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How to untangle Samsung group's ownership? 

Figure 1: Samsung—ownership of non-financial affiliates  

 
Source: FSS filings as of 1Q14, Credit Suisse research 

 Holdco makes sense. Amid a myriad of projections on the street for the 
realignment of Samsung group's complex ownership, we assume three 
contributing factors from the Lee families' standpoint: (1) ownership 
enhancement, (2) cash position improvement, and (3) transparency. As such, 
considering affiliates' sizeable holdings of excess cash and treasury shares, 
we believe that a holding company transition is the prudent direction in 
ownership realignment.  

 Our most feasible scenario. From many possibilities, our most feasible 
scenario would follow these four stages: (1) merger of Samsung Everland 
(after IPO) and Samsung C&T's demerged investment holding entity, 
(2) demerger of Samsung Electronics into an operating company (op-co), 
holdco with share swaps, (3) clearing circular ownership after cashing out 
from SDS, and (4) breaking up Everland into different divisions. However, 
the second stage could take a very long time as Samsung Everland needs 
to increase its asset size (with minimal dilution of the families' shareholding) 
to avoid an involuntary transition into a holding company, in which case 
Everland would be forced to divest its stake in Samsung Life. The process 
could be expedited if the Intermediary Financial Holding Company Act is 
passed.  

 Stock implications. As seen so far, share prices of relevant stocks may be 
volatile as the process could drag on for a very long time. First, we prefer 
KCC as a stakeholder of Samsung Everland as the latter needs larger 
assets without dilution under our scenario analysis. Otherwise, while the 
holdco transition should benefit Samsung affiliates by way of value unlocking 
through treasury shares or higher dividends, given the uncertainty about the 
timeframe, we view the opportunities as only an upside risk.  
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Focus charts 
Figure 2: Samsung group—current ownership structure around the core affiliates 

 
Source: FSS filings as of 1Q14, Credit Suisse research 

Figure 3: Samsung group—ownership structure after SEC's holdco transition under our most feasible scenario 

  
Source: Company data, Credit Suisse research 
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How to untangle Samsung group's 
ownership 
After the recent announcement of Samsung group's plan for initial public offerings of Samsung 

Everland and Samsung SDS, (according to a local news article, MoneyToday on 3 June 2014 

and Daily Economy on 8 May 2014), we have come to review the potential scenarios of 

Samsung group ownership restructuring. Considering the key contributing factors as well as 

affiliate companies' strong cash positions and/or sizeable treasury shares, we believe that the 

holding company transition is the most prudent direction in ownership realignment. However, 

the process could take a very long time due to the complex regulations related to holding 

companies unless the National Assembly passes the Intermediary Financial Holding Company 

Act. We believe that KCC would be a key beneficiary. However, stock implications on other 

Samsung affiliates may be viewed only as an upside risk given the uncertainties.  

Key contributing factors 

The Lee families control the entire Samsung group through their key holdings in Samsung 

Everland, Samsung Life and Samsung Electronics, as well as through circular ownerships. 

Amid a myriad of expectations on the street, we believe that the holding company 

transition is the prudent direction in ownership realignment. Key contributing factors from 

the families' standpoint are: (1) the enhancement of ownership, in particular to the flagship 

company, Samsung Electronics; (2) improvement in cash position to honour potential 

inheritance tax and/or clearing circular ownership; and (3) transparency in the process 

given Samsung has become a global conglomerate. Considering a strong cash position of 

the affiliates and treasury shares, we believe that the enhancement of ownership through 

a holdco transition, utilisation of the treasury shares and then improvement in cash 

position through greater dividends form the prudent direction in ownership realignment.  

Our most feasible scenario on holdco transition 

Under our assumption of holdco transition and scenario analysis, Samsung Electronics is 

considered the most viable candidate for a non-financial holdco, given the company is the 

major shareholder of Samsung affiliates. From many possibilities, our most feasible 

scenario would follow these four stages: (1) merger of Samsung Everland (after IPO) and 

Samsung C&T's demerged investment holding entity which owns 4.1% of Samsung 

Electronics; (2) demerger of Samsung Electronics into an operating company (op-co) and 

holdco, then the families and the merged Everland could sell their stakes in the op-co to 

the holdco in return for cash or shares (e.g. the family could purchase a stake in holdco 

from Samsung Life (7.1%); (3) clearing circular ownership after cashing out from SDS; and 

(4) breaking up Everland by divisions among the Lee families.  

However, the second stage could take very long time as Samsung Everland needs to increase 

its asset size (with minimal dilution of the families' shareholding) to avoid an involuntary 

transition into a holding company, in which case Everland would be forced to divest its stake in 

Samsung Life. The local regulation forces a transition into a holding company if the parent 

company is the largest shareholder of a subsidiary and the subsidiary's book value accounts 

for more than 50% of total assets. The process could be expedited if the National Assembly 

passes the Intermediary Financial Holding Company Act, in our view.  

Stock implications 

If Samsung group were to transform itself into a holding company, Samsung Everland needs 

to increase its asset size without the dilution of shareholders. In this case, we believe 

stakeholders of Samsung Everland benefit the most. Among those, we prefer KCC given our 

view of improvement in its fundamentals. Otherwise, while the holdco transition would be 

positive by way value unlocking through treasury shares or higher dividends, given the 

uncertainty about timeframe, we view the opportunity as only upside risk.  

Samsung group: 

Acronyms for affiliates 

 

Company  name Acronym

Samsung Electronics SEC

Samsung Life Insurance Life

Samsung Fire & Marine Ins.FM

Samsung C&T C&T

Samsung SDI SDI

Samsung Electro-MechanicsSEMCO

Samsung Card Card

Samsung Securities Securities

Samsung Everland Everland

Samsung SDS SDS

Samsung Asset ManagementAsset Management
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Figure 4: Credit Suisse Samsung group coverage stocks—valuation summary 

 
Source: Company data, Credit Suisse estimates 

 

As of 16-Jun-2014 MSCI Upside ROE (%)P/B (x)

Company Ticker Sector Rating Local Target to TP (%) 14E 15E 14E 15E 14E 15E 14E 14E

Samsung Electronics 005930.KSIT O 1,374,0001,760,000 28.1 218,077242,184 5.4 11.1 6.3 5.7 19.1 1.1

Samsung Life Insurance032830.KSFinancials O 108,000 120,000 11.1 4,923 5,254 56.0 6.7 21.9 20.6 4.7 1.0

Samsung F&M 000810.KSFinancials O 254,500 285,000 12.0 20,577 25,180 73.0 22.4 12.4 10.1 10.2 1.2

Samsung C&T 000830.KSIndustrials O 72,000 80,000 11.1 3,226 3,487 83.4 8.1 22.3 20.6 4.2 1.0

Samsung SDI 006400.KSIT N 168,000 142,000 -15.5 7,867 10,385173.9 32.0 21.4 16.2 5.3 1.1

KCC 002380.KSIndustrials O 645,000 750,000 16.3 28,998 31,497 14.1 8.6 22.2 20.5 5.5 1.2

SEMCO 009150.KSIT N 60,300 72,000 19.4 3,696 5,691 -19.9 54.0 16.3 10.6 12.9 2.0

Hotel Shilla 008770.KSCons. Disc. O 89,000 93,000 4.5 4,549 6,232 n.m 37.0 19.6 14.3 23.3 4.1

Samsung Engineering028050.KSIndustrials N 74,900 72,000 -3.9 3,912 6,469 n.m 65.4 19.1 11.6 14.8 2.9

Price (KRW) EPS (KRW) EPS YoY (%) P/E (x)
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Key contributing factors 
Background on ownership structure 

Samsung group was initially founded by Lee, Byung-Chull in 1938. As one of the first 

Chaebols, Samsung group has interests in multiple industries. The ownership, then, was 

inherited by the current chairman, Lee, Kun-Hee, known for his success in the 

globalisation of Samsung group with the flagship company, Samsung Electronics. The 

chairman was hospitalised due to a heart attack on 10 May 2014, according to Financial 

News. Lee, Kun-Hee has three offspring—first son, Lee, Jae-Yong, and then two 

daughters, Lee, Bu-Jin, and Lee, Seo-Hyun.  

The ownership structure of the whole Samsung group is extremely complicated with some 

circulars within the affiliates. The chairman and family effectively control the group through 

their key five holdings in Samsung Everland (Everland), Samsung Life (Life), Samsung 

C&T (C&T) and Samsung Electronics (SEC).  

The de facto holding company of Samsung group is Samsung Everland, which owns 

Samsung Life and Samsung Electronics. In 1996, Everland issued convertible bonds (CBs) 

to the chairman and group affiliates, but were unsubscribed. Lee, Jae-Yong received the 

CBs and became the major shareholder of Samsung Everland by converting the CBs into 

the common shares of 25.1% in 1996. The two daughters also became major 

shareholders with an 8.4% stake each in Everland. Two years later, Everland purchased a 

19.3% stake in Life. In 1999, Samsung SDS (SDS) issued bonds with warrant (BW) to Lee, 

Jae-Yong and two daughters.  

We also note the circular ownership structure of the Samsung group. The key family 

holding companies also own major stakes in other affiliates, which again hold stakes in 

Everland. In order for Samsung group to transform into a holding company, the circular 

ownerships need to be cleared under the local regulation.  

Figure 5: Core affiliates of the Samsung group ownership 

 
Source: FSS filings as of 1Q14, Credit Suisse research 
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Recent developments: Realignment of the business 

According to a local media, Digital Times, the wealth transfer from chairman to the families 

(i.e., the son and daughters) would result in a segmentation of the groups into three parts. 

IT and Financials would be taken over by the son, Lee, Jae-Yong, while Resort & Hotel by 

the first daughter, Lee, Bu-Jin, and lastly, fashion by Lee, Seo-Hyun. Accordingly, we have 

evidenced a slew of transactions announced since September 2013. In our view, the key 

objective of the Group is to accommodate the ownership transfers into the three different 

segments for the each offspring while increasing concentration of the business.  

 Everland acquired Cheil Industries' fashion division in December 2013. Prior to the 

transaction, Everland did not have direct ownership on Cheil Industries. C&T, Card, 

SEC, Samsung Securities (Securities), Samsung Fire and Marine (FM), all owned 

18.29% of the company. All these affiliates may become interests of Lee, Jae-Yong.  

 Everland, then, de-merged Welstory, the food catering division, in December 2013, 

which allows the potential acquisition of Welstory by other affiliates. Everland also 

divested it building management division to S1.  

 Later in July 2014, Cheil Industries was acquired by Samsung SDI (SDI), which is 

owned by Samsung Electronics. In addition, according to a local news article, 

MoneyToday on 3 June 3, 2014, Everland is planning to go public by early 2015.  

 Samsung SDS is at the very bottom of the ownership chain with limited holdings in 

affiliates. SDS was merged with SNS and is being readied for an IPO, according to a 

news article in Daily Economy on 8 May 2014.  

 C&T, the core affiliate of the ownership structure, acquired stakes of Samsung 

Engineering (0% ɣ 7.8%) from Samsung SDI and others. In addition, it divested its 

stake in Card to Life.  

 Life is another core affiliate of the ownership structuring, owning majority stakes in 

financial subsidiaries and SEC. Life acquired a 6% stake in Samsung Card from non-

financial affiliates and also became the 100% shareholder of Samsung Asset 

Management (Asset Management). We believe that this is purported to concentrate 

the financial operations. In particular, the full acquisition of the Asset Management is in 

line with its new strategy to focus on the asset management business.  

Figure 6: Samsung group recent restructuring events 

Date Acquirer/Issuer Target company Seller   Events 

Sep-13 Samsung Everland  Cheil Industries -   Announced to take over Cheil Industries' fashion division by Dec 2013 

Oct-13 Samsung SDS Samsung SNS  -   Announced merger with Samsung SNS by Dec 2013 (merger ratio 1.00 : 0.46) 

Nov-13 S1 Samsung Everland -   Announced to take over Samsung Everland's building management division by Jan 2014 

Nov-13 Samsung Everland Samsung Welstory - 
  Announced to demerge Everland's food catering division and establish Welstory by Dec 
2013 

Dec-13 Samsung C&T Samsung Engineering 
Samsung SDI 
etc. 

  Acquired stakes of Samsung Engineering (0% Ÿ 7.8%) from Samsung SDI and others 

Dec-13 Samsung Life Samsung Card 
Samsung C&T/ 
SEMCO/ SHI 

  Acquired stakes of Samsung Card (28% Ÿ 34%) from Samsung C&T/ SEMCO/ Samsung 
Heavy 

Mar-14 Samsung SDI Cheil Industries -   Announced to acquire Cheil Industries by Jul 2014 (merger ratio 1.00 : 0.44) 

May-14 Samsung SDS  - -   Announced to go public within 2014 

May-14 Samsung Life Samsung Asset Mgmt. 
Samsung 
Securities etc. 

  Announced to fully acquire (5.5% Ÿ 100%) Samsung Asset Mgmt. from Samsung 
Securities/ Samsung Heavy/ Samsung F&M 

May-14 
Samsung 
Securities 

Samsung Futures Samsung Life   Announced to fully acquire Samsung Futures 

Jun-14 Samsung Everland  - -   Announced to go public by late 2014 or early 2015 

Jun-14 Samsung F&M Samsung C&T Samsung Life   Acquired stakes of Samsung C&T  (0% ɣ 4.8%) from Samsung Life 

Jun-14 Samsung Life Samsung F&M Samsung F&M   Acquired Samsung F&M's treasury shares (10.4% Ÿ 15%) 
 

Source: FSS reporting, Various media reports (Maeil Business Daily, etc.) 
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Key contributing factors 

As seen above, we believe that more transactions are possible within the group as a part 

of the wealth transfer process. Considering that the group realignment is wholly dependent 

on the family, it is difficult to lay out a detailed roadmap for the transactions and ownership 

changes. That said, we assume three key contributing factors from the families' standpoint.  

First, we assume the Lee families' ownership needs to stay solid after any wealth transfer 

from Lee, Kun-Hee. In particular, the control over the flagship company, SEC, is significant, 

in our view. Second, we believe that tax implications on the ownership maintenance or 

enhancement are also very important considering the historical cases. Under the local 

regulations, the inheritance tax rate for amounts exceeding W3 bn is 50% progressive. 

Lastly, as Samsung has become a global brand, we assume the transfer should abide by 

the local regulations and treat minority shareholders fairly.  

As of 9 June 2014, according to the disclosures at the Financial Supervisory Service, the 

Chairman's stock ownership of major affiliates of Samsung is valued at W11.4 tn. Given 

our limited knowledge of private wealth and timeframe for the ownership transfer, it is 

difficult to know the exact amount of tax required of the son and daughters.  

Figure 7: Chairman Lee's key shareholdings and current values 

Company  Share type No. of shares (000) Stake (%) Market cap (W bn) Value (W bn) 

Listed 
     Samsung Electronics Common 4,985 3.38 207,545 7,015 

Samsung Electronics Preferred 12 0.05 25,117 13 

Samsung Life Common 41,519 20.76 20,500 4,256 

Samsung C&T Common 2,206 1.37 11,600 159 

Unlisted 
     Samsung Everland Common 93 3.72 n.a. n.a. 

Samsung SDS Common 10 0.01 n.a. n.a. 

Total aggregate (Listed only)         11,442 
 

Source: FSS, Company data, Credit Suisse research 
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 Figure 8: Samsung group ownership structure 

 
Source: FSS filings as of 1Q14, Credit Suisse research 
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Our scenarios on holdco transition 
Why we believe holdco is the ultimate goal? 

The transition to a holding company (holdco) is considered to be one of the most effective 

ways of ownership enhancements, often utilising treasury shares of subsidiaries as seen 

from previous cases of holding company transitions by Korean Chaebols. (Please see 

Appendix I on page 18 for more details on and a case study of holding company 

transformations.) Considering our assumptions on the three contributing factors of 

ownership restructuring from the families point of view—(1) ownership enhancement, 

(2) inheritance tax, and (3) transparency—we believe that a holding company 

transformation is the most prudent direction in ownership realignment, in particular 

considering the sizeable amount of excess cash/capital and treasury shares in the 

subsidiaries. While the families' aggregate ownership of the group is 4.7%, the aggregate 

treasury shares account for 9.6% of the total market capitalisation (common shares only). 

Figure 9: Samsung group—ownership by Lee families and treasuries 

 
Source: FSS filings as of 1Q14, Credit Suisse research 

At the same time, numerous regulations pertain to the holding company transition and 

ownership limitation between financial and non-financial Chaebol affiliates. Reflecting on 

our assumptions of the key principles for the wealth transfer and the ultimate objective of 

holdco transition, and lastly regulations, our most feasible transition scenarios would be in 

the course of four stages. All in all, we believe the holding company transformation, if it is 

decided by the group, is not impossible, but may take a very long time, based on our 

scenario analysis.  

The IPO of Everland and SDS  

The plan for initial public offerings of Everland and SDS was recently announced within a 

short period of time gap, according to a local news article, MoneyToday on 3 June 2014 

and Daily Economy on 8 May 2014. We believe that the implications vary for the IPOs of 

both companies. Lee families own a 19.1% stake in SDS, which is at the lower end of the 

ownership structure, and not a shareholder of the key Samsung group affiliates. Thus, the 

IPO of SDS could improve the families' cash position and could be used for tax paying 

purposes, in our view. 

However, we believe that it may be difficult for the families to reduce their stakes in 

Everland given it is the de facto holding company of the group, controlling both the Life 

and Electronics. In June 2014, Everland followed suit of SDS' listing plan by early 2015. 
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Under our most feasible scenario, one of the possibilities of ownership transfer is 

demerging investment holdings of C&T and Electronics' treasury shares from its 

operations segment. Then, the investment holding companies could be merged with 

Samsung Everland. Major concerns have been an unfavourable merger ratio between the 

investment holding companies and Samsung Everland given some potential subjectivity 

on the merger ratio between the listed and unlisted companies. As such, the listing of 

Samsung Everland would allow more transparency and flexibility in such a ownership 

transfer scenario, on the three assumed principles of the wealth transfer.  

Four stages for holdco transition 

We believe that there are four broad steps to the holding company transition under our 

most feasible scenario. In our view, though, the transition may take a very long time with 

an important factor being regulatory changes. We conduct a scenario analysis in reflection 

of the historical cases as well as the local regulations. However, given our limited 

knowledge on the best interests of the Lee family and undisclosed private wealth, our 

scenario analysis may not be exclusive or comprehensive.  

Step I: De-merger of S&T 

Either before or after Everland’s IPO, C&T could be demerged into an operating and an 

investment holding company, composing of a 4.1% stake in Samsung Electronics, an 18.3% 

stakes in Samsung SDS, etc. The C&T's de-merged investment holding company, then, 

could be re-merged with Everland following Samsung Everland’s IPO. The merged entity 

would have a 4.1% stake in Samsung Electronics and a 19.3% stake in Samsung Life 

assuming C&T would fully transfer its holding in SEC, while the ruling Lee family would still 

have enough controlling stake in the merged entity given its current 46% stake in 

Samsung Everland.  

Figure 10: C&T—shareholder and stake holding (current)  Figure 11: C&T—Shareholder and stake holding (post 

demerger) 

 

 

 
Source: FSS filings as of 1Q14, Credit Suisse research  Source: FSS filings as of 1Q14, Credit Suisse estimates 

This transaction realigns the ownership of the Electronics to Samsung Everland. Hence, 

the potential split of Everland among the three siblings would be easier. Everland may 

purchase a 4.6% stake in C&T from Life for the similar reason.  

Step II: SEC demerges into op-co and holdco 

Similar to C&T, SEC would demerge into an investment holding company, including an 

11.1% stake in treasury shares, a 20.4% stake in Samsung SDI, etc., and an operational 
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listed operating company (SEC op-co) and an investment holding company (SEC holdco) 

would each be 8.8% (4.7% by the Lee families and 4.1% by C&T).  

Figure 12: SEC—shareholder and stake holding (current)  Figure 13: SEC—shareholder and stake holding (post 

demerger) 

 

 

 
Source: FSS filings as of 1Q14, Credit Suisse research  Source: FSS filings as of 1Q14, Credit Suisse estimates 

The Lee families and the new merged entity of Everland C&T would sell their 8.8% stake 

in SEC op-co to SEC holdco in return for cash (or simple equity swap can also be 

possible), which could also be used to purchase a 7.2% stake in SEC holdco from Life. 

SEC holdco would have around a 20% stake (8.8% from Everland C&T and family + 11.1% 

from the treasury shares) in SEC op-co after the transaction, excluding the Life's stake of 

7.2%. The holding company would meet the 20% minimum shareholding guideline. The 

final ownership of the family and Everland C&T would depend on the transactions. 

However, as long as SEC op-co's value is larger than SEC hold-co the ownership by the 

family could increase. If the families purchase SEC holdco stake from Life (7.2%), Life 

could be insulated from the potential regulation requiring insurers to book its affiliate's 

value at a market price. Life is restricted from holding subsidiaries more than 3% of its 

assets. Currently, the value of subsidiaries is booked at the initial acquisition price. 

However, regulation is pending at the National Assembly, requiring insurers to book 

affiliates at mark-to-market value. In such a case, Life may need to divest its stake given 

that SEC's value could increase significantly.  

Figure 14: SEC—share exchanges between op-co and 

holdco 

 Figure 15: SEC—shareholding structure after the share 

exchanges 

 

 

 

 
Source: FSS filings as of 1Q14, Credit Suisse research  Source: FSS filings as of 1Q14, Credit Suisse estimates 

In this step, the Fair Trading Act definition of a holding company could be a potential 

hurdle. According to the Fair Trading Act, if a parent company is the largest shareholder of 

a subsidiary and the shareholder's value accounts for more than 50%, the parent company 

involuntarily transforms into a holding company. If Everland C&T transit to a non-financial 

holding company, under the Fair Trading Act, the non-financial holding company would not 

be allowed to own a financial company and needs to divest its stake in Life, a quasi-holdco 

for the financial companies of Samsung group.  
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We have roughly estimated the asset shortfalls to avoid Everland's involuntary transition to 

a holding company. The book value of SEC would depend on the spin-off of assets, 

including investment assets. If we assume a spin-off of whole affiliate holdings of W41.2 tn 

as of 1Q14, to be added by the 11.1% treasury stake in SEC of W7.3 tn (book value), the 

total book value of the SEC holding company would be around W48.5 tn. If we again 

assume that Everland CT owns 25% of the holding company despite it being dependent 

on the decision by the families, the book value of SEC investment holdings at Everland 

C&T's balance sheet would be W12 tn if it adopts equity method accounting. Everland 

needs at least W24 tn of assets to avoid the holding company transition. The current asset 

size of Everland before its merger with C&T's investment company is W8.4 tn as of end- 

FY13 and C&T's available-for-sale assets amount to W10.4 tn by the book value—the total 

assets would be less than W24 tn. 

As such, the size of Everland assets before the IPO is significant. Otherwise, the 

materialisation of a holding company would take a very long time as we believe the 

feasible way to increase its asset size is through a dividend payout from its subsidiaries. 

One option to consider boosting the asset size of Everland would be a plain merger of the 

whole C&T with Everland. However, given the market capitalisation of near W11 tn of C&T 

and limited ownership by the families in C&T, the families may face the risk of dilution of its 

stake in Everland after the merger with C&T.  

Another possibility could be a regulation change to allow the Intermediary Financial 

Holding Company (IFHC), which is currently under discussion at the National Assembly. 

The IFHC would allow the non-financial holding company to own a financial holding 

company if the ownership is completely separated. This would allow Everland to become a 

holding company and allow Life to transform into a financial holding company as well.  

Step III: Clearing circular ownership (required for a holdco transition) 

The family could sell most of its current 19.1% stake in Samsung SDS either during or 

after its potential IPO. With cash, the family may further purchase an aggregate 17% stake 

in Everland from SDI, Samsung Card (Card) and SEMCO and also 7.2% in C&T from SDI. 

This could largely break the circular ownership of the group. The family could still have 

enough control on SDS even after the complete disposal as SEC C&T and SEMCO 

together hold a 47.6% stake in SDS. 

Figure 16: SDI—circular ownership  Figure 17: SDI—circular ownership 

 

 

 
Source: FSS filings as of 1Q14, Credit Suisse estimates  Source: FSS filings as of 1Q14, Credit Suisse estimates 
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Figure 18: SEMCO—circular ownership  Figure 19: Card—circular ownership 

 

 

 
Source: FSS filings as of 1Q14, Credit Suisse estimates  Source: FSS filings as of 1Q14, Credit Suisse estimates 

Step IV: Break up of Everland C&T among the siblings 

The new merged entity of Everland and C&T would be demerged into three companies: 

(1) investment holdings part which would have a >30% stake in SEC investment holding 

company, which then would own a +20% stake in SEC operating company and a 19.3% 

stake in Samsung Life, etc for Mr. JY Lee, (2) leisure business (+property asset + or E&C 

business) for Miss BJ Lee and (3) fashion business for Miss SJ Lee. There would be 

equity swap for the three separately listed companies between siblings as the final 

process.  

Figure 20: Samsung group—ownership structure after SEC's holdco transition 

  
Source: FSS filings as of 1Q14, Credit Suisse research 
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Stock implications 
Direct beneficiary of SDS and Everland IPO 

The obvious beneficiaries of Everland IPO are the direct shareholders, namely Samsung 

Card, Samsung C&T, SDI, SEMCO and KCC. However, we believe that it may be too 

early to project the fair value of Everland within the share price as the possibilities of 

additional M&As and/or asset revaluation of Everland's holdings in sizeable properties 

should not be ruled out. Admittedly, we believe it is in the best interest of the Lee family, 

the largest shareholder of Everland, to increase the asset size, assuming that the holdco 

transition is the ultimate objective. Still, the share price is likely to remain volatile as has 

been so far.  

Figure 22: Everland—major shareholders  
Figure 23: Share price performance of proxy play 

Company 
Shares 

('000) 
Stake in 

Everland 
BV of 

Everland 
Shareholder

's equity 

BV as % 
of total 
equity 

KCC 425 17% 888 5,010 18% 
Samsung 
Card 125 5% 261 6,161 4% 

SEMCO 100 4% 209 4,176 5% 
Samsung 
SDI 100 4% 209 7,587 3% 
Cheil 
Industries 100 4% 209 3,096 7% 
Samsung 
C&T 37 1% 77 11,327 1% 

 

 

 
Source: Company data, Credit Suisse research  Source: Company data, Credit Suisse reseach 

Among those names, we prefer KCC (also the top recommended stock among the CS 

model portfolio), given the improvement in the company's fundamentals besides the value 

as a proxy of Everland.  

Key investment thesis on KCC 

 At an early stage in a multi-year demand growth story. We continue to believe that 

domestic building material demand is currently at an early stage in a multi-year growth 

story. While the recovering domestic property market is likely to cyclically drive 

demand growth over the next several years, we believe increasing demand for 

refurbishing/remodelling of rapidly ageing old houses will provide a structural medium- 

to long-term growth opportunity for leading building material suppliers such as KCC. 

We also expect KCC's active stance in the rapidly growing B2C building material 

market to generate an additional growth opportunity. 

 KCC's 17% stake in Samsung Everland should be worth substantially more than 

the BV of W888 bn. Samsung Everland's BoD on 3 June approved the company's 

IPO plan by no later than 1Q15. There is insufficient information available at present to 

estimate the fair value of the unlisted company. However, we believe that KCC's 17% 

stake in Samsung Everland is worth substantially more than the BV of W888 bn. While 

Samsung Everland does not disclose details of its sizeable land assets (i.e., size, 

location), we believe that the company's current BV of W908 bn for its land assets 

may be significantly understated considering that the BV is based on the acquisition 

value, which does not reflect appreciation of the asset value at all since the acquisition 
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point. We increase our SOTP-based target price for KCC from W720,000 to W750,000 

by assuming a NAV of W1.6 tn for Samsung Everland's land assets based on 2.0x BV 

(after-tax). 

Figure 24: Korea—new apartment completions and 

housing transaction volumes 

 Figure 25: Korea—number of apartments by age 

 

 

 
Source: Company data, Credit Suisse estimates  Source: Company data, Credit Suisse estimates 

Potential value unlocking from treasury shares 

Based on our study (please see below Appendix on How to play the holdco transition), the 

best time to buy is at the preparation stage, when the companies begin purchasing 

treasury shares. By regulation, a holding company needs to own greater than 20% in a 

listed subsidiary (30% for financial subsidiary). If 20% of the direct shareholding is not 

secured, a further boost in shareholding is possible through treasury shares and the 

demerger process. Most of the key listed affiliates of Samsung group appear to have 

secured sufficient stakes, if we add treasury shares.  

During the implementation stage of the holding company, value accretion can be 

evidenced as treasury shares are utilized to create a holding company, which increase 

size of total market capitalisation of operation company and holding company. The market 

capitalisation of the combined operating and holding company expands as treasury shares 

are demerged to become a separate entity. Hence, we believe the companies with greater 

holding of treasury shares would offer an attractive investment opportunity. However, 

given the uncertainty about the timeframe of actual implementation, it is difficult for us to 

make a strong investment case for the time being.  
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Figure 26: Samsung group— shareholding of non-financial affiliates (incl. treasuries) 

 
Source: FSS filings as of 1Q14, Credit Suisse research 

Possibility of larger dividends 

The investment case from a potential increase in dividends may depend on various factors 

that cannot be confirmed. The basic idea is that the Lee families are reluctant to reduce 

their stake in Samsung group affiliates and that they would not have other source of 

disposable assets aside their stake in Samsung group affiliates. Additionally, the family 

may need additional cash to buy back shares in Everland from SDI, SEMCO and 

Samsung Card. The sale of SDS' stake by the family may help. However, we believe the 

proceeds from SDS stake sale could be well short of required funds. Again, with the 

limited information, it may be difficult to estimate the exact amount of cash needed and for 

how long. However, we believe that the companies with a greater shareholding by the 

family and with sizeable excess capital offer greater possibilities.  
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Appendix I: Holdco case studies 
We have historically seen several events and/or developments that have collectively led to 

the transition process towards the holding company structure. The first driving force is the 

increasing need by the Korean corporates to better secure control in the wake of rising 

‘control threats’ and/or ‘management participation’ attempts by a few active foreign investors. 

As such, they have begun to reassess their whole shareholding structures and actively look 

for ways to better secure management control. This, in turn, has led them to: (1) view the 

holding company structure as an increasingly appealing option to solidify their control, 

thereby accelerating the wave of transition towards a holding company structure (especially 

from those small- and medium-sized Chaebol, which are relatively easily able to transform 

themselves into holding companies), and (2) beef up their share buy-back activities (either to 

keep share prices high and/or as the initial part of their long, complex transformation towards 

becoming holding companies for the purpose of using treasury shares to step up their equity 

ownership at the holding company level at a later stage).  

Another factor is increased difficulty for family owners to park their stakes using pseudo 

names (i.e., relatives and unlisted affiliates, etc.) thanks to a combination of: (1) improved 

overall transparency, (2) growing pressure from shareholder activists (i.e., corporate 

governance funds), and (3) the government’s increased efforts to curb unfair transactions 

between related parties and reinforced inheritance tax system (i.e., the establishment of a 

‘real name’ financial transaction system, tightened monitoring of related party transactions 

and family owners’ inheritance process, etc). As such, many family owners began to 

believe that the old practice of parking their stakes under pseudo names for tax saving 

purpose not only becomes practically impossible, but also invites increased danger (i.e., 

significant penalty, the risk of tax investigation, etc). This, in turn, has provided a strong 

impetus for them to look for ways to clarify their ‘hidden’ stakes, while sustaining or 

enhancing their overall control, leading them to increasingly adopt a holding company 

structure. 

Our case study suggests that the holding company transition is a three-staged process: 

(1) the preparation stage (which often involves internal review, share buy-backs and other 

preparatory steps), (2) the implementation stage (the split between holding companies and 

operating companies, increased family stakes and various activities to meet regulatory 

requirements) and (3) the post-holding company stage (regulatory approval, etc). What 

this offers at the end of the day is improved transparency and reduced conflicts of interest 

(with majority shareholders) at the operating company level for minority shareholders, 

while majority shareholders secure better control through the holding company. 

The stock market behaviour so far shows: (1) a positive response for almost all transition 

cases to date, (2) a growing tendency to re-rate the whole holding company transition 

process in the early stage, and (3) consistent, heavy outperformance of operating 

companies over holding companies. 

In our view, the stock market’s unanimously positive responses for holding company 

transitions to date largely reflect: (1) an improved transparency at operating companies and 

greater impetus for majority shareholders to increase dividends over time, (2) a value 

creation typically seen in the preparation stage and/or transition processes (i.e., non-core 

asset sales, the IPOs of valuable unlisted subsidiaries, etc), (3) a huge share buy-back effect, 

and (4) a growing anticipation of future improvements in dividend policy at operating 

companies. 
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 Figure 27: Holding companies—definition and key regulations 

 

Source: Korea Fair Trade Commission 
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Our key findings from previous cases  

Case study on LG Corp and Pacific 

This section highlights our attempt to learn more about: (1) the whole process of transition 

towards a holding company structure, (2) how the stock prices have reacted during the 

transformation process, and (3) what are key ‘fundamental’ reasons behind such price 

reactions. To do so, we have selected the following two holding companies (out of nine non-

financial holding companies currently under full operation) for detailed review: (1) LG Corp. 

(003550.KS, W44,500, not rated) as a representative for those major chaebol who have a 

highly complex array of business and shareholding structures, and (2) Pacific Corp 

(002790.KS, W166,000, not rated) as a representative for those small- and medium-sized 

chaebol that have significantly less complex business and shareholding structures.  

LG Corp 

LG Group is the first major chaebol in Korea to change into a holding company structure. 

The official purpose of this change into a holding company was to achieve improved 

corporate governance through a more transparent group structure. The LG Group also 

leveraged this procedure to split up joint management of the Koo (heading the LG Group 

and LS Group) and Huh family (GS Group), as the founder handed over management to 

its third generation. 

This multiple-year transition was initiated by establishing LG Corp through the respective 

split-ups of LG Chemical and LG Electronics, which were followed by the de-merger of GS 

Holding from LG Corp. The LG Group declared to become a holding company in 

November 2000, and established LG CI, the primitive holding company, in April 2001 to 

finally set up LG Corp as of March 2003. 

Preparation stage 

The companies that were to split-up to become holding companies accumulated treasury 

stakes by: (1) purchasing from the market as LG Chemical did or (2) merging with the 

subsidiaries to secure treasury as LG Electronics did. LG Chemical increased the treasury 

stake to 6.6% before the official announcement of the transition into a holding company 

structure. LG Electronics acquired its affiliate, LG Info & Communication, in 3Q 2000. This 

ensured LG Electronics building its treasury stake up to 19% prior to the official 

announcement. Until then, there was not much of a notion of securing management 

control as they had no experience of a third-party takeover threat. Therefore, 

management’s holding level was low. 

Implementation stage 

(1) Physical split-up into holding and operating companies 

April 2001 – LG Chemical splits into LG CI and LG Chemical (operating company). 

March 2002 – LG Electronics was split into LG EI and LG Electronics (new entity). 

March 2003 – LG CI and LG EI merged to make LG Corp, the holding company. 

LG Chemical was split into LG CI, LG Chemical (new entity) and LG H&H in March 2001. 

LG CI’s ownership in LG Chemical was only 6.6%, which needed to be increased to over 

30% (according to the previous holding company law). LG CI then executed a tender offer 

to increase holdings and bought in more LG Chemical's shares. This was financed by a 

rights issuance at the same time. This transaction enabled the major shareholders to 

increase their stake in the holding company by participating in the holding company’s 

tender offer. 

Our examination of LG Corp 

and Pacific Corp is to learn 

more about holding 

companies  
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(2) Tender offer for holding company to increase stake in operating company 

Post the split-up, the holding company announced a general tender offer. 

(3) Monetisation of affiliates  

The holding company increased the holdings in subsidiaries to meet the 30:50 holding 

guidelines through asset sale and merger with affiliates. Due to its complicated ownership 

structure, LG Group had to undergo a series of IPOs including LG Life Science, LG Card, 

LG Petrochemical, LG H&H and LPL. Throughout the process, the owner family had sold 

down its shares in the operating company. These IPOs not only helped to secure cash to 

increase holdings in the subsidiaries, but also helped to simplify the group’s holding 

structure overall. 

(4) De-merger for asset split-up between owner families 

January 2005 – GS Holdings de-merges from LG Corp. 

The Korean Fair Trade Commission finally approved the splitting up of GS Group from 

LG Group. LG Group, led by the Koo family, took the chemical, electronics and telecom 

businesses, while GS took the oil refining, construction and retail businesses. LG Corp. 

spun off GS Holdings, GS E&C, and GS Caltex Oil as key affiliates. GS Holdings gets 

listed in the Korean market. 

Post-holding company stage 

(1) Dividend increase. After meeting the necessary requirements, such as the 30:50 

ownership in its subsidiaries, LG Corp. decided to get its brand royalty of about 0.2% of 

each of its affiliates’ revenue. As a result, the dividend per share increased from W500 to 

W1,000. Although the aggregate NAV did not change, the holding company’s 

shareholders have benefited from aligning their interests with the family owners'. 

(2) Less tax burden. The government continued to encourage by giving tax exemptions. 

27.5% of corporate tax was exempt for 60% of dividend income. In 2008, up to 80% of 

dividend income was exempt from corporate tax. This enabled the holding company to 

increase dividend or invest in a new business, like GS Holdings’ management, which 

expressed its intention to invest in a new business. 

Amore Pacific 

Amore Pacific is a good example that represents a smaller scale of transition into a 

holding company. The company officially announced a change into a holding company in 

April 2005. This led Amore Pacific to be split into two entities: (1) Pacific Corp. (holding 

company), and (2) Amore Pacific (the key operating company). Pacific Corp. would act as 

the designated umbrella of the Pacific group. Amore Pacific split into the holding company 

and the operating company in May 2006, and finalised the requirements needed for the 

holding company structure at the end of 2006.   

Preparation stage 

Amore Pacific, the designated holding company, merged with Jangwon Industries and 

Pacific Glas to secure 13.7% of the treasury stake. We may state these treasury shares 

were accumulated at a lower price than market prices, since the merger ratios had 

favoured the shareholders of Amore Pacific. Aside the treasury share accumulation from 

these merger processes, Amore Pacific ended up with a cash balance of about W150 bn 

from Pacific Glas, and property assets from Jangwon Industries.  

Implementation stage 

(1) Physical split-up into holding company and operating company 

Amore Pacific split into two entities in June 2006: Pacific Corp. (holding company), and new 

Amore Pacific (operating company). The split ratios were based on the net asset values of 

the two entities, where management had a certain level of discretion in dividing.  
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 Figure 28: LG Group’s whole transition roadmap towards a holding company structure 

 

Source: Company data, Credit Suisse research 

Before a holding company establishment (as of 31/3/2001) Spinning off  LG Chemcial and LG Electronics Launching a Holding company structure Completion of Split between LG and GS Holding (1/30/2005) Now

LG Group as of 5/1/2002 as of 3/11/2003

LG Group

Company Market Cap (W bn) Company Market Cap (W bn) Company Market Cap (W bn) Company Market Cap (W bn) Company Market Cap (W bn)

LG Electronics (listed) 2,037.92            LG EI (listed) 510.39                         LG (Holding company: LGCI+LGEI) 1,693.65                         LG (Holding company) 3,494.07                      LG (Holding company) 6,413.24                             

LG Cable & machinery (listed) 392.84               LG Electronics (listed) 6,722.22                      LG Electronics (listed) 5,605.79                         LG Electronics (listed) 10,507.63                    LG Electronics (listed) 10,381.71                           

LG Micron (listed) 91.35                 LG Cable & machinery (listed) 473.34                         LG Cable & machinery (listed) 297.53                            LG Micron (listed) 434.25                         LG Micron (listed) 196.50                                

LG Homeshopping (listed) 240.84               LG Micron (listed) 171.10                         LG Micron (listed) 157.76                            LG Philips LCD (listed) 14,444.02                    LG Philips LCD (listed) 13,686.45                           

LG Telecom (listed) 905.83               LG Homeshopping (listed) 846.56                         LG Homeshopping (listed) 449.53                            LG Telecom (listed) 1,197.84                      LG Telecom (listed) 2,542.64                             

Kukdong City Gas (listed) 62.10                 LG Telecom (listed) 1,891.04                      LG Telecom (listed) 942.75                            LG Chemical (listed) 2,714.73                      LG Chemical (listed) 3,964.28                             

LG Construction (listed) 295.29               LG CI (listed) 1,234.80                      LG Chemical (listed) 2,458.75                         LG H&H (listed) 507.21                         LG H&H (listed) 2,033.03                             

LG Chemical (listed) 1,315.28            LG Chemical (listed) 2,707.41                      LG H&H (listed) 404.59                            LG Life Science (listed) 652.18                         LG Life Science (listed) 646.31                                

LG International (listed) 150.96               LG H&H 636.12                         LG Life Science (listed) 256.90                            LG International (listed) 604.52                         LG International (listed) 1,124.04                             

LG Ind. System (listed) 207.40               Kukdong City Gas (listed) 75.60                           Kukdong City Gas (listed) 61.20                              Dacom (listed) 344.42                         Dacom (listed) 1,822.41                             

LG Invest. Securities (listed) 95.57                 LG Construction (listed) 578.85                         LG Construction (listed) 678.30                            LG Petrochemical (listed) 1,141.30                      LG Petrochemical (listed) 1,744.72                             

LG Carltex Gas (listed) 63.66                 LG International (listed) 394.40                         LG International (listed) 306.00                            Combined total market cap 36,042.17                    Combined total market cap 44,555.33                           

LG AD (listed) 86.87                 LG Ind. System (listed) 339.62                         LG Ind. System (listed) 162.03                            LG Innotech 233.82                         LG Innotech 224.61                                

Dacom (listed) 703.92               LG Invest. Securities (listed) 183.90                         *LG Invest. Securities (listed) 138.91                            LG Dow Carbonate 90.57                           LG Dow Carbonate 158.37                                

Combined total market cap 6,649.84            LG Carltex Gas (listed) 120.05                         LG Carltex Gas (listed) 109.42                            LG CNS (LGEDS) 184.59                         LG CNS (LGEDS) 235.64                                

LG Power LG AD (listed) 176.59                         Dacom (listed) 337.09                            Siltron 269.52                         Siltron 365.83                                

LG Carltex Oil 3,336.38            Dacom (listed) 488.44                         LG Petrochemical (listed) 655.40                            LG MMA 141.99                         LG MMA 191.33                                

LG Petrochemical 373.30               LG Pefrochemical (listed) 650.88                         LG Card (listed) 1,679.80                         * Bumin Mutual Savings 18.30                           Surveone 156.85                                

LG Capital 804.46               LG Card (listed) 5,098.60                      Combined total market cap 16,395.40                       ** Goenjiam Leisure 18.77                           LG N-sys 46.54                                  

LG Philips LCD 1,960.20            Combined total market cap 23,299.90                   LG Power 139.32                            Serveone (old : LG MRO) 49.81                           Hi Plaza 116.38                                

LG Innotech 156.35               LG Power LG Carltex 3,752.99                         LG N-sys 35.72                           Powercom 885.79                                

LG Energy 118.28               LG Carltex Oil 3,420.93                      LG Philips LCD Hi Plaza 108.89                         Lusem 21.70                                  

Hanmoo development 338.24               LG Philips LCD 1,578.75                      LG Innotech 167.58                            Powercom 900.60                         High Business Logistics 15.66                                  

LG Dow Carbonate 69.49                 LG Innotech 161.73                         LG Energy 136.94                            Combined total market value 2,052.57                      SEETECH 299.78                                

LG Mart 714.98               LG Energy 124.15                         Hanmoo Development 329.98                            LG Group total mkt value 38,094.74                    Combined total market value 2,718.47                            

LGEDS 60.72                 Hanmoo Development 329.98                         LG Dow Carbonate 56.76                              LG Group total mkt value 47,273.80                          

LG Nikko Copper 277.86               LG Dow Carbonate 86.58                           LG Mart 422.85                            

LG Department 78.75                 LG Mart 766.93                         LG CNS (LGEDS) 109.31                            Company Market Cap (W bn) Company Market Cap (W bn)

LG Investment Trust LG CNS (old :LGEDS) 76.79                           LG Nikko Copper 388.38                            GS Holding 2,141.76                      GS Holding 4,114.31                             

LG Futures LG Nikko Copper 311.45                         * LG Investment Trust GS Construction 1,458.60                      GS Construction 4,819.50                             

Siltron 196.37               LG Investment Trust * LG Futures Samyang Tongsang 40.80                           Samyang Tongsang 84.60                                  

LG MMA 64.03                 LG Futures Siltron 242.43                            Cosmo Chemical 30.72                           Cosmo Chemical 58.54                                  

Bumin Mutual Savings 6.48                   Siltron 216.78                         LG MMA 86.59                              GS Home Shopping 433.78                         GS Home Shopping 492.19                                

LG IBM PC 25.35                 LG MMA 73.74                           Bumin Mutual Savings 19.99                              Combined total market cap 4,105.67                      Combined total market cap 9,569.14                             

Combined total market value 8,581.22            Bumin Mutual Savings 18.34                           LG IBM PC 36.11                              GS Carltex 4,979.07                      GS Carltex 5,295.06                             

LG Group total mkt value 15,231.06          LG IBM PC 25.65                           Hi Plaza (New) 76.88                              GS Power 135.68                         GS Power 175.65                                

Gonjiam Leisure (new) Gonjiam Leisure (New) 18.47                              GS Retail 487.48                         GS Retail 548.79                                

LG MRO (new) LG MRO (New) 655.00                            GS Energy (GSEPS) 150.46                         GSEPS (GS Energy) 241.82                                

LG N-Sys (new) LG N-sys 29.80                              Hanmoo Development 333.49                         Hanmoo Development 347.27                                

Hi Plaza (New) LG Power Comm (new) 800.62                            Combined total market value 6,086.19                      Combined total market value 6,608.59                            

Combined total market value 7,191.78                     Combined total market value 7,470.00                         GS Group total mkt value 10,191.85                    GS Group total mkt value 16,177.73                          

LG Group total mkt value 30,491.69                   LG Group total mkt value 23,865.40                       

* spins-off  from LG Group (5/30/04) Company Market Cap (W bn) Company Market Cap (W bn)

LS Cable & Machinery 780.85                         LS Cable & Machinery 1,671.18                             

LS Ind. & System 615.00                         LS Ind. & System 1,077.00                             

Kukdong City Gas 103.20                         Yesco (Kukdong City Gas) 204.00                                

E1 (LG Carlex Gas) 194.82                         E1 (LG Carlex Gas) 550.86                                

Gaon Cable 38.69                           Gaon Cable 150.15                                

Combined total market cap 1,732.56                      Combined total market cap 3,653.19                            

LS Nikko Copper 510.63                         LS Nikko Copper 861.43                               

Combined total market value 510.63                         Combined total market value 861.43                               

LS Group total mkt value 2,243.19                      LS Group total mkt value 4,514.62                            

* spins-off  from LG Group (3/30/06)

** serveone acquired and merged Goanjiam Leiseure (1/30/06)

LG

April 1st, 2001 2Q02 1Q03 1Q05 1Q07

LG Corp

- Yeon-Am Academical 

Institute: 1.57%

- Koo family & others: 7.68%

- Huh family: 1.53%

- LG Capital: 1.14%

- Treasury: 6.66%

- Koo family: 34.63%

- Huh family: 5.95%

- LG Card: 3.13%

- Treasury: 1.25%

- Koo family: 35.05%

- Huh family: 11.82%

- LG Cable: 4.85%

- LG Card: 1.01%

- Treasury: 15.74%

- Koo family: 51.49% - Koo family: 49.45%

LG Chem

- LG CI: 6.66%

- Koo family: 9.24%

- Huh family: 1.53%

- LG Capital: 1.14%

- LGCI: 23.34%

- Treasury: 0.03%

- LG Corp: 30%

- Treasury: 0.04%
- LG Corp: 30% - LG Corp: 34.52%

LGE

- LG Corp: 36.06%

- Koo family: 0.02%

- Treasury: 0.29%

- LG Corp: 36.03% - LG Corp: 34.8%

GS Caltex

- Caltex (Overseas) Ltd: 40%

- Caltex Corp (JV): 10%

- LG Chem: 30.98%

- LG Retail: 15.78%

- Caltex (Overseas) Ltd: 40%

- Chevron Texaco Global 

Energy Inc (JV): 10%

- LGCI: 30.98%

- LG MRO: 15.78%

- Caltex (Overseas) Ltd: 40%

- Chevron Texaco Global Energy Inc 

(JV): 10%

- LG Corp: 49.83%

- GS Holdngs: 50% - GS Holdngs: 50%

GS 

Holdings
NA NA NA - Huh family (HUH Chang-Soo): 50.58% - Huh family (HUH Chang-Soo): 45.77%

- LGEI: 10.75%

- Koo family: 9.56%

- LGCI: 5.35%

- LG Cable: 1.75%

- LG Cultural Foundation: 0.03%

- LG Academic Institute: 0.95%

- Treasury: 0.14%

-LG Chemical 5.4%

-LG Cable 1.7%

-Koo Family 10.1%

-Treasury 19.2% (through merger with LG Info 

& Comm)

Split into two cos.

Split into three cos.

listed on KSE.

Changed name to 

"LG Card " & isted on KSE

Merge LG mart, LG Department 

into LG Mart

Spining off Life 

scince businee 

Listed on KSE

22 Dec 2001:

Rights 

issuance

26 Nov 2001 - 

15 Dec 2001: 

Tender offer 

on LG Chem

2H 2002: 

Tender offer 

on LG Elec



 

 

 
1
8
 J

u
n

e
 2

0
1
4

 

                K
o

re
a

 M
a
rk

e
t S

tra
te

g
y

 
2

3
  

 
 

   
 

 
  

 
 

   
 

 

 Figure 29: Amore Pacific Group’s whole transition roadmap towards a holding company structure 

 

Source: Company data, Credit Suisse research 

2Q05 4Q05 1Q06 2Q06 1Q07

Pacific (Holdings) - Seo Kyung-Bae & others: 32.3%

- Jang Won Industry: 7.6%

- Seo Kyung-Bae & others: 33.1%

- Treasury: 13.7%

- Seo Kyung-Bae & others: 30.6%

- Treasury: 13.7%

- Seo Kyung-Bae & others: 30.5%

- Treasury: 13.7%

- Seo Kyung-Bae & others: 60.1%

- Treasury: 6.5%

- Trimark Global Endeavor Fund: 

5.7%

AmorePacific (OPCO) - NA - NA - NA - Seo Kyung-Bae & others: 30.5%

- Pacific (Holdings): 13.4%

- Pacific (Holdings): 32.1%

- Seo Kyung-Bae: 9.1%

Pacific Glass - AmorePacific: 67.7%

- Seo Young-Bae: 12.4%

- NA - NA - NA

Jang Won Industry - NA - Pacific: 52.5% - NA - NA - NA

AMOREPACIFIC

(Holdings)

AMOREPACIFIC
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Pacific Glass

Small-Scale Merger

Jang Won Industry
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Investment
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Jang Won IndustryJang Won Industry AMOREPACIFIC

(Operations)
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(Operations)

Shareholders

AMOREPACIFIC
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AMOREPACIFIC

(Operations)
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Pacific Glass
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Jang Won Industry

(Operations)
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(Operations)

AMOREPACIFICAMOREPACIFIC

Pacific GlassPacific Glass

AMOREPACIFICAMOREPACIFIC

Pacific GlassPacific Glass

Jang Won IndustryJang Won Industry

AMOREPACIFIC
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Apr 18, ‘05 ~ Aug 11, ’05 Sep ‘05 ~ Dec ’05 Dec ’05 ~ Apr ‘06 May ’06 ~ Aug ‘06 Aug ’06 ~

31 July 2005: Merged 

w/ Pacific

10 Dec 2005: 

Merged w/ Pacific

1 June 2006: 

AmorePacific (OPCO) 

spun off from Pacific

15 Dec 2006: Pacific 
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Pacific Holdings
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Industry spun off from 

Pacific Holdings

16 Dec 2006: 

Rights offering

15 Nov 2006: 

Pacific tender offer & Share swap

15Dec 2005: 

Share swap post 
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The net asset split was designed as 68% split into the new Amore Pacific (operating entity), 

and 32% to Pacific Corp. (the holding company).  

(2) Tender offer for holding company to increase stake in operating company 

On 9 October 2006, Pacific Corp. announced to buy shares from the new Amore Pacific, 

of which the tender price was decided based on the weighted trading price of the new 

Amore Pacific shares (one last day, one week, and one month prior to the announcement 

of the share bid price) plus a 5% premium to the weighted traded prices. However, we 

note this transaction clarified that Pacific would acquire Amore Pacific's shares with the 

newly issued Pacific Corp. shares, hence, a share swap. The newly issued share price of 

Pacific Corp. was decided on 14 November 2006. The share price of Pacific Corp. to 

determine the swap ratio was at an 11% discount to its latest share price.  

After collecting the subscription to swap Amore Pacific's shares into Pacific Corp's shares, 

the transaction was completed on 15 December 2006. This ended up with the major 

shareholder, Seo, Kyung Bae owning 56% of the holding company, Pacific Corp., and 

Pacific Corp. owning 35% of Amore Pacific. The major shareholder solidified his control 

over the group as he accepted the majority of the subscription, while the minor 

shareholders’ acceptance rate stayed low.  

Post-holding company stage 

We have noticed that the share price surged during the period of preparation, as the 

market became more optimistic about the previously undervalued assets (including the 

affiliates, property, cash and treasury shares) that were increasingly released of its 

discounts, and due to the anticipation that the capital management would improve as a 

result of the holding company structure.  

Specifically for Pacific Group, the company had piled up a huge cash balance compared to 

its asset size. Hence, the anticipation of improved capital management had played a role 

to upgrade its valuations. This had amplified as the company had offered value accretion 

(i.e., merging Pacific Glas and Jangwon Industries at a favourable ratio to the 

shareholders of Amore Pacific) to Amore Pacific's shareholders during the period of 

corporate restructuring.  

Three key observations 

Although each chaebol may well have a few unique issues (and/or challenges), we believe 

that our case studies on LG Corp and Pacific Corp would still provide useful information for 

us to gauge how holding companies generally evolve and what is typically seen at different 

stages of the transition process. That said, several key observations drawn from the above 

case studies include.  

First, the whole transformation process seems to be largely staggered into the following 

three phases: (1) preparation stage, (2) implementation stage and (3) post-holding 

company stage. The preparation stage refers to the period during which any prospective 

company (which intends to make a transition towards the holding company structure) 

internally assesses the cost and benefits of the holding company option, makes its final 

decision, and takes various pre-emptive actions, before it officially declares its plan to 

move towards a holding company structure. What has often been seen in this preparation 

process (as pre-emptive actions by those chaebol that have already completed their 

migration towards holding company structure) are: (1) share buy-backs by a few flagship 

companies and/or cash cows (where family ownership remains weak), (2) family owners’ 

efforts to rearrange their stakes in subsidiaries, and (3) non-core asset sales and/or 

cleaning up ailing subsidiaries.  

We define the implementation stage as the period from the date when any prospective 

holding company officially discloses its holding company transition plan to the date when it 

completes all transition steps and becomes fully eligible as a holding company. This stage 

essentially involves various steps not only to meet all the regulatory requirements 

(Figure 15), but also to solidify the family’s ownership at a holding company level.   

Whole migration typically 

involves a three-stage 

process 
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 Figure 30: Holding company transition is typically a three-stage process 

 

Source: Credit Suisse research 

Preparation stagePreparation stagePreparation stagePreparation stage Implementation stageImplementation stageImplementation stageImplementation stage Post-holding co stagePost-holding co stagePost-holding co stagePost-holding co stage

Á Examine holding company option

Á Make final decision confirming the transition to 

holding company structure

Á Buy back shares

Á Re-arrange stakes in subsidiaries

Á Sell assets or restructures ailing subsidiaries

Á Examine holding company option

Á Make final decision confirming the transition to 

holding company structure

Á Buy back shares

Á Re-arrange stakes in subsidiaries

Á Sell assets or restructures ailing subsidiaries

Á The split of flagship company between holding 

company and operating company

Á Various fund-raising efforts to meet all 

regulatory requirements (i.e., rights issuance by 

holding company, monetizing  treasury shares, 

IPO of valuable subsidiaries and etc.)

Á Family ownersôefforts to increase stakes at 

holding company level typically through equity 

swap

Á The split of flagship company between holding 

company and operating company

Á Various fund-raising efforts to meet all 

regulatory requirements (i.e., rights issuance by 

holding company, monetizing  treasury shares, 

IPO of valuable subsidiaries and etc.)

Á Family ownersôefforts to increase stakes at 

holding company level typically through equity 
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Á Family owners secure controlling stakes in 

holding companies

Á Operating company is left with its core operation, 

while holding company depends largely on 

dividends (and/or royalty income) from operating 

subsidiaries

Á Reduces conflicts of interest between family 

owners and minority shareholders, especially at 

operating company level

Á Family owners secure controlling stakes in 

holding companies
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As such, what we have typically seen in this phase is: (1) the break-up of designated 

holding company(ies) which act as critical stakeholders in the group’s flagship companies 

between holding companies and operating companies, and (2) various cash-raising efforts, 

including rights issues by holding companies, selling family owner’s stakes in operating 

companies, and the IPO(s) of unlisted subsidiaries. These proceeds are then used to: 

(1) enhance family owner’s stakes in holding companies, occasionally by acquiring 

treasury shares held by holding companies, (2) meet minimum equity holding 

requirements at a subsidiary level (i.e., 20% for listed subsidiaries, and 40% for unlisted 

subsidiaries), and (3) reduce debt levels at holding companies if the debt level exceeds 

200%. 

Once it finally meets all regulatory requirements through the implementation stage (up to 

four years from the date when it declares its holding company transition plan), this 

prospective holding company is obligated to report such completion to the Fair Trade 

Commission for final review and approval. Unless notified otherwise, this ends its whole 

transition process. 

To gauge the stock market’s responses at different phases of the holding company 

transition process, we have below kept a track of changes in the combined market 

capitalisation of holding companies and operating companies for each of ten holding 

companies already established (with a market capitalisation of over W200 bn) over their 

entire transition period. At the same time, we have compared their movements in market 

capitalisation relative to the broad market and their local sector peers, to see to what 

extent their holding company migration efforts could explain the share price changes in the 

transition period. 

This shows an average appreciation of 115% over a 24-month period, from 12 months 

prior to the date when the shares of holding companies had been re-listed following the 

break-up to 12 months after the date of re-listing. In relative terms, the above ten holding 

companies have achieved an average outperformance of 80% to the broad market and 96% 

to their respective sector peers over the same period. This demonstrates well the market’s 

highly favourable reception to the recent holding company transition phenomenon, 

indicating a similarly rewarding opportunity for those who will make the transition to the 

holding company structure over the coming years.  

That said, what looks more interesting to note is the stock market’s increasingly pre-

emptive responses seen for the recent holding company transition cases. For instance, 

when LG Group commenced its whole transition towards a holding company structure in 

2001, we saw virtually no meaningful price reaction in the preparation stage (i.e., six to 12 

months prior to the establishment of holding companies), with the bulk of its total price 

appreciation seen in the implementation stage (i.e., 12 months after the establishment of 

holding companies). However, for the recent holding company transition cases, an 

increasingly large weight of total return are seen in the preparation stage. 

It appears that with LG Group being the first chaebol to adopt a holding company structure, 

the market remained unsure about what this change would mean for minority shareholders 

and took a wait-and-see stance in the early phase of transition. But as its transition made 

progress, the market had begun to realise the benefit of this whole change (i.e., improved 

transparency, unlocking hidden values, etc) and to reward its migration efforts. And having 

learned from many similar transition cases over years, the market now seems to feel 

increased comfort about the whole transitional steps which would ultimately create value 

to shareholders, becoming increasingly willing to reward the whole process sooner rather 

than later. This demonstrates the market’s increased tendency to discount the benefit of 

the whole transition process in the early phase (i.e., preparation stage), suggesting a 

growing importance of finding the next candidates (who will soon begin to make the 

transition to holding company structure) going forward. 

 

Unanimously positive stock 

market response to date, 

with the bulk of upside 

increasingly seen in the 

early stage  
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Another interesting point to note is the share price movement of holding companies 

relative to that of operating companies after both stocks are re-listed. We find that all five 

holding companies examined have consistently underperformed their corresponding 

operating companies since both stocks were re-listed. We also see a similar picture for 

these five holding companies even in absolute terms, with five out of these six holding 

companies losing value for the first six months after their shares were listed. This clearly 

shows a big loss of (relative) interest for the shares of holding companies, which makes 

sense to us given: (1) family owners’ attempts to step up their control at the holding 

company level (which implies their latent incentive to keep the share price(s) of holding 

companies low at least until they buy sufficient shares), (2) the fact that holding companies 

are essentially created for family owners to better secure their whole control (thus a lack of 

strong interest for family owners to keep a holding company’s stock price high), 

(3) operating companies are a direct beneficiary of any structural change in dividend policy 

over the medium term, and (4) relatively limited liquidity. As such, we believe that holding 

companies largely become a pure NAV trading play on underlying assets (i.e., operating 

subsidiaries) following the split. 

Third, we believe that the market’s hugely positive responses to virtually all holding 

company transformation cases seen so far largely reflect: 

1) Improved transparency, especially at the operating company level. Although some 

may argue that majority shareholders (family owners) step up their overall control by 

making the transition to a holding company structure, the flip side is that this provides 

a more transparent and streamlined structure for minority shareholders. This is 

particularly true at a operating company level given that they will no longer be used as 

stakeholders by majority shareholders (i.e., value destruction for minority shareholders 

in many cases) and will be able to focus only on their own core operations. 

2) Value creation brought about by a combination of non-core asset sales, listings of 

valuable subsidiaries and cleaning up ailing subsidiaries. The transition process 

occasionally involves a series of value-creation activities, such as non-core asset 

sales (properties and un-related affiliates), the listings of valuable subsidiaries, 

restructuring of ailing subsidiaries to meet various regulatory requirements (i.e., 

minimum stakes in subsidiaries, a debt-to-equity ratio of 200% and no circular 

ownership, etc) and increasing treasury stakes at those flagship companies which will 

be later split between holding companies and operating companies. 

3) Share buy-back effect. As discussed previously, the recent holding company transition 

cases generally show large share buy-back activities in the preparation stage. These 

treasury shares have not been cancelled and have been ultimately sold to majority 

shareholders (as they sought to increase newly created holding company shares by 

selling their operating company share in the implementation stage) in most cases. 

Although some may argue that this is not value accretive for minority shareholders (if 

we disregard some benefit from the monetisation of treasury shares by holding 

companies), we often see positive share price effects from their large share buy-backs 

in the interim (i.e., a significant reduction in free-floating shares).  

4) Increased anticipation of future improvement in capital allocation and dividend policy. 

Those chaebol that have already completed their transition to a holding company 

structure have not yet shown any notable sign of a shift in capital allocation and dividend 

policy. But the market seems to begin to believe that the holding company structure 

offers increased impetus for majority shareholders to enhance dividend payout at the 

operating company level over the coming years (i.e., to increase cash flow and value in 

holding companies where majority shareholders now own sizeable stakes).   

The recent cases show no 

compelling reasons to own 

holding companies after the 

split, unless their NAV 

discounts become 

excessive 

There are four key reasons 

behind the market’s hugely 

positive responses to 

holding company transition 
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Taken together, we believe that the holding company transition is a win-win process for 

both the majority shareholders (i.e., better overall control) and minority shareholders (i.e., 

improved transparency at operating cost and unlocking hidden values seen in the 

transition process). That said, what remains to be seen is that the current wave of holding 

company transition may well represent a significant first step towards a structural change 

in capital allocation and dividend policy for Korean Inc., rather than merely a different 

structure for majority shareholders with no ‘real’ change in their approach towards minority 

shareholders.   

It remains too early to tell. But what we see at this point is that the holding company 

structure: (1) represents a platform to substantially reduce conflicts of interest between the 

majority and minority shareholders, especially at an operating company level, and 

(2) offers a greater motive for majority shareholders to meaningfully enhance dividend 

policy at an operating company level (given that dividends from operating companies are 

an overwhelming source of cash flow and value creation for holding companies where they 

own controlling stakes). Another positive factor that we see is increased difficulty for 

majority shareholders to use a traditional way of preserving and inheriting their control and 

wealth (i.e., parking their stakes under pseudo names, unfair related party transactions) for 

the next generation. This, in turn, has and will continue to force them not only to adopt a 

new, more transparent way of preserving control and wealth (i.e., holding company 

transformation), but also put a great emphasis on their current income flow through 

increased dividend payouts from operating companies going forward.  

As such, although it may well take a while, we foresee increased prospects for the whole 

of Korea Inc. to share its profits increasingly with minority shareholders in the forthcoming 

era of holding company structure, further narrowing the ‘Korea’ discount over the medium 

term. 

 

Will holding company 

structure ultimately lead to 

structural shift in capital 

allocation and dividend 

policy? 
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Companies Mentioned (Price as of 17-Jun-2014) 

Amorepacific Corp (090430.KS, W1,461,000, NEUTRAL, TP W1,550,000) 
Amorepacific Grp (002790.KS, W715,000) 
Cheil Industries Inc (001300.KS, W73,700) 
Cheil Worldwide (030000.KS, W22,450) 
Hotel Shilla (008770.KS, W89,700, OUTPERFORM, TP W93,000) 
LG Corp (003550.KS, W63,700) 
LG Electronics Inc (066570.KS, W77,800, NEUTRAL, TP W83,000) 
S1 Corporation (012750.KS, W78,700) 
Samsung C&T Corporation (000830.KS, W74,500, OUTPERFORM, TP W80,000) 
Samsung Card (029780.KS, W42,700) 
Samsung Electro-Mechanics (009150.KS, W60,600, NEUTRAL, TP W72,000) 
Samsung Electronics (005930.KS, W1,374,000, OUTPERFORM, TP W1,760,000) 
Samsung Engineering Co Ltd (028050.KS, W77,400, NEUTRAL, TP W72,000) 
Samsung Fire & Marine (000810.KS, W255,500, OUTPERFORM, TP W285,000) 
Samsung Heavy Industries (010140.KS, W27,200, NEUTRAL, TP W28,000) 
Samsung Life Insurance (032830.KS, W107,500, OUTPERFORM, TP W120,000) 
Samsung SDI (006400.KS, W167,500, NEUTRAL, TP W142,000) 
Samsung Securities (016360.KS, W44,700) 
Samsung Techwin (012450.KS, W52,500) 
SamsungFineChem (004000.KS, W39,500)

 
 

Disclosure Appendix 

Important Global Disclosures  

Gil Kim, Keon Han, Minseok Sinn and A-Hyung Cho each certify, with respect to the companies or securities that the individual analyzes, that (1) the 
views expressed in this report accurately reflect his or her personal views about all of the subject companies and securities and (2) no part of his or 
her compensation was, is or will be directly or indirectly related to the specific recommendations or views expressed in this report. 

3-Year Price and Rating History for Amorepacific Corp (090430.KS) 

 
090430.KS Closing Price Target Price    

Date (W) (W) Rating   

21-Sep-11 1,208,000 1,400,000 O   

26-Mar-12 1,181,000 1,200,000 N   

08-Nov-12 1,276,000 1,150,000    

07-Feb-13 1,012,000 1,000,000    

09-Sep-13 925,000 1,100,000 O *   

11-Mar-14 1,222,000 1,460,000    

12-May-14 1,437,000 1,550,000    

29-May-14 1,475,000 1,550,000 N   

* Asterisk signifies initiation or assumption of coverage.  
O UT PERFO RM

N EUT RAL

 

3-Year Price and Rating History for Hotel Shilla (008770.KS) 

 
008770.KS Closing Price Target Price    

Date (W) (W) Rating   

09-Sep-13 66,200 85,000 O *   

08-Jan-14 71,000 93,000    

* Asterisk signifies initiation or assumption of coverage. 

 
O UT PERFO RM
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3-Year Price and Rating History for LG Electronics Inc (066570.KS) 

 
066570.KS Closing Price Target Price    

Date (W) (W) Rating   

19-Jul-11 80,332 91,000 N   

05-Sep-11 58,636 70,900    

01-Feb-12 84,300 81,400    

27-Jun-12 61,300 65,000    

24-Sep-12 73,800 63,000 U   

24-Apr-13 90,000 82,000 N   

24-Oct-13 70,100 77,000    

27-Jan-14 68,900 75,000    

29-Apr-14 71,700 83,000 *   

* Asterisk signifies initiation or assumption of coverage. 

 
N EUT RAL

UN D ERPERFO RM

 

3-Year Price and Rating History for Samsung C&T Corporation (000830.KS) 

 
000830.KS Closing Price Target Price    

Date (W) (W) Rating   

25-Jul-11 87,700 95,000 N   

05-Oct-11 59,400 74,000    

27-Oct-11 71,800 78,000    

26-Apr-12 73,700 80,000    

19-Jul-12 63,400 78,000    

01-Nov-12 58,100 72,000 O   

25-Apr-13 59,700 73,000    

25-Jun-13 52,500 70,000    

25-Jul-13 55,100 65,000    

08-Oct-13 65,800 75,000    

24-Apr-14 65,400 80,000    

* Asterisk signifies initiation or assumption of coverage. 

 
N EUT RAL

O UT PERFO RM

 

3-Year Price and Rating History for Samsung Electro-Mechanics (009150.KS) 

 
009150.KS Closing Price Target Price    

Date (W) (W) Rating   

27-Jul-11 89,000 95,000 N   

28-Oct-11 85,000  *   

30-Jan-12 91,000 96,200 N   

26-Apr-12 106,500 97,000    

07-Nov-12 93,200 124,000 O *   

09-Jan-13 99,300 119,000    

31-Jan-13 91,700 114,000    

28-Oct-13 79,900 100,000    

28-Jan-14 66,900 83,000    

28-Apr-14 69,000 72,000 N   

* Asterisk signifies initiation or assumption of coverage. 

 
N EUT RAL

O UT PERFO RM
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3-Year Price and Rating History for Samsung Electronics (005930.KS) 

 
005930.KS Closing Price Target Price    

Date (W) (W) Rating   

07-Oct-11 860,000 1,100,000 O   

05-Jan-12 1,055,000  *   

14-Mar-12 1,250,000 1,490,000 O   

30-Apr-12 1,390,000 1,610,000    

26-Jun-12 1,139,000 1,700,000 *   

27-Nov-12 1,416,000 1,720,000    

06-Feb-13 1,427,000 1,900,000    

27-Jan-14 1,292,000 1,760,000    

* Asterisk signifies initiation or assumption of coverage.  
O UT PERFO RM

 

3-Year Price and Rating History for Samsung Engineering Co Ltd (028050.KS) 

 
028050.KS Closing Price Target Price    

Date (W) (W) Rating   

26-Jul-11 259,000 300,000 O   

04-Aug-11 229,000 270,000    

05-Oct-11 200,000 250,000    

24-Oct-11 237,500 300,000    

19-Jan-12 219,000 290,000    

24-Apr-12 222,500 270,000    

03-Jul-12 185,500 240,000    

26-Oct-12 145,500 210,000    

14-Jan-13 155,000 190,000    

22-Mar-13 131,000 180,000    

16-Apr-13 92,000 90,000 N   

26-Jun-13 72,000 85,000    

05-Aug-13 82,500 83,000    

18-Oct-13 80,100 60,000 U   

29-Jan-14 71,700 70,000 N   

22-Apr-14 77,200 72,000    

* Asterisk signifies initiation or assumption of coverage. 

 
O UT PERFO RM

N EUT RAL

UN D ERPERFO RM

 

3-Year Price and Rating History for Samsung Fire & Marine (000810.KS) 

 
000810.KS Closing Price Target Price    

Date (W) (W) Rating   

04-Jul-11 245,000 241,000 N   

10-Sep-12 227,500 240,000 *   

31-Jan-13 220,500 230,000    

12-Sep-13 253,000 250,000    

23-Jan-14 246,000 300,000 O   

17-Feb-14 233,500 285,000    

* Asterisk signifies initiation or assumption of coverage. 

 
N EUT RAL

O UT PERFO RM

 



 18 June 2014 

Korea Market Strategy 32 

3-Year Price and Rating History for Samsung Heavy Industries (010140.KS) 

 
010140.KS Closing Price Target Price    

Date (W) (W) Rating   

12-Oct-11 30,100 50,800 O   

02-Feb-12 36,700 46,400    

30-Jan-13 38,050 44,000    

28-Oct-13 39,750 44,000 N   

27-Jan-14 34,250 39,000    

04-Mar-14 32,150 39,000 O   

25-Apr-14 28,500 28,000 N   

* Asterisk signifies initiation or assumption of coverage. 

 
O UT PERFO RM

N EUT RAL

 

3-Year Price and Rating History for Samsung Life Insurance (032830.KS) 

 
032830.KS Closing Price Target Price    

Date (W) (W) Rating   

05-Jul-11 96,500 133,000 O   

26-Jun-12 93,500  NR   

23-Jan-14 101,500 120,000 O *   

22-Apr-14 98,900  R   

* Asterisk signifies initiation or assumption of coverage. 

 
O UT PERFO RM

N O T  RAT ED

REST RICT ED

 

3-Year Price and Rating History for Samsung SDI (006400.KS) 

 
006400.KS Closing Price Target Price    

Date (W) (W) Rating   

29-Jul-11 170,000 180,000 N   

27-Oct-11 135,500 140,000    

28-Oct-11 133,500  *   

31-Jan-12 139,500 140,000 N   

25-Jan-13 143,000 142,000 *   

* Asterisk signifies initiation or assumption of coverage. 

 
N EUT RAL

 
The analyst(s) responsible for preparing this research report received Compensation that is based upon various factors including Credit Suisse's 
total revenues, a portion of which are generated by Credit Suisse's investment banking activities 

As of December 10, 2012 Analystsõ stock rating are defined as follows: 

Outperform (O) : The stockôs total return is expected to outperform the relevant benchmark*over the next 12 months. 

Neutral (N) : The stockôs total return is expected to be in line with the relevant benchmark* over the next 12 months. 

Underperform (U) : The stockôs total return is expected to underperform the relevant benchmark* over the next 12 months. 

 *Relevant benchmark by region: As of 10th December 2012, Japanese ratings are based on a stockôs total return relative to the analyst's coverage universe which 
consists of all companies covered by the analyst within the relevant sector, with Outperforms representing the most attractive, Neutrals the less attractive, and 
Underperforms the least attractive investment opportunities. As of 2nd October 2012, U.S. and Canadian as well as European ratings are based on a stockôs total 
return relative to the analyst's coverage universe which consists of all companies covered by the analyst within the relevant sector, with Outperforms representing the 
most attractive, Neutrals the less attractive, and Underperforms the least attractive investment opportunities. For Latin American and non-Japan Asia stocks, ratings 
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are based on a stockôs total return relative to the average total return of the relevant country or regional benchmark; prior to 2nd October 2012 U.S. and Canadian 
ratings were based on (1) a stockôs absolute total return potential to its current share price and (2) the relative attractiveness of a stockôs total return potential within 
an analystôs coverage universe. For Australian and New Zealand stocks, 12-month rolling yield is incorporated in the absolute total return calculation and a 15% and 
a 7.5% threshold replace the 10-15% level in the Outperform and Underperform stock rating definitions, respectively. The 15% and 7.5% thresholds replace the +10-
15% and -10-15% levels in the Neutral stock rating definition, respectively. Prior to 10th December 2012, Japanese ratings were based on a stockôs total return 
relative to the average total return of the relevant country or regional benchmark. 

Restricted (R) : In certain circumstances, Credit Suisse policy and/or applicable law and regulations preclude certain types of communications, 
including an investment recommendation, during the course of Credit Suisse's engagement in an investment banking transaction and in certain other 
circumstances. 

Volatility Indicator [V] : A stock is defined as volatile if the stock price has moved up or down by 20% or more in a month in at least 8 of the past 24 
months or the analyst expects significant volatility going forward. 

Analystsô sector weightings are distinct from analystsô stock ratings and are based on the analystôs expectations for the fundamentals and/or 
valuation of the sector* relative to the groupôs historic fundamentals and/or valuation: 

Overweight : The analystôs expectation for the sectorôs fundamentals and/or valuation is favorable over the next 12 months. 

Market Weight : The analystôs expectation for the sectorôs fundamentals and/or valuation is neutral over the next 12 months. 

Underweight : The analystôs expectation for the sectorôs fundamentals and/or valuation is cautious over the next 12 months. 

 *An analystôs coverage sector consists of all companies covered by the analyst within the relevant sector. An analyst may cover multiple sectors. 

Credit Suisse's distribution of stock ratings (and banking clients) is: 

Global Ratings Distribution 

Rating Versus universe (%) Of which banking clients (%) 

Outperform/Buy* 44% (54% banking clients) 

Neutral/Hold* 40% (49% banking clients) 

Underperform/Sell* 13% (46% banking clients) 

Restricted 3%  

*For purposes of the NYSE and NASD ratings distribution disclosure requirements, our stock ratings of Outperform, Neutral, and Underperform most closely 
correspond to Buy, Hold, and Sell, respectively; however, the meanings are not the same, as our stock ratings are determined on a relative basis. (Please refer to 
definitions above.) An investor's decision to buy or sell a security should be based on investment objectives, current holdings, and other individual factors. 

Credit Suisseôs policy is to update research reports as it deems appropriate, based on developments with the subject company, the sector or the 
market that may have a material impact on the research views or opinions stated herein.  

Credit Suisse's policy is only to publish investment research that is impartial, independent, clear, fair and not misleading. For more detail please refer 
to Credit Suisse's Policies for Managing Conflicts of Interest in connection with Investment Research: http://www.csfb.com/research and 
analytics/disclaimer/managing_conflicts_disclaimer.html 

Credit Suisse does not provide any tax advice. Any statement herein regarding any US federal tax is not intended or written to be used, and cannot 
be used, by any taxpayer for the purposes of avoiding any penalties. 

Price Target: (12 months) for Samsung Fire & Marine (000810.KS) 

Method:  Our sum-of-the-parts valuation (life insurance and equity stakes in affiliated companies) suggests a target price of W285,000 for Samsung 
Fire & Marine, comprising: (1) insurance operation value based on the simple average of 1.0x FY14E P/EV and 1.4X FY14E P/B and (2) 
value of affiliated equity of W2.0 tn. 

Risk:  Risks that could impede achievement of our target price of W285,000 for Samsung Fire & Marine include: (1) further rise in auto claim loss 
ratio, (2) less proactive capital management. 

Price Target: (12 months) for Samsung C&T Corporation (000830.KS) 

Method:  Our target price of W80,000 for Samsung C&T is based on SOTP (sum-of-the-parts) valuation, for which we have applied target multiple 
of 7.0x 2014E EBITDA for its core business. 

Risk:  Risks to our target price of W80,000 for Samsung C&T Corp. include regulation changes in the construction sector and housing market 
trends. 

Price Target: (12 months) for Hotel Shilla (008770.KS) 

Method:  Our target price of W93,000 for Hotel Shilla is based on 20x ('10-12 average when the inflow of Japanese tourists surged) '14 P/E (price-
to-earnings). 



 18 June 2014 

Korea Market Strategy 34 

Risk:  Risks that could impede achievement of our W93,000 target price for Hotel Shilla include the following: 1) regulatory changes, 2) FX; a 
sudden strengthening KRW/USD could be negative on earnings and the inflow of tourists into Korea. 

Price Target: (12 months) for Samsung SDI (006400.KS) 

Method:  Our 12-month target price of W142,000 for Samsung SDI is based on P/B of 0.8x FY14 forecast book as its past 4-year average P/B is 
0.9x on 5% to 6% ROE range. 

Risk:  Potential risks in reaching our target price of W142,000 for Samsung SDI per share may stem from: 1) Unexpected asset acquistion or 
disposals 2) one-time book value gain and equity method income stream from ownership of Samsung Display Corporation (SDC) which is 
of low quality and distorts earnings. 

Price Target: (12 months) for Samsung Electronics (005930.KS) 

Method:  Our 12-month target price of W1,760,000 for Samsung Electronics is based on a price-to-book (P/B) target multiple of 1.45x, which is the 
mid-cycle P/B multiple for the past ten years. 

Risk:  Risks that may impede achievement of our 12-month target price of W1,760,000 for Samsung Electronics include: (1) Heavy earnings 
dependence on the strength of its smartphone products and its margin sustainability given the intensifying competition within the 
smartphone industry; (2) A meaningful downgrade in the PC and handset industry outlook; and (3) Samsungôs System LSI and OLED 
businesses which are ultimately tied to its handset business, and to a certain extent the growth of its key customers' businesses. 

Price Target: (12 months) for Samsung Electro-Mechanics (009150.KS) 

Method:  Our 12-month target price for Samsung Electro-Mechanics of W72,000 per share is based on 16x P/E 2014 earnings (4 year average of 
16x) 

Risk:  Key downside risks for Samsung Electro-Mechanics of W72,000 per share may stem from: 1) any unforeseen supply growth in its key 
products (e.g., multi-layer cermanic capacitor), 2) any delay in the planned execution of the company's cost reduction measures, and 3) 
any unforeseen changes in end demand for its key prodcuts (e.g., flip chip-ball grid array). Key upside risks include: 1) better than 
expected MLCC and cameram module margins, 2) New high margin-driving customer additions and 3) better than expected F/X rate 

Price Target: (12 months) for Samsung Heavy Industries (010140.KS) 

Method:  Our W28,000 target price for Samsung Heavy Industries is based on a P/B (price-to-book) multiple of 1.1x, the average during the mid-
2000s when the company generated an average of 5.2% ROE (return on equity). Our PB v. ROE analysis supports the view that the stock 
should be trading in this range. 

Risk:  Risks to our W28,000 target price for Samsung Heavy Industries include the following: significantly lower losses in the next two years on 
key projects than what management has currently provisioned for; and weaker-than-expected new orders in coming years. 

Price Target: (12 months) for Samsung Engineering Co Ltd (028050.KS) 

Method:  Our target price of W72,000 for Samsung Engineering is based on 7.0x EV (enterprise value)-to-sustainable EBITDA (earnings before 
interest, tax, depreciation and amortisation). 

Risk:  Risks to our target price of W72,000 for Samsung Engineering include: (1) miss-execution in ongoing works, and (2) further decreases in 
oil price. Increasing concern on the global macro economy would also slow down the growth in new order flow. 

Price Target: (12 months) for Samsung Life Insurance (032830.KS) 

Method:  Our sum-of-the-parts valuation (life insurance and equity stakes in affiliated companies) suggests a target price of W120,000 for Samsung 
Life Insurance, comprising: (1) insurance operation value based on the simple average of 1.0x FY14E P/EV and 0.7x FY14E P/B and (2) 
value of affiliated equity. 

Risk:  Risks that could impede achievement of our target price of W120,000 for Samsung Life Insurance include: (1) share price correction of 
affiliate shares, including Samsung Electronics, which may negatively impact SLI's valuations, and (2) potential share overhang which 
would be a short lived risks to the share price. 

Price Target: (12 months) for Amorepacific Corp (090430.KS) 

Method:  Our target price of W1,550,000 for Amorepacific Corp is based on 26x FY15E earnings. 

Risk:  Risks that could impede achievement of our W1,550,000 target price for Amorepacific Corp include: (1) increased promotions for DFS and 
export channel, and (2) weak domestic consumption. 
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Price Target: (12 months) for LG Electronics Inc (066570.KS) 

Method:  Our W83,000 target price for LG Electronics is based on the same target P/B of 1.0x (versus sole FY13-based) and book of FY14 

Risk:  Potential risks in reaching our current target price of W83,000 for LG Electronics stem from: (1) overall macro environment given the 
consumer-oriented product nature of the company, (2) any unforeseen changes in supply-demand dynamics of key products (especially in 
handsets and display products), and (3) foreign exchange changes given its export driven earnings nature. 

Please refer to the firm's disclosure website at https://rave.credit-suisse.com/disclosures for the definitions of abbreviations typically used in the 
target price method and risk sections.  

See the Companies Mentioned section for full company names  

The subject company (000810.KS, 000830.KS, 006400.KS, 005930.KS, 009150.KS, 010140.KS, 028050.KS, 032830.KS, 066570.KS) currently is, 
or was during the 12-month period preceding the date of distribution of this report, a client of Credit Suisse. 

Credit Suisse provided investment banking services to the subject company (000810.KS, 000830.KS, 006400.KS, 009150.KS, 010140.KS, 
028050.KS, 032830.KS) within the past 12 months. 

Credit Suisse provided non-investment banking services to the subject company (000810.KS, 000830.KS, 005930.KS, 066570.KS) within the past 
12 months 

Credit Suisse has managed or co-managed a public offering of securities for the subject company (032830.KS) within the past 12 months. 

Credit Suisse has received investment banking related compensation from the subject company (000810.KS, 000830.KS, 006400.KS, 009150.KS, 
010140.KS, 028050.KS, 032830.KS) within the past 12 months 

Credit Suisse expects to receive or intends to seek investment banking related compensation from the subject company (000810.KS, 000830.KS, 
006400.KS, 005930.KS, 009150.KS, 010140.KS, 028050.KS, 032830.KS, 090430.KS, 066570.KS) within the next 3 months. 

Credit Suisse has received compensation for products and services other than investment banking services from the subject company (000810.KS, 
000830.KS, 005930.KS, 066570.KS) within the past 12 months 

Credit Suisse has a material conflict of interest with the subject company (005930.KS) . Credit Suisse is acting as exclusive financial advisor to 
Samsung Electronics and Samsung Fine Chemicals in relation to the proposed sale of their ownership stakes in the semiconductor wafer joint 
ventures with SunEdison, SMP Ltd and MEMC Korea Company Ltd, to SunEdison. 

Important Regional Disclosures  

Singapore recipients should contact Credit Suisse AG, Singapore Branch for any matters arising from this research report. 

The analyst(s) involved in the preparation of this report have not visited the material operations of the subject company (000810.KS, 000830.KS, 
008770.KS, 006400.KS, 005930.KS, 009150.KS, 010140.KS, 028050.KS, 032830.KS, 090430.KS, 066570.KS) within the past 12 months 

Restrictions on certain Canadian securities are indicated by the following abbreviations: NVS--Non-Voting shares; RVS--Restricted Voting Shares; 
SVS--Subordinate Voting Shares. 

Individuals receiving this report from a Canadian investment dealer that is not affiliated with Credit Suisse should be advised that this report may not 
contain regulatory disclosures the non-affiliated Canadian investment dealer would be required to make if this were its own report. 

For Credit Suisse Securities (Canada), Inc.'s policies and procedures regarding the dissemination of equity research, please visit 
http://www.csfb.com/legal_terms/canada_research_policy.shtml. 

Credit Suisse has acted as lead manager or syndicate member in a public offering of securities for the subject company (032830.KS, 066570.KS) 
within the past 3 years. 

As of the date of this report, Credit Suisse acts as a market maker or liquidity provider in the equities securities that are the subject of this report. 

Principal is not guaranteed in the case of equities because equity prices are variable. 

Commission is the commission rate or the amount agreed with a customer when setting up an account or at any time after that. 

To the extent this is a report authored in whole or in part by a non-U.S. analyst and is made available in the U.S., the following are important 
disclosures regarding any non-U.S. analyst contributors: The non-U.S. research analysts listed below (if any) are not registered/qualified as research 
analysts with FINRA. The non-U.S. research analysts listed below may not be associated persons of CSSU and therefore may not be subject to the 
NASD Rule 2711 and NYSE Rule 472 restrictions on communications with a subject company, public appearances and trading securities held by a 
research analyst account. 

Credit Suisse Securities (Europe) Limited, Seoul Branch ..................................... Gil Kim ; Keon Han ; Minseok Sinn ; A-Hyung Cho ; Ray Kim 

For Credit Suisse disclosure information on other companies mentioned in this report, please visit the website at https://rave.credit-
suisse.com/disclosures or call +1 (877) 291-2683.  
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References in this report to Credit Suisse include all of the subsidiaries and affiliates of Credit Suisse operating under its investment banking division. For more information on our structure, please use the 
following link: https://www.credit-suisse.com/who_we_are/en/This report may contain material that is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of 
or located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or which would subject Credit Suisse AG or its affiliates 
("CS") to any registration or licensing requirement within such jurisdiction. All material presented in this report, unless specifically indicated otherwise, is under copyright to CS. None of the material, nor its 
content, nor any copy of it, may be altered in any way, transmitted to, copied or distributed to any other party, without the prior express written permission of CS. All trademarks, service marks and logos used 
in this report are trademarks or service marks or registered trademarks or service marks of CS or its affiliates. The information, tools and material presented in this report are provided to you for information 
purposes only and are not to be used or considered as an offer or the solicitation of an offer to sell or to buy or subscribe for securities or other financial instruments. CS may not have taken any steps to 
ensure that the securities referred to in this report are suitable for any particular investor. CS will not treat recipients of this report as its customers by virtue of their receiving this report. The investments and 
services contained or referred to in this report may not be suitable for you and it is recommended that you consult an independent investment advisor if you are in doubt about such investments or investment 
services. Nothing in this report constitutes investment, legal, accounting or tax advice, or a representation that any investment or strategy is suitable or appropriate to your individual circumstances, or 
otherwise constitutes a personal recommendation to you. CS does not advise on the tax consequences of investments and you are advised to contact an independent tax adviser. Please note in particular 
that the bases and levels of taxation may change. Information and opinions presented in this report have been obtained or derived from sources believed by CS to be reliable, but CS makes no representation 
as to their accuracy or completeness. CS accepts no liability for loss arising from the use of the material presented in this report, except that this exclusion of liability does not apply to the extent that such 
liability arises under specific statutes or regulations applicable to CS. This report is not to be relied upon in substitution for the exercise of independent judgment. CS may have issued, and may in the future 
issue, other communications that are inconsistent with, and reach different conclusions from, the information presented in this report. Those communications reflect the different assumptions, views and 
analytical methods of the analysts who prepared them and CS is under no obligation to ensure that such other communications are brought to the attention of any recipient of this report. CS may, to the extent 
permitted by law, participate or invest in financing transactions with the issuer(s) of the securities referred to in this report, perform services for or solicit business from such issuers, and/or have a position or 
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