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Holding Companies

Stocks look set for rebound on easing
uncertainties

Holding company stocks look set for rebound on easing policy uncertainties

Holding company stocks rallied following last year's presidential elections, as they
were viewed as the biggest beneficiaries of the ownership restructuring theme
prompted by the introduction of the stewardship code and promotion of minority
shareholder rights. This year, however, holding company stocks have come under
pressure, reversing all of their gains since the beginning of the year (versus -6.3% for
the stock market as a whole), and in some cases losing more than the decline in the
value of their listed subsidiary stakes, with discounts reaching historic levels.

In our view, the steep undervaluation of holding company stocks is due to
uncertainties surrounding policy changes affecting holding companies. We think such
uncertainties will dissipate in 2H18, when revisions to the Monopoly Regulation and
Fair Trade Act (MRFTA), which governs overall regulations regarding holding
companies, will likely be finalized. In fact, we think most of the uncertainties have
already been addressed, after the key agendas discussed by the special committee for
the MRFTA overhaul were disclosed in early July. Indeed, many holding company
stocks have begun showing signs of a rebound.

FTC's policy stance revealed in special committee’s seven key agendas

Korea's Fair Trade Commission (FTC) has stated that the amendments should be aimed
at preventing controlling families from seeking personal gains and expanding their
power through illicit means. To this end, the special committee reviewed the following
seven proposals:

@ Revision of the designation of conglomerates: Change the criteria for determining
groups subject to cross-shareholding restrictions to 0.5% of GDP

@ Disclosure regarding overseas affiliates: Require the disclosure of equity ownership
and circular shareholdings in overseas affiliates

@ Broader applicability of related-party transaction regulations: Unify the ownership
threshold to 20% in both listed and non-listed affiliates and apply the regulations to
their subsidiaries (over 50% stake)

@ Circular shareholding regulations: Regarding existing circular shareholdings, restrict
voting rights of companies that have completed the relevant circular shareholding

® Holding company scheme: Raise the minimum ownership in first-tier/second-tier
subsidiaries by 10%p and require disclosure of holding companies’ intercompany
transactions

® Regulations on financial/insurance firms: Limit voting interests of financial/insurance
firms to 5% combined

@ Regulations on company-sponsored foundations: Apply the same voting right
restrictions as those on financial/insurance firms to company-sponsored foundations
belonging to conglomerates

The FTC plans to finalize the revisions at a special committee general meeting in July,
announce its official stance in early August, and submit the bill to the National
Assembly after mid-August.

Stronger disclosure rules mean holding companies could continue to collect
brand royalties

With regard to the ongoing MRFTA reform, we believe the biggest concern weighing on
holding companies has been the potential adoption of regulations on their non-dividend
income (mainly brand royalties). In our view, uncertainty over whether the FTC's push to
tighten restrictions on related-party transactions would extend to holding companies’
brand royalties has been the main cause for the weakness of holding company stocks.

While the final bill has yet to be confirmed, the special committee’s latest discussions
suggest regulators’ focus will be on enhancing transparency by strengthening
disclosures of intercompany transactions. As such, we believe brand royalties will
continue to serve as a major source of income for holding companies.

Among the potential revisions regarding holding companies, we believe the proposed
increase in the minimum ownership in first-tier/second-tier subsidiaries is also worth
noting. Discussions are underway at the special committee to raise the minimum
equity ownership in first-tier/second-tier subsidiaries to 30% for listed companies
(from 20% currently) and 50% for unlisted companies (from 40% currently). However, it
has not yet been decided whether such a rule should be applied only to newly
established holding companies or existing ones, as well. The FTC also appears to be
considering incentivizing holding companies to voluntarily maintain high equity
ownerships by improving tax rules (regarding exclusions from gross income).

Analysts who prepared this report are registered as research analysts in Korea but not in any other jurisdiction, including the U.S.
PLEASE SEE ANALYST CERTIFICATIONS AND IMPORTANT DISCLOSURES & DISCLAIMERS IN APPENIDIX 1 AT THE END OF REPORT.
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I. Holding company stocks greatly undervalued

Holding company stocks look set for rebound on easing policy uncertainties

Holding company stocks rallied following last year's presidential election, as they were
viewed as the largest beneficiaries of the ownership restructuring theme prompted by the
introduction of the stewardship code and the promotion of minority shareholder rights. This
year, however, holding company stocks have come under pressure, reversing all of their
gains since the beginning of the year, and in some cases losing more than the decline in the
value of their listed subsidiary stakes, with discounts reaching historic levels.

In our view, the steep undervaluation of holding company stocks is due to uncertainties
surrounding policy changes affecting holding companies. We think such uncertainties will
dissipate in 2H18, when revisions to the Monopoly Regulation and Fair Trade Act (MRFTA),
which governs overall regulations regarding holding companies, will likely be finalized. In
fact, we think most of the uncertainties have already been addressed, after the key agendas
discussed by the special committee for the MRFTA overhaul were disclosed in early July.
Indeed, many holding company stocks have begun showing signs of a rebound.

Figure 1. Relative share performance of major holding company stocks following 2017
presidential election
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Figure 2. YTD share performance of major holding companies
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Figure 3. Major holding companies’ discount rate to NAV stands at the upper end of historical range > Markedly undervalued
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I1. Review of FTC's policy stance changes

1. FTC's work plans for 2018

The FTC's recently-announced 2018 work plans can be summed up as: 1) preventing
controlling families from seeking personal gains and expanding their power through illicit
means; and 2) inducing them to voluntarily improve their corporate structure. The move by
the FTC is also confirmed in President Moon Jae-in's key campaign pledges and five-year
plans for the administration of state affairs.

Table 1. FTC's key work plans for 2018

Key agendas Action agendas Notes
1. Preventing controlling families from seeking personal gains
and unfair trading practices between affiliates
1) Stricter enforcement of laws aimed at preventing controlling (June 252018)
families from §eek|ng personal gains (e.g., regulations on related- Announced its analysis of the changes in unfair trading practices
party transactions) between affiliates resulting from its adoption of regulations aimed
- Continuous investigation in cases of illegal ownership succession at preventing controlling families from seeking personal gains
and related-party transactions
2) Reform aimed at minimizing the regulatory loophole
2. Preventing controlling families from amassing control via
illegal means
1) Preventing controlling families from expanding control via public- (June 292018)
Preventing service, circular shareholdings and financial affiliates Announced its study of the current status of foundations
controlling 2) Investigation into holding companies’ profit structure and sponsored by large conglomerates
familiesfrom | IMplementation of measures to improve the existing system (uly 32018)
abusing power Unveiled its analysis of holding companies’ profit structure and

investments

3. Encouraging conglomerates to improve their corporate
structure via tighter market surveillance measures and a
positive campaign

1) Reinforcing market surveillance measures (e.g., unveiling of the
current status of conglomerates and tighter scrutiny of companies’
public announcements

2) Encouraging conglomerates to voluntarily improve their
ownership structure and unfair management practices

3) Revisions to the designation of conglomerates

Conglomerates are required to disclose information on their equity
ownership (every August), related-party transactions (September),
holding-company (November), and corporate structure (December).
FTC chairman had meetings with leaders of Korea's four biggest
conglomerates (June 2017), five major conglomerates (November 2017),
and 10 major conglomerates (May 2018).

(April 30 2018)

Revisions to designation of conglomerates

Source: FTC, Mirae Asset Daewoo Research
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Figure 4. President Moon'’s key campaign pledges related to economic democratization policies

No. Economic democratization policies

President Moon Jae-in's key campaign pledges

1 Investors to be allowed to file multiple derivative suits and inspect accounting records
2 Introduction of electronic voting and written ballot systems
3 Introduction of either a cumulative voting system or separate election of audit committee members
4 Prevention of illegal ownership Stricter holding company requirements (higher subsidiary ownership threshold and lower debt ratio threshold)
succession, drastic reform of family- - - — - -
5 run conglomerates Prevention of controlling families' use of company-sponsored foundations to strengthen their control
6 Gradual unwinding of existing circular shareholdings
7 Tighter regulations on related-party transactions and unfair trading practices between affiliates
8 Separation of non-banking financial firms from chaebol groups; limitations on voting rights of financial affiliates
9 . Efforts to strengthen the voting rights of public pension and fund services (and pursue relevant corporate
Establlshmen.t of slound market governance improvements)
e rinciples - T ’
10 princp Efforts to enhance stewardship efforts by institutional investors (Stewardship Code)

Source: Mirae Asset Daewoo Research

Figure 5. Moon administration’s economic democratization policies (based on five-year plan)

No. Goal

Preventing controlling
families from abusing power

Plans
» Introduction of multiple derivative suits and electronic voting; adoption of either a cumulative voting system or
separate election of audit committee members (-2018)
» Stricter enforcement of laws governing economic crimes and more rigorous pardon review process

2 Preventing controlling families from
amassing control via illegal means

» Stronger legal requirements for holding companies (2017-18)

» Ban on the allotment of new subsidiary shares (post-spin-off) based on treasury stock
» Introduction of measures to gradually unwind existing circular shareholdings

» Disclosure of investments in domestic subsidiaries via overseas subsidiaries

3 Preventing controlling families from
seeking personal gains

» Expansion of the scope of regulations on controlling families' pursuit of private interests via illegal means (-2018)
» Continuous monitoring of controlling families’ pursuit of private interests via illegal means

4 Stricter separation of financial and
non-financial capital
Source: Mirae Asset Daewoo Research

» Tighter regulations on voting rights of financial/insurance affiliates (-2018)
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2. FTC's policy stance revealed in special committee’s seven key agendas

The Fair Trade Commission (FTC) has stated that the amendments should be aimed at: 1)
increasing the predictability of its policy aimed at easing the concentration of economic
power; and 2) preventing controlling families from seeking personal gains and expanding
their power through illicit means. To this end, the special committee reviewed the following
seven proposals:

(D Revisions to the designation of conglomerates: Change the criteria for determining
groups subject to cross-shareholding restrictions to 0.5% of GDP

(2) Disclosure regarding overseas affiliates: Require the disclosure of equity ownership and
circular shareholdings in overseas affiliates

(® Broader applicability of related-party transaction regulations: Unify the ownership
threshold to 20% in both listed and non-listed affiliates and apply the regulations to their
subsidiaries (over 50% stake)

() Circular shareholding regulations: Regarding existing circular shareholdings, restrict the
voting rights of companies that have completed the relevant circular shareholding

(5) Holding company scheme: Raise the minimum ownership in first-tier/second-tier
subsidiaries by 10%p and require the disclosure of holding companies’ intercompany
transactions

(&) Regulations on financial/insurance firms: Limit the voting interests of financial/insurance
firms to 5% combined

() Regulations on company-sponsored foundations: Apply the same voting right
restrictions as those on financial/insurance firms to company-sponsored foundations
belonging to conglomerates

The FTC plans to finalize the revisions at a special committee general meeting in July,
announce its official stance in early August, and submit the bill to the National Assembly
after the National Assembly reconvenes in mid-August.

Mirae Asset Daewoo Research 6
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Table 2. Seven agendas discussed by special committee for MRFTA overhaul

Agenda Current Results from discussions by Special Committee

. The (':nt'ena for determining groups subjectto ;ross-shargholdlng Change the criteria for determining groups subject to cross-
Revisions to the | restrictions has thus far been constantly changing according to ) - ]

. . ) " L - shareholding restrictions to 0.5% of GDP (the amendment will enter
designationof | overall economic conditions; such frequent revisions to the criteria

conglomerates

have incurred sizable costs and diminished conglomerates' ability to
predict the criteria.

into force when 0.5% of Korea's total GDP reaches W10tr).

Conglomerates will be encouraged to voluntarily improve their

Disclosure Under the current system, gaining accurate information on overseas ) ) 2 . )
. ) o . ) - ownership structure by disclosing information on their overseas
regarding affiliates is difficult, which heightens the possibility of conglomerates RN ; ) . ) : )
X N i ) subsidiaries; they will be advised to disclose information about their
overseas expanding their control throughllicit means (e.g., round-trip - . ) ) .
. . - " overseas affiliates’ equity ownership structure and investment in
affiliates investment using overseas affiliates). ) ) ; )
other domestic/overseas affiliates (circular shareholdings)
Broader Conglomerates subject to related-party transaction regulations are
applicability of 9 > SUb) party 9 The ownership threshold will be unified to 20% in both listed and
found to have increased the percentage of related-party A ’ . - A )
related-party . non-listed affiliates and the regulations will be applied to their
. transactions. S
transaction subsidiaries (over 50% stake)
regulations
Revisions to . . L . o . N .
. Conglomerates are required to unwind their existing circular Regarding existing circular shareholdings, voting rights will be
circular ) ) - ) )
. shareholdings, which have allowed controlling shareholders to restricted only for those companies that have completed the
shareholding . - ) . . )
. expand their control (relative to their actual ownership) relevant circular shareholding
regulations
Neither financial nor insurance companies belonging to an
enterprise group shall exercise its voting rights in stocks of domestic
Regulationson | affiliated companies, under its acquisition or ownership. However,
financial/insura | this provision does not apply to some cases involving listed Limit voting interests of financial/insurance firms to 5% combined
nce firms companies, which could also allow controlling families to expand
their control.
Requlations on Under the current regulation, controlling families can still use
corsr‘1 anv- company-sponsored foundations to strengthen their control and/or | Apply the same voting right restrictions as those on
pany as a means of illegal ownership succession; with regard to financial/insurance firms to company-sponsored foundations
sponsored . . . - L2 -
N equity/property transactions with affiliates, sufficient internal control | belonging to conglomerates
foundations ) ;
and market surveillance measures have yet to be in place
1) Upward revisions to minimum equity ownership of first- and
second-tier subsidiaries: Either @ or @ should be adopted.
@ The new rules would first be applied to newly-established holding
The holding company scheme has also allowed controlling families companies (induding ﬁrst and sgcond-tler su'b5|d|ar|es to be newly
- ; . incorporated by the existing holding companies)
Revisions to the | to strengthen their control and seek personal gains; under the . - . -
X " ) . @ The new rules will apply to all holding companies, albeit with a
holding holding company structure, controlling families have generated . )
: ! ) . . ; sufficient grace period
company excessive non-dividend earnings through transactions with their h . ) .
N . s 2) The required debt ratio threshold would either be tightened to
regulations first- and second-tier subsidiaries

100% (from 200%) or remain unchanged

3) Two first-tier subsidiaries would be banned from owning and/or
controlling the same second-tier subsidiary

4) Tighter internal control measures would ban controlling families
from seeking personal gains

Source: FTC, Mirae Asset Daewoo Research
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III. Major MRFTA revisions under discussion

1. Broader applicability of related-party transaction regulations

Details

Subsidiaries or affiliates in which a controlling shareholder owns, individually or together with

Current family members, no less than 30% of issued shares (20% for unlisted subsidiaries or affiliates)

@ The ownership threshold will be unified to 20% in both listed and non-listed affiliates; and

Proposed revisions @ The regulation will be applied to their subsidiaries (over 50% stake)

The existing related-party transaction regulations are in compliance with Article 23-2 of
MRFTA (Prohibition on Undue Support Practices to Specially Related Persons).

Under the current MRFTA regulations, related-party transactions refer to the activities in
which conglomerates (with total asset value of over W5tr) make unfair transactions with
subsidiaries or affiliates in which a specially-related person owns, individually or together
with family members, no less than 30% of issued shares (20% for unlisted subsidiaries or
affiliates), and generate unfair profits (including profits derived from deals with substantially
favorable conditions) for specially-related persons.

Companies that are found to have engaged in unfair practices are subject to corrective
actions, fines or criminal punishments (up to three years in prison or W200mn fine). Fines
can be levied on beneficiary companies, while penalties can be imposed on specially-related
persons, in case where they either make instructions on the transactions or engage in them.

Meanwhile, by reviewing changes in conglomerates’ related-party transactions since the
launch of the regulation, the FTC found that a number of conglomerates (subject to the
regulation) had continued to engage in related-party transactions by circumventing the
regulation via stake divestments, listing, or split-off. Against this backdrop, the special
committee for the MRFTA overhaul proposed following revisions to related-party
transaction regulations.

*Special committee-proposed revisions

Broader applicability of related-party transaction regulations: Unify the ownership
threshold to 20% (regardless of listing status) for all subsidiaries

Application of the regulation to their subsidiaries (over 50% stake)

Given that similar revision bills have so far been proposed by a number of lawmakers, we
expect related-party transaction regulations to be somewhat tightened going forward.

Figure 6. Uptrend in percentage of related-party transactions  Figure 7. Proposed revisions to related-party transaction

at conglomerates regulations
(%) Lawmaker Date Details
16 —e—Companies subject to regulation Kim Dong-cheol 1 Lot T ———
—e— Continuously regulated companies (Bareun Miae) w1, (O Howerthe onmersfip iresho o 10 regardless of stng s
15 + —@—Groups with controlling families Je Yoorrkytng ‘ . —
(Mo Jul. 13, 2016 () Lower the ownership threshold (30% —20% for listed subsidiaries )
14 - ) - . !
() Inclusion of indirect stakes (in determining controling ownership)
13 Chae Yi-bai ! ) e
) Aug. 5, 2016 (1) Lower the ownership threshold (30% —20% for listed subsidiaries)
(Bareun Mirag) b
12 (@ Inclusion of indirect stakes (in defermining controlling ownership)
(3Toughen criteria for exemptions
1" r @ Deletionfrevision of some provisions
Lee Eun
S Nov.30,2016 | Lower e annership eshold (30% —20% o lised subsicires)
10 . (Bareun Mirag)
2014 2016 2017 (@nclusion of indirect stakes

Source: FTC, Mirae Asset Daewoo Research

Source: FTC, Mirae Asset Daewoo Research
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At present, 203 companies affiliated to 46 conglomerates - including Samsung, Hyundai Motor Group
(HMG), and SK - are subject to related-party transaction regulations. Under the special committee-
proposed revision, however, the number of group affiliates subject to the regulation should more
than double to 441 (one - seven for Samsung, four - eight for HMG, two-> 10 for SK).

Table 3. Conglomerates subject to related-party transaction regulations

(%)

Related-party transaction regulation Controlling family stake of 20~30% Stake exceeds 50%
Grou| applied K b
P (Listed 30% Unisted 200" Subsidiary (stake)" tger::;‘zti’i::;gﬁ) Subsidiary(stake)” tlfaer::;‘zgi::;:‘!'lb)
1 | Samsung | Samsung C&T (31.4%) Samsung Life (20.8%) 3.1 | Samoo Architects & Engineers (100%) 59.9
Seoul Lake Side (100%) 0
Natural 9 (51.0%) 84
Samsung Welstory (100%) 384
Cheil Fashion Retail (100%) 100
2 | Hyundai | Seoul PMC(73.0%) Innocean (30.0%) 57.1| Seolim Environment Technology (75.4%) 0
Seolim Development (100%) Hyundai Glovis (30.0%) 20.7 | Hyundai Advanced Materials (100%) 1.8
Hyundai Materials (100%)
Hyundai Commercial (50.0%)
3 SK SK (30.9%) SK D&D (24.0%) 23| SKBiotek (100%) 9.5
SK Discovery (44.5%) SK Siltron (51.0%) 0
SK E&S (90.0%) 0
SK Infosec (100%) 67.9
SK Forest (100%) 59.6
SK Plasma (60.0%) 0
SK Shipping (57.2%) 34.1
4 LG LG (32.5%) ServeOne (100%) 743
JiHeung (100%) LG MDI (100%) 98.8
LG Sports (100%) 43,0
LG CNS (85.0%) 57.8
7 GS Boheun Development (100%) GS E&C (27.0%) 6.3| GS Global (50.7%) 111
Samyang International (92.5%) GS Retail (65.8%) 0.2
Sam Joung Development (87.5%) GS Sports (100%) 56.2
Seungsan Group (100%) GS E&R (89.9%) 0.8
Oksan Distribution (46.2%) GS Energy (100%) 24
Winasset (90.2%) GS EPS (70.0%) 0
GS (45.5%)
GSITM (80.6%)
Chemtech International (77.0%)
Procare (100%)
Kyungwon Construction (23.0%)
Samyang Tongsang (51.5%)
Central Motors (84.9%)
GS Neotek (100%)
8 | Hanwha | H Solution (100%) Hanwha Corp. (43.7%) 9.0 | Hanwha Energy (100%) 349
Dream Plus Asia (100%) 0
Hanwha S&C (55.4%) 75.0
10 | Hyundai | YooBong (44.5%) Hyundai Global Service (100%) 217
Heavy Hyundai Heavy Industries Holdings (30.9%) Hyundai Oilbank (91.1%) 18.1
11 | Shinsegae | Gwangju Shinsegae (52.1%) Shinsegae (28.1%) 10.6
Shinsegae Intl (22.2%) 144
Emart (28.1%) 22
13 | Doosan Doosan Corp. (45.1%) Neoplux (96.8%) 46.8
Doosan Bears (100%) 339
Oricom (63.4%) 222
Doosan Mecatec (100%) 0
Doota Mall (100%) 39.2
DLI (100%) 99.7
14 Hanjin Jungseok Enterprise (28.7%) Hanijin KAL (25.6%) 54.9
15 g ) (42.2%) CJ Powercast (100%) 222
CJ Olive Networks (44.1%) CJ Foodville (96.0%) 33
Timewise Investment (51.0%) SG Safety Corporation (100%) 319

Notes: 1) Controlling family stake, 2) Parent company stake; Source: FTC, Mirae Asset Daewoo Research

Mirae Asset Daewoo Research 9
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2. Potential revisions to holding company regulations

Details

Minimum ownership in first-tier/second-tier subsidiaries: 20% for listed firms and 40% for non-listed
Current | firms

Required debt ratio threshold of 200%

@ Strengthen disclosures of intercompany transaction

(@ Ban joint control of second-tier subsidiary

Potential | 3® Raise the minimum equity ownership to 30% in listed subsidiaries and 50% in unlisted subsidiaries
revisions | @ Tighten the required debt ratio threshold to 100%

® Incentivize holding companies to voluntarily maintain high equity ownerships by improving tax rules
(regarding exclusions from gross income)

The FTC believes the current holding company scheme has been leading to only limited
improvements in corporate governance, while allowing controlling families to enjoy
personal gains and expand their power through illicit means. In particular, holding
companies, in which controlling families hold massive stakes, are receiving excessive non-
dividend income (43.5% of their total income; dividend income accounts for 40.3%) via
related-party transactions with first-tier/second-tier subsidiaries, and focusing on increasing
second-tier/third-tier subsidiaries, rather than first-tier subsidiaries.

As such, to prevent controlling families from seeking personal gains and expanding their
power excessively, the special committee for the MRFTA overhaul reviewed the following
proposals regarding the minimum equity ownership in first-tier/second-tier subsidiaries, the
debt ratio requirement, disclosure, and a ban on joint control of second-tier subsidiary:

The special committee agreed on banning two first-tier subsidiaries from controlling the
same second-tier subsidiary, as the joint control goes against the purpose of the holding
company scheme. The committee also agreed on tightening regulations on disclosure of
holding companies’ intercompany transactions, due to the need to prevent controlling
families from seeking personal gains via non-dividend income. As such, we believe these
two proposals will likely be included in a revised MRFTA.

As for a hike in the minimum equity ownership in first-tier/second-tier subsidiaries, the
committee reached a consensus, but additional discussions will likely be needed, as it has
not yet been decided whether such a rule should be applied only to newly established
holding companies, or also to existing ones (with a grace period).

For the debt ratio requirement, the committee agreed on keeping the current ratio intact.
Even if this rule is tightened, its impact would be limited, as most holding companies display
a debt ratio of less than 100%.

With several bills on the MRFTA overhaul (similar to the special committee’s reviews) having
been proposed in the National Assembly, we expect holding company requirements to
tighten significantly going forward.

Figure 8, Changes in holding company requirements Figure 9. Lawmakers’ proposals on tightening holding

company requirements
Initial Current Likely revisions Lawmaker Date Details
Park Chan-dae Sep. 2,2016  |(D Tighten debt ratio from 200% t0100%
Joint control of second-tier Alowed Aloned Notaloved (DPK) ZgidRsaéns/e rfninimgm ownership in subsidiaries to 30% for listed firms
subsidiaries b for unlisted fims
(3 Require business relations with second-fier subsidiaries
(@) Ban joint control of second-fier subsidiaries
- . Chae Yi-bai Oct 21,2016 |1 Tighten debt ratio from 200% t0100%
Minimum ownership in ) ) ) . o L o ,
frstisecond-ier 30% for listed firms and | 20% for listed firms and | 30% for listed firms and (Bareun Mirae) @ Raise minimum ownership in subsidiaries to 30% for isted firms
subsidiaries 50% for unlisted firms 40% for unlisted fims 50% for unlisted firms and 50% for unlisted firms
(3 Require business relations with second-fier subsidiaries
(@) Ban joint control of second-fier subsidiaries
(5) Change holding ratio criteria (subsidiaries—affliates)
Debt ratio requirement 100% 200% 200% or 100% ® Change holding ratio calculation method
(book value—fair value)
Park Yong-jin Jun. 23, 2017 [(@ Tighten debt ratio from 200% t0100%
Busines$ relaﬁor?sv wj1h Required Not required Not required (DPK) @ Raise minimgm ownership in subsidiaries to 30% for listed fims
second-fier subsidiaries. and 50% for unlisted firms
(@ Require business relations with second-fier subsidiaries
Source: FTC, Mirae Asset Daewoo Research Source: FTC, Mirae Asset Daewoo Research
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1) Stronger disclosure rules on intercompany transactions

To prevent controlling families from seeking personal gains via non-dividend income at
holding companies, the FTC appears to have decided to tighten disclosures of intercompany
transactions, thus addressing uncertainty over whether the FTC's push to tighten
restrictions on related-party transactions would extend to holding companies’ brand
royalties. As such, we believe brand royalties will continue to serve as a major source of
income for holding companies.

A typical holding company derives income mainly from the following: 1) dividends; 2) brand
royalties; 3) property rental; and 4) other income. In particular, brand royalties and rental
income are reflected in holding company valuation (based on the present value of their
future cash flows).

@ Dividends: The MRFTA states that a holding company is a corporation that exists for the
purpose of controlling another company by owning shares. Currently, dividends paid by
subsidiaries account for the lion’s share of holding companies’ income.

@ Brand royalties: Generally, a holding company manages all aspects related to brands
and collects brand royalties from their subsidiaries for compensation for the direct use of a
brand and for the services performed to enhance its value. Brand royalties are agreed upon
in a contract between the holding company and subsidiary, or in articles of incorporation.
Royalty rates vary widely by company, but they are typically charged as a percentage of
revenue. Under the MRFTA, assisting a related party or another company by providing a
company asset without receiving compensation is deemed an unfair practice.

® Rental income: Rental income comes from property owned by holding companies. By its
nature, rental income includes rent from non-affiliates.

@ Other income: Holding companies also generate advisory service commissions from
subsidiaries, as well as gains on the sale of subsidiaries.

Mirae Asset Daewoo Research 11
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Table 4. Related-party transactions

Holding Companies

L Related- % of total revenue
ontroliing fami e
9 H traanrgc Non-dividend income Related-
Listed/ tion Dividen it [
Holding Company ~ Group | Unliste . od Other lyansactio
d | Identical . regulati . . income |,
person Relatives| Total on |Income| (op) Details (%) -
applied (%) %)
?
1 sK SK | Listed 232 74 306 O | 200 g |Redleswte re:é;;'lntycom“ brand | 235 | 493
2 LG G | Listed 1.1 08| 319 O | 440 | sspo | Realestate rep;;;'l?fme" brand | 15 | o959
3 Gs GS | Listed 47 32| 49| O | 740 250 | Redleswte rep;;;'l?fm“ brand | 4o | 677
4 HanjinKAL Hanjin | Listed 17.7 76| 253 x | 410 | 585 | Redlestate re:é;;'lntycome thrand |65 | o35
5 g g Listed 39.1 02| 392| O | 210 | g7 | Redlestate re:é;;'lntycom“ brand | o3 | g5
6 Booyoung | Booyoung Uniisted| 938 16| 954 O | 00 | esp | ReAestate re:‘;;;'l?fme thrand | 560 | 467
7 Ls s | Listed 28 231 258 x| 690 | 210 | Redlestaterentalincome+brand |6, | ggq
royalty
8 | JeilHoldings | Harim | Listed 297 40|  337| O | 820 | 124 | Redlestate re:é;;'lntycome *tbrand |50 | g9
9 Kolon Kolon | Listed 35 19| 454 O | 190 | 747 | Redlestate re:é;;'lntycom“ brand | g3 | 949
Hankook Tire Hankook . Real estate rental income + brand
10| Maneok Y TNOOK | Listed 26 503 739 O | 150 | 847 rovaty + consultne foe 03 | 99
11| Domgwon 5 won |Unlisted| 245 701 96| O | 300 | 20  Redleswterentalincomebrand | o | ggg
Enterprise royalty + consulting fee
12| HallaHoldings | Halla | Listed 236 00| 236 x | 40 | 37 | Redlestae re:é;;'lntycome thrand |53 | 282
13| SeAHHoldings | SeAH | Listed 127 673 800 O | 760 | 230 | Redlestaterentalincome*brand |, | 444
royalty + consulting fee
14| Amorepacific |AMOePAM | igreq 512 28| 540 O | 690 | 310  Realestaterentalincomerbrand |, | g3
C royalty + consulting fee
15 | Celltrion Holdings| Celltrion |Unlisted 95.5 0.6 96.1 O 0.0 100.0 Real estate rental income 0.0 139
Hanjin .
16| HHICHoldings | Heavwy | Listed 465 28| 493 O | 560 | 43  Realestaterentalincome+brand |, g
’ royalty
Industries
17 |HiteJinro Holdings| HiteJinro | Listed 289 0.1 29.0 x 88.0 1.7 Brand royalty 0.3 100.0
18 | Hansol Holdings | Hansol | Listed 55 9.5 15.1 x 210 78.8 Brand royalty + consulting fee 0.2 925
Average 40.8 433 55.4

Note: As of 2017
Source: FTC, Mirae Asset Daewoo Research
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2) Minimum ownership in subsidiaries: 20% — 30% for listed firms and 40% —
50% for non-listed firms

A hike in the minimum ownership in first-tier/second-tier subsidiaries would weigh on not only
business groups that are pursuing holding company conversions, but also already-established
holding companies, in maintaining the holding company structure or seeking M&As.

In particular, SK Group would have to acquire additional shares in its subsidiary SK Telecom
(current stake: 25.2%) and its second-tier subsidiary SK Hynix (current stake: 20.1%), which
would likely cost around W?7.5tr. In the process, the group could also move to buy
back/cancel shares of SK Telecom and SK Hynix and restructure its business portfolio via
company splits, M&As, and the sale of its non-core affiliates.

Table 5. Additional stake required in the event of minimum ownership hike (20% - 30%)

Holding compan First-tier/second- Current stake Additional Holding compan First-tier/second-tier Current Additional
9 PNy tier subsidiaries stake required 9 PaNyY subsidiaries stake stake required
1 SK SK Telecom 25.2% 48% 7 HansolHoldings  Hansol HomeDeco 23.3% 6.7%
2 SK SK Hynix 20.1% 99% 8 HansolHoldings  Hansol Logistics 21.8% 8.2%
3 Celltrion Holdings  Celltrion 20.1% 99% 9 HansolHoldings  Hansol Technics 20.0% 10.0%
4 Kolon Kolon Life Science 20.4% 9.6% Chongkundang  Chong Kun Dang 21.2% 8.8%
Holdings Pharmaceutical
5 ﬁﬂjﬁ?ngi'mar Korea Kolmar 232% 68% 11 JW Holdings JW Shinyak 25.8% 42%
6 38&?&3 Soc'o DONG-AST 223% 7.7% 12 Hanjin KAL Hanjin 22.2% 7.8%
Source: DART, Mirae Asset Daewoo Research
Table 6. SK Group: Additional stake required in the event of a minimum ownership hike (Wbn)
Invested company If the revision bill is passed Treasury shares of invested | Shares outside of holding
company company
MRS SIESEETIN oy Stake fedEensl Value | #ofshares Stake Stake Value
tier subsidiaries stake required
sk SK Telecom 20,363,452 25.2% 4.8% 919 10,136,551 12.6% 0.0% 0
SKE&C 15,698,853 44.5% 5.5% 76 1,325,000 3.8% 1.8% 25
SK Telecom SK Hynix 146,100,000 20.1% 9.9% 6,436 22,000,570 3.0% 6.9% 4,486
SK Innovation g;i'i‘::"ne 9223552 41.0% 9.0% ) 0 0.0% 9.0% )
SKC SK Bioland 4,190,841 27.9% 2.1% 6 0 0.0% 2.1% 6
Note: Based on July 13th closing price
Source: DART, Mirae Asset Daewoo Research
Figure 10. SK Group's governance
i
1
1
1
i 30.9% 25.1%
1
SK Materials _49-1% i 100%
[036490 KQ] SK Infosec
SK Holdings v
SM Core [034730 KS] SK Discovery
[007820 KQ]  26.7% SK Siltron [006120 KS]
i 51.0% 28.3%
l 25.2% l 33.4% 141.0% l 39.1% l 100% l 57.2% l 90.0% 1100% lmo% 44.5%1 24.0%
SK Tel SK1 fi SKC SK Network _ SK :
O17670KS]  [096770KS]  [011790KS]  [0oi7a0Ks]  SKForest  SKShipping  SKE&S Biopharm K Biotek  SKE&C
l 100% 120.1% 145.9% l 100% l 100% l 98.1% 130'2% l 60.0% l 100% l 45.6%
N : SK Chemicals SK Gas
Bro:(:(band [O%SGZEHIZ(S] [osolg;ngo] Commfrﬁcations SCTamt S estaoks]  SPiESma SKSIMC 1670 ks)
10.0% 31.0%
SK D&D
[210980 KS]

Source: DART, Mirae Asset Daewoo Research
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Of note, FTC Chairman Kim Sang-jo also appears to be considering incentivizing holding
companies to voluntarily maintain high equity ownerships in subsidiaries by improving tax
rules (regarding exclusions from gross income), rather than making it mandatory for
holding companies to raise ownerships via MRFTA revisions.

Holding companies enjoy tax benefits for dividend income from their subsidiaries, as a
certain proportion of the dividend income (higher than the proportion for non-holding
companies) is excluded from their gross income under the second clause of Article 18 of the
Corporate Income Tax Law. If a holding company owns 20-40% stake in a listed subsidiary,
80% of the tax on dividend income would be exempted, and if it holds more than 40%, 100%
of the tax would exempted. For unlisted subsidiaries, if a holding company owns 40-80%
stake, 80% of the tax would be exempted, and if it holds more than 80%, 100% of the tax
would exempted.

Currently, even holding companies with relatively low subsidiary ownerships are enjoying
generous tax benefits. As such, FTC Chairman intends to incentivize holding companies to
voluntarily increase ownership levels by increasing the number of tax brackets. We believe
an increase in the minimum ownership in subsidiaries is also worth noting in the FTC's
MRFTA overhaul to be finalized in July.

Table 7. Exclusions from gross income: Holding companies vs. non-holding companies

Non-holding companies (3" clause of Article 18 of the Holding companies (2™ clause of Article 18 of the
Corporate Income Tax Law) Corporate Income Tax Law)
Stake Exclusion from Stake Exclusion from
Listed Unlisted gross income Listed Unlisted gross income
100% 100% 100%
Over 40% Over 80% 100%
Over 30% Over 50% 50%
Over 30% Over 50% 30% 20-40% 40-80% 80%

Source: Mirae Asset Daewoo Research

Figure 11. Major holding companies’ annual dividend income

(Wbn)
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Note: As of 2017,
Source: Mirae Asset Daewoo Research
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3. Circular shareholding regulations

Details
Current Ban the formation of new circular shareholdings and strengthening of existing ones
Potential Regarding existing circular shareholdings, restrict voting rights of companies that have completed the
revisions relevant circular shareholding

Large corporate groups are banned from forming new circular shareholdings or strengthening
existing ones. A violation of the rule could result in: 1) penalties (up to 10% of the share purchase
price); 2) restrictions on the exercise of voting rights (for every stock used to establish or
strengthen circular ownership following the date on which an order of disposal was issued); or 3)
criminal prosecution (up to three years in prison, or up to W200mn in fines).

Currently, six business groups have 41 circular shareholdings (10 of which are held by four
business groups subject to cross shareholding restriction). Of note, there has been criticism
that these existing circular shareholdings help controlling shareholders maintain their
excessive dominance in group affiliates and reduce the transparency of governance, raising
the need to untie them. As such, the special committee for the MRFTA overhaul discussed
whether to regulate existing circular shareholdings, and if so, how to regulate them
(untying, voting right restrictions, etc.).

The committee agreed on the need for regulation, as: 1) regulatory costs would be limited,
due to the massive unwinding of circular shareholdings that have been completed so far;
and 2) regulatory benefits would be high, in light of new business groups that could become
subject to cross shareholding restriction. Regarding regulatory methods, the committee
believes that the restriction of voting rights would be more appropriate than the mandatory
sale of stakes, as it is more in line with the principle of minimum infringement of freedom,
while minimizing potential controversy over retroactive legislation. For voting right
restrictions, they agreed on only restricting the voting rights of companies that have
completed the relevant circular shareholding.

In addition, revisions to the MRFTA were proposed in September 2016 requiring
conglomerates to untie existing circular shareholdings within a certain period of time (three
years); the revised bill is now pending in the National Assembly. The lawmakers who
proposed the revisions argue that banning the formation of new circular shareholders while
allowing existing loops is unfair, and see the revisions as a way to further improve the
transparency of corporate governance and ease the concentration of economic privilege.

Table 8. Number of circular shareholdings of major groups

Hyundai Hyundai Heavy " . Hyundai
Year Samsung Motor Lotte . NH Daelim Hyundai Young Poong SM e Dem— Total
2017 7 4 67 2 2 1 3 7 185 4 282
2018 4 4 0 1 0 0 0 1 27 4 41

Note: As of April 2018; Source: FTC, Mirae Asset Daewoo Research

Table 9. Proposed revisions to MRFTA to require conglomerates to untie existing circular shareholdings

Present (July 2014 until now) Proposed revisions

Monopoly
Regulation
and Fair
Trade Act

fines)

circular
shareholdings.

equity

p Article 9-2-2
No company belonging to an enterprise group subject to limitations on
mutual investment shall make an affiliated investment that 1) forms
investment or 2) strengthens existing circular

Aviolation of the rule could resultin:

1) penalties (within 10/100 of the share purchase price),

2) restrictions on the exercise of voting rights (for every stock used to
establish or strengthen circular ownership following the date on which an

ordgr ofdisposal was issued), or L ) » Based on Article 9-2-2 and 9-2-3
3) criminal prosecution (up to three years in prison or up to W200mn in

» Creation of Article 9-3-1

A company belonging to an enterprise group subject to limitations on
mutual investment shall unwind the circular shareholdings formed before
July 24, 2014 within three years.

» Creation of Article 9-3-2

A company belonging to an enterprise group that became subject to
limitations on mutual investment after July 24, 2014 shall unwind the
circular shareholdings within three years.

A company that fails to untie existing circular shareholdings within three
years shall be subject to the same regulations as the ones applied for the
iolation of a ban on the formation of new circular shareholdings.

Source: Bill Information, Mirae Asset Daewoo Research
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1) Samsung Group: Four remaining circular shareholdings to be unwound
smoothly

The sale of Samsung SDI's 2.1% stake (4.04mn shares) in Samsung C&T in April removed a
major regulatory overhang related to new circular shareholdings. As a result, the number of
circular shareholdings remaining across the Samsung Group decreased from seven to four
(three stem from SEMCO's stake in Samsung C&T; one stems from Samsung Life’s stake in
Samsung C&T via Samsung F&M).

The MRFTA allows corporate groups to maintain existing circular shareholdings. However,
Samsung Group made it clear that it would actively unwind its remaining circular
shareholdings. If the group intends to untie the most loosely-linked circular shareholding
loop, SEMCO and Samsung F&M are likely to sell their respective 2.6% and 1.4% stakes in
Samsung C&T, which are the smallest within the remaining circular shareholding ties. In
pursuing the unwinding, the group is expected to make efforts to not undermine
shareholder value of Samsung C&T.

Table 10. Samsung Group’s circular shareholdings

No. Affiliate 1 Affiliate 2 Affiliate 3 Affiliate 4 Affiliate 5 Affiliate 6 Notes

1 SamsungC&T  — SEC - SEMCO —  Samsung C&T
4.2% 23.7% 2.6%

2 SamsungC&T  —  SamsungLife - SEC - SEMCO - Samsung C&T SEMCO—
19.3% 7.6% 23.7% 2.6% Samsung C&T

3 SamsungC&T  — Samsung Life - Samsung F&M  — SEC - SEMCO —  Samsung C&T
19.3% 15.0% 1.3% 23.7% 2.6%

4 SamsungC&T  — Samsung Life - SamsungF&M  —  Samsung C&T Samsung F&M—
193% 15.0% 14% >amsuing C&T

Source: FTC, Mirae Asset Daewoo Research

Figure 12. Samsung Group's ownership structure
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2) HMG: Unwinding of four cross shareholdings to be difficult without ownership
restructuring

HMG has four circular shareholdings, and the key one for maintaining control over the
group is bound by Kia's stake in Hyundai Mobis (Hyundai Mobis=HMC—Kia Motors—
Hyundai Mobis). If the MRFTA is revised to require conglomerates to unwind existing
circular shareholdings, Kia's 16.9% stake in Hyundai Mobis (valued at about W3.7tr) would
present a challenge to HMG; selling the shares to outsiders is not an option, given that they
are critical to the controlling family's group ownership, but it would also be difficult for
group affiliates or the controlling family to buy the shares directly, given the ban on new
circular investments and the sheer cost of the purchase.

In an effort to reduce cross-shareholding ties and improve ownership structure, HMG
decided to spin off Hyundai Mobis’ module and after-service (A/S) businesses and merge
them with Hyundai Glovis in end-March. However, the group scrapped the plan in May and
decided to bring forward a new proposal, as the uncertainty surrounding approval by
Hyundai Mobis' shareholders had grown. Domestic and foreign proxy advisers had all
recommended voting against the deal, arguing that: 1) it undervalued Hyundai Mobis’ spun-
off units, making the merger ratio unfavorable to Mobis shareholders; and that 2) the
merger lacked justification.

Table 11. HMG's circular shareholdings

No. Affiliate 1 Affiliate 2 Affiliate 3 Affiliate 4 Affiliate 5

1 Hyundai Mobis - Hyundai Motors - Kia Motors - Hyundai Mobis
20.8% 33.9% 16.9%

2 Hyundai Mobis — Hyundai Motors — Hyundai Glovis — Hyundai Mobis
20.8% 4.9% 0.7%

3 Hyundai Mobis - Hyundai Motors - Hyundai Steel - Hyundai Mobis
20.8% 11.2% 5.7%

4 Hyundai Mobis — Hyundai Motors — Kia Motors — Hyundai Steel — Hyundai Mobis
20.8% 33.9% 19.6% 5.7%

Source: Mirae Asset Daewoo Research

Figure 13. HMG's ownership structure
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We believe that HMG will resume its push for restructuring as soon as it can. We think the
group will keep the broader outline of the original proposal, as it has already shared its
medium/long-term business goals, vision, and shareholder-return policies with the market
based on that plan. Considering the direction of HMG's ownership reform, the logic behind
proxy advisers' opposition, and the need to overcome the long-short trade dynamics, we
believe the group will renew its restructuring and attempt to restore trust with shareholders

and the market by taking the following three steps:

Step 1: Spin off Hyundai Mobis into a controlling company (surviving) and a module and A/S

company (newly established), and list them separately.

» This would allow the market to evaluate the split ratio set by the company and price the

entities accordingly, ensuring fairness in subsequent transactions.

Step 2: Major shareholders swap their shares in Hyundai Glovis (30%) and spun-off Mobis
(7%) with surviving Mobis shares (16.9%) held by Kia. In this case, major shareholders would
need to separately raise funds to pay for the shortfall and capital gains taxes. They could
also acquire the surviving Mobis shares (6.3%) owned by Hyundai Steel and Hyundai Glovis.

» This would address issues regarding circular shareholding and related-party transactions.
Conducting a share swap prior to the merger of spun-off Mobis and Hyundai Glovis would
remove any controversy surrounding the interests of major shareholders. That said, this
would be a costlier plan for major shareholders than the original proposal.

Step 3: Kia gains a 23.8% stake in spun-off Mobis and a 30% stake in Glovis. HMG secures
shareholder approval to seek a merger between spun-off Mobis and Glovis.

» This would enable the group to push forward with the merger without it being tied to the
interests of major shareholders, limiting the possibility of controversy arising over the
merger ratio. For Kia and its shareholders, an increase in enterprise value due to the

merger would justify the swap of surviving Mobis shares.

Table 12. Expected changes in ownership after Hyundai Mobis’ spinoff (Wbn)
Pre-spinoff Post-spinoff
. - Hyundai Mobis module and A/S . - > .
Shareholders Hyundai Mobis ybusinesses (spin-off entity) Hyundai Mobis (surviving entity)
#of shares Stake st # of shares Stake GOl # of shares R e Notes
cap (1) value (2) (142
Chung Mong-koo 6,778,966 7.0% 1,461 | 1,426,766 7.0% 627 | 5,352,200 834
Chung Eui-sun 0 0.0% 0 0 0.0% 0 0 0
Kia Motors 16427,074  16.9% 3540 | 3457398 16.9% 1,520 | 12,969,676 2020 | share swap with
Hyundai Steel 5,504,846 5.7% 1,186 | 1,158,602 5.7% 509 | 4,346,244 677 biggest
Hyundai Glovis 656293  0.7% 141 138130 0.7% 61| 518163 g1 | shareholders
Hyundai Mobis 2,643,195 2.7% 570 556,312 2.7% 245 | 2,086,883 325
Total sharesissued | 97,343,863 100.0% 20,978 20,487,914 100.0% 9,007 76,855,949 11,970

Notes: Based on July 13" closing prices; Source: DART, Mirae Asset Daewoo Research

Figure 14. HMG ownership structure Step 1: Re-listing of Hyundai Mobis after
(current) spin-off

Step 2&3: Merger after share swap
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4. Stronger control on voting rights of financial/insurance firms and
company-sponsored foundations

Current Details

For important matters requiring shareholder approval, the financial/insurance subsidiaries of large
Current corporate groups can exercise voting rights of up to 15% (including shares held by affiliated parties) of
total shares issued in domestic group affiliates.

Limit voting interests of financial/insurance firms to a combined 5%, which is also applied for

Revision foundations under the umbrella of corporate groups subject to cross-shareholding regulations.

Article 11 of the MRFTA bans a financial or insurance company belonging to a conglomerate
from exercising voting rights in domestic affiliates. However, the rule makes an exception
for important matters requiring shareholder approval, in which case financial firms can
exercise voting rights of up to 15% (including shares held by affiliated parties) of total
shares issued. As for a listed subsidiary, important matters include: 1) a designation or
dismissal of executives; 2) revisions to corporate bylaws; and 3) the subsidiary’s merger into
or transfer to a group affiliate.

The FTC special committee recognized the likelihood that such exceptions could be used to
maintain or strengthen controlling families’ grip on corporate groups. After discussions, the
committee largely agreed to limit the combined voting interests of financial/insurance firms
to 5%, in addition to the current 15% Ilimit on the combined voting rights of
financial/insurance firms and affiliated parties. Meanwhile, there are mixed opinions on the
exception regarding the exercise of voting rights on the merger into or transfer to group
affiliates. Some members argued that the exception should be removed to prevent the
likelihood of utilization by controlling interests. However, other members insisted that the
exception is necessary for companies to defend their managerial control against a hostile
M&A. The FTC will continue to deliberate on the issue going forward.

After investigating 165 foundations belonging to large corporate groups, the FTC found out
that they are highly likely to be used for controlling families’ strengthening of control or
ownership succession. Accordingly, it decided to apply the same voting right restrictions as
those on financial/insurance firms to company-sponsored foundations (public interest
corporations defined in the Inheritance Tax and Gift Tax Act). Thus, the exercise of voting
rights by company-sponsored foundations in group affiliates will be banned, while the
exercise of up to 5% (rights of all group foundations combined) or up to 15% (including
shares held by affiliated parties) will be allowed for exceptional cases.

Table 13. MRFTA: Limitation of voting rights of financial companies

Details

Article 11:

Limitation of voting
rights of financial
companies or insurance
Companies

Neither financial nor insurance companies which belong to an enterprise group subject to the limitations on mutual investment shall
exercise its voting rights in stocks of domestic affiliated companies, under its acquisition or ownership, provided that the same shall not
apply to cases falling under the following subparagraphs..

1) Where the acquisition or ownership of stocks of the company is in order to carry on the financial business or insurance business;
2) Where the acquisition or ownership of stocks of the company is obtained by approval pursuant to the Insurance Business Act in order to
ensure the efficient operation and management of the insurance assets;

3) Where the general meeting of stockholders of a relevant domestic affiliated company (limited to the listed corporation) passes a
resolution for matters falling under the following items. In such cases, the number of voting stocks from among stocks of the said
affiliated company shall not exceed 15/100 of the gross number of stocks issued by the said affiliated company, including the number of
stocks to be exercised 916 Ministry of Government Legislation by the persons other than those as stipulated by Presidential Decree,
from among the specially-related persons with the said affiliated company:

(a) Appointment or dismissal of officers;
(b) Alteration of the Articles of incorporation;
(c) Merger of the said affiliated company with another company, or transfer of the whole or part of business to another company

Source: Mirae Asset Daewoo Research

Mirae Asset Daewoo Research 19



July 18,2018

Holding Companies

At present, Samsung Group holds a 19.4% stake in SEC. Within the 9.3% SEC stake owned by
Samsung Life and Samsung F&M, 5.5% exceeds the 15% voting share limit (accounting for
shares owned by the controlling family and affiliated parties) and therefore do not hold any
voting power. Even if restrictions on the voting rights of financial/insurance subsidiaries and
foundations in domestic group affiliates are strengthened, the impact on Samsung Group’s
voting rights in SEC should be limited. In other words, Samsung Group will be able to
maintain its 15% voting rights in SEC although the combined voting rights of financial and
insurance subsidiaries and those of group foundations are both limited to 5%.

Samsung Life's position as the largest shareholder of SEC within the group is unsustainable,
given the regulations regarding the separation of financial and non-financial activities and
tighter international accounting standards on insurers. In particular, currently-proposed
revisions to the Insurance Business Act, which mandate the mark-to-market valuation of
equity holdings, would require Samsung Life to sell its SEC shares in excess of 3% of its total
assets (currently 6.4%) within a grace period (seven years proposed by a lawmaker Lee Jong-
geol; five plus two years by a lawmaker Park Yong-jin). Meanwhile, the Financial Services
Commission (FSC) has called for a gradual, voluntary correction before the bill is approved.

Against this backdrop, we believe that Samsung Life will communicate to the market on how
it plans to deal with its SEC shares. For the SEC stake (up to 5.5%) already subject to the
voting control restrictions under the MRFTA, we think it is likely that the insurer would
consider selling the shares on the market, as it has in the latest sale.

Table 14. Actual voting rights in SEC (Shares, %)
Common shares Voting interest Actual voting rights Limi_tatiqn on

Shares Stake (based on MRFTA) | voting rights

Financial affiliates (1) 596,959,200 9.3 10.0 41 -5.9
Samsung Life 508,157,148 79 85 26 -5.9
Samsung F&M 88,802,052 14 1.5 1.5 0.0
Other affiliates (2) 650,629,950 101 109 109 0.0
Samsung C&T 298,818,100 47 5.0 5.0 0.0
Lee Kun-hee 249,273,200 39 42 42 0.0
Hong Ra-hee 54,153,600 0.8 0.9 0.9 0.0
Lee Jae-yong 42,020,150 0.7 0.7 0.7 0.0
ii?:;:t?oye'fare 4,484,150 0.1 0.1 0.1 00
ii’l‘t"jfeng Foundation of 1,880,750 00 00 00 00
M+(Q) 1,247,589,150 194 209 15.0 -5.9

Source: DART, Mirae Asset Daewoo Research

Figure 15. Even if Samsung Life unloads its SEC shares (up to 5.5%), the group's voting
interest in SEC would remain unchanged
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Source: Mirae Asset Daewoo Research
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APPENDIX 1

Important Disclosures & Disclaimers

2-Year Rating and Target Price History

Company (Code) Date Rating  TargetPrice = Company (Code) Date Rating  Target Price
Samsung C&T Corporation(028260) 04/26/2018 Buy 190,000 08/15/2017 Buy 350,000
01/29/2018 Buy 180,000 08/30/2016  After 1yr
SK Holdings(034730) 10/31/2017 Buy 390,000 08/30/2015 Buy 330,000
w Samsung C&T Corporation (W) SK Holdings

200,000 500,000

150,000 F 7 % (00,00
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200000 FT

50,00 100,000

: t f : t

Jul16 17 Jul18 Jul16 17 Jul18

Stock Ratings Industry Ratings

Buy : Relative performance of 20% or greater Overweight  :Fundamentals are favorable or improving

Trading Buy : Relative performance of 10% or greater, but with volatility Neutral : Fundamentals are steady without any material changes
Hold : Relative performance of -10% and 10% Underweight : Fundamentals are unfavorable or worsening

Sell : Relative performance of -10%

Ratings and Target Price History (Share price (—), Target price (=), Not covered (M), Buy (A ), 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 Mirae Asset Daewoo Co., Ltd., we may call a trading opportunity in case there is a technical or short-term material
development.

* The target price was determined by the research analyst through valuation methods discussed in this report, in part based on the analyst's estimate of future
earnings.

* The achievement of the target price may be impeded by risks related to the subject securities and companies, as well as general market and economic
conditions.

Equity Ratings Distribution & Investment Banking Services

Buy Trading Buy Hold Sell
Equity Ratings Distribution 73.40% 14.78% 11.82% 0.00%
Investment Banking Services 77.42% 9.68% 12.90% 0.00%

* Based on recommendations in the last 12-months (as of June 30, 2018)

Disclosures
As of the publication date, Mirae Asset Daewoo Co., Ltd. has acted as a liquidity provider for equity-linked warrants backed by shares of Hyundai Glovis, Hyundai
Mobis, SK Holdings, Samsung C&T Corporation as an underlying asset, and other than this, Mirae Asset Daewoo has no other special interests in the covered
companies.

Analyst Certification
The research analysts who prepared this report (the “Analysts”) are registered with the Korea Financial Investment Association and are subject to Korean

securities regulations. They are neither registered as research analysts in any other jurisdiction nor subject to the laws or regulations thereof. Each Analyst
responsible for the preparation of this report certifies that (i) all views expressed in this report accurately reflect the personal views of the Analyst about
any and all of the issuers and securities named in this report and (i) no part of the compensation of the Analyst was, is, or will be directly or indirectly
related to the specific recommendations or views contained in this report. Mirae Asset Daewoo Co., Ltd. (“Mirae Asset Daewoo") policy prohibits its Analysts
and members of their households from owning securities of any company in the Analyst's area of coverage, and the Analysts do not serve as an officer,
director or advisory board member of the subject companies. Except as otherwise specified herein, the Analysts have not received any compensation or
any other benefits from the subject companies in the past 12 months and have not been promised the same in connection with this report. Like all
employees of Mirae Asset Daewoo, the Analysts receive compensation that is determined by overall firm profitability, which includes revenues from,
among other business units, the institutional equities, investment banking, proprietary trading and private client division. At the time of publication of this
report, the Analysts do not know or have reason to know of any actual, material conflict of interest of the Analyst or Mirae Asset Daewoo except as
otherwise stated herein.

Disclaimers

This report was prepared by Mirae Asset Daewoo, a broker-dealer registered in the Republic of Korea and a member of the Korea Exchange. Information
and opinions contained herein have been compiled in good faith and from sources believed to be reliable, but such information has not been
independently verified and Mirae Asset Daewoo makes no guarantee, representation or warranty, express or implied, as to the fairness, accuracy,
completeness or correctness of the information and opinions contained herein or of any translation into English from the Korean language. In case of an
English translation of a report prepared in the Korean language, the original Korean language report may have been made available to investors in
advance of this report.

The intended recipients of this report are sophisticated institutional investors who have substantial knowledge of the local business environment, its
common practices, laws and accounting principles and no person whose receipt or use of this report would violate any laws or regulations or subject Mirae
Asset Daewoo or any of its affiliates to registration or licensing requirements in any jurisdiction shall receive or make any use hereof.
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This report is for general information purposes only and it is not and shall not be construed as an offer or a solicitation of an offer to effect transactions in
any securities or other financial instruments. The report does not constitute investment advice to any person and such person shall not be treated as a
client of Mirae Asset Daewoo by virtue of receiving this report. This report does not take into account the particular investment objectives, financial
situations, or needs of individual clients. The report is not to be relied upon in substitution for the exercise of independent judgment. Information and
opinions contained herein are as of the date hereof and are subject to change without notice. The price and value of the investments referred to in this
report and the income from them may depreciate or appreciate, and investors may incur losses on investments. Past performance is not a guide to future
performance. Future returns are not guaranteed, and a loss of original capital may occur. Mirae Asset Daewoo, its affiliates and their directors, officers,
employees and agents do not accept any liability for any loss arising out of the use hereof.

Mirae Asset Daewoo may have issued other reports that are inconsistent with, and reach different conclusions from, the opinions presented in this report.
The reports may reflect different assumptions, views and analytical methods of the analysts who prepared them. Mirae Asset Daewoo may make
investment decisions that are inconsistent with the opinions and views expressed in this research report. Mirae Asset Daewoo, its affiliates and their
directors, officers, employees and agents may have long or short positions in any of the subject securities at any time and may make a purchase or sale, or
offer to make a purchase or sale, of any such securities or other financial instruments from time to time in the open market or otherwise, in each case
either as principals or agents. Mirae Asset Daewoo and its affiliates may have had, or may be expecting to enter into, business relationships with the
subject companies to provide investment banking, market-making or other financial services as are permitted under applicable laws and regulations.

No part of this document may be copied or reproduced in any manner or form or redistributed or published, in whole or in part, without the prior written
consent of Mirae Asset Daewoo.

Distribution

United Kingdom: This report is being distributed by Mirae Asset Securities (UK) Ltd. in the United Kingdom only to (i) investment professionals falling within
Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (the “Order”), and (ii) high net worth companies and other
persons to whom it may lawfully be communicated, falling within Article 49(2)(A) to (E) of the Order (all such persons together being referred to as
“Relevant Persons”). This report is directed only at Relevant Persons. Any person who is not a Relevant Person should not act or rely on this report or any of
its contents.

United States: Mirae Asset Daewoo is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the
preparation of research reports and the independence of research analysts. This report is distributed in the U.S. by Mirae Asset Securities (USA) Inc., a
member of FINRA/SIPC, to “major U.S. institutional investors” in reliance on the exemption from registration provided by Rule 15a-6(b)(4) under the U.S.
Securities Exchange Act of 1934, as amended. All U.S. persons that receive this document by their acceptance hereof represent and warrant that they are a
major U.S. institutional investor and have not received this report under any express or implied understanding that they will direct commission income to
Mirae Asset Daewoo or its affiliates. Any U.S. recipient of this document wishing to effect a transaction in any securities discussed herein should contact
and place orders with Mirae Asset Securities (USA) Inc. Mirae Asset Securities (USA) Inc. accepts responsibility for the contents of this report in the U.S.,
subject to the terms hereof, to the extent that it is delivered to a U.S. person other than a major U.S. institutional investor. Under no circumstances should
any recipient of this research report effect any transaction to buy or sell securities or related financial instruments through Mirae Asset Daewoo. The
securities described in this report may not have been registered under the U.S. Securities Act of 1933, as amended, and, in such case, may not be offered
or sold in the U.S. or to U.S. persons absent registration or an applicable exemption from the registration requirements.

Hong Kong: This report is distributed in Hong Kong by Mirae Asset Securities (HK) Limited, which is regulated by the Hong Kong Securities and Futures
Commission. The contents of this report have not been reviewed by any regulatory authority in Hong Kong. This report is for distribution only to
professional investors within the meaning of Part I of Schedule 1 to the Securities and Futures Ordinance of Hong Kong (Cap. 571, Laws of Hong Kong) and
any rules made thereunder and may not be redistributed in whole or in part in Hong Kong to any person.

All Other Jurisdictions: Customers in all other countries who wish to effect a transaction in any securities referenced in this report should contact Mirae
Asset Daewoo or its affiliates only if distribution to or use by such customer of this report would not violate applicable laws and regulations and not subject
Mirae Asset Daewoo and its affiliates to any registration or licensing requirement within such jurisdiction.
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