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Solid Technologies (050890) . :zzeow

Higher growth potential and earnings momentum

Rating: BUY / Closing price: W19,200 (17 Jan 2005) / Price target: W23,000

e Maintain BUY and raise the six month price target to W23,000, derived by applying a PER
of 12x based on the 2006 EPS to W1,899, reflecting an upward revision of our earnings
forecast. We believe the wireless telecommunication network industry will grow on the back of:
1) aggressive Capex plans for WCDMA services, 2) full-scale WiBro services, and 3) satellite
and terrestrial DMB services. Especially, WCDMA and WiBro services should expand from
2006. As such, Solid Technologies is poised to reap benefits as it secured SKT and KTF as
customers for their WCDMA services, and KT and SKT for WiBro services, thus earnings
should strengthen significantly in 2006. In addition, the company’s subsidiary should post
modest earnings by providing terrestrial DMB content in China, which will provide a catalyst.

e In 4Q05, sales came in 35% stronger than expected at W19.6bn, due to the following: 1)
sales of WCDMA (SKT) and gap filler (TU Media) came in stronger by W2.0bn and W1.0bn,
respectively, and 2) W2.5bn of WiBro repeater sales to KT were recognized in 4Q05. Operating
profit also came in 25.1% better than expected at W1.3bn with an operating margin of 6.4%.
Recurring profit and net profit also came in far stronger than expected by 64.7% at W1.2bn and
72.9% at W1.0bn. However, when considering that the increased sales and operating leverage
effect has a significant impact on the cost structure; profitability fell in 4Q05 due to low-margin

service sales.

¢ In 1Q086, Solid Technologies should turn around to the positive side thanks to KTF’s
Capex plan for WCDMA repeater and KT’s Capex for WiBro. We expect KT to bolster its
Capex for WCDMA repeaters in 1Q06 and 2Q06 to distinguish its service from SKT. We believe
KT plans to provide WCDMA testing services centering on major business and residential areas.

e In 2006, KTF and SKT plan to boost Capex for WCDMA repeaters, while KT and SKT are
planning full-scale Capex for WiBro. However, CDMA repeater and gap filler sales should
drop as the CDMA repeater will likely be replaced by the WCDMA repeater, and the number of
TU Media subscribers has not grown as fast as expected. As such, we revised up our 2006
sales and operating profit forecast 19.6% to W116bn and 14.9% to W19bn, respectively.

17 January 2006 / W19,200 / Mkt cap: USD161.4mn, KRW159.6bn

Yr to Sales oP RP NP EPS chg. EBITDA P/E EV/EBITDA PBR ROE
Dec (Wbn) (Wbn) (Wbn) (W bn) (Won) yoy (%) (W bn) (x) (x) (x) (%)
2003A 443 5.1 52 6.0 959 282.0 6.9 NM NM NM 474
2004A 62.5 8.8 8.5 8.1 1,278 33.3 9.9 NM NM NM  40.6
2005F 69.7 8.7 8.5 71 866 -32.2 99 222 14.9 36 209
2006F 116.0 19.0 17.2 15.5 1,899 119.2 18.7 10.1 7.2 27 30.0
2007F 1291 21.2 19.9 17.9 2,195 15.6 212 87 6.0 20 262

Source: Company data, Korea Investment & Securities estimates
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Difference between estimates and preliminary earnings (W bn)
4Q05 2005
Forecast Preliminary % Difference Forecast Preliminary % Difference
Sales 14.5 19.6 35.2% 64.6 69.7 7.9%
CDMA 0.8 0.2 -70.0% 4.0 3.3 -18.3%
WCDMA 10.0 11.9 19.1% 39.4 41.9 6.4%
Gap Filler 1.0 24 136.0% 14.2 15.7 10.4%
Wibro - 25 NA 25 NA
Others 2.8 2.6 -71% 7.0 6.4 -9.2%
OoP 1.0 1.3 25.1% 8.4 8.7 3.0%
OP Margin(%) 6.6 6.4 12.9 12.4
RP 0.7 1.2 64.7% 8.0 8.5 6.3%
NP 0.6 1.0 72.9% 6.6 71 7.1%
Source: Company data, Korea Investment & Securities
Quarterly sales and operating profit trend
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Quarterly earnings estimates (W bn, %)
1Q05 2Q05 3Q05 4QO05P 2005P 1QO06F 2QO06F 3QO06F 4QO06F 2006F YoY (%)
CDMA 1.9 0.1 1.0 0.2 3.3 0.3 0.4 0.6 0.4 1.7 -47 4%
WCDMA 4.5 6.1 19.4 11.9 41.9 16.9 14.7 19.7 271 784 86.9%
Sales Gap filler 0.1 10.5 2.7 24 15.7 0.2 1.8 0.8 0.6 34 -78 .6%
WiBro - - - 25 25 3.0 11.6 7.9 45 27.1 982.3%
Others 0.5 1.0 23 2.6 6.4 1.4 1.4 1.4 1.4 54 -15.0%
Total 7.0 17.7 25.4 19.6 69.7 21.7 29.9 30.4 340 116.0 66.3%
OP -0.9 3.1 5.2 1.3 8.7 2.0 5.2 54 6.4 19.0 119.0%
OP Margin -12.2% 17.4% 20.4% 6.4% 124% 93% 174% 176% 18.7% 16.3% 4.1%P
RP -0.9 3.0 5.2 1.2 8.5 1.7 4.7 4.9 5.9 17.2 102.4%
NP -0.9 2.9 4.0 1.0 71 1.5 4.3 4.4 53 155 119.2%

Source: Korea Investment & Securities
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Change in recommendation and price target

Company (Code) Date Recommendation Price target
SOLID TECHNOLOGIES INC. (050890) 09-01-05 Buy W12,500
10-06-05 Buy W15,500
12-13-05 Buy W20,000
01-18-06 Buy W23,000

F21.700

| 1a. 600

Target Price

F15.5800

F12.400

Closing price l 9,300

Ju<] =] n 11 12 2005

B Korea Investment & Securities Co., Ltd. stock recommendation classifications based on 6-month forward share price performance relative to market index performance.
e Strong Buy: Assumes over 30% out performance relative to market index
e Buy: Assumes 10~30% out performance relative to market index
e Hold: Assumes -10~10% share price performance relative to market index
¢ Underweight: Assumes over 10% share price under performance relative to market index

Bl Korea Investment & Securities Co., Ltd. sector recommendation classifications based on 6-month forward performance of sector’s portfolio weight to KOSPI (KOSDAQ)
market capitalization weight
e Overweight: Assumes sector’s portfolio weight to outperform KOSPI (KOSDAQ) market capitalization weight
¢ Neutral: Assumes sector’s portfolio weight to have same return as KOSPI (KOSDAQ) market capitalization weight
¢ Underweight: Assumes sector’s portfolio weight to under perform KOSPI (KOSDAQ) market capitalization weight
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