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About this survey

Ernst & Young's Capital Confidence
Barometer is a regular survey of
senior executives from large
companies around the world
conducted by the Economist
Intelligence Unit (EIV).

Our panel, the “Ernst & Young
1,000", is comprised of selected
Ernst & Young clients and contacts
and regular EIU contributors.

This Korean subset of our findings
gauges corporate confidence in the
economic outlook and identifies
boardroom trends and practices in
the way companies manage their
capital agendas.

Profile of respondents
» Panel of over 1,000 executives

surveyed in July and August
2011.

» Companies from 51 countries.

» Cross-section of respondents
from over40 industry sectors.

» 44 respondents from Korea.

» Company revenues range from
USS$250 million to over USS10
billion.

» 32% C-suite respondents.

The Capital Agenda

Based around four dimensions, it helps
companies consider their issues and
challenges and understand their options to
make more informed capital decisions.

1. Preserving capital: reshaping the
operational and capital base

2. Optimizing capital: driving cash and
working capital and managing the
portfolio of assets

3. Raising capital: assessing future capital
requirements and assessing funding
sources

4. Investing capital: strengthening
investment appraisal and transaction
execution

Global Capital Confidence Barometer
Korea

Maintaining a growth course

Growth amid current volatility demands focus on capital optimization

Our fifth bi-annual Global Capital Confidence
Barometer, finds that almost half of respondents
are focused on growth in the next 12 months,
with only 7% now focusing on survival - the
lowest number since the barometer was first

published in 2009.

There is a new paradigm with M&A activity and market volatility now able to co-
exist. Currently, leading companies are shrugging off continued market upheaval
and focusing on growth and M&A. For them, this is not 2008 all over again. They
have spent the past three years reducing the financial risk on their balance sheet
and taking tough efficiency measures needed to strengthen their positions, which
helps them manage in volatile times.

Korean executives are quietly confident about the outlook for their local economy.
While closely monitoring current market conditions, they are not rushing to
implement defensive measures, and are instead looking beyond the immediate
turmoil to maintain growth plans.

Korean respondents:
over half (52%) are focusing on growth over the next 12 months
believe credit availability is adequate to support growth plans
are still focusing on optimizing their capital
34% are likely to divest in the next 12 months to either enhance shareholder
value or focus on core assets
50% are expecting to make acquisitions in the next 12 months
believe the conditions are positive for deals
consider emerging markets, specifically Asia Pacific as the most attractive area
for investment

While both global and Korean respondents’ attitude to M&A is remarkably robust
given the current environment, a slump into a double dip global recession would
mean a different story. For the time being companies have the ambition to do deals.

In this issue of the Barometer we reveal Korean companies’ views on the economy
at both the global and domestic levels. Executives tell us how they are managing
their capital today, how they are raising, investing, optimizing and preserving their
capital to secure their competitive positions for the future.

Hong-Yeol Yoo - Korea Leader, Transaction Advisory Services
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Quality In Everything We Do



Economic outlook

Global economic outlook stable

July and August marked a return to volatility not
seen since the early days of the economic crisis.
The US credit rating downgrade, debt crisis in
the Eurozone and weakening economic data
from around the world sparked dramatic stock
market activity and ultimately the global re-
pricing of risk.

The capital markets in Asia-Pacific! have
softened further. The number of announced
deals dropped by 14% in July 2011. Merger and
acquisition activity in Asia-Pacific also slowed by
X % in July 20112 and has continued to do so
through August.

Despite ongoing uncertainty throughout the
survey period3, 59% of Korean respondents felt
that the global economy was either stable or
improving.

What is your perspective on the state of the global
economy today?

Strongly improving e

Modestly improving 33%
Stable 30% 370,
Modestly declining 3336%
Strongly declining 5%
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South Korea Global Result

of Korean executives are positive about
corporate earnings in Korea, remaining
stable or improving

L Includes Korea, Southeast Asia, China, Hong Kong, Australia,
New Zealand, India and Japan

2 Mergermarket M&A Round-up for 2011

3 July and August 2011

Confidence in Korean economy

When asked about their perspective on the
Korea economy, 73% cited a stable or improving
environment. This is despite concerns by over a
third in the short-term market volatility. Several
other indicators, including stable or positive
corporate earnings (84%), and a belief in a
healthy stock market (72%), point to confidence
in the domestic economy.

What is your perspective on the state of your local
economy today?

Strongly improving ] 77‘;//2
Modestly improving - 252%3%
Stable - 37*%1%
Modestly declining - 20755%
Strongly declining 1 4%%
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of Korean executives believe the Korean
economy is stable or improving

Employment outlook bright

Eighty-four percent of Korean respondents
expect to maintain or increase their workforce
over the next 12 months. This is a similar
response to global, but Korean executives are
slightly more bullish when it comes to new hires.

With regards to employment, which of the following does
your organization expect to do in the next 12 months?

100%

15% 16%
80%
60% 50% 39%
40%
20% 36% 45%

0% - T )
Global results South Korea

Create jobs/ hire talent
Keep current workforce size

Reduce workforce numbers

Page | 2



Access to capital

Credit availability supports growth

Korean executives are on the whole confident
that local credit markets are adequate to
support growth plans, with 85% saying credit
availability is stable or positive. And they are
slightly more optimistic than their global
counterparts when it comes to credit conditions
in their own markets (74%).

Please indicate your level of confidence in credit
availability at the local level

Global 304 269 45% -%
Korea os  32% 46% l%

Very positive = Postive I Stable m Negative Very negative

of Korean executives say credit availability
is stable or positive, and strong enough to
support growth plans

Refinancing to improve capital structure

A third of Korean companies will refinance to
strengthening their balance sheets. Of those
executives that are taking advantage of
available credit, 46% are planning to extend
maturities, 20% improve their capital structures,
and a further 20% are planning to reduce their
interest costs.

Do you plan to refinance loans or debt obligations in the
next 12 months?

66%
71%

No

34%
29%

Yes

0% 20% 40% 60% 80%

South Korea Global Results

What will be the primary purpose of your refinancing?

Extend maturity 46%
Optimizing the capital structure 20%
Reduce interest cost 20%
Retire maturing debt 7%
Remove restrictive covenants 7%

0%

Cash is the primary funding source for
deals.

Eighty-two percent of Korean companies
plan to use cash or non-cash equity as their
primary funding source for deals. Debt as a
source of deal financing is viewed negatively
by the market. However, the majority (56%)
of Korean executives prefer to use non-cash
equity, a somewhat different trend
compared to their global peers who prefer
cash (46%).

What is your primary source of deal financing in the
next 12 months?

26%
Cash 26%

19%
Debt 33%

Non-cash equity 21% 56%

0% 10% 20% 30% 40% 50% 60%

South Korea Global Results
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Growth and stability of equal focus

Most Korean companies (52% of respondents)
are making growth the top priority over the next
12 months. And 43% are focused on maintaining
stability. Only 5% cite survival as an imperative.
Executives are more confident and companies
are in good shape despite market volatility.

Which statement best describes your organization’s
focus over the next 12 months?

52%

Growth
49%

43%

Maintain stability 44%
0

Korean respondents’ priorities are tempered
by well-understood lessons from recent
financial crisis. When asked which capital
management issue they were placing the
greatest focus on today, over half (52%) said
optimizing capital. Growth is not at the
expense of maintaining sound balance
sheets, or unlocking cash flows from working
capital.

On which of the following capital management issues
is your company today placing the gre

. . 9%
Capital preservation 19%

Capital Raising

16%
20%

Capital Investment through 2%

inorganic growth

Capital Investment through

7%

21%

Survival

5%
7%

0%

South Korea

20% 40%

Global Results

60%

of Korean executives are making growth
their top priority over the next 12 months

For those companies with excess cash in the
next 12 months, over half (57%) prioritize
investing in growth, followed by 29% who
plan to pay down debt.

If you have excess cash, which of the following will be
your priority over the next 12 months?

Organic growth _ 41%49%
Inorganic growth 1156%)
Pay down debt 22%29%
Paying dividends 7?0%
Buy back stock 4;,%
0% ZOI% 4(I)% 6(;%

South Korea

Global Results

organic growth 30%

Capital Optimization 20% 52%

0% 20% 40% 60%
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Regulation environment impact on growth

Eighty-four percent of Korean respondents
are concerned that mounting regulatory
pressures across a number of areas could
potentially impede growth. Banking and
financial reform are viewed to have the
broadest potential impact. Government
scrutiny and supervision continues to
tighten. Banking requlations are increasing,
such as the government’s oversight of the
BIS for banking institutions. Environmental
regulatory framework is next highest

concern.

What areas of regulation pose the most significant risks
to growth and profitability for your organization over the
next 12 months?

Banking/ financial reform : 309 37%

Environmental

Healthcare |

Pension/ social security

0% 10% 20% 30% 40%

South Korea M Global Results
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Appetite for deals solid

At the time of the survey 50% of Korean
respondents indicated that they expected to
make acquisitions in the next 12 months, a
slightly stronger result compared to global.
Korean respondents’ attitude to M&A is robust
given the current volatility, but a slump into a
double dip global recession would alter the
trend.

Does your company expect to make acquisitions in the
next 12 months?

Yes

N
© 59%

0% 20% 40% 60% 80%
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Most indicators favourable for deal making

When asked to express their confidence around the
volume and quality of deals, Korean executives
shared a similar favourable sentiment with their
global peers. Not only were they comfortable with
volume and quality, 81% of Korean respondents
were confident about the likelihood of closing
deals.

And the downturn in the economy has also created
opportunities. Korean companies are anticipating a
surge in cross-border opportunities.

Please indicate your level of confidence in the following
at the local level:

49% 50% 49%
46% 46% 46%

43%
38 413 39
33 33
0, 0,
6% % 8% 8%
1% 1%

Number of deal Number of deal Quality of deal Quality of deal Likelihood of  Likelihood of
opportunities opportunities opportunities opportunities closing deals (K) closing deals
(K) () (K) () (G)

Positive m Stable Negative

A mixed view on valuation levels

Overall more Korean respondents (45%) are
confident that asset valuations will remain static
over the next 12 months. However, at least 39%
expect asset prices to increase, suggesting that
Korean companies are expecting more tension
than their global counterparts between buyers
and sellers.

What do you expect the price/valuation of assets to
do over the next 12 months?

Increase

Remain at current levels
57%

Decrease

20% | 40%  60% 80
uClobal Resutes °0° %

0%
South Korea Results

of Korean executives indicated that they
expected to make acquisitions in next 12
months
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An appetite for divestments

Willingness of companies to divest assets is
obviously an important element to the deal
market. Thirty-four percent of Korean
respondents say they are likely or highly likely

to pursue divestments over the next 12 months.

This is stronger than the global response (25%).

Divestment is driven by two clear, almost
equally consistent reasons, to enhance
shareholder value (48%) and focus on core
assets (45%).

Does your company expect to make divestments in
the next 12 months?

34%
Yes 259% °

66%
No 75%

0% 20% 40% 60% 80%
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What are the main drivers of your company's planned
divestment activity?

Focusing on core... 33% 45%
Shed... 21%
Enhance... 19% 48%
Funding inorganic/... %14%
Raise cash to...

13%

0% 20% 40% 60%
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Emerging markets top destination for Korean
investment capital

No surprise that Asia-Pacific is the number 1
area for inbound global investment. Andit's a
similar trend with Korean companies. Over two
thirds of Korean respondents say the number 1
acquisition driver is to gain share, either
product or geography, in new markets. Driving
share in existing markets is secondary (14%).
So, it's also no surprise that the top 2
investment destinations are China and India.

Singapore, Malaysia and Indonesia—Southeast
Asia—take up 3rd place. Again, all located in
Asia-Pacific, and all with high growth potential,
expanding domestic demand and resilience to
current market volatility.

The top five countries Korean executives are considering
for cross-border investment are

1. China
2. India
3. Singapore
4. Malaysia
5. Indonesia

of Korean respondents say the number of
acquisitions is to gain share, either product
or geography in new markets

What are the main drivers of your company's planned
acquisition in your chosen market/country?

68%

Gain share in new... 36%

Gain share in... 27%
9%

Reduce cost and... 12%

Access to... 5611%
4%
Leverage... 7%

Gain brand equity 4%

Access to talent 3%

0% 20% 40% 60% 80%
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Survey demographics

What is your primary industry?

What are your company's annual global revenues in US dollars?

16%

14%

27%

25%

18%

Manufacturing 39% 1
Other banking & capital markets 9% $10bn or more
Power & utilities 9%
Automotive 7% |
0il & gas 5% $5bn to $10bn
Professional services 5%
Chemicals 5% 4
Construction 5%
Ailines o $1bnto $5bn
Agriculture & agribusiness 2% 1
Asset management 2%
Food 2% $500m to $1bn
National/federal government 2% 4
Insurance 2%
Retail & wholesale 2% $250 to $500m
Logistics & distribution 2%
0% 10% 20% 30% 40% 50% 0% 5% 10%
What is your position in the organization?
Head of Business
o,
Unit/Department 68%
C-Level Executive 32%
0% 20% 40% 60% 80%

15% 20% 25% 30%
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If you would like to discuss your company’s capital agenda please contact

your usual Ernst & Young advisor, or any of the contacts listed below.

Contacts

Global

Pip McCrostie
Global Vice Chair

Transaction Advisory Services

+44 (0) 20 7980 0500

pip.mccrostie@uk.ey.com

Steve Krouskos
Global and Americas Markets Leader

Transaction Advsiory Services

+1 404 817 5090

steve.krouskos@ey.com

Michael Rogers

Global Markets

Transaction Advisory Services
Americas

Richard Jeanneret

Americas Leader

Transaction Advsiory Services
Europe, Middle East, India and Africa
(EMEIA)

Joachim Spill

EMEIA Leader

Transaction Advisory Services
Asia Pacific and Japan

John Hope

Asia Pacific Leader

Transaction Advisory Services

+44 (0) 20 7980 0200

+1212 773 2922

+49 6196 996 25366

+852 2846 9997

micheal.rogers@ey.com

richard.jeanneret®ey.com

joachim.spill@de.ey.com

john.hope@hk.ey.com

Kenneth G Smith
Japan Leader

Transaction Advisory Services

+81 3 5401 6663

kenneth.smith@jp.ey.com

Hong-Yeol Yoo
Korea Leader

Transaction Advisory Services

+82 2 3770 0860

hong-yeol.yoo@kr.ey.com
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About Ernst & Young

Ernst & Young is a global leader in
assurance, tax, transaction and advisory
services. Worldwide, our 144,000 people
are united by our shared values and an
unwavering commitment to quality. We
make a difference by helping our people,
our clients and our wider communities
achieve their potential.

Ernst & Young refers to the global
organization of member firms of Ernst &
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separate legal entity. Ernst & Young
Global Limited, a UK company limited by
guarantee, does not provide services to
clients. For more information about our
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This publication contains information in
summary form and is therefore intended for
general guidance only.

It is not intended to be a substitute for detailed
research or the exercise of professional
judgment. Neither EYGM Limited nor any other
member of the global Ernst & Young
organization can accept any responsibility for
loss occasioned to any person acting or
refraining from action as a result of any material
in this publication. On any specific matter,
reference should be made to the appropriate
advisor.



