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YG Entertainment (122870)

Rights and bonus issue in preparation to soar

Outstanding shares likely up 44.4% on capital increase

YG announced a rights and bonus issue after the market close on February 14. It
plans a W53.2bn rights issue at W46,250 per share. The first allocation is for
current shareholders with the forfeited shares offered for public auction. The
subscription period is April 23-24 and new shares are scheduled to list on May 20.
New shares from the rights issue should number 1.15mn, or 11.5% of the current
outstanding. YG also decided a bonus issue of 0.3 share for each common share
for a total 3.47mn new shares. If combining both offers, YG’s outstanding shares
will increase 44.4% from 10.4mn to 15.02mn.

Investors gaining new shares from the rights offer may also receive shares from
the bonus issue. We believe the company is making a bonus issue to dissipate
market concerns about the rights issue. In January 2012 when YG decided a
100% bonus issue, shares pulled back 8% over the next two days. But since then,
they rallied 11% before the ex-rights date and 31% over a month after the bonus
issue was announced.

24% 2014F EPS dilution; Mid to long-term growth prospects intact

We lower the TP from W67,000 to W51,500 (27.7x 12MF PE) to reflect 24% EPS
dilution from the rights offer and bonus issue. Shares should experience a short-
term retreat due to the issues. The largest shareholder will probably participate in
the rights offer but may sell a portion of the current stake beforehand. Meanwhile,
YG will soon release 4Q13 results that will likely be down from a year ago.

But we maintain BUY and recommend investors accumulate the shares when the
price dips given the following. First, the artist momentum remains constant with the
scheduled debut of WINNER, album releases by 2NE1, PSY, a Big Bang side-
project and Akdong Musician and the world tour featuring 2NE1 and YG Family
starting in March. Second, record-high OP of ~W9bn is expected in 1Q14F. Third,
three-year forward OP CAGR of 22% will be achievable on a greater artist lineup
and new businesses gathering pace.

Rights offer for facility investment, buying stakes in other firms, etc.

The proceeds from the rights offer (W53.2bn) will be used to 1) expand the
company headquarters and build a training center, 2) participate in a rights offer by
a subsidiary (Next Interactive K) engaged in the 3D hologram business, 3)
strategically invest to grow the actor management business, 4) prepare new
businesses and 5) advance on the US market. As such, we believe the rights offer

Yr to Sales OP  EBT NP EPS %chg EBITDA PE EV/EBITDA PB ROE
Dec (Wbn) (Wbn) (Wbn) (Wbn) (won) (YoY) (Wbn) (x) ®  ® (%)
2011A 78 18 18 13 1,661 (35.6) 20 22.2 152 24 265
2012A 107 21 25 19 1,849 113 24 333 235 65 21.6
2013F 118 23 24 18 1,716 (7.2) 26 30.3 183 4.8 174
2014F 149 31 33 25 1,820 6.0 35 33.0 157 4.9 1638
2015F 174 39 43 32 2084 145 45 28.8 120 4.3 16.1

Note: Net profit and EPS are figures attributed to controlling interest
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is part of YG's plan to steer the company onto higher ground. Of note, YG’s artist
lineup is expanding and it has secured more actors with several recently signing
exclusive contracts.

Sales are projected to expand from W35.7bn in 2009 to W118bn in 2013F. For
further top-line expansion and the production of competitive content, it is essential
to expand facilities and make strategic investment. YG’s capital injection to
subsidiary NIK is aimed at providing more content for its new 3D hologram
business, which we view as positive in the mid to long-term. The company’s desire
to enter the US market may raise concerns. But the move could be lucrative for YG
as the investment is to ensure stable album production and concerts in the US
amid the growing popularity of PSY and YG'’s other artists.

Table 1. Summary of YG rights offer and bonus issue

Note
Rights offer
Share class Common shares
New shares 1,150,000 shares

Pre-issue outstanding shares
Purpose of capital increase
Capital increase process

10,402,012 shares
Facility investment W34.2bn, equity investment W5bn, others W14bn
Allotted to shareholders and forfeited shares put up for public auction

New shares allotment date (fixed)  April 18, 2014
Issue price per share W46,250

New shares allotment date March 5, 2014
Rights offer amount W53.2bn
Priority allotment to employee 20%

ownership association

Employee stock ownership (begins April 23, ends April 24)
Current shareholders (begins April 23, ends April 24)

May 2, 2014

May 20, 2014

Payment date
New shares listing date
Bonus issue

Share class Common shares
New shares 3,465,604 shares
Par value W500

Pre-issue outstanding shares 11,552,012 shares
New shares allotment date May 7, 2014
Allotment for each share 0.300000034 share
New shares delivery date May 26, 2014

New shares listing date May 27, 2014

Source: Company data

Table 2. Detailed use of proceeds from capital increase

Priority Investment purpose Amount Period

Headquarters 1 Purchase a building on a site for the new headquarters W2bn June 2014-June 2017

Reconstruction W6bn

Equipment and soundproofing facility W5bn

Goods purchase W2.2bn

Sub-total W15.2bn
Training center 2 Land and building purchase W6bn June 2014-June 2017

Reconstruction W3bn

Soundproofing facility W2bn

Recording equipment, etc. W3bn

Sub-total W14bn
Participate in subsidiary rights offer 3 Participate in rights offer by Next Interactive K Ltd. W5bn June 2014-June 2015
§Lt,|r:itneegsiz investment for management 4 Strategic investment for management business W4bn June 2014-June 2015
Reinforced zone for new businesses 5 Reinforced zone for new businesses W5bn June 2014-December 2016
ggﬁfi?:;:;g:itm:mef?r entry to 6 Overseas investment for entry to North American market W10bn June 2014-December 2016
Total W53.2bn

Source: Company data
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Table 3. Quarterly earnings forecast (Wbn)
1Q13 2Q13 3Q13 4Q13F 1Q14F 2Q14F 3Q14F 4Q14F
Sales 29.8 30.6 29.7 28.0 43.1 33.9 375 341
Albums and digital music 5.1 4.2 8.1 7.3 7.6 7.3 7.6 6.8
Albums 2.3 1.9 54 4.6 44 4.2 4.4 3.9
Digtal music 2.8 23 27 27 3.3 3.1 3.3 29
Concert sales 5.2 12.4 1.7 1.4 9.3 8.8 8.8 8.3
Advertising 2.8 3.2 3.7 3.0 3.6 3.5 35 34
Royalty revenue 11.5 6.1 1.4 14 18.0 8.9 12.2 9.5
Others 5.2 4.7 4.8 5.0 45 5.3 5.3 6.2
OP 6.3 55 6.4 45 9.2 6.8 8.4 6.3
EBT 6.2 6.4 6.1 5.7 8.9 6.7 8.5 9.1
NP 4.2 55 3.9 4.6 6.2 54 5.9 75
(%)
OPM 211 18.0 214 16.1 214 20.1 223 18.6
NPM 14.0 17.9 13.3 16.4 14.3 15.9 15.6 221
Source: Company data, Korea Investment & Securities
Table 4. Annual earnings forecast (Wbn)
2008 2009 2010 2011 2012 2013F 2014F
Sales 18.5 35.7 57.5 78.1 106.6 118.1 148.6
Albums and digital music 9.1 13.3 13.9 20.4 28.7 247 29.4
Albums 5.9 6.5 8.1 12.0 17.8 14.3 16.8
Digtal music 3.3 6.8 5.8 8.4 10.9 10.4 12.6
Concert sales 1.5 4.9 6.4 17.4 24.2 30.7 35.3
Advertising 3.2 6.9 10.5 11.9 11.9 12.7 14.0
Royalty revenue 0.3 34 4.6 7.4 22.6 30.5 48.6
Others 4.4 7.2 22.1 21.0 19.1 19.6 21.3
COGS 10.2 19.8 33.1 47.0 64.5 73.1 89.7
SG&A 6.9 9.8 1.5 13.4 20.6 22.4 28.2
OP 1.4 6.1 12.9 17.8 215 22.7 30.7
EBT 1.9 54 13.5 17.6 24.8 24.4 33.3
NP 1.6 4.2 9.6 12.9 18.8 18.2 24.9
(%)
OPM 75 17.2 22.4 22.7 20.1 19.2 20.7
NPM 8.6 1.7 16.7 16.6 17.6 15.4 16.8

Source: Company data, Korea Investment & Securities

Figure 1. 12MP PE band
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Company overview & Glossary

YG Entertainment is one of the largest entertainment agencies in Korea, along with SM Entertainment and JYP
Entertainment. The company was established by Hyunsuk Yang, a member of Seo Taiji and the Boys. YG has
built a strong musical brand and currently has major artists such as Big Bang, 2NE1, Psy, Epik High, Hai Lee,
Se7en and Gummy. YG fosters various trainees through systematic training and utilizes its unique cultural code
to transform these trainees into artists. Albums and music are the basis of sales, using produced music to

generate management revenue.

« Royalty revenue: YG’s artist activities in Japan are in cooperation with AVEX; Profit from Japan is shared with
AVEX and profit distributed to YG is based on royalty revenue
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Income statement

YG Entertainment (122870) I

FY-ending Dec. (W bn)

2011A 2012A 2013F 2014F 2015F

FY-ending Dec. (W bn)

2011A 2012A 2013F 2014F 2015F

Current assets 74 92 89 104 120 Sales 78 107 118 149 174
Cash & cash equivalents 37 53 41 45 49 coGs 47 64 73 90 101
Accounts & other receivables 6 13 15 18 20
Inventory 3 4 5 6 7 Gross profit 31 42 45 59 73

Non-current assets 16 26 48 103 133 SG&A expenses 13 21 22 28 34
Investment assets 5 7 18 27 34 Operating profit 18 21 23 31 39
Tangible assets 6 10 22 52 70

X Financial income 1 2 2 2 3
Intangible assets 5 8 8 10 13

Total assets 90 17 137 208 252 Interest income 0 2 2 2 2

Current liabilities 14 20 25 23 41 Financial expenses 0 3 2 1 1
Accounts & other payables 7 13 18 22 26 Interest expenses 0 0 0 0 0
ST debt & bonds 0 0 0 0 0 oth i it ] 5 ] ] ;
Current portion of LT debt o o o 0o 0 hdl nfn"’pera_‘ 9 pr°_'t M

Non-current liabilities 0 0 o 0o o0 Suab'gﬁji(a:i’::?gd'rh\a,ss°c'a es: 0 0 0o 0 1
Debentures 0 0 0 0 0 Eamings before tax 18 25 24 33 43
LT debt & financial liabilities 0 0 0 0 0

. Income taxes 5 6 6 8 1

Total liabilities 14 20 25 23 41

Controlling interest 76 97 112 185 211 Net profit 13 19 18 25 32
Capital stock 3 5 5 8 8 Net profit of controlling interest 13 19 18 25 32
Capital surplus 45 47 47 97 97 Other comprehensive profit 0 (1) 1) 1) (1)
Capital adjustments 2 1 1 1 1 ) ]

Retained earnings 26 45 60 80 107 Total comprehenswe- profit . 13 18 17 24 31

Minority interest 0 0 o 0 o0 Total comprehensive profit of 13 18 17 24 31

controlling interest

Shareholders' equity 76 97 112 185 211 EBITDA 20 24 26 35 45

Cash flow Key financial data

FY-ending Dec. (W bn) 2011A 2012A 2013F 2014F 2015F FY-ending Dec. 2011A 2012A 2013F 2014F 2015F

C/F from operations 16 14 24 6 47 Per-share data (KRW)

EPS 1,661 1,849 1,716 1,820 2,084
Net profit 13 19 18 25 32
BPS 15,320 9,437 10,740 12,293 14,067
Depreciation 1 1 1 2 3 DPS 0 300 300 300 300
Amortization 2 2 2 2 3 Growth (%)
Net incr. in W/C ) ®) 3 (23) 10 Sales growth 35.8 36.4 10.8 25.8 17.4
OP growth 37.7 20.9 5.6 35.7 271
Others 1 0 0 o M NP growth 343 450 (31) 372 278
CIF from investing (33) 1 (32) (52) (38) EPS growth (35.6) 1.3 (7.2) 6.0 14.5
Capex @ ®) 13)  (32) (1) EBITDA growth 441 20.1 6.4 35.0 29.6
Profitability (%)
Decr. in fixed assets 0 0 0 0 0 OP margin 227 201 192 207 224
Incr. in investment (25) 1 (12) (9 () NP margin 16.6 17.6 15.4 16.8 18.3
Net incr. in intangible assets ) @) ) 5) ©) EBITDA margin 25.9 22.8 21.9 23.5 26.0
ROA 20.3 18.0 14.3 14.5 13.9
Others 0 o ® ® ©®  goe 265 216 174 168  16.1
C/F from financing 41 1 3) 50 (5) Dividend yield 0.0 0.5 0.6 0.5 0.5
Incr. in equity 41 1 0 53 o  Stability
' Net debt (W bn) (64) (70) (65) (75) (84)
Incr. in debt 0 0 0 0 O Deblequity ratio (%) 0.0 0.0 0.0 0.0 0.0
Dividends 0 0 (3) (3) (5) Valuation (x)
Others 0 0 0 0 0 PE 222 333 303 330 288
PB 2.4 6.5 4.8 4.9 4.3
C/F from others 0 (1) 0 0 0
PS 1.9 5.9 4.5 5.4 5.2
Increase in cash 24 16 (12) 4 4 EV/EBITDA 15.2 23.5 18.3 15.7 12.0

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

Company (Code) Date Recommendation Price target
YG Entertainment (122870) 03-16-12 BUY W69,000
09-16-12 BUY W76,500
11-07-12 BUY W95,000
03-05-13 BUY W85,000
07-26-13 BUY W76,000
11-29-13 BUY W67,000
02-16-14 BUY W51,500
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r 100,000
r 80,000
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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.

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.

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.

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 YG Entertainment.

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 YG Entertainment in the past 12
months;

Korea Investment & Securities Co., Ltd., or its affiliates has not received compensation for investment banking services from YG Entertainment 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 YG Entertainment in the next 3 months.

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

Korea Investment & Securities Co., Ltd. does not own over 1% of YG Entertainment shares as of February 17, 2014.
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 February 17, 2014.

Prepared by: Shiwoo 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.



