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Figure 1 Korea major construction companies 3Q earnings result — lower than expected
(KRW bn, %) 3011 2012 3Q12(P) QoQ YoY Mirae diff. Consensus diff.
Revenue 15,709.1 18,456.8 18,161.6 (1.6) 15.6 18,499.1 (1.8) 18,750.0 (3.1)
Gross profit 1,855.6 1,694.1 1,693.6 (0.0) (8.7) 1,827.1 (7.3)
Operating profit 1,132.1 912.8 709.6 (22.3) (37.3) 894.2 (20.6) 921.6 (23.0)
Pre-tax profit 1,052.9 811.4 711.3 (12.3) (32.4) 902.7 (21.2)
Net profit 717.2 618.6 469.2 (24.2) (34.6) 656.5 (28.5) 684.3 (31.4)
Gross margin 11.8 9.2 9.3 0.1ppt -2.5ppt 9.9 -0.6ppt
Operating margin 7.2 4.9 3.9 -1ppt -3.3ppt 4.8 -0.9ppt 4.9 -1ppt
Pre-tax margin 6.7 4.4 3.9 -0.5ppt -2.8ppt 4.9 -1ppt
Net margin 4.6 3.4 2.6 -0.8ppt -2ppt 3.5 -1ppt 3.6 -1.1ppt
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Figure 2 margin downtrend on Korea construction sector
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Figure 3 It should takes 2.8 years to get rid of margin risk
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Figure 4 Operating margin trends (2000~2005) Figure 5 Operating margin trends (2006~2012)
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Figure 6 Relative P/E trend
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Figure 7 Korea construction index relative P/E (vs. KOSPI)
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Figure 8 Valuation table for Korean E&C companies
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Company Samsung Samsung Hyundai Daeli_m GS Hyundai Daewoo Doosan
ENG C&T E&C Industrial E&C Develop E&C Heavy
Code 028050 000830 000720 000210 006360 012630 047040 034020
Rating BUY HOLD HOLD HOLD HOLD HOLD Notrated Notrated
Target price (KRW) 200,000 72,000 69,000 100,000 81,000 24,000 N/A N/A
Share price (KRW) 149,000 57,800 62,400 73,000 54,500 19,050 8,960 45,750
Upside(%) 34.2 24.6 10.6 37.0 48.6 26.0 N/A N/A
Market cap (KRWbn) 5,880 8,998 6,904 2,540 2,790 1,425 3,728 4,832
Market cap (US$ m) 5,396 8,258 6,336 2,331 2,560 1,308 3,421 4,435
Foreign ownership (%) 38.7 25.1 20.9 36.9 32.4 49.3 7.3 14.3
Sales (KRW bn) 2010 5,219 22,846 11,217 7,691 8,324 3,590 6,990 6,584
2011 9,298 21,546 11,920 7,988 9,052 4,108 7,099 8,720
2012E 11,316 25,815 13,333 9,814 9,455 3,588 8,293 9,757
2013E 13,381 28,963 14,641 11,307 10,668 3,939 9,536 10,528
Op. profit (KRW bn) 2010 433 857 755 430 594 244 32 424
2011 717 597 754 516 598 403 385 633
2012E 756 763 726 541 409 317 393 613
2013E 873 787 893 608 558 371 543 738
Net income (KRW bn) 2010 355 728 543 352 411 97 (257) 238
2011 515 409 685 380 427 225 242 351
2012E 578 582 584 403 364 176 245 416
2013E 688 560 725 483 422 210 369 542
ROE (%) 2010 36.0 5.4 14.8 8.6 11.2 4.3 (8.0) 6.9
2011 38.0 4.3 15.1 8.3 11.3 9.2 7.0 8.2
2012E 32.2 5.5 11.4 8.1 9.0 6.7 7.1 8.4
2013E 29.0 5.0 12.5 8.7 9.7 7.6 10.0 10.2
P/E (x) 2010 21.6 26.3 15.5 11.6 14.7 26.4 (10.2) 19.8
2011 15.7 26.5 12.3 8.5 11.1 5.7 15.7 12.8
2012E 12.1 16.1 13.6 7.0 8.7 8.7 15.4 11.3
2013E 10.6 16.9 10.9 5.8 7.5 7.3 10.2 8.7
P/B (x) 2010 7.8 1.5 2.3 1.1 1.7 1.1 1.1 1.4
2011 6.0 1.2 1.9 0.8 1.3 0.5 1.1 1.0
2012E 3.6 0.9 1.6 0.6 0.8 0.6 1.0 1.0
2013E 2.8 0.9 1.4 0.6 0.7 0.6 1.0 0.9
EV/EBITDA (x) 2010 14.9 12.1 8.6 9.3 8.4 14.7 48.2 12.7
2011 9.7 19.2 8.8 6.1 7.4 7.0 10.6 8.2
2012E 7.7 14.3 9.0 5.1 7.6 9.4 10.9 9.8
2013E 6.9 14.1 7.4 4.6 5.8 8.2 8.2 8.1
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