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As a note, this presentation was released as the dates shown and reflected management 

views as of these dates.  While reviewing this information, the data and information contain 

certain forward-looking statements that are subject to known and unknown risks and 

uncertainties that may cause actual results to differ from those stated or implied by such 

statements.  These risks and uncertainties include, but are not limited to the risk factors 

noted in the Company’s Earnings Releases and the Company’s filings with the Financial 

Supervisory Commission of Korea.  The Company assumes no obligation or responsibility 

to update the information provided in the presentations in correspondence to their 

respective dates.
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Maximize Shareholder Value

1. Objective and Basic Direction
The demerger of  LGE into two separately listed companies, a pure 
operating company and an investment management holding company will 
resolve the telecom issues and improve corporate governance and 
transparency.

Objective Basic Direction

Maximize shareholder value
by separating core business 
and investment management

ØOperating Company
Maximize profit generating opportunities
by focusing resources on the core
businesses

Ø Holding Company
Efficiently manage investments and
continue restructuring initiatives

Demerger
Method

No. of Post 
Demerger 
Companies

Type of 
Holding 
Company

•Split-off

•2 companies

•Pure holding
company

(LGE (New): operating 
company /
LGEI: Investment 
holding company)



LGE has global leadership in the electronics and telecom hardware 
business, but its share price does not correctly reflect its true intrinsic 
value.

(LGE share price trends)

Trading of unlisted shares

LGIC merger Financial burden 
from exercise of 
buy-back option

Concerns over 3G 
investment 
possibilities

(As of Nov. 2001)

Possible 
participation in 
Synchronous 3G 
business

Hynix issue
Terrorist attack 
in the US

LG Electronics2
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2. Demerger Method

Split-off vs. Spin-off

3

Why Split-off?

When compared to Spin-off, Split-off not only has a relatively simpler process, 
but is also the most appropriate method to maximize shareholder value.

Split-off Spin-off q In a split-off, NewCo shares are
allocated to shareholders of the old
company according to the equity 
split ratio, so there is no preferential 
treatment

q Shareholders in the old company 
can maximize shareholder value
when the share prices in the 
operating company increase

q The process is less complicated 

－ Split-off: Transfer at book value
－ Spin-off: Transfer at fair market value 

(asset revaluation required)

v NewCo shares are distributed
to the shareholders of the old 
company

v Assets and liabilities will be
transferred to NewCo at book
value

Shareholder

BA

v All shares of NewCo are
acquired by the old company

v Assets and liabilities will be 
transferred to NewCo at fair 
market value

A BCompany A

ShareholderShareholderShareholder

Company A



LG Electronics

3. Post Demerger Companies

Post Demerger Companies
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Rationale for a Single Operating Company

A single operating entity is the most optimal structure to achieve LGE’s long-
term goals as we believe it will result in significant synergies

§ (주)엘지이아이 (in Korean)

§ LG Electronics Investment, Ltd.

§ 엘지전자㈜ (in Korean)

§ LG Electronics Inc.

Cash Flow

•Utilize cash surplus from the home
appliances business for investment in
future strategic businesses (Digital TV, 
PDP etc)

•Share the “LG Electronics” brand value
as well as global distribution channels

Marketing/
Distribution

Product/Tech

•Respond to the convergence and 
interdependence of  digital technology
and products
－ Home Networking
－ Mobile Networking

Share Price

•Maintain the image and premium 
associated with being a large cap.
stock in the industry  
－ Additional demerger could place

the entities as weak, medium-sized
electronics companies

NewCo
(Operating 

Company)

Surviving 
Company

(Holding Company)
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A dramatic increase in CDMA handset sales

Significant increase in profitability

The successful launch of the GSM business

- Achieved a 53% year-on-year growth in 3Q 2001
- Established distribution channels and a service 
network using experience in the overseas business 
and existing overseas networks

- Lead the domestic Internet handset market by utilizing 
existing multimedia technology for electronic products

- Increase prices through product development and
better designs

- Improvement in productivity and quality (6 sigma) 
- Cutting costs by procurements of core parts

- Utilize current LGE brand recognition and  
distribution channels

- Successful entry into Italy, Indonesia, China, 
Russia and Kazakhstan

We believe synergies from merger with LGIC into a single operating entity, 
resulted in the significant growth in CDMA handset sales, particularly in 
export market.

(Synergy generated through the LGIC merger)
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CDMA Handset Sales Trends

(Unit: million units)
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LGE (New) - Operating Company LGEI - Holding Company

LG Electronics

Value: KRW 9,546.1 billion Value: KRW 2,119.2 billion

* The operating company will hold investments in LG Card and LG Investment & Securities, since under the Fair Trade Act,

these investments cannot be held by a ordinary holding company. However, LGE (New) plans to sell these shares over

the next 2 years. 

☞ Book value as of June 2001: LG Investment & Securities (KRW 154.4 billion), LG Card (KRW 72.5 billion)

* In order to utilize sports marketing, LG Sports will be held by LGE (New)
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(※ Asset allocation may differ according to LGE’s financial status at the point of the demerger)

4. Asset Allocation

LGEI will hold most of the investment assets, including telecom services, 
therefore LGE (New) will be able to focus on its core businesses.

v Investment assets directly related to the 
core business
－ LG.Philips Displays, LG.Philips LCD, LG-IBM,

LG Innotek, LG Micron, LG Sports

v Overseas subsidiaries

v Investment assets related to business 
(Nara Mold & Die, SunHan Tech)

v Financial affiliates 
(LG Investment & Securities, LG Card)

v Tangible and fixed assets excluding LGEI 
holdings

v Stocks of affiliates
－ LG Telecom, DACOM, LG Eng &  Const., 

LG-Caltex, LG Industrial Systems, LG Int’l, 
LG Dept Store, LG Mart, LG-EDS, etc.

v Investment assets related to LG Group
－ HTI, Dreamwiz, Rotis, etc.

v Current assets (deposits)

v LG Twin Tower building and land 
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LGE (New) - Operating Company LGEI - Holding Company
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90% 10%

KRW 6,611.5 billion KRW 727.3 billion

KRW 1,391.9 billionKRW 2,934.6 billion
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5. Liability and Equity Allocation

Shares will be distributed 9 to 1 for LGE (New) and LGEI to create a 
sufficient ground for maximizing shareholder value.

v Paid in capital: KRW 784 billion  
(156,792,255 shares)
－ Common shares: KRW 698.0 billion 

(139,606,263 shares)
－ Preferred shares: KRW 86.0 billion  

(17,185,992 shares)

v Capital surplus and retained earnings: 
KRW 2,150.6 billion

v All liabilities not transferred to the 
holding company

v Paid in capital: KRW 247.1 billion* 
(17,421,362 shares)
－ Common shares: KRW 77.6 billion 

(15,511,807 shares)
－ Preferred shares: KRW 9.5 billion

(1,909,555 shares)

v Capital surplus and retained earnings: 
KRW 1,144.8 billion

v Accrued income tax
v Accrued dividends
v Borrowings (certain portion)

* Includes KRW 160 billion in redeemable preferred stock that has been repaid.

Distribution ☞
(Number of shares issued)
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6. Demerger Financial Structure

Post demerger liabilities-to-equity ratio for LGE (New) and LGEI will be 225% 
and 52%, respectively.

(As of 2002.4.1, KRW in billions)
Financial Structure Pre Demerger Financial Structure Post Demerger

(As 2002.3.31, KRW in billions)

LGE

L/E Ratio: 169.6%

Assets

11,665.3

Liabilities

7,338.8

Equity

4,326.5

LGE (New)

L/E Ratio: 225.3%

Assets

9,546.1

Liabilities

6,611.5

Equity

2,934.6

LGEI

L/E Ratio: 52.3%

Assets

2,119.2

Liabilities

727.3

Equity

1,391.9



7.  Projected Post Demerger Financial Structure
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Over the long-term, LGE (New)’s liabilities-to-equity ratio is expected to trend 
down to 150% while LGEI will be at 30%.

(KRW in billions)
LGE (New) Financial Outlook LGEI Financial Outlook

(KRW in billions)

Equity

Liab.

Assets

2,934.6

6,611.5

9,546.1

3,018.3

6,342.8

9,361.1

6,788.8

10,431.3

4,454.7

6,933.0

11,387.7

Equity

Liab.

Assets

1,391.9

727.3

2,119.2

1,734.5

555.6

2,290.1

1,696.6

523.6

2,220.2

1,680.2

2,178.2

498.0

2002.4.1 2002E 2003E 2004E 2002.4.1 2002E 2003E 2004E

L/E Ratio 225% 211% 186% 156% L/E Ratio 52% 32% 31% 30%

LG Electronics

3,642.5
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(Ways to improve LGE’s liabilities-to-equity ratio)

Cash flow from Operations 853.9

Cash flow from Investments            (702.6)

(2Q to 4Q)

151.3

2002 Estimated Cash Flow

(Unit: KRW in billions)

Sales of Marketable Securities 125.9

277.2

Beginning Borrowings Balance        3,688.4

Liabilities/Equity Ratio (225%)

Ending Borrowings Balance             3,411.2

Liabilities/Equity Ratio                   (210%)

Although LGE (New)’s liabilities-to-equity ratio will increase slightly upon 
the demerger, it will be brought down to 210% level in 2002 .

Measures to be Taken

q Increase profitability by 
strengthening operating 
activities

q Improve working capital 
management by reducing 
receivables and others

q Disposal of marketable 
securities

－ Sale of Nextwave Bonds 

－ Sale of LGIS Shares

－ Sale of R&D Center in Boondang

10

(※ Asset allocation may differ according to the LGE’s financial status at the time of the demerger)
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30.5
35.8

47.3
38.7

53.7

28.8

LGEI is a pure holding company focused on investment management and 
restructuring.  LGEI intends to maximize capital gains through listing of 
portfolio companies.

(LGEI operating plans and estimated cash flow)

2002 2Q - 4Q 2003 2004

Cash in Cash out

(Unit: KRW in billions)

Estimated Cash Flow Objectives

q Maximize Capital Gains
Listing of unlisted investments was not 
included in the cash flow projections 

q Investment Portfolio Management
Continuous restructuring of non-core 
assets

11



(LGEI’s Possible Additional Requirements)

Additional funding needed for telecom investments, such as LG Telecom 
and Dacom, will be secured by each individual company.

LG Telecom
(33%)

LG Telecom
(33%)

Dacom
(30%)

Dacom
(30%)

LG Industrial 
Systems

(42%)

LG Industrial 
Systems

(42%)

• Pre demerger rights offering (early 2002) 

• Maintain current profit base and generate internal cash surplus

• Efficient investments for the future 3G market  

• Minimize investments in non-core areas, such as Chollian and telephony business
• Strengthen business efficiency by cutting costs and through continuous restructuring, 

such as demergers and/or asset sales

• Excluding goodwill amortization, LGIS will achieve a operating profit of 16% 
• Aggressively target overseas markets and maintain dominant position in the 

domestic market

LG Telecom

Dacom

Sales
Operating 

Profits EBITDA Major Plans

(Based on 3Q 2001 YTD figures; Unit: KRW in billions)

1,600.0 288.0 (18.0%) 476.0
− Annual capex under KRW 500 billion

− 3G investments for the next 5 years to total
KRW 870 billion

718.5 29.9 (4.2%) 152.0 − Annual capex under KRW 150 billion

570.5 91.0 (16.0%) 160.1 − Maintain borrowings of KRW 750 billions
by end 2001LGIS

12 



• BOD resolution on 
demerger

• Submit demerger report
• Disclosure on demerger

4.1

Extraordinary 
Shareholders’
Meeting (ESM)

12.2812.111.15 4.2512.13

Cut-off date for 
closing of 

shareholder list

Expected listing 
of new shares 
from demerger

• Announcement for 
ESM

• Disclosure on 
demerger B/S

4. 3

• Register demerger
• Report on 

completion of 
demerger

12.5

BOD resolution on 
finalizing ESM 

agenda

2001 2002

Cut-off date

8. Schedule
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Demerger Schedule

BOD resolution on finalizing ESM agenda will take place on Dec 5, 2001, while 
the ESM will be on Dec 28, 2001. The official date of demerger is April 1, 2002.

LG Electronics



1) Post Demerger LGE (New)

Sum-of-Parts Valuation

We believe the post-demerger equity value of LGE (New) is approximately 
W7 tril.

* Source : LGE advised by Salomon Smith Barney Investment Banking
* As of November 9, 2001

9. Valuation

LG Electronics

v LGE’s valuation was determined based

on the estimated EBITDA of each 

business divisions and operating 

affiliates (LCD, CRT), which was 

compared against LGE (New)’s 

global peer group (Maytag, Sony, 

Toshiba, Alcatel, Siemens, among 

others) EBITDA multiples. We then 

applied appropriate discounts to the 

multiples 

Valuation Methodology

※ Implied Share Price
KRW 44,543

14 

1) Including payment guarantee of KRW 1,426 billion to overseas affiliates

3,255

2,177

2,238

6,984

11,9484,279
4,964

Home
Appliance

Display &
Media

Telecom
Equipment

Investment
Holdings

Firm Value Net Debt (1) Equity Value

(Unit: KRW in billions)



2) LGEI 

LG Electronics

We believe LGEI’s equity value is approximately around W500 bil.

* The number of LGEI shares issued will only be 1/10 of pre
demerger LGE.

Total Equity Valuation

※ Implied Share Price
KRW 29,745

Listed 
Investments

Unlisted 
Investments

9. Valuation
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•LG Telecom

•Dacom

•Hankuk Electric Glass

•LG Indus. System

•LG Construction

•Hanaro Telecom

• LG International

•LG Mart

•LG-Caltex

•LG Dept. Store

•LG-EDS

•LG-Hitachi

•LG OTIS

•Others

915

518

486 1,402 365 Holding company
discount

50%

Listed

Investments

Unlisted

Investments

Firm Value Net Debt Equity Value

(Unit: KRW in billions)

* Source : LGE advised by Salomon Smith Barney Investment Banking
* As of November 9, 2001



Pre and Post Demerger Market Cap Difference

3) Pre and Post Market Capitalization Difference

LG Electronics

As LGE (New) and LGEI’s intrinsic value is estimated to total W7.5 tril., we 
expect post demerger market capitalization to increase significantly.

* Source : LGE advised by Salomon Smith Barney Investment Banking
* As of November 9, 2001

v LGE’s current stock price does not 
fully reflect the its intrinsic 
value 

v Post demerger valuation will be 
highlighted by resolving issues related
to corporate governance, transparency
and telecom investments/strategy

9. Valuation

Implication

16

2,650

6,984
7,502

518

Current LGE LGE (New) LGEI Total

(Unit: KRW in billions)

183%
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