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CHA Bio & Diostech (085660) Not rated

Two lucrative themes: Stem-cell research and for-profit hospitals

Valuation: The stock has jumped more than 60% in the past three months on
stem-cell momentum and currently trades at a 2012F PER 45.7x, a 45% discount
to the three-year average. We do not believe the stock is overvalued as: 1) global
biotech peers traded at PER 108-1,442x in the early stages and 2) most stem-cell-
related companies in Korea and abroad are mired in losses. The company looks
attractive given its stable earnings from the hospital and optical businesses and its
cutting-edge stem-cell technologies, a future growth driver. In addition, Hwang
Young-key, former chairman of KB Financial Group, has taken the managerial
reins, which elevates the image of CHA Bio & Diostech.

KFDA approval for clinical trials of RPE (retinal pigment epithelium)
embryonic stem-cell treatment: CHA Bio & Diostech has developed a diverse
stem-cell pipeline thanks to its ties with Cha Hospital, the world’s leading stem-cell
developer. The commercialization of embryonic stem-cell treatment should take
several months longer than somatic stem-cell treatment to reach
commercialization, but progress in the clinical stage can generate share
momentum as it is an untapped market. The company’s US partner, Advanced Cell
Technology (ACT), secured the world’s second clinical test approval from the US
FDA in 2010 for Stargardt, and CHA Bio & Diostech won KFDA approval in May
2011. Upon successful completion of phase 1 & 2 clinical trials, Stargardt can win
conditional approval and go to market in 2012. The stock should see new upward
catalysts in 2H11 as a dry age-related macular degeneration treatment enters the
clinical trial phase.

Earnings turnaround at optical business: The optical business accounts for
45% of Samsung Electronics’ handset camera demand. The business made an
operating loss in 2010 as camera module prices dropped on falling FX rates but
should turn around in 2011 due to the following. 1) There would be a bigger top
line in 2011 as Samsung’s Galaxy adopted a five-megapixel, high-resolution
camera as a standard feature. 2) The relocation of voice-coil modules (VCM)
production to China would ease production shortages and bolster the bottom line.

Bio earnings over short to mid-term: It should take time for stem-cell treatments
to generate sales. As such, the company is diversifying its portfolio to secure a
cash cow business and opened an anti-aging healthcare center, Chaum, targeting
the upper class. We are also monitoring Montelukast, an upgraded generic of
Merck's asthma drug scheduled for release in 4Q11. The original drug market is
worth W55bn domestically and W4trn globally. The new drug has strong top-line
potential as the company is pending FDA approval for clinical trials to penetrate the
US market and is in talks with global companies to forge partnerships.

September 07, 2011 / W11,650 / Mkt cap: USD692.1mn, KRW743bn

Yrto Sales OP  EBT NP EPS %chg. EBITDA P/E EVIEBITDA PBR ROE
Dec (Wbn) (Wbn) (Wbn) (Wbn) (won) (YoY) (Wbn) (x) ®  ® (%)
2009A 359 10 7 5 134 (57.5) 21 583 193 27 52
2010A 382 15 14 5 106 (20.9) 31 825 147 25 36
2011F 475 27 24 10 177 673 49 658 148 38 6.3
2012F 519 38 35 15 255 440 62 457 17 35 85
2013F 551 45 42 18 303 185 71 384 104 33 9.2
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Key R&D pipeline

Disease/business

Cha Hospital and subsidiary LA Hollywood Presbyterian Medical Center,
beneficiaries of the legalization of for-profit hospitals: There are many legal
hurdles for the privatization of non-profit hospitals. But if the Korean medical
market is opened to commercial hospitals and medical tourism, CHA Bio &
Diostech should look even more attractive. In particular, commercial hospitals
listed in Singapore and Thailand yield big operating margins of ~20% and trade at
PER 30x or more, bolstering hopes for CHA Bio & Diostech.

Approval/product

Market

Product Clinical trial phase Others
partner release value
Rare disease
Stargardt/ US FDA approval granted Conditional approval for commercial
RPE US ACT (2010.11) 1.5 years (2012) release if clinical phase Il is complete
World’s second clinical approval
KFDA approval granted Korea'’s first and world’s fourth
(2011.5) approval for clinical trials
Dry age-related Lo .
macular US FDA approval granted Th'rd. in the \_Norld to obtain approval
. 2 years (2013) W10trn for clinical trial
degeneration / (2011.1) absence of treatment in Dry AMD
US ACT Y
) — Possibility of becoming the fifth in the
Scheduled to file application W125bn world to obtain approval for clinical
(2011.9) trial
Hyalograft 3D Diabetic foot Trials completed Conditional approval . . .
(somatic stem cell)  Ulcer treatment  (2011.11) (2007.7) Marketable during clinical trials
Scheduled to file application in In talks with multi-national
Upgraded version Asthma treatment US (2H2011) Approved (2012.8) Wiétrn pharmaceuticals for business
partnerships
Pending approval from KFDA W55bn Product release in 4Q11

(2011.8)

Source: Company data, Korea Investment & Securities

Scenario analysis of company value

(W bn, won, %)

Valuation method Value
Total operating value 734.8
Optical (parent) 10.3x 2011F earnings (10% discounted to KIS IT Universe average) 38.3
Bio (parent) 15.4x 2011F sales (30% discounted to major Korean stem cell/biosimilar players) (Scenario2) 437.3
Hospital (subsidiary) 30x 2011F earnings (Asia’s major listed * hospital MSO average) 185.4
Montelukast pipeline value ~ Odds of US market success (60%) 323.0
Net debt 2011F 4.0
FV 980.1
Free-floating shares 58.7
(mn shares)
FV per share 16,704.3
. Value of bio Cha Bio’s Share price
VLI It business value/share u/D
Scenario 1 22.1x 2011F sales 624.8 19,898.7 70.8
(major domestic peer average)
. 15.4x 2011F sales
Pl 2 Pk exe) (30% discounted to major domestic peer average) 28T Hanle “os
. 13.2x 2011F sales
Scenario 3 (50% discounted major domestic peer average) 374.9 156395 34.2
. 73.0x 2012F earnings
Scenario 3 (major global biotech companies’ +1 average standard deviation) 2286 14,982.5 286
Scenario 4 65.3x 2012F earnings 121.2 13,151.3 12.9

(major global biotech companies’ mid-cycle average)

Note: Hospital management services organization (MSO)
Source: Korea Investment & Securities
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Pipeline value if asthma treatment succeeds in the US (odds of success 60%)

(W bn, %)

2011F 2012F 2013F 2014F 2015F 2016F 2017F 2018F 2019F 2020F 2021F 2022F 2023F 2024F
Montelukast estimated sales
Total market 3,654 3,947 4,342 4559 4,787 5026 5227 5410 5545 5656 5741 5798 5798 5798
Singulair 3,654 2,926 1,208 889 756 804 836 866 887 905 919 580 580 580
Montelukast 197 399 502 1,197 1,508 1,568 1,623 1,664 1,697 1,722 870 870 870
Other generics 823 2,699 2,758 2,834 2,714 2,823 2921 2994 3,054 3,100 4,349 4,349 4,349
Loyalty income 18 36 45 108 136 141 146 150 153 155 78 78 78
Milestone income
PV of total income 12 23 26 58 67 64 61 58 54 50 23 21 20
Total pipeline value after tax 538
(odd of success at 60%) 323
Key assumptions
Total market growth (%) 7.0 10.0 5.0 5.0 5.0 4.0 3.5 25 2.0 1.5 1.0 0.0 0.0
Montelukast M/S (%) 5.0 10.0 20.0 25.0 30.0 30.0 30.0 30.0 30.0 30.0 15.0 15.0 15.0
Royalty (% of sales) 9.0 9.0 9.0 9.0 9.0 9.0 9.0 9.0 9.0 9.0 9.0 9.0 9.0
Corporate taxes (%) 23.0 23.0 23.0 23.0 23.0 23.0 23.0 23.0 23.0 23.0 23.0 23.0 23.0

Source: Company data, Thomson, Korea Investment & Securities

Risks: The stock has overhang risks from BWs and stock options. Dilutive
potential common shares represent 7.7% of the current free-float(the shares
exercisable in 2011 is 6%). Other risks involve Chaum, which may post operating
losses. But we do not consider Chaum a long-term concern as it is still in the early
stages and can generate earnings through better marketing and joint services with

hospitals.

Dilutive potential common shares

(KRW, shares, %)

Shares to be

% of free-float

Exercise date Expiration Exercise price : Amount Details
issued shares
Held by W Savings,

BW May 18,2011  Apr 18, 2013 9,383 3,197,271 30 54 Kiwoom.com, KT Capital
Stock options Mar 27,2011 Mar 26, 2016 9,227 1,006,000 9 1.7 300,000 shares in 2011

Mar 24,2011 Mar 23, 2017 11,827 326,000 4 0.6
Dilutive potential 4,529,271 43 77
common shares
Free-float shares 58,674,381

Source: Dart, Company data, Korea Investment & Securities
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Company overview

Sales breakdown (2011) Operating profit breakdown (2011)
Optics

0, 10

Optics 5% 2%

23%

Bio
Hospital 6%
71%
Hospital
93%
Source: Company data, Korea Investment & Securities Source: Company data, Korea Investment & Securities
Company history Ownership structure
32.43%
Apr 1960 Opening of Cha Obstetrics Clinic ‘ ¢
Cha Kwang-
ryol and ¥ Contribution MC(';.a | 4.9% Chabio &
Aug 1986 First private hospital to deliver test-tube baby related Ceer:tcear Diostech
persons
Sep 2000 Establishment of Chabiotech i 100% i 100%
_ ] o Attty Oppites Cha Health
Mar 2002 Cha Medical Center registers embryonic cell lines with US NIH (Chongging, System
China)

. ' l 98.7%

Mar 2004 Establishment of LA Hollywood Medical Ctr
LA Hollywood

Feb 2009 Merger between Chabio and Diostech izl Gaiar

Source: Company data, Korea Investment & Securities

Source: Company data, Korea Investment & Securities

Share performance and major events

(%p, 2005.12.27=100)
180

Chabio KOSPI KOSDAQ

Acquired license

160

Opening price W12,400,
more than doubled IPO
price of W6,200

for manufacturing
stem-cell based
treatment

Approval of stem

140 cell research

Approval for phase |
clinical trials of

120

100

asthma medication
andistem-cell grugs

Fell sharply on massix@ignvand institutional

rights issue buying due to visible progress
in new drug development and
diverse pipeline

80

60

40

Additional listing of 380,000 —

2 shares at W2,000 per share

0
Dec-05 Jun-06 Dec-06 Jun-07 Dec-07 Jun-08 Dec-08 Jun-09 Dec-09 Jun-10 Dec-10 Jun-11

Source: Company data, Korea Investment & Securities
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Balance sheet

Income statement
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FY-ending Dec. (W bn)

2009A 2010A 2011F 2012F 2013F

FY-ending Dec. (W bn)

2009A 2010A 2011F 2012F 2013F

Current assets 106 169 210 229 244 Sales 359 382 475 519 551
Cash & cash equivalent 17 56 69 76 81 Gross profit 31 43 53 58 62
Accounts & other receivables 52 73 91 99 105
Inventory 14 13 16 18 19 SG&A expense 21 28 27 20 17

Non-current assets 122 165 192 211 229 Other operating gains 0 0 0 0 0
Investment assets 10 7 9 10 10 Operating profit 10 15 27 38 45
Tangible assets 94 106 119 131 144 . L

. Financial income 2 2 3 3 3

Intangible assets 2 30 37 40 43
Total assets 228 334 402 441 473 Interest income 1 1 1 2 2
Current liabilities 45 100 146 162 169 Financial expense 4 5 6 7 8

Accounts & other payables 21 41 51 56 59 Interest expense 4 4 6 6 7

ST debt & bond 2 34 36 38 41 ot ) .

Current portion of LT debt 072 s her nfn'°pera,t'"g proft 0 2 3 33
Non-current liabiliies 58 76 85 89 g2  oans(Losses)massociates, m @ @ @ @

Debentures 7 8 9 10 10 Eamings before tax 7 14 24 35 42

LT debt & financial liabilities 29 28 27 25 24

. Income taxes 2 7 1 17 20

Total liabilities 103 176 231 251 261

Controlling interest 125 158 169 184 201 Net profit 5 6 13 19 22
Capital stock 26 27 27 27 27 Net profit of controlling interest 5 5 10 15 18
Capital surplus 114 139 139 139 139 Other comprehensive profi 0 0 0 0 0
Capital adjustments (20) (19) 19 (190 (19) ]

Retained earnings 5 1 21 36 54 Total comprehenswe. profit 5 6 13 19 22
Minority interest 1 0 3 6 1 If)ﬁ'r;ﬁnmgpﬁ;fg;“’e profit of 5 5 10 15 18
Shareholders' equity 126 158 171 190 212 EBITDA 21 31 49 62 71
Cash flow Key financial data
FY-ending Dec. (W bn) 2009A 2010A 2011F 2012F 2013F FY-ending Dec. 2009A 2010A 2011F 2012F 2013F
CJF from operating 24 42 52 41 40 per share data (KRW)

EPS 134 106 177 255 303
Net profit 5 6 13 19 22
BPS 2,918 3,435 3,055 3,290 3,568
Depreciation 10 12 13 15 16 DPS 0 0 0 0 0
Amortization 1 4 9 10 11 Growth (%)
Net incr. in W/C ©) 9 ” ©® (12 Sales growth 404.6 6.3 24.3 9.3 6.3
OP growth 42.6 59.1 71.8 43.2 18.3
Others 8 1 6 3 3 NPgrowth 202  (47) 1014 457 185
C/F from investing (20) (40)  (47) (44) (44) EPS growth (57.5)  (20.9) 67.3 44.0 18.5
CAPEX (18) 25) 29) 30)  (31) EBITDA growth 354 515 57.2 27.2 13.8
Profitability (%)
Decr. in fixed assets 1 3 3 3 3 OP margin 27 40 56 73 8.2
Incr. in investment 10 2 (3) 3) 3) NP margin 1.5 1.3 22 29 3.2
Net incr. in intangible assets ® © (16 (13 (13  EBITDAmargin 57 82 103 120 129
ROA 3.3 23 35 45 4.9
Others R A O  RoE 52 36 63 85 92
C/F from financing (19) 37 9 9 9 Dividend yield 0.0 0.0 0.0 0.0 0.0
Incr. in equity 1 1 0 0 0 Stability
) Net debt (W bn) 12 12 4 5 8
Incr. in debts (0) 36 o ® 9 Debtlequity ratio (%) 335 508 521 515 502
Dividends 0 0 0 0 0 Valuation (X)
Others 0 0 0 0 o PER 583 825 658 457 384
PBR 27 25 3.8 35 33
C/F from others 7 0 0 0 0 PSR 10 19 16 14 13
Increase in cash ©) 39 14 6 5 EV/EBITDA 19.3 14.7 14.8 17 104

Note: Based on K-IFRS (consolidated)
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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

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 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 the companies mentioned in this report.

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 the companies mentioned in this report
in the past 12 months;

Korea Investment & Securities Co., Ltd., or its affiliates has not received compensation for investment banking services from the companies mentioned in this
report in the past 12 months; Korea Investment & Securities Co., Ltd., or its affiliates does not expect to receive or intends to seek compensation for investment
banking services from the companies mentioned in this report in the next 3 months.

Korea Investment & Securities Co., Ltd., or its affiliates was not making a market in securities of the companies mentioned in this report at the time that the research
report was published.

Korea Investment & Securities Co., Ltd. does not own over 1% of Infinitt Healthcare,Chabio&diostech,ISU Abxis shares as of September 9, 2011.
Korea Investment & Securities Co., Ltd. has not provided this report to various third parties.
Neither the analysts covering these companies nor their associates own any shares of as of September 9, 2011.

Prepared by: Jung-In Lee

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.



