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S&T Motiv (064960)

Defense and motor divisions to lead growth

Defense sales to grow 38% YoY

Contrary to concerns early this year, earnings at S&T Motiv (S&T)'s defense
division (12% of sales) should grow on strong 2H14 sales (previous estimate down
8% YoY). We attribute this to: 1) K-11 rifle output resuming by early-July, which is
sooner than expected following a factory explosion in March, and 2) higher K-2 rifle
demand as reserve forces upgrade older weapons. Furthermore, growing exports
should lift full-year sales to W121bn, up 38% YoY.

Evolving into a motor expert

S&T’s core growth engine is motors. The sales weighting of motors has increased
from 12% in 2008 to 25% in 2013, and should reach 30% by 2015. The company
not only produces DCT and MDPS, which are being increasingly adopted by
automakers, but also HSG and EV traction motors, which require high
technological competitiveness. Specifically, S&T has supplied DCT motors to
Getrag, a German transmission maker, starting in 2013 (annual sales W20bn), and
S&T will begin supplying transmission oil pumps to GM North America from 3Q14
(annual sales W25bn). Moreover, S&T is supplying HSG for hybrid vehicles and
EVs exclusively to Hyundai and Kia

Sensitive to FX rates: 2Q14 earnings to be weak

Earnings are growing increasingly sensitive to FX rates as the export weighting
increases and most raw materials are sourced locally. Of note, exports accounted
for 72% of total sales in 2011, 76% in 2012 and 79% in 2013. Furthermore, the
export weighting at S&TC, which was acquired in November 2013, is almost 80%,
making S&T vulnerable to the strong KRW. As such, we expect 2Q14 consolidated
earnings to be weak as the KRW appreciated 4.7% QoQ against USD at end-
2Q14.

Defense and motor sales to lift 2H14 results, shares still undervalued
We revise up our TP to W38,000 (10x 12MF PE). While we cut our target PE to
10x to reflect GM risks from our previous report, we still believe S&T is
undervalued. 2Q14 NP should reach only W8.3bn given one-off gains of W12.7bn
in 1Q14 and the recent FX trends. However, earnings should improve in 2H14 on
strong defense sales and new motor supply orders.

Yrto Sales oP NP EPS %chg EBITDA PE EVEBTDA PB ROE DY
Dec (Wbn) (Wbn) (Wbn) (KRW) (YoY) (Wbn)  (x) ®  x (%) (%)
2012A 905 34 22 1,942 (44.4) 58 12.1 61 07 49 2.1
2013A 960 52 34 2446 260 77 12 61 08 69 22
2014F 1,088 66 54 3776 544 94 86 56 08 98 19
2015F 1,225 77 53 3755 (0.5) 108 86 47 08 90 19
2016F 1,382 88 62 4342 156 122 75 40 07 96 19

Note: Net profit and EPS are based on figures attributed to controlling interest

Analysts who prepared this report are registered as research analysts in Korea but not in anyother jurisdiction, including the U.S.
PLEASE SEE ANALYST CERTIFICATIONS AND IMPORTANT DISCLOSURES & DISCLAIMERS AT THE END OF THIS REPORT.
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Figure 3. Motor sales Figure 4. Sales breakdown
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Table 1. Earnings revisions (Wbn)
Previous Revised Chg.

2014F 2015F 2014F 2015F 2014F 2015F
Sales 1,089 1,202 1,088 1,225 (0.1) 1.9
OoP 66 75 66 77 0.2 3.3
OPM 6.0% 6.2% 6.0% 6.3% - -
NP 56.4 52 53.7 53 (4.8) 35

Source: Korea Investment & Securities
Table 2. Quarterly earnings and key assumptions (W bn)
1Q13 2Q13 3Q13 4Q13 1Q14 2Q14F 3Q14F 4Q14F 2013 2014F 2015F 2016F
Sales 215 246 211 289 248 267 270 303 960 1,088 1,225 1,382
OoP 13 15 11 13 15 15 16 20 52 66 77 88
OPM 6.0% 6.3% 5.2% 4.4% 6.1% 5.5% 6.0% 6.5% 5.4% 6.0% 6.3% 6.4%
EBT 22 8 4 7 17 " 16 14 41 58 68 79
NP 17 5 4 7 22 8 13 1 34 54 53 62
Sales (% YoY) 6% 13% 13% 13%
OP (% YoY) 51% 27% 17% 15%




NP (% YoY)
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56% 59% 1% 16%

Source: Korea Investment & Securities

Company overview & Glossary

S&T Motiv was formerly Daewoo Precision Industries, which was a spin-off from Daewoo Telecom in 2002.

In 2006, Chairman Choi Pyung-kyu acquired the company and renamed it as S&T Daewoo, and ultimately

changed to S&T Motiv in 2012. In 2013 sales, auto parts accounted for 88% and defense (firearm) took up 12%.

In parts sales, chassis made up 45%, followed by motors (25%), electronics (18%). S&T Motiv's major customer

is GM which accounted for 53% of sales in 2013.

o DCT(Dual-Clutch Transmission): A type of semi-automatic or automated manual automotive transmission. It
minimizes power loss and is easy to shift gears like automatic transmission

« MDPS(Motor-Driven Power Steering): Attach motors to facilitate handle control

« HSG(Hybrid Starter Generator): Connect engine and motor transition in hybrid vehicles

« Traction Motor: A motor responsible for EV drive. Equivalent to powertrain in gasoline vehicles. Determines
EV’s output
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Balance sheet Income statement
FY-ending Dec. (W bn) 2012A 2013A 2014F 2015F 2016F FY-ending Dec. (W bn) 2012A 2013A 2014F 2015F 2016F
Current assets 454 639 724 816 920 Sales 905 960 1,088 1,225 1,382
Cash & cash equivalent 60 119 135 152 171 coGs 807 841 946 1,063 1,197
Accounts & other receivables 218 313 354 399 450
Inventory 145 171 194 218 246 Gross profit 98 120 142 163 185
Non-current assets 441 567 591 616 642 SG&A expense 64 68 76 86 97
Investment assets 2 4 4 5 5 Operating profit 34 52 66 77 88
Tangible assets 428 545 567 589 611
X Financial income 8 14 14 14 15
Intangible assets 6 11 13 14 16
Total assets 895 1,206 1,315 1,432 1,561 Interest income 1 1 2 2 3
Current liabilities 310 436 483 535 589 Financial expense 16 15 16 16 16
Accounts & other payables 217 299 339 382 431 Interest expense 3 2 2 2 2
ST debt & bond 53 67 67 67 67 oth . it 4 9 7 7 8
Current portion of LT debt o 5 5 5 5 hdl nfn"’pera_‘ ng prof t @ o 0O O @
Non-current liabilities 95 10 124 140 158 oo (Losses)in associates, o ©® © © ©
Debentures 0 0 0 0 0 Eamings before tax 23 41 58 68 79
LT debt & financial liabilities 0 0 0 0 0
. Income taxes 7 1 13 15 17
Total liabilities 405 546 608 675 747
Controlling interest 450 524 568 615 669 Net profit 16 30 52 88 62
Capital stock LT T S T £ Net profit of controlling interest 22 34 54 53 62
Capital surplus 32 36 36 36 36 Other comprehensive profit 3) 4 4 4 4
Other Reserves (12) 27 27 27 27 ) ]
Retained earnings 357 388 429 471 521 Total comprehensw@T profit . 13 34 56 58 66
Minority interest 40 137 139 142 146 Total comprehensive profit of 18 38 53 55 63
controlling interest
Shareholders' equity 490 660 708 757 815 EBITDA 58 77 94 108 122
Cash flow Key financial data
FY-ending Dec. (W bn) 2012A 2013A 2014F 2015F 2016F FY-ending Dec. 2012A 2013A 2014F 2015F 2016F
CIF from operating 40 41 76 81 87 per share data (KRW)
EPS 1,942 2,446 3,776 3,755 4,342
Net profit 16 30 52 53 62
BPS 31,420 36,191 39,246 42,417 46,130
Depreciation 22 23 26 29 32 DPS 500 600 600 600 600
Amortization 1 1 2 2 2 Growth (%)
Netincr. in W/G a8 @) (12 (12 (18) Sales growth (0.6) 6.1 13.3 12.7 12.8
OP growth (1.0) 51.1 26.5 17.1 14.7
Others 16 14 8 9 9 NP growth 457) 559 593  (05) 156
CIF from investing (39) 1 (49) (53) (56) EPS growth (44.4) 26.0 54.4 (0.5) 15.6
CAPEX @7) (19) 49) (52) (54) EBITDA growth 1.0 32.8 22.2 15.2 13.3
Profitability (%)
Decr. in fixed assets 0 1 1 1 1 OP margin 3.8 5.4 6.0 6.3 6.4
Incr. in investment (11) 22 4 4 3 NP margin 24 3.5 4.9 4.4 4.5
Net incr. in intangible assets 2) 3) 3) (4) (4) EBITDA margin 6.4 8.0 8.6 8.8 8.8
ROA 1.8 2.8 4.1 3.9 4.1
Others ! o @ @ @  goe 49 6.9 98 9.0 96
C/F from financing (5) 17 (1) (1) (12) Dividend yield 2.1 2.2 19 1.9 1.9
Incr. in equity 0 10 0 0 0 Dividend payout ratio 31.8 23.5 14.8 15.1 12.9
) Stability
Incr. in debts ! 15 0 0 O Netdebt (W bn) (A7)  (56)  (73)  (92)  (113)
Dividends (6) (7) 9) 9) 9) Debt/equity ratio (%) 10.7 11.0 10.2 9.6 8.9
Others o 1 @ @ (@3 @ Vauation(X)
PE 121 11.2 8.6 8.6 7.5
C/F from others (0) (0) 0 0 0
PB 0.7 0.8 0.8 0.8 0.7
Increase in cash (3) 59 16 17 19 EV/EBITDA 6.1 6.1 5.6 4.7 4.0

Note: Based on K-IFRS (consolidated)
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Changes to recommendation and price target

Company (Code) Date Recommendation Price target
S&T Motiv (064960) 08-10-12 BUY W30,000
09-28-12 Hold -
04-01-14 BUY W35,000
07-02-14 BUY W38,000
50,000
[ 45,000
I 40,000
35,000
I 30,000
[ 25,000
I 20,000
I 15,000
I 10,000
I 5000
T T T T T 0
Juk12 Nov-12 Mar-13 Jul-13 Nov-13 Mar-14 Jul-14
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m  Guide to Korea Investment & Securities Co., Ltd. stock ratings based on absolute 12-month forward share price performance
* BUY: Expected to give a return of +15% or more

Hold: Expected to give a return between -15% and 15%

Underweight: Expected to give a return of -15% or less

* Korea Investment & Securities does not offer target prices for stocks with Hold or Underweight ratings.

m  Guide to Korea Investment & Securities Co., Ltd. sector ratings for the next 12 months

* Overweight: Recommend increasing the sector’s weighting in the portfolio compared to its respective weighting in the Kospi (Kosdaq) based on market
capitalization.
Neutral: Recommend maintaining the sector’s weighting in the portfolio in line with its respective weighting in the Kospi (Kosdaq) based on market capitalization.
Underweight: Recommend reducing the sector’s weighting in the portfolio compared to its respective weighting in the Kospi (Kosdaq) based on market
capitalization.

m  Analyst Certification
I/We, as the research analyst/analysts who prepared this report, do hereby certify that the views expressed in this research report accurately reflect my/our personal
views about the subject securities and issuers discussed in this report. I/We do hereby also certify that no part of my/our compensation was, is, or will be directly or
indirectly related to the specific recommendations or views contained in this research report.

m  Distribution

United States: This report is distributed in the U.S. by Korea Investment & Securities America, Inc., a member of FINRA/SIPC, and is only intended for major U.S.
institutional investors as defined in Rule 15a-6(a)(2) 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 U.S. institutional investor and have not received this report under any express or implied
understanding that they will direct commission income to Korea Investment $ Securities, Co., Ltd.or its affiliates. Pursuant to Rule 15a-6(a)(3), any U.S. recipient
of this document wishing to effect a transaction in any securities discussed herein should contact and place orders with Korea Investment & 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. person absent registration or an applicable exemption from
the registration requirement.

n Important Disclosures
As of the end of the month immediately preceding the date of publication of the research report or the public appearance (or the end of the second most recent
month if the publication date is less than 10 calendar days after the end of the most recent month), Korea Investment & Securities Co., Ltd., or its affiliates does
not own 1% or more of any class of common equity securities of S&T Motiv.

There is no actual, material conflict of interest of the research analyst or Korea Investment & Securities Co., Ltd., or its affiliates known at the time of publication
of the research report or at the time of the public appearance.

Korea Investment & Securities Co., Ltd., or its affiliates has not managed or co-managed a public offering of securities for S&T Motiv in the past 12 months;

Korea Investment & Securities Co., Ltd., or its affiliates has not received compensation for investment banking services from S&T Motiv in the past 12 months;
Korea Investment & Securities Co., Ltd., or its affiliates does not expect to receive or intend to seek compensation for investment banking services from S&T
Motiv in the next 3 months.

Korea Investment & Securities Co., Ltd., or its affiliates was not making a market in S&T Motiv’s securities at the time that the research report was published.

Korea Investment & Securities Co., Ltd. does not own over 1% of S&T Motiv shares as of July 2, 2014.
Korea Investment & Securities Co., Ltd. has not provided this report to various third parties.
Neither the analyst/analysts who prepared this report nor their associates own any shares of the company/companies covered in this report as of July 2, 2014.

Prepared by: Jinwoo Kim

This report was written by Korea Investment & Securities Co., Ltd. to help its clients invest in securities. This material is copyrighted and may not be copied,
redistributed, forwarded or altered in any way without the consent of Korea Investment & Securities Co., Ltd. This report has been prepared by Korea Investment &
Securities Co., Ltd. and is provided for information purposes only. Under no circumstances is it to be used or considered as an offer to sell, or a solicitation of any offer
to buy. We make no representation as to its accuracy or completeness and it should not be relied upon as such. The company accepts no liability whatsoever for any
direct or consequential loss arising from any use of this report or its contents. The final investment decision is based on the client’s judgment, and this report cannot be
used as evidence in any legal dispute related to investment decisions.



