (avr. %)

Dif. (max/min., %)

Date

Rating

Target price

Diff. (awr. %)

Diff. (max/min, %)

BUY MARKETPERFORM UNDERPERFORM
Ratio 86.0% 12.8% 1.2%
Sector ratings breakdown

- Ovenweight: industry indicators are expected to outperform the
market over the next six months.

- Neutral: industry indicators are expected to be in line with the
market over the next six months.

- Underweight: industry indicators are expected to underperform the
market over the next six months.

Company ratings breakdown

- Buy: the stock is expected to outperform the market by at least
10%p over the next six months.

- Marketperform: the stock is expected to either outperform or
underperform the market by less than 10%p over the next six
months.

— Underperform: the stock is expected to underperform the market
by at least 10%p over the next six months.




