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Briefing Minutes

Goldman Sachs

Q: How much of ship orders for Korean shipbuilders are not hedged against their currency risks, and
what are the maturity profiles of currency hedges against ship export receivables?

A: The average forward offer rate as a percentage of ship orders is around 54% (announced by the BOK
on 17 June 2008). Maturities are spread out evenly (i.e., there is almost no liquidity risk coming from
maturities concentration).

Q: How much of external borrowing by corporates has been swapped into KRW obligations?

A: Looking at the balance of currency swaps between local banks and corporates, we can infer that the
amount of currency swaps by corporates is minimal.

Q: There has been a lot of market discussion as of late as to which is the “right” method of viewing
capital adequacy with differing opinions between where there should be strong oversight over the holding
companies and not just bank subsidiaries and if core Tier 1 should be strengthened (i.e., looking at
tangible common equity/assets). What is the FSC’s viewpoint?

A: In Korea, bank subsidiaries account for a significantly large proportion of financial holding
companies’ assets and capital. As such, the difference between the financial soundness of a bank and its
holding company is minimal.

Korean banks do not have a lot of intangible assets so there is not much

difference between the BIS ratio and the TCE ratio.

Compared to banks in western countries, Korean banks have better capital adequacy. But as a safeguard
measure, the government has introduced the Bank Recapitalization Fund worth 20 trillion won to
purchase the common shares, preferred shares, subordinated debt and hybrid bonds of local banks.
However, banks prefer subordinated debt and hybrid bonds over common shares because they fear
government intervention. This will result in an increase in the Tier 1 capital ratio but not the TCE ratio.
While the FSC will encourage banks to increase their TCE ratio, FSC’s policy is to leave it to the banks to
choose the type of financial instruments they wish to issue.
The Bank Recapitalization Fund will add 2.6 percentage points to the BIS ratio.

CLSA

Q: Governments the world over are encouraging banks to provide liquidity to the corporate sector with
the US and the UK in particular pushing some high profile bailouts. If one is to contrast the American
approach to the crisis (aggressive debt-funded public spending supported by quantitative easing) with the
German approach of limits on public debt for countercyclical spending on a multi-year view and limited
support for private companies (with monetary policy obviously not in their direct control), which one is
more appropriate for Korea and why?

A: Korea is different from the US or Europe. Korean banks and financial institutions do not have the
structural problem that western banks have. Korea’s focus is to provide a safeguard for future problems.
Examples of safeguard measures are the Bank Recapitalization Fund, a “bad bank” through KAMCO, and
related law changes. KAMCO was established in 1998 following the financial crisis. However, it stopped
operating in 2002 because corporate restructuring was believed to have been over. A law to reactivate
KAMCO is expected to be passed at the National Assembly in April 2009.

Public funds do not need to be injected right away. Banks do not want government intervention and at the
moment, the financial situation of banks is not that bad. Nationalizing a financially sound bank is not a
good idea. However, the global financial recession is expected to continue for a while and if we feel that
public funding is needed, we want to be able to do this right away. This is why relevant law changes need
to be made in advance.

This crisis is different from 1997-1998. Back in 1997-1998, global markets were strong and Korea needed
to increase interest rates to attract foreign capital. Liquidity provision was risky in the sense that the
leverage ratio of corporates was already quite high. However, the current situation is different. Global
markets are weak so there is no capital flowing into Korea. Interest rates need to be cut to increase
domestic demand. Korean corporates have significantly de-leveraged over the years (debt-to-capital has
dropped from 400% to 100%). Moral hazard is no longer a problem. Following the five year boom period,
Korean companies now have large amounts of cash.

Large corporates are not a problem. However, corporate restructuring does need to be conducted on SMEs,
particularly in the shipbuilding and construction sectors. However, this restructuring should be led by the
creditor banks and not by the government.

Q: Banks already have loans extended to SMEs. Would further liquidity provision not cause moral hazard
among SMEs?

A: We admit this is a tricky issue which causes a policy dilemma for us. The current rollover ratio is 92%
but the government is trying to increase this to 95% through credit guarantees. The magnitude of the
global recession has forced banks to become more risk-averse. The default of SMEs will cause social
unrest and increase the banks’ vulnerability in the long run. It’s better to inject some capital now then to
have to withstand the longer term circumstances.
FSC is not trying to increase SME loans but rather to decelerate the decrease of the loans. This can be
done through quantity-targeting SME loans. SME loans two years ago totaled 68 trillion. This figure was
54-58 trillion in 2008 and is expected to fall to 40-50 trillion in 2009.

UBS (Hong Kong)

Q: Has the FSC done any stress testing on the banking system, and to what extent can you share the info
of the stress test?

A: The FSC conducts stress tests on a regular basis as well as on specific occasions. However, the details
and results of the stress test are kept confidential, given the potential impact it has on the credit of
individual financial institutions and its influence on financial markets. The US as well is known to
conduct stress tests as a part of their Capital Assistance Program (CAP) but for internal purposes only.
The Bank Recapitalization Fund, announced in October 2008, was designed as a result of internal stress
tests. At the time, the growth rate of Korea was widely assumed to be 1-2%. Of course, FSC’s stress test
assumed a much worse growth rate.

The global trend regarding capital adequacy is changing very rapidly, which we think is somewhat
“unfair” for Korean banks. However, instead of complaining about it, the government will try to adjust
regulatory practices to match the new environment and will try to focus more on the TCE ratio.
Using loan-to-deposit to measure the financial soundness of banks is also misleading. The banks that are
struggling now are highly leveraged (CDO, MBS, etc). Korea banks do not leverage much and use their
deposit base to extend more loans.

Standard Chartered (Hong Kong)

Q: Is there any more detail on the FX liability profile in 2009?

A: Our IR presentation material, which can be found on our website, shows the structure and amount of
FX debt. We need to check with other government authorities to see if the maturity profile can be released
on a monthly basis.

Current debt (short-term debt + current portion of long-term debt) is US$194 billion. The current debt of
Korean banks and the local branches of foreign banks is US$120 billion. The rollover ratio as of October
2008 (immediately after the collapse of Lehman Brothers) was 50%. This increased to 100% in January
2009. However, most of long-term debt rolled over to short-term and a large portion of short-term debt is
due in 1H09.

Korea’s total external debt is US$380 billion. Of this amount, US$194 billion is maturing this year
(assuming a rollover ratio of zero). Removing US$39 billion from FX hedging, this brings us to total
short-term debt of US$155 billion. Foreign reserve as of January 2009 was US$201.7 billion.
We are aware of recent concerns in the shipbuilding industry.

However, the cancellation rate of shipbuilding orders is less than 5% and even this 5% may be overstated.
This is because some “cancellations” are more like “cancellation threats” used to negotiate pricing rather
than real cancellations. Large shipbuilders are at less risk because they make high-end ships whereas the
recent cancellations are focused on tanker ships. Small-to-mid-end shipbuilders are the ones that are
negatively impacted. Korean shipbuilders are leaders in the global market. In the long-run, the current
difficulties will ultimately increase the global market share of Korean shipbuilders as smaller competitors
go out of business.

However, we do not deny that this will have a negative impact on the FX markets in the short-term.

Morgan Stanley

Q: How much is the amount of external debt from European banks?

A: It depends on how you define a “European” bank, as well as how you categorize different financial
instruments. We define a European bank as a bank headquartered in Europe. Under this definition, 35% of
external debt is European, 35% is American and other from Asia and other regions.

CLSA

Q: What is the impact of payment delays on the shipbuilders? We see the working capital of shipbuilders
declining significantly.

A: We admit that the smaller shipbuilders are in bad shape. Larger shipbuilders have 2-3 years of backlog,
but this is not the case for the smaller ones. This is why the smaller shipbuilders need to go through
restructuring. The larger ones have accumulated large amounts of cash over the last five years of boom.

Q: All shipbuilders, regardless of size, are known to be in net debt positions.

A: We will double-check but regardless, we are not too concerned about the larger players as most of
them are part of large conglomerates and they currently face no difficulty in issuing corporate debt.

HSBC (Hong Kong)

Q: What is the exact state of household debt as a percentage of GDP?

A: Household debt is much lower than the US and Europe. More than 50% of household debt is
mortgage-backed debt. The delinquency rate of mortgage debt is 0.7% whereas this is 20% (subprime)
and 4% (prime) in the US.

Strict regulation on debt-to-income and LTV was imposed in 2002 and 2003. As a result, bank lending
cannot exceed 40-60% of market value. As a result, LTV is 40% in Korea, compared with above 100% in
the US and Europe. In the last 10 years, housing prices in the US doubled, but increased by only 67% in
Korea. Under the non-recourse law, US banks cannot capture salary as collateral. However, no such law
exists in Korea and housing loans are well-collateralized by family members. Moreover, interest rates
have dropped significantly, so we do not think household debt is a problem. We are not worried about
delinquency or defaults, but rather, we are concerned that when the economy does start to recover,
household debt will slow down the growth in consumption.

Q: Does household debt include small business loans?

A: 50% of household debt is mortgage-backed debt. Since the initial LTV test conducted in 2002, housing
prices have increased, lowering the LTV ratio. We believe that the LTV numbers reveal the real state of
Korea’s household debt. We do not think 47% is an understated figure. While household debt does
include some small business loans, even the delinquency rate of small business loans is slightly over 1%.

