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SK Chemicals (006120 KS) Pharmaceutical 

 

Both chemicals and life science maintain steady growth 

Maintain Buy call with TP of W97,000 (vs. current price of W76,800) 

We reiterate our Buy call on SK Chemicals with a target price of W97,000, as the

companyÊs chemicals and life science divisions are both displaying solid revenue

growth. Given that generic drug sales account for less than 5% of the life science

divisionÊs total revenues, SK Chemicals is relatively insensitive to regulatory risks.

Meanwhile, the companyÊs slowing progress in getting approval for SID-530 from 

European countries needs to be closely monitored. 

2Q11: Revenues of W386.4bn (up 17% YoY); OP of W19.3bn (down 3% YoY)

SK ChemicalsÊ 2Q11 revenues jumped 17% YoY to W386.4bn (under non-

consolidated K-IFRS), beating our estimate. This strong top line was driven by both

the chemicals and life science divisions, which posted respective revenue growth

of 17% YoY (to W275.8bn) and 20% YoY (to W93.8bn).  

The companyÊs 2Q revenues were greater than our estimate due to the stronger-

than-expected performance of the bio-diesel business. Bio-diesel revenues surged 

40% YoY to W54bn, exceeding our estimate of W42.5bn. PET and PETG revenues

also leaped by 15% YoY and 17% YoY, respectively.  

However, the companyÊs 2Q operating profit fell shy of our estimate of W22.8bn,

coming in at W19.3bn, mainly due to an increase in R&D expenses (up W2.8bn

YoY). R&D expenses should continue to expand given the companyÊs overseas 

clinical trials for SID-530, SID-820, and SID-710. 

2011 Outlook: Revenues of W1.52tr (up 14%) and OP of W79bn (up 16%) 

Given the strong performances at both the chemicals and life science divisions, we 

upped our estimate for SK ChemicalsÊ 2011 full-year revenues to W1.52tr. But we 

are cutting our operating profit estimate to W79bn to reflect cost increases. 

Since IFRS-based non-consolidated net profit does not include equity-method 

gains, SK ChemicalsÊ 2011 net profit is projected at W50.2bn, W44.3bn lower than 

our previous K-GAAP-based estimate. Meanwhile, if things go smoothly in 2H, SK

ChemicalsÊ 2011 equity-method gains are expected to reach the W100bn level,

considering that 1H equity-method gains (under K-GAAP) came in at W37.8bn 

(even including a loss of W23bn on the sale of SK Keris shares). 

Taking into account the companyÊs slow progress in receiving approval for SID-530 

in Europe, we lowered our estimate for 2012 SID-530-related royalty income to 

W20bn (from W36bn). 
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Buy (Maintain) 

Target Price (12M, W) 97,000

Share Price (11/08/16,W) 76,800

Expected Return (%) 26.3

EPS Growth (11F, %) -81.7

Market EPS Growth (11F, %) 4.5

P/E(11F, x) 36.2

Market P/E(11F, x) 9.9

KOSPI 1,879.87

Market Cap (Wbn) 1,601

Shares Outstanding (mn) 24

Avg Trading Volume (60D, '000) 238

Avg Trading Value (60D, Wbn) 17

Dividend Yield (11F, %) 0.7

Free Float (%) 70.6

52-Week Low 55,200

52-Week High 82,800

Beta (12M, Daily Rate of Return) 0.8

Price Return Volatility (12M Daily, %,SD) 2.3

Foreign Ownership (%) 10.4

Major Shareholder(s) 

SK ChemicalsÊ treasury shares (15.53%) 

Chang-weon Choi et al. (13.85%) 

Mirae Asset Global Investments Co. Ltd. 
(7.31%) 

Price Performance 

(%) 1M 6M 12M

Absolute -1.2 31.7 23.5

Relative 11.2 37.2 15.6
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§ Earnings & Valuation Metrics 

FY Revenues OP OP Margin NP EPS EBITDA FCF ROE P/E P/B EV/EBITDA

 (Wbn) (Wbn) (%) (Wbn) (Won) (Wbn) (Wbn) (%) (x) (x) (x)

12/09 1,277 84 6.6 125 5,260 121 270 14.3 12.7 1.8 14.9

12/10 1,335 68 5.1 274 11,571 100 -46 30.1 5.3 1.6 18.6

12/11F 1,524 79 5.2 50 2,122 105 -58 5.4 36.2 2.0 17.4

12/12F 1,596 127 8.0 98 4,156 167 -29 9.9 18.5 1.8 11.0

12/13F 1,760 141 8.0 108 4,554 183 31 9.9 16.9 1.6 10.0

Note: All figures are based on non-consolidated K-IFRS; NP refers to net profit attributable to controlling interests

Source: Company data, Daewoo Securities Research estimates 
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Table 1. Revisions to SK ChemicalsÊ earnings forecasts (Wbn, W, %) 

 Before After %Change 

 11F 12F 13F 11F 12F 13F 11F 12F 13F
Note 

Revenues 1,490.8 1,701.4 1,870.6 1,523.5 1,595.5 1,759.8 2.2 -6.2 -5.9 - Reflects release of generic version of Taxotere 

Operating profit 83.4 157.8 166.1 79.0 126.9 141.2 -5.3 -19.6 -15.0 - Revised SID-530Ês royalty income 

Pretax profit 121.7 220.0 239.1 58.6 126.1 138.7 -51.8 -42.7 -42.0 - Under IFRS, removed equity-method gains  

Net profit 94.5 166.7 181.2 50.2 98.3 108.2 -46.8 -41.0 -40.3

EPS 3,992 7,045 7,657 2,122 4,156 4,572 -46.8 -41.0 -40.3

OP margin 5.6 9.3 8.9 5.6 9.3 8.9

Pretax margin 8.2 12.9 12.8 8.2 12.9 12.8

Net margin 6.3 9.8 9.7 6.3 9.8 9.7

Note: Before figures are based on non-consolidated K-IFRS. After figures are based on IFRS consolidated figures with equity gains excluded from pre-tax profit and net profit 

Source: Daewoo Securities Research 

Table 2. SK ChemicalsÊ quarterly profit trends and forecasts (Wbn, %) 

 2011F 2012F 2Q11F 

 1Q 2QP 3QF 4QF Year 1QF 2QF 3QF 4QF Year YoY QoQ

Revenues 357.0 386.4 390.7 389.3 1,523.5 340.7 382.8 428.1 443.9 1,595.5 17.3 8.2

Operating profit 8.2 19.3 27.6 23.9 79.0 19.9 29.3 34.4 43.2 126.9 -3.3 136.2

Pretax profit 2.6 14.0 21.3 20.7 58.6 21.2 28.2 32.3 44.3 126.1 -95.3 429.4

Net profit 4.3 13.2 16.6 16.1 50.2 16.5 22.0 25.2 34.6 98.3 -94.2 210.0

OP margin 2.3 5.0 7.1 6.1 5.2 5.9 7.7 8.0 9.7 8.0 

Pretax margin 0.7 3.6 5.5 5.3 3.8 6.2 7.4 7.6 10.0 7.9 

Net margin 1.2 3.4 4.3 4.1 3.3 4.9 5.8 5.9 7.8 6.2 

Source: Company data, Daewoo Securities Research 

Table 3. SK ChemicalsÊ sales trends and forecasts of flagship products (Wbn, %) 

 2011F 2012F 

 1Q 2QP 3QF 4QF Year 1QF 2QF 3QF 4QF Year

Total sales 357.0 386.4 390.7 389.3 1,523.5 340.7 382.8 428.1 443.9 1,595.5

   Life science 77.7 93.8 117.7 112.3 401.4 91.3 105.4 128.7 138.3 463.7

   Chemical 262.8 275.8 252.5 254.3 1,045.4 249.5 256.0 274.4 278.1 1,058.0

   Others 16.5 16.8 20.6 22.8 76.6 - 21.4 24.9 27.6 73.8

Flagship product sales   

   PET 121.2 115.4 108.7 105.4 450.7 103.3 95.3 94.8 94.8 388.2

   PETG 38.9 39.5 39.6 40.2 158.1 43.4 42.2 62.7 63.0 211.3

   Bio diesel 50.4 54.6 45.6 48.3 199.0 50.8 50.5 50.3 50.5 202.1

Sales growth   

   PET 31.5 15.2 8.4 9.0 15.8 -14.8 -17.5 -12.8 -10.1 -13.9

   PETG 17.9 16.7 15.0 23.3 18.2 11.7 6.9 58.4 56.7 33.6

   Bio diesel 60.4 40.2 28.1 12.5 33.6 0.8 -7.5 10.2 4.5 1.6

Source: Company date, Daewoo Securities Research  

Figure 1. Growth rate of outpatient prescription drug sales (YoY)    Figure 2. SK ChemicalsÊ P/E band 

  

Source: UBIST, Daewoo Securities Research  Source: Daewoo Securities Research 
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Table 4. Expected royalty income from new drugs (Wbn, %) 

 2007 2008 2009 2010 2011F 2012F

Operating profit 46.7 73.1 84.3 68.3 79.0 126.9

OP from new drug royalties 0 3.6 2.6 4.6 8.0 30.5

SID-530 (EU, upfront & milestones) 3.6 - - 3.1 -

SID-530 (EU, running royalty) - - - 1.8 20.0

NBP-601 (global, upfront & milestones) - 2.6 4.6 3.1 10.5

% of new drug royalties - 5 3 7 10 24

Source: Daewoo Securities Research estimates; Note: Based on the assumption that royalty income is recognized on a 

quarterly basis 

Figure 3. SK ChemicalsÊ royalties from new drugs and operating profit forecasts 

   

Source: Daewoo Securities Research 

Figure 4. SK ChemicalsÊ share price trend 

   

Source: Daewoo Securities Research 
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SK Chemicals (006120 KS/Buy/TP: W97,000) 

Comprehensive Income Statement (Summarized) Statement of Financial Condition (Summarized) 

(Wbn) 12/10 12/11F 12/12F 12/13F  (Wbn) 12/10 12/11F 12/12F 12/13F

Revenues 1,335 1,524 1,596 1,760  Current Assets 509 740 730 842

Cost of Sales 1,037 1,227 1,260 1,394  Cash and Cash Equivalents 23 186 150 202

Gross Profit 297 297 336 366  AR & Other Receivables 285 326 341 376

SG&A Expenses 229 218 209 225  Inventories 192 219 229 253

Operating Profit (Adj) 68 79 127 141  Other Current Assets 8 10 10 11

Operating Profit 68 79 127 141  Non-Current Assets 1,300 949 1,064 1,117

Non-Operating Profit 278 -20 -1 -3  Investments in Associates 611 245 245 245

Net Financial Income 19 26 6 8  Property, Plant and Equipment 563 555 672 726

Net Gain from Inv in Associates 32 0 0 0  Intangible Assets 17 28 24 21

Pretax Profit 347 59 126 138  Total Assets 1,808 1,689 1,794 1,959

Income Tax 73 8 28 30  Current Liabilities 676 519 584 569

Profit from Continuing Operations 274 50 98 108  AP & Other Payables 213 243 254 280

Profit from Discontinued Operations 0 0 0 0  Short-Term Financial Liabilities 392 195 245 195

Net Profit 274 50 98 108  Other Current Liabilities 71 81 85 94

Controlling Interests 274 50 98 108  Non-Current Liabilities 214 221 171 252

Non-Controlling Interests 0 0 0 0  Long-Term Financial Liabilities 139 146 96 176

Total Comprehensive Profit 274 50 99 108  Other Non-Current Liabilities 61 62 62 63

Controlling Interests 274 50 99 108  Total Liabilities 889 740 755 821

Non-Controlling Interests 0 0 0 0  Controlling Interests 919 949 1,039 1,138

EBITDA 100 105 167 183  Capital Stock 118 118 118 118

FCF (Free Cash Flow) -46 -58 -29 31  Capital Surplus 287 150 150 150

EBITDA Margin (%) 7.5 6.9 10.5 10.4  Retained Earnings 503 778 868 967

Operating Profit Margin (%) 5.1 5.2 8.0 8.0  Non-Controlling Interests 0 0 0 0

Net Profit Margin (%) 20.5 3.3 6.2 6.1  Stockholders' Equity 919 949 1,039 1,138

       

Cash Flows (Summarized) Forecasts/Valuations (Summarized) 

(Wbn) 12/10 12/11F 12/12F 12/13F   12/10 12/11F 12/12F 12/13F

Cash Flows from Op Activities 52 82 125 125  P/E (x) 5.3 36.2 18.5 16.9

Net Profit 274 50 98 108  P/CF (x) 4.8 24.0 13.1 12.1

Non-Cash Income and Expense -256 59 69 76  P/B (x) 1.6 2.0 1.8 1.6

Depreciation 26 18 33 36  EV/EBITDA (x) 18.6 17.4 11.0 10.0

Amortization 6 8 8 6  EPS (W) 11,571 2,122 4,156 4,554

Others 257 -7 -2 -2  CFPS (W) 12,922 3,202 5,871 6,334

Chg in Working Capital 34 -18 -15 -28  BPS (W) 38,099 38,930 42,906 47,231

Chg in AR & Other Receivables -25 -7 -15 -35  DPS (W) 0 500 500 500

Chg in Inventories 11 -28 -10 -24  Payout ratio (%) 3.8 17.5 9.0 8.2

Chg in AP & Other Payables 3 31 12 26  Dividend Yield (%) 0.0 0.7 0.7 0.7

Income Tax Paid 0 -9 -28 -30  Revenue Growth (%) 4.6 14.2 4.7 10.3

Cash Flows from Inv Activities -133 324 -135 -77  EBITDA Growth (%) -17.3 4.3 60.2 9.5

Chg in PP&E 69 -109 -150 -90  Operating Profit Growth (%) -19.1 15.7 60.6 11.3

Chg in Intangible Assets -3 -3 -3 -3  EPS Growth (%) 120.0 -81.7 95.8 9.6

Chg in Financial Assets 38 -4 0 0  Accounts Receivable Turnover (x) 5.3 5.3 5.1 5.2

Others -236 441 19 16  Inventory Turnover (x) 6.7 7.4 7.1 7.3

Cash Flows from Fin Activities 69 -243 -26 4  Accounts Payable Turnover (x) 8.7 8.7 8.3 8.5

Chg in Financial Liabilities 99 -216 0 30  ROA (%) 14.4 2.9 5.7 5.7

Chg in Equity -20 0 0 0  ROE (%) 30.1 5.4 9.9 9.9

Dividends Paid -11 0 -9 -9  ROIC (%) 6.0 7.5 10.9 10.9

Others  -27 -17 -17  Liability to Equity Ratio (%) 96.8 77.9 72.7 72.1

Increase (Decrease) in Cash -4 163 -36 52  Current Ratio (%) 75.3 142.7 125.0 148.0

Beginning Balance 27 23 186 150  Net Debt to Equity Ratio (%) 55.2 16.3 18.4 14.8

Ending Balance 23 186 150 202  Interest Coverage Ratio (x) 3.1 2.9 7.3 8.1

Source: Company data, Daewoo Securities Research estimates 
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As of the publication date, Daewoo Securities Co., Ltd. has acted as a liquidity provider for equity-linked warrants backed by shares of SKChem as an underlying asset, and 

other than this, Daewoo Securities has no other special interests in the covered companies. 

As of the publication date, Daewoo Securities Co., Ltd. has been acting as a financial advisor to SKChem for its treasury stock trust, and other than this, Daewoo Securities

has no other special interests in the companies covered in this report. 

As of the publication date, Daewoo Securities Co., Ltd. issued equity-linked warrants with SKChem as an underlying asset, and other than this, Daewoo Securities has no

other special interests in the covered companies. 

Analyst of the subject company or member of the analyst's household does not have any financial interest in the securities of the subject company and the nature of the 

financial interest (including without limitation, whether it consists of any option, right, warrant, future, long or short position). 

This report reflects the sole opinion of the analyst without any external influences by third parties. 

 

Buy Relative performance of 20% or greater 

Trading Buy Relative performance of 10% or greater, but with volatility 

Hold Relative performance of -10% and 10% 

Stock 
Ratings 

Sell Relative performance of -10% 

Overweight Fundamentals are favorable or improving 

Neutral Fundamentals are steady without any material changes 
Industry  

Ratings 
Underweight Fundamentals are unfavorable or worsening 

 

* Ratings and Target Price History (Share price (----), Target price (----), Not covered (■), Buy (▲), Trading Buy (■), Hold (●), Sell (◆)) 

* Our investment rating is a guide to the relative return of the stock versus the market over the next 12 months. 

* Although it is not part of the official ratings at Daewoo Securities, we may call a trading opportunity in case there is a technical or short-term material development. 

 

This report has been provided by the research division of Daewoo Securities Co., Ltd. The stock ratings, target prices, estimates and overall viewpoints are from the research 

division of Daewoo Securities. Investors can access Daewoo SecuritiesÊ research directly through our website (www.bestez.com), FirstCall Research, Reuters, FnGuide, 

WiseFn, FactSet and Bloomberg (DWIR). This document was prepared by Daewoo Securities Co., Ltd. („Daewoo‰). Information and opinions contained herein have been 

compiled from sources believed to be reliable and in good faith. The information has not been independently verified. Daewoo makes no guarantee, representation or 

warranty, express or implied, is made as to the fairness, accuracy or completeness of the information and opinions contained in this document. Daewoo accepts no 

responsibility or liability whatsoever for any loss arising from the use of this document or its contents or otherwise arising in connection therewith. Information and opinions 

contained herein are subject to change without notice. This document is for information purposes only. It is not and should not be construed as an offer or solicitation of an 

offer to purchase or sell any securities or other financial instruments. This document may not be reproduced, further distributed or published in whole or in part for any 

purpose. Daewoo and/or other affiliate companies, their directors, representatives, or employees may have long or short positions in any of the securities or other financial 

instruments mentioned in this document or issuers described herein at any time and may purchase and/or sale, or offer to purchase and/or sale such securities or other 

financial instruments in the open market or otherwise, in each case either as principal or agent. This document is for distribution within the United Kingdom to persons 

authorized under the Financial Services Act 1986. Daewoo Securities is the sole provider of information contained in this document. DaewooÊs U.S. affiliate, Daewoo 

Securities (America) Inc., a member of FINRA/SIPC, is the sole distributor of this document within the U.S. This document may be distributed in the U.S. only to major U.S. 

institutional investors as defined in Rule 15a-6 of the U.S. Securities Exchange Act of 1934. Any U.S. recipient of this document wishing to effect any transactions in any 

securities discussed herein should contact and place orders with Daewoo Securities (America) Inc. 

Daewoo Securities Co. Ltd. (Seoul)  Daewoo Securities (Hong Kong) Ltd.   Daewoo Securities (America) Inc.  
Head Office 
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Tokyo 100-0005 

Japan 
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B-12 Jianguomenwai Avenue  
Chaoyang District, Beijing 100022 

China 

Tel: 44-20-7982-8016   Tel: 81-3- 3211-5511    Tel: 86-10-6567-9699  

Shanghai Representative Office  Ho Chi Minh Representative Office   

Unit 13, 28th Floor, Hang Seng Bank Tower 

1000 Lujiazui Ring Road 
Pudong New Area, Shanghai 200120 

China 

 Centec Tower 

72-74 Nguyen Thi Minh Khai Street 
Ward 6, District 3, Ho Chi Minh City 

Vietnam 

  

Tel: 86-21-5013-6392  Tel: 84-8-3910-6000   
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