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1996/4 A 4 18 1 12 SU
1996/10 A 5 20 1 15 N
1997/5 A 6 23 1 18 SN
1997/11 A 7 26 1 21 N R
1997/12 B | 50 55 I 25 5 15
1998/4 A 50 55 1 25 50 | 55
1998/5 R 100 | 100 3 30 100 | 100
2000/11 A | 100 | 100 3 40 100 | 100
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’ A8 5] £y A8 3] 28
1995/5 A 3 15 ——— ———
1996/11 R 5 30 - —
1997/7 A 5 100 5 100
1998/5 A 100 100 100 100
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# o ABMEMFLET &
EXI T

B #A HARTEA BARA A%

1992 895 677 1,572
1993 1,685 1,092 2,745
1994 2,111 1,316 3,427
1995 2,766 1,520 4,286
1996 3,511 1,783 5,294
1997 4,519 1,995 6,514
1998 5,329 3,151 8,480
1999 6,084 3,870 9,954
2000 7,213 4,535 11,748
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HABR BT AABEREBA  FLHT L
(F& B3 EHR)
BHER | #&F | BIK | BIT BAE| KR | Hi
e | Ag 28
1992 | 574 | 102 | 75 80 31 33
1993 | 1,070 | 240 | 114 | 96 56 77
1994 | 1,377 | 282 | 154 | 128 | 67 | 103
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1995 | 1,864 | 351 181 153 85 132
1996 | 2,412 | 432 | 205 | 191 112 | 160
1997 | 3,198 | 476 | 243 | 250 | 144 | 208
1998 | 3,763 | 522 | 282 | 285 | 159 | 318
1999 14,239 | 598 | 322 | 310 | 180 | 436
2000 | 4,966 | 686 | 357 | 336 | 207 | 661
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1992

502

314

110

266

24

8

14

344

1993

983

478

237

353

71

38

33

552

1994

1,228

565

293

400

111

55

76

699

1995

1,553

682

365

442

155

92

119

878

1996

1,930

719

451

492

197

183

155

1,167

199712,369

806

528

504

246

310

178

1,573

1998

3,225

859

677

514

308

360

251

2,286

19993,900

963

803
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403
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285

2,663
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2000(4,602(1,057| 942 | 566

529 | 476

332 (3,244

AR EELZIER
(=) BLEHEARR
HEHE -~ AA—FHBNSERERTUAR 852 =
O0—FAK RANEFEANSFE IO = &

20 BRAHAR

ENfEEAL HHABZ0/E

T BTEBARINSERE I OREBRAE - o
HREF B M BEARN—AALEEL LA L
WET HBEFEASHE——RELI ' —hA
NFEBR AR FZFBENLIEHRIEH I - ik
B0EL =000 2dE——X LT B
TN BRI RERZBRE

(B s H% %)

Bf | BASS | B4 |SEALMH
1992 2,735 662 2,073
1993 7,635 1,936 5,699
1994 8,637 6,695 1,942
1995 10,216 7,766 2,450
1996 12,570 8,004 4,566
1997 13,201 12,120 1,081
1998 16,480 11,698 4,782
1999 41,458 36,265 5,193
2000 60,059 48,450 11,609
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43 172,527 133,173 39,354
(=) B2 RR

=00 0FNEELREREIN » B hERF N
MEAE  EAFTEARSFEAAN -whkgx (548
FENEBZEZ%) MRERBFEAAL > ©AANLE
B (L2MEBEANLBEZAY) » B4 &
Mo EABFEAL - — A B8 HHFEA
Z~AXNOMEEAE WA TN B AT FEA—
ZHEEHET (E2HBPBEANLEAZ— %) BHK
BWHELMT &

(EAr : +484870)

& BEANS2Z | BEH4%3 |FEANLE
E X 27,154.2 17,758.9 8,395.3
%R 10,459.2 9,509.4 949.8
4p 75 B 134.3 134.8 -0.5
%R 1,759.7 1,977.9 -218.2
B R 7T 1,938.4 2,143.5 -205.1
E AT 3,507.3 2,981.6 525.7
47 B8 1,750.7 1,494.7 256.0
8 4 512.5 383.2 129.3
H 1, 15,963.3 14,284.6 1,678.7
48zt 63,179.3 51,668.6 11,511.0
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o AP EFRTEMET BE=00O0FENT
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—% (—RARFH=— - W)

(BEfr: HE$n)

8 #7 BEANSE | FdLE |FENLH
1992 2,385.7 877.4 1,508.3
1993 6,418.6 2,098.2 4,320.4
1994 6,098.6 5,168.2 930.4
1995 7,538.7 6,177.4 1,361.3
1996 10,162.8 7,001.3 3,161.5
1997 11,072.0 10,511.1 560.9
1998 17,243.6 11,323.0 5,920.6
1999 45,440.9 43,165.0 2,275.9
2000 63,179.6 51,668.6 11,511.0
483 169,540.5 137,981.2 31,559.3
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fa] ©
1 " SEBFANEFFRIFRE T 04 BFHEE
FIZE o

2 B EEIBIFRA A R -
3 SEEAMERTHAERBEAERERT -
(=) BLRSNSELE  FTEMB ST HIE A & Lh o

%k
® Z# % (Equity Future) A%
® i (Option) W—2x%
® 1{y#r 1y (Currency Future) =%

@ Y3801 (Fixed Income Future) £%
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KOREA STOCK EXCHANGE
AND MANAGEMENT OF
PROGRAM TRADING

NOVEMBER 8, 2001

Korea Stock Exchange

BRIEF HISTORY
OF THE KOREA STOCK EXCHANGE

- Established in 1956
- Changed to Government-run Corporation
in 1963
- Introduced Continuous Trading in 1975
- Computerized Order-Routing in 1983
- Changed to Membership Organization in 1988
- Introduced Computerized Trading System
in 1988
- Allowed Foreign Membership in 1991

Korea Stock Exchange




BRIEF HISTORY
OF THE KOREA STOCK EXCHANGE

- Launched Surveillance System (COSIS) in 1994

- Introduced After-hour Trading in 1996

- Opened the KOSPI 200 Stock Index Futures
Market in 1996 and Options Market in 1997

= Fully computerized Trading System in 1997

- Introduced Warrants Trading in 2000

- Launched Upgraded Surveillance System
(COSMOS) in 2001

Korea Stock Exchange

ORGANIZATIONAL STRUCTURE

- Non-profit Membership Organization
o 51 Member Firms (Local : 37, Foreign : 14)
o Regular Member 32, Special Member 19
- Subsidiaries
o Korea Securities Depository (70%)
o Korea Securities Computer Corporation (77%)

TRADED PRODUCTS

- Equity Securities

- Mutual Funds

- Debt Securities

- Equity-linked Debt Securities
- Stock Index Futures

- Stock Index Options

- Warrants
Korea Stock Exchange




NEW PRODUCTS TO BE INTRODUCED

- Stock options
o scheduled to open onJan. 28, 2002

o Start with 7 individual stocks: Samsung
Electronics, SK Telecom, Korea Telecom,
Kepco, Posco, Kookmin Bank, Hyundai Motor

- REITs (later this year)
- ETF (first quarter of 2002)
- Repo trading (Feb., 2002)

Korea Stock Exchange

TRADING SCHEME

- Trading Session and Hours
o Monday ~ Friday, 09:00 ~ 15:00
o After-hour Session: 15:10 ~ 15:40
- Order-driven and Continuous Market
o Call Trading : Opening & Closing Prices

- Fully Computerized Trading
o Capacity
# of orders : 4 mil. orders

- Daily Price Change Limit (Flat 15%)

# Circuit Breaker System

o more than 10% for one minute drop from the
previous day’s close : halted for 30 minutes

Korea Stock Exchange




STOCK MARKET ACTIVITIES

1999 2000 Oct. 2001
2227 | Market Capitalization
i 306,128 | 149,275
2 | (M US$) 152,601

1 | Companies

. Trading Value
733,423 | 497,843 | 294,727

3 | (M US$)

* |index Return (%) 83 ~51 6
PER (KOSPI 200) - 15.5 12.2
Dividend Yield(%) 1.7 0.7 2.2

Korea Stock Exchange

BOND MARKET

General Bond Market

o retail market

o trade all fixed income securities
(government bonds, municipals, corporate
bonds)

o screen-based trading

Inter-dealer market

o opened in April 1999

o wholesale market - limited to government
bond dealers

o trade government bonds

o screen based

Korea Stock Exchange




BOND MARKET IN KOREA

No. of Listed issues | Amount Listed(bil. won)

Public | Corporate Public Corporate
1991 2,831 5,527 32,250 29,241
1995 4,671 8,050 69,542 56,456
1998 7,090 6,500 214,600 119,435
1999 5,701 4,054 253,298 111,121
2000 5,030 2,436 296,806 127,878

Sep. 2001 | 5,307 2,274 348,480 | 135,276

Karea Stock Exchange

ON-LINE TRADING IN KOREA

(Unit: 1000 accounts, bil won)

No. of Accounts Stock Trading Value

Cyber (8) | Total (8)| (£3415, |Cyber (4) | Total (®)| (AV5, %)

78 3,825 2.0 485 | 38,189 1.3
126 3,620 3.5 507 | 16,915 3.0

227 3,792 6.0 3,267 | 87,979 3.7
788 5,344 | 14.8 | 24,843 | 158,668 15.7
1,887 7,573 | 24.9 |107,763 | 267,937 40.2

3,244 8,769 | 37.0 |164,030 |277,874] 59.0
3,849 | 8,668 | 44.4 | 57,532 | 93,525| 61.5

4,371 8,294 | 52.7 | 76,462 |115,688| 66.4

Korea Stock Exchange




MARKET SURVYEILLANCE

- COSMOS: Consolidate Securities Market Monitoring
& Surveillance System (Launched in July 2001)

a. Market Monitoring and Alert System
o Track down unusual trading

o Automatically warn abnormal trading

b. Market Surveillance and Information System
o Integrate all surveillance-related data
o Provide in-depth information

j - Suspicious trading further investigated
| - Criminal cases reported to the FSC
- Disciplinary measures

Korea Stock Exchange

DisPUTE MEDIATION COMMITTEE

- Established in May 2001
for the fast resolution of disputes

o between a member and its customer
or between members
- A 3 to 5 member committee assigned to each case
o Pool of experts: legal/academic/securities
circles & consumer associations
- Recommendations accepted by all parties
o same effect as the reconciliation contract
under the civil law

Korea Stock Exchange




GLOBALIZATION OF
THE KOREA STOCK EXCHANGE

- Allowed indirect portfolio investment in early 1981

- Permitted foreigners’ direct access to the Korean
stock market in 1992

- Opened bond market on a limited basis in 1994

- Korean companies listed on the overseas market in
1994

# - Lifted all restrictions in the bond market in 1997
5 - Opened the money market in Feb. 1998

- Eliminated foreigners’ investment ceiling in the stock
market in May 1998

Korea Stock Exchange

* FOREIGN INVESTMENT IN KOREAN STOCKS

- Foreign Investment Limit Per Company
o For listed companies: No limits
o For public companies <KEPCO>
* aggregate ceiling: 40% * individual ceiling: 3%

- # of Foreign Investors: 12,573 (Sep. 2001)
o Institutional : 62%, Individual : 38%
o USA: 39.0%, UK: 8.9%, Japan: 8.3%, Others: 43.8%
= - Net Capital inflow : US$ -460 mil. (Sep. 2001)
o Total: US$ 43.2 bil. 0 2007: US$ 3.7 bil.
4 - Foreign Ownership

0 59.4 Tril. Won (33.7% of market cap., Sep. 2001)
o Portfolio Investment: 30.2%,
o Direct Investment: 3.5%

Korea Stock Exchange




FOREIGN PORTFOLIO INVESTMENT

50¢
45+ B Cumulative
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Korea Stock Exchange

SHAREOWNERSHIP PROFILE

T 13:8%
i:- Individuals I

<# of Shares>

Others
22.0%

oreigners
30.

(End of 2000)

CGovernment
14.3%

<Market Value>

Korea Stock Exchange
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MANAGEMENT OF
PROGRAM TRADING

Korea Stock Exchange

DEFINITION OF PROGRAM TRADING

i) Index Arbitrage Trading
- exploit the divergence in price between
basket of KOSP! 200 component stocks
and futures contracts.
ii) Non-Arbitrage Trading
- trade 15 issues or more at one time
- differences (U.S., Tokyo)
- ex: index trading, portfolio insurance

Korea Stack Exchgnge




PROGRAM TRADING ACTIVITIES

Unit: %

1996 | 1997 | 1998 | 1999 {2000 |01.1~9

Ratioof PT | 0.1 0.4 1.1 1.2 1.4 11

Arbitrage | 56.5 | 71.3 629 | 564 | 56.2 | 474

-1 | Non-arbitrage

435 | 29.7 371 | 436 | 438 | 526

*Trend: Arbitrage — Non-arbitrage

/'—\/ \/\, TN T N —

Korea Stock Exchange

PT IN OTHER MARKET (NYSE)

Unit: %

Ratio of PT | 6.5 8.4 8.7 9.9 1.0 | 136

Arbitrage - 23.8 - 13.2 9.7 9.3

o |Non-arbibage) | - | 88 | 903 | 907

Korea Stock Exchange

1996 | 1997 1998 | 1999 {2000 [01.7~10

10



PT IN OTHER MARKET (TOKYO)

Unit: %

1996 | 1997 | 1998 | 1999 {2000 | ‘01.8

Ratioof PT | 162 | 16.4 106 9.4 8.7 6.3

Arbitrage 359 | 363 46 3 43.3 453 | 3641

Non-arbitage) 642 | 637 | 537 | 567 | 547 | 638

Korea Stock Exchange

MANAGEMENT OF PROGRAM TRADING

- Indication of ‘program trading’
o indicate program trading when submitting
orders
- Suspension of validity of PT quotations (Side Car)
o 5% or more change of futures price
for 1 minute
2 suspend execution of PT for 5 minutes
- Disclosure of PT status
o weekly, daily report
o report at final trading day (2:45 p.m)

Korea Stock Exchange

"



SIDE CAR

- Purpose of side car

o alleviate impact of sharp futures price
change on underlying cash market

- Why 5% change? 5 minutes?
o in the beginning, 3% for 5 minutes,
suspend until meeting certain criteria
— ‘97.10~'98.3, side car triggered for
90 days (60%), 87 minutes in average,
2.1 times a day
o 5% for 1 minute, suspend for 5 minutes,
only one time a day

Korea Stock Exchange

CIRCUIT BREAKER

- In Futures(options) Market
o When the futures price changes
by 5% or more and deviates by 3% or more
from the theoretical price for 1 minute,
the futures and options trading is halted
for 5 minutes.

:1 = In Cash Market

: o When the KOSPI drops by 10% or more
for 1 minute or longer, all stock trading is
halted for 20 minutes.

Korea Stock Exchange




Korea Stock Exchange

KAMSA HAMNIDA
KOREA STOCK EXCHANGE
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[ DEVELOPMENT OF THE KOREAN SECURITIES MARKET:

A. Establishment of the Stock Exchange

The Daehan Stock Exchange, a predecessor of the Korea Stock Exchange, was established on
February 11, 1956, with joint contributions from banks, insurance companies, and securities firms
In its beginning, the Exchange commenced trading with only 12 listed companies Trading in shares
was nactive, leaving the majonty of the trading activities on government bonds.

In January 1962, the government enacted the Securities and Exchange Act (SEA), the basic law
governing the securities market. Under the SEA, the Exchange was reorganized into a joint stock
corporation. The SEA was amended in April 1963 to impose stricter regulatory measures on the
operation of the securities market. With the revision, the Exchange was again reorganized into a
nonprofit, government-owned corporation and renamed as the Korea Stock Exchange (KSE). The
KSE was finally reorganized into a nonprofit, membership organization in 1988.

_ B. Growth of the Securities Market

TR,

Implementing various policies to develop the economy, the government took comprehensive
measures to foster the securities market. The most important policy measure was the enactment of
the Law on Fostering the Capital Market in November 1968. The main aim of the legislation was to
increase the number of listed companies, thereby stimulating wide spread of shares. This law
encouraged firms to go public by authorizing tax advantages and other benefits.

The government continued to induce closely-held corporations to go public by giving listed
companies incentives on bank loans and taxation, and even forced ehigible corporations to go public.
Throughout the latter half of the 1970s, the securities market experienced an unprecedented rush of
public offerings. The number of listed corporations, which stood at only 66 in 1972, jumped to 356
by the end of 1978.

1. DEVELOPMENT OF THE KOREAN SECURITIES MARKET |



" C. Improvements in the Market Infrastructure

During the 1970s, considerable improvements were made in the trading and settlement systems to
accommodate increasing trading volume and listed companies. Introduced on a limited basis in
October 1971, the continuous trading completely replaced the nefficient call trading system in 1975
With introduction of the book-entry clearing in 1974, the KSE set up the Korea Securities
Depository (KSD) as a clearing agent and central depository for its market. In addition, to provide
computerized services for the securities market, the KSE set up the Korea Securities Computer
Corporation (KOSCOM) n 1977. Moreover, for the first time, a collective mvestment company
named the Korea Investment Trust Company was established in 1974

With the expanding securities market, the SEA was amended 1n 1976 to ensure more effective
supervision of the secunties industry and to reinforce mvestor protection. Under the revised Act. the
Securities and Exchange Commussion and its executing body, the Securities Supervisory Board,
were established in February 1977

Order-routing process was computerized in 1983 enabling memoer firms to transmit orders directly
to the trading floor. To cope with increasing trading volume, the KSE introduced a computenzed
trading system called Stock Market Automated Trading System in March 1988

D. Internationalization of the Securities Market

In 1981, the government announced a long-term plan to open the securities market to foreigners In
accordance with the plan, international mvestment trusts and Korean country funds were established,
providing foreign investors with investment vehicles in Korean securities market. Along with the
plan’ s gradual approach, overseas issuance of convertible bonds, bonds with warrants, and
depositary receipts by domestic corporations has been permitted since 1985. In November 1990, the
government allowed foreign securities companies to set up branch offices or joint venture securities
companies 1n Korea The KSE membership was opened to foreign securities companies as well.

On January 3, 1992, the Korean stock market was opened to foreign investors under certain ceilings. The
restrictions on foreign shareownership had since been gradually eased until the full liberalization in May
1998. Partly opened in July 1994 for convertible bonds issued by small companes, the bond market
further permutted trading of Korean won-denominated bonds issued by international organizations in
1995 The limuts on foreign investment in Korean securities market were completely lifted in May 1998.

2 KOREA STOCK EXCHANGE 2001
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Apart from the liberalization of foreign investors’ inbound securities investment, local investors
were allowed to invest directly in foreign securties. The ceilings on outbound investment were also
abolished with the reformation of the financial market following 1997 s financial crisis.

It was 1n May 1996 that foreign corporations were allowed to list their shares on the KSE. In the
meantime, stock index futures and options were introduced in May 1996 and July 1997, respectively.

'E. Major Reforms after the 1997 Crisis

The securities market regulation experienced an overhaul after the financial crisis in 1997. The
major reform measures include the reform of the financial supervision system, opening of the capital
market, strengthening of shareholders’ nghts, improvement of M&A procedures, enhancement of

corporate management transparency, etc.

e Reform of Financial Supervision System

The Financial Supervisory Commission (FSC) was established in April 1998. The commission, as a
consolidated supervisory organization that encompasses the formerly existed securities, banking,
and insurance watchdogs, assumes the responsibility of supervising the entire financial sectors. This
1s to enhance the effectiveness of regulating and supervising the financial market and industry.

® Abolishment of Foreign Investment Limits

The government abolished all restrictions on foreign portfolio investment in May 1998. Previously,
the aggregate foreign investment was limited to 55% of the outstanding shares of a company. The
government also lifted all restrictions on bond investment by foreigners and allowed foreigners to
invest in money market instruments such as CPs and CDs.

® Reinforcement of Minority Shareholders™ Rights

To strengthen munority shareholders’ rights and promote transparency of management, the previous
requirement of 1% ownership to bring a representative suit was eased to 0.01%, and 1% ownership
to request the dismissal of a director or an auditor for an illegal act was relaxed to 0.5%.

Furthermore, the minimum share ownership required to examine corporate books has been reduced
from 3% to 1%. In addition, the shareholder proposal scheme was introduced in April 1998. This

1. DEVELOPMENT OF THE KOREAN SECURITIES MARKET 3



scheme indicates that a shareholder of a listed company with a 1% stake or more of total vou
shares 1s entitled to exercise the shareholder proposal nght.

o Combined financial statements

Business groups now have to prepare certitied financial statements, which cover all the affiliate
compantes on a combined basts from 1999 It aims at improving the transparency of busines
management of large conglomerates

o Streamlining of M&A Procedures

Previously. anyone who intended to acquire more than 25% ot total shares of a company had |
make a tender offer to purchase more than 50% of the total outstanding shaies Howeve.r, thi;
provision was abolished in February 1998 aiming at promoting corporate restructuring anc
stmulating foreigners’ acquisition of Korean companies Currently, anyone who intends to acquire
5% or more of total outstanding shares of a company outside the marketplace of the KSE or
KOSDAQ must make a tender offer.

o Lifting of Restrictions on Corporations’ Buybacks

As the requirements of mandatory tender offers were abolished, listed companies needed an equal
opportunity to protect their management control against hostile takeover attempts As a solution, the
limut on corporations” share repurchase was raised from 10% to one-third of total outstanding shares
in February 1998. Ths restriction, however, was finally elimnated in May 1998

o Exercise of Voting Rights by Institutional Investors

Unutl recently, stitutional investors including securities investment trust funds had been prohibited
from exercising voting rights. They had been allowed to exercise their voting nights only through
shadow voting except for mergers and business assignments As a part of a measure to encourage
institutional investors to play an active role of monitoring corporate management, limitations or
obstacles in exercising voting rights by nstitutional investors were completely removed 1n
September 1998. Thus, institutional nvestors are now able to freely exercise their voung rights as
shareholders

o Strengthening of Disclosure Requirements

Starting from 2000 business year, m addition to annual and semi-annual reports, corporations are
required to submut their quarterly reports within 45 days after the end of each quarter. In addition,
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the Financial Supervisory Service (FSS) plans to impose stricter sanctions on incorrect data and
facts, or significant errors in corporate disclosures such as registration statements, prospectuses,
annual and semi-annual reports, quarterly reports, tender offer statements, etc. The FSS introduced a
regulation to fine corporations up to 500 million won for their unfaithful disclosures n April 1999.

o Introduction of Forecast information Disclosure

[n the past, corporations have been unwilling to disclose information on their future financial
prospects such as sales and profits. because they could fall under legal responsibility 1f the
information proved later to be false or incorrect Beginning from April 1999, however, issuers are
exempted from fines for false or incorrect information in disclosure of forecast financial information

if they have made 1t clear that the disclosed information was based on their torecasting

© Lowering of the Entry Barrier in the Brokerage Business

In May 1999, the minimum captal requirement for a brokerage house was significantly lowered.
Anyone can engage 1n the securities business as a ‘brokerage-specialized securities company with
only 3 billion won of capital stock. Along with this, the capital requirement for securities mvestment
advisory business was also lowered to 500 mullion won from 1 billion won

@ Introduction of Mutual Funds

The Korean government introduced closed-end type mutual funds in September 1998 Unlike other
funds, mutual funds do not stand ready for 1ssuance and redemption of shares on a continuous basis.
Instead, the mutual funds may be listed on the KSE and/or the KOSDAQ and are exempted from
taxation on capital gains.

@ Launch of Inter-Dealer Bond Market

The KSE opened the Inter-Dealer Market (IDM) for government bonds in March 1999 The IDM 1s
a wholesale market where government bonds dealers mncluding primary dealers trade government
securities. The IDM is expected to contribute to the development of the Korean bond market by
providing benchmark yields and underlying products for government bond futures trading.

@ Mandatory Appointment of Outside Directors

According to the revised listing regulation, at least 25% of appointed board members of all hsted
companies must be outside directors. In addition, for listed companies and financial institutions with 2
trillion won or more of total assets, the number of outside directors must account for 50% or more of
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the total number of board members. Any listed company that does not meet this requirement will fall
under the delisting critenna. Listed companies are also recommended to appoint outside auditors.

o Protection of Customers’ Deposits

From April 1999, secunities companies are required to re-deposit the customer deposits with the
Korea Securities Finance Corporation. This aims at protecting the customers’ deposits by
segregating customers  assets from brokers’

o Introduction of Circuit-Breakers

Along with the expanded daily price change limit, the KSE stituted the circuit-breakers 1n order to
prevent a market free-fall. If the KOSPI plunges 10% or more from the previous day' s closing price
for as long as one minute, trading 1s automatically suspended for 20 minutes. The circuit-breaker
system was designed to give brokers and investors time to calmly reassess the market situation
during an extreme volatlity period.

F..Recent Developments of the Securities Market

o Abolishment of Lunchtime Breaks

The KSE abolished 1ts lunchtime break on May 22, 2000. The KSE introduced the change to
promote seamless continuous trading and to draw more trading volume from office workers who are
free during lunchtime. The KSE has no longer traded on Saturdays since December 7, 1998.

0 Prevalence of On-line Trading

During the year of 2000, Korean securities market witnessed an explosive increase in on-line stock
trading. In terms of trading value, on-line trading showed more than two-fold increase during year.
The value of stock trading conducted via on-line accounted for 61.0 percent in the total stock trading
value in the Korean securities market. Most securities companies are providing on-line trading
facilities to expand their business scope and customer base while cutting operating costs

@ Revision of Listing Requirements

The KSE substantially changed its listing requirements, effective on July 1, 2000. An alternative
listing standard was introduced mainly to give fast-growing small companies an easy access to the
capital market if they can demonstrate their growth potential. The KSE also amended its de-listing
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procedure, focusing on the speed of the withdrawal of troubled companies from the market.

e Launch of an Electronic Disclosure System

On August 1, 2000, the KSE introduced KIND (Korea Investors Network for Disclosure), an
English electronic disclosure system, to help international investors understand and gain access to
corporate disclosures. Listed companies are encouraged to provide their public announcements n
English within 24 hours after making disclosures in Korean Investors can get the disclosed
corporate information on the Internet; http://www kse or.kr

@ Signing of MOUs with Overseas Markets

The KSE signed MOUs with the Sydney Futures Exchange in November 1999, the Tokyo Stock
Exchange 1in March 2000, the Singapore Exchange in October 2000, and the Taiwan Stock
Exchange in November 2000 Under the agreements, each exchange is endeavoring to share any
information that would foster mutual development i various fields including nvestor protection,
market operations. and market surveillance.

o International Road-show

The KSE held a Jomt-IR (Investor Relations) sessions with 1ts seven leading listed companies 1n
New York, London and Hong Kong in late October 2000. IR representatives from these companies
met with foreign investors, fund managers and analysts specializing n the Korean secunities market
and explained their progress in corporate restructuring, financial positions and prospects.

o Finalization of Vietnam Project

Along with the official opening of the Ho Chi Minh City Secunties Trading Center (HCMC STC) in
July 2000, the KSE has successfully completed its “Technical Assistance Project for the
Establishment of a Stock Exchange in Vietnam,” which started in November 1996, under the
sponsorship of the Korea International Cooperation Agency (KOICA). The HCMC STC commenced
its trading of shares of two listed companies on July 28, 2000. Six securities companies joined as
members and foreign investors were allowed to vest in Vietnamese stocks with a restriction of 20

percent ceiling.

I DEVELOPMENT OF THE KOREAN SECURITIES MARKET 7



A, Securities-related Legislation

1. Commercial Code

The Commercial Code, which was enacted 1n 1962, 1s the basic law goveming establishments and
business activities of corporations in Korea. Its legal scope covers all the necessary procedures and
methods in the hife cycle of a company from incorporation to dissolution or liquidation. Not only the
articles of incorporation but also the business activities of a corporation should be m comphance
with the corresponding requirements set forth in the Commercial Code.

According to the Commercial Code, all corporations must have at minimum 50 million won as the
amount of capital. The total number of shares authonized and the number of shares to be 1ssued at
the ime of ncorporation must be specified in the company’ s articles of mncorporation Furthermore,
at least 25% of the authonzed shares must be issued and paid in full at the time of incorporation.
These requirements are all set forth to make sure that a company, which raises funds from the
public, has a sound and stable financial structure as a going concern at its imtial stage.

In Korea, most securities are issued in registered forms. The shares of bearer forms can be issued
only if so stated m the articles of incorporation A corporation can issue non-voting or preferred
shares, up to an amount equivalent to a quarter of the total outstanding capital amount.

The Commercial Code stipulates that the total amount of bonds issued by a corporation cannot
exceed the smaller of either twice the sum of capital and reserves, or twice the sum of net assets on
the latest balance sheet. As far as dividend is concerned, the amount of stock dividend cannot be
more than 50% of the total dividend amount.

The Commercial Code also articulates the extent to which a board of directors can exercise its
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decision-making authority in the following matters: such as determining the offering of convertible
bonds, transference of legal reserves to paid-in capital and so on. As for a subsidiary (a company
having at least 40% of its stock held directly or indirectly by the parent company), it 1s prohibited
from acquiring shares of the parent company.

As of December 2000, a draft of the Commercial Code revision was submutted to the National
Assembly for approval This draft includes many changes to accurately reflect reahity and
conditions of the rapidly changing market. Chosen from the draft, the following key notes are
therefore expected to create more market-oriented corporate governance system, and sustain growth
of Korean capital market by facilitating more user-based market environment;

@ The range of items that can be resolved at shareholders” meeting to be widened

Retirement of stocks that were re-acquired can be authorized with the extraordinary resolution at
shareholders’ meetings, within the range of the total profit amount for dividends distribution. This change
1s expected to give corporations more flexibility and discretion i managing their financial structures.

The extraordinary resolution at shareholders’ meeting is also needed not only to assign important
businesses to other corporations but also to assume the business in part from other corporations, the
business that can possibly influence the current business activities. With this initiative, shareholders’
rights to monitor important management affairs will be further strengthened.

@ Shareholders’ preemptive rights to be strengthened

Allotment of newly issued shares to a person other than the existing shareholders is allowed only
when 1t is deemed necessary for the business goal of the corporation such as introduction of new
technology and improvement of financial structures.

@ A financial holding company to be introduced

In order to facilitate corporate restructuring, a financial holding company 1s to be established by
allowing the company to own outstanding shares 1n full or in part in other compantes.

2. Securities and Exchange Act

While the Commercial Code stipulates all types of companies and their business activities, the
Securities and Exchange Act (SEA) mainly covers securities issuance, securities trading and
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business activities of the listed companies Enacted in 1962, the SEA was substantially amended in
1976 after the Korean securities market had experienced rapid growth during the early 1970" s

With the amendment, the SEA incorporated new regulatory fields such as takeover activities,
corporate registration system, regulation on msider trading, and the establishment of the Secunities &
Exchange Comimussion (currently Financial Supervisory Commussion) and the Securities Supervisory
Board (currently Financial Supervisory Service).

In 1980s and 1990s, the SEA was amended several times to reflect changes in the capital market
environments and to respond more efficiently to the worldwide compettive challenges. Some items
newly ncorporated are as follows; introducing dissenting shareholders’ rights to request the
company to purchase their shares, transforming KSE' s ownership structure from a state-owned to a
mutualized one, allowing histed companies to acquire treasury stocks. stipulating a legal basis for
introducing a Stock Index Futures Market, etc. As the Korean securities market faces new challenge
of the globalization, the SEA keeps seeking more efficient ways to meet the needs of market users
and to attract more mvestors

B. Securities Organizations

1. Financial Supervisory Commission and Financial Supervisory Service

In April 1998, three different bodies that respectively regulated banks, securities firms and insurers
under the former regime of financial regulations were integrated nto a single regulator named the
Financial Supervisory Commusston (FSC).

The most conspicuous change was that the newly incorporated FSC has taken over almost all the
powers from the hands of the former financial supervisor, the Ministry of Finance and Economy
(MOFE) The major functions assigned to the FSC include. promulgation and amendment of
supervisory rules, authorization of the operations of financial institutions, mspection and
sanctioming of all financial institutions, supervision and surveillance of securities and derivatives
markets, etc. The FSC also regulates 1ssuing and trading of secunities as well as activities of
securities market participants such as listed companies, mnvestment banks, and institutional/
individual investors.
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In order to maximuze the supervisory role of the FSC, the Financial Supervisory Service (FSS) was
established 1n the FSC' s jurisdiction as an executing body. The FSS performs inspection and
examination of financial institutions, focusing on 1nvestor protection and market supervision.

If there are any unfair practices such as msider trading, price manipulation, or any disputes among
market participants, the FSC regulates or entrusts its authority to the FSS n the course of settling
the problems to keep the market fair and sound.

2. Korea Stock Exchange (KSE)

Established as a governmental orgamzation in 1956, the KSE was restructured in 1988 and has since
operated as a membership organization As of December 2000, the KSE had 51 members (including

14 foreign brokerage firms) and 2 subsidiaries: the Korea Securities Depository (KSD) and the
Korea Securities Computer Corporation (KOSCOM). The mam function of the KSE 1s to provide
and maintain a fair and orderly market for trading cash and derivatives securities and to regulate and
supervise its member firms.

The board of directors of the KSE 1s empowered to establish major administrative policies such as
management objectives, budget, and the promulgation and amendment of market operation rules and
regulations. The board may entrust some of its authority to the Chairman & CEQO. The board
comprises 11 members, including a Chairman & CEO, a senior executive director, four executive
directors, two member directors, and three public directors.

The Chairman & CEO of the KSE is elected at the general meeting of member firms, and the
election is subject to approval by the Minister of Finance and Economy. The senior executive
director and four executive directors are appointed by the Chairman & CEO with the consent from
the general meeting of members.

The public directors are also appointed by the Chairman & CEQ with the approval of the Minster
of Finance and Economy, whereas the member directors are elected by the members’ general
meeting. All members of the board, including the Chairman & CEQ, serve three-year terms of
office. The KSE has one standing auditor and one member auditor.

In an effort to efficiently serve and meet the increasing needs of the market participants, the KSE
introduced the Index Futures Market in 1996 and the Index Options Market in 1997. More recently,
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the KSE also opened a new bond market named Inter-dealer Broker Market to factlitate transactions
of the government bonds.

3. Korea Securities Dealers Association (KSDA) & KOSDAQ

The KSDA was formed in 1953 to promote coordination, mediate conflicts among 1ts members, and
foster the securiies market through self-regulation Moteover. the KSDA conducts training programs
tor employees of the secunties-related organizations. In addition to 1ts regular members, other
securities-related firms such as banks and mvestment trust companies hold associate membership

The most remarkable change in the recent history of the KSDA is the reorganization of its over-the-
counter (OTC) market to a more Systematic market called KOSDAQ. Incorporated in July 1996 tor
the purpose of developing the existing OTC market, the KOSDAQ places 1ts top priority on
providing the small-and medium-sized enterprises (SMEs) and fast-growing high-tech start-ups,
mainly ones that cannot meet the KSE listing requirements, with easy access to long-term stable
funds and also providing investors with high risk and high return ivestment vehicles

4. Korea Securities Depository (KSD)

Previously known as the Korea Secunities Settlement Corporation, the KSD was transformed to a public
entity from a commercial entity m 1994. It was established i 1974 to ensure fast and accurate settlement
of secunities transactions under the book-entry transfer system. As a central depository, the KSD provides
book-entry delivery, safe deposit, receipt and payment of dividends on stock and of principal and interest
on bonds, and other clearing-related services. The KSD also acts as a transfer agent.

5. Korea Securities Finance Corporation (KSFC)

The KSFC was established 1n 1955 to facilitate financing i the securities market It 1s the only
mstitution specializing in securities financing in Korea. The KSFC provides securities institutions
with loans for margin transaction, including securities underwniting loans and working capital loans
and also provides securities companies with securities collateral loans and stock purchase loans.

6. Investment Trust Companies

The securities investment trust industry in Korea began with the establishment of Korea Investment
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Corporation (KIC) in 1969. Until 1995, 7 more investment trust companies (ITC) including 5

regional ones were established.

In accordance with the Long-term Development Plan for the Investment Trust Industry, which
was introduced mn December 1995, every ITC was required to separate its sales and management
functions and to form two companies, namely an investment trust securities company (ITSC) and
an mvestment trust management company (ITMC) The ITSC provides all services related to
fund business and the ITMC manages the trusted assets and entrusts all sales-related activities to
distributors such as securities companies  As of November 2000, 5 ITSCs and 27 ITMCs were in

operation

There are two types of investment funds i Korea; corporate-type investment fund that was
introduced 1n December 1998 and contractual-type investment fund with a long history of more than
30 years  Currently, corporate-type investment funds account for approximately 98% of the total
outstanding amount of investment funds despite their short history.

7. Korea Futures Exchange (KOFEX)

The KOFEX was incorporated as a membership organization in Pusan on February 6, 1999, in
accordance with the Futures Trading Act (FTA). After completing several tests of mock trading, the
KOFEX officially opened its market on April 23, 1999, launching four products of US Dollar
Futures, US Dollar Options, CD (Certificate Depository) Interest Rate Futures, and Gold Futures.
On September 29, 2000, the KOFEX listed the Korea Treasury Bond (KTB) Futures, adding up 1ts
listed products to five. As of November 2000, the KOFEX membership covered 10 full members
and 2 special members.

8. Korea Securities Computer Corporation (KOSCOM)

Established 1n 1977 as a subsidiary of the KSE, the KOSCOM provides both market operators and
participants with vital computerized services ncluding order-routing, order-matching, trade report,
and dissemination of market and corporate information.
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The securities primary market m Korea 1s regulated by such laws as the Commercial Code, the

Securities and Exchange Act (SEA), and the Regulation on the Secunities Underwnting Business of the
FSC. The whole process related to the 1ssuance of corporate secunities is regulated by the Commercial
Code. On the other hand. the registration of the issuer in connection with a public offering 1s regulated
by the SEA. The Regulation on the Securities Underwriting Business of the FSC governs the process
of underwnting, secunties analysis, allotment, and pricing of the offered securites.

The securities 1ssued in Korea include shares, warrants, beneficiary certificates, government bonds,
municipal bonds, corporate bonds, etc In addition, the stock index futures and options contracts are
also defined as securities pursuant to the stipulation in the SEA.

#A; Corporate Registration

The corporate registration system came into operation under the SEA in 1976 to ensure the fairness
of secunities issuance and corporate disclosure. Under this system, all 1ssuers are required to register
with the FSC when they intend to make public offerings or list their securities on the KSE or
KOSDAQ market. Any unlisted corporation must, when 1t intends to merge with a listed
corporation, register in advance with the FSC. The central and local governments, corporations
incorporated by special laws, trust companies, and securities investment trust companies are
exempted from registration with the FSC

A registered corporation must submut 1ts financial statements to the FSC for public perusal within
three months after the end of each business year. Also, the corporation concerned must make a
declaration to the FSC when significant changes occur to the contents of the statements.

A TP AR T T » DR IS s
~ B. Securities-Registration

In order to provide nvestors with information concerning securities, a corporation that is going to
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make a public offering is required to file a registration statement with the FSC. The FSC may delay
the public offering 1f it deems the filed statement incorrect or incomplete. The registration statement
should 1nclude all financial and operational information of the corporation concerned and the terms
of offering as well. Any public offerings or sales of securities aie prohibited until the registration
statement passes the FSC' s examunation. Upon getting an approval from the FSC, the corporation
must disclose 1ts prospectus to mnvestors prior to the sale or delivery of the securities. Pursuant to the
Enforcement Regulation of the SEA, registration statements take effect after a certain period of time
from the day they were received by the FSC As of December 2000. periods of time for a
registration statement to become effective after its receipt are as follows

- 15 days for shares;

- 7 days for corporate bonds,

- 5 days for secured bonds and guaranteed bonds; and corporate bonds with shelf-registration
statements.

The shelf-registration system was designed to provide a simplified process for listed companies that
plan to issue bonds throughout the year Under this system, listed companies are allowed to register
in advance the total amount of bonds to be issued 1n a year, and issue them in whole or in part
whenever they want by simply updating statements that are filed regularly.

C. Initial Public Offerings

A closely-held corporation may go public through an imtial public offering (IPO) of outstanding
shares, new shares, or mixture of both, and subsequently list its shares on the KSE or the KOSDAQ
market.

An PO begins with the decision of the board of directors. After the decision is made, the
corporation designates a securities company as a lead manager who will organize a group of
underwriters.

To list 1ts shares on the KSE, the corporation must have 1ts financial statements for the last three
business years audited by external auditors and receive an unqualified or qualified opinion. The
financial statements of the latest business year must also be audited by the external auditors
designated by the Securities and Futures Commission (SFC) in accordance with the Act on the
External Audit of the Joint Stock Corporations. However, if the corporation was audited in one
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business year prior to listing by one of the external.augitors previously designated by the SFC, the
company 1s considered to have met the requirements prescribed mn the Act.

The offering price used to be set either at par value in most cases or at a small premwm plus par
value by the early 1980s. Since then, i1t had been determined at the level of market value n
consideration of the issuer s financial status, competitive prospects and the share price of its
competitors.  Since the 2nd half of 1990s, 1t has been determined at the price that the lead manager
and the issuer agree with each other considering the results of the forecasted demand

D. Shares Issuance

1. New Shares with Consideration

The most common method used by corporations to raise additional capital 1s to have investors make
required payments for new subscription. Generally, there are three ways to offer new shares

a. Rights Offerings

According to the Commercial Code, shareholders have the preemptive nght to purchase the new
shares If shareholders do not subscribe to all the new shares during the designated period, the
company may complete the offering of shares by allotting the rest to third parties.

b. Allotment to Third Parties

In accordance with the provision of the SEA, the articles of incorporation of an i1ssuing
corporation, or a special resolution of a shareholders’ meeting, subscription rights of new shares can
be granted to third parties who have special relationships with the issuing corporation such as
employees, business partners, suppliers, and major shareholders. Since this preferential allotment 1s
closely related to the existing shareholders’ interests, strict rules are applied to the number and type
of shares, and the prices.

¢ Public Offerings

A corporation that goes public must sell at least 30% of its outstanding shares through IPOs  Also
an IPO 1s used to distribute new shares of a listed company that have not been subscribed by
existing shareholders under the board of directors’ decision. Some of the 1ssuers use this method
combined with warrants when their stock price is below the par value.
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2. New Shares without Consideration

The issuance of new shares without consideration increases the total number of outstanding shares
of a corporation. However, there is no change in the shareholders’ equity or the aggregate market

value of the issuing companies at the time of the issuance

a. Transfer of Reserves

New shares are 1ssued without cash inflow from the outside when capital surplus, retamed
earnings, or revaluation surplus is/are transferred to capital stock. In such cases, the additional shares
are distributed to the existing shareholders in proportion to the number of shares they own.

b. Stock Dividend

Stock dividend is the payment of dividend in the form of stocks rather than cash. Notwithstanding
the provision of the Commercial Code, which limits stock dividend to 50% of the total dividend, a
listed company may, under special circumstances, distribute profits only in the form of new shares
up to the amount equivalent to the total dividend.

E.Bonds Issuance -

Korean debt securities are classified into five major categories according to the type of issuers:
government bonds, municipal bonds, financial bonds, special bonds, and corporate bonds. Fixed
income securities are issued through public offering, private placement, or auctions.

According to the Government Bonds Act, the Ministry of Finance and Economy (MOFE) may issue
government bonds with the consent of the Korean National Assembly based on the national account,
the national fund, or other special accounts specified in the related ordinance. The MOFE 1s the
main regulatory body for the 1ssuance of government securities while the Bank of Korea (BOK)
manages the issuing process.

The financial crisis that hit the Korean economy in late 1997 has brought about drastic structural
changes in the Korean bond market. Before the crisis, a majority of corporate bonds had been fixed-
rate coupon bonds guaranteed by financial institutions. However, in the wake of restructuring in the
financial sector, the financial institutions could not accommodate the demands from the corporate
sector for bond guarantee. As a result, non-guaranteed corporate bonds are now dominating the bond

market 1n Korea.
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|- K. Underwriting

bt e

Underwriting 1s a process tn which underwriters burden the risks of buying new 1ssues of securities
from 1ssuers and reselling them to the public Currently, securities firms and banks are allowed to
engage m the underwriting business with licenses from the FSC To assume the manager s role of
an underwriting syndicate. the institution must be duly designated by the FSC However, the FSC' s
designation of a bank as a lead manager 1s limited to the public offering ot public bonds.

In general, three groups of financial institutions - the management group, the underwnting syndicate
and the subscription agent - participate in underwriting process. performing different roles. The
management group analyzes and determines the price of the securities, takes over unsold securities,
and may perform price stabilization activities after the newly 1ssued secunities are listed on the
markets. The lead manager of an underwriting syndicate 1s required to submut the underwriting plan
to the FSC The underwriting syndicate 1s composed of the management group and companies
designated by the lead manager The subscription agent group 1s composed of those designated by
the lead manager and 1ts function 1s to distribute the securities.

Although three types of undetwriting activities such as firm commitment. stand-by commitment and
best effort arrangements are used i Korea, the firm commitment is the most common practice.
Members of an underwniting syndicate receive underwnting commussions, instead of making profits

from the spread between the price paid to the 1ssuer and the public offering prce.

18 KOREA STOCK EXCHANGE 2001



The Listing and administration of securities 1s performed in accordance with the Securities and
Exchange Act (SEA) and the Listing Regulation of the KSE. The KSE currently permits the listing
of stocks, depositary receipts, bonds. warrants, unit tvestment trusts. and beneficiary certificates.

_A. Listing of Stocks

1. Application for Preliminary Review

A company intending to lst its stocks on the KSE must submut a prelimimary review application
along with other related documents. The application should contain information on nature of
business, financial status, organizational structure, corporate governance and securities to be offered.
Documents that must be appended to the application are the certificate of corporate registration, the
articles of incorporation, financial statements, audit reports for the last three fiscal years audited by a
certified public accountant (CPA), and a securities analysis report.

Upon receiving the preliminary review application, the KSE reviews 1t to determine whether the
applicant’ s stocks are eligible for listing. The examination process may include on-site inspection if
the KSE deems it necessary

Major listing requirements of the KSE are as follows:

- years elapsed since incorporation must be three years or more;

- the amount of capital stock and shareholders’ equity must be equal to or more than five billion
won and ten billion won, respectively, and the number of total shares to be listed must be
300,000 or more;

- 30% or more of total issued stocks with voting rights must be publicly offered and the number
of minority shareholders with voting rights must be 1,000 or more;

- the debt ratio as end of the preceding business year must be less than 1.5 times the average of
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other listed companies in the industry to which the applicant belongs;

- the applicant must post operating, ordinary and net income for each of the last three business years,
and the return on shareholders’ equity for the last business year must be 5% or more while the sum
of the return on shareholders’ equity for each of the last three business years must be 10% or more;

- the asset and earning value per share must exceed double of the par value; and

- the average sales for the last three business years must be 15 billion won or more and the sales
of the last business year must be 20 billion won or more.

In addition to the foregoing requirements, for the sake of the public interest and investor protection,
the KSE also reviews such non-quantitative areas as the applicant’s business conditions as a going-
concern, transparency in business management, matters on corporate disclosure and protection of
shareholders’ interest.

Once the applicant satisfies the hsting requirements, the KSE refers the case to its Listing
Commuttee The Listing Commuttee, composed of experienced specialists from financial industries,
academics and the KSE, reviews again the apphcant s eligibility for lisung The KSE notifies the
FSC and the applicant of the review result within two months upon receipt of the application. After
the approval 1s granted, the applicant should make a public offering to meet the stock distribution
requirements. If an applicant has already satisfied distribution criteria through trading on the
KOSDAQ market at the time of prelimimary review application, 1t may not make a public offering

Notwithstanding the listing requirements above, the KSE may, when recogmzing the profitability and
growth potential of the applicant, apply the following alternative requirements. These alternative histing
standards were 1ntroduced in June 2000 to accommodate fast-growing small companies.

- the capital stock and shareholders’ equity must be equal to or more than two billion won and
five billion won, respectively, and the number of shares to be listed must be 300,000 or greater;

- the operating, ordinary, and net income for the latest business year must be posted, and return on
shareholders’ equity for the latest business year must be equal to or more than 5% or the
smallest of the operating, ordinary, and net income for such period must be equal to or more
than one billion won, and cash flow from operating activities for the latest business year must be
positive;

- the asset value per share must exceed double of the par value, and the earning value per share
must exceed triple of the par value; and

- the sales for the latest business year must have increased by 20% or more compared to those of
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the preceding year, and the sales volume for the latest business year must be equal to or more
than six billion won and the average sales for two business years before the latest business year
must be equal to or more than five billion won.

In addition, the growth companies must satisfy the foregoing standards such as the time elapsed since
incorporation, debt ratio, amount of stocks publicly offered, number of mmonty shareholders, etc.

2. Listing Application

A corporation must submit a listing application within one week once the publicly offered stocks are

paid In case of an applicant s failure to submit a listing application within six months upon receipt
of the eligibility for listing or occurrence of any material events which may negatively influence the

result of the preliminary review during the period between the approval of eligibility and listing
application, the KSE may implement the preliminary review agamn. Listing examination 1s focused
on stock distribution criteria and takes one week.

B. Listing of Stocks Issued by Investment Companies

A securities investment company should consult with the KSE for the listing procedure, time, and
other necessary matters prior to submitting a listing application. Major listing requirements are as
follows.

- the applicant, pursuant to the Law on Securities Investment Company, must register with the
FSC;

- the capital stock must be 80 billion won or more;

- 30% or more of the total issued stocks must be publicly offered and the number of shareholders
must be 1,000 or more;

- there should be no pending lawsuits that may affect business management at the time of
application; and

- there should be no restriction on transfer of shares.

C. Listing of Foreign Stocks

A foreign corporation planning to issue securities in the Korean securities market must register with
the FSC prior to the issuance. A foreign corporation is allowed to issue original stocks or depositary
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receipts (DRs) based on underlying stocks. The KSE permuts both onginal stocks and DRs to be
listed on its market. A forergn applicant must consult with the KSE prior to the application
regarding listing procedures, time, and other necessary matters The KSE examines the applicant’s
business conditions as a going-concern, management, corporate disclosure, and nvestor protection
Major listing requirements for foreign stocks and DRs are as follows

- the stocks or underlying securities of DRs must be listed on an exchange of home country,

- the applicant must be incorporated at least three years prior to the application and has
continuously operated 1ts major business;

- shareholders™ equity must be 10 billion won or more,

- net income of the latest business year and the last three business years must be equal to or more
than 2 5 billion won and five billion won, respectively:

- the number of stocks or DRs must be 300,000 or more;

- auditors’ opinion on the financial statements for the last three business years must be
unqualified;

- there should be no disputes including pending lawsuits which may materially affect the
management of the company; and

- there should be no restriction on transfer of shares.
D. Listing of Bonds

1. Application for Listing

An applicant intending to list its bonds must submut to the KSE a listing application including
information on the bond, the 1ssuer and the underwriter The KSE also permits eligible foreign
bonds to be listed on 1ts market

2. Listing Examination

Major listing requirements are as follows:
- the capital stock of the issuer must be 500 million won or more;
- the bonds concerned must have been 1ssued through a public offering;
- the total face value of the bonds must be 300 mullion won or more: and
- the total par value unredeemed must be 300 million won or more.
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E.Listing Fees and Annual Dues

An applicant must pay lisung fees for the listing of securities and an 1ssuer of listed securities must
pay annual dues for the duration of the listing

1. Listing Fees

a Stocks
The KSE levies listing fees for imtial and additional lisung, and listing change of stocks. The
initial and additional Listing fees are based on the capital stock to be listed as in the table below.

Minimum fees are 100,000 won

3 billion won or less 0 06% of the capital stock to be hsted

10 billion won or less 1,800,000 won + 0.05% (capital stock - 3 billion won)

20 billion won or less 5,300,000 won + 0.04% (capital stock - 10 billion won)
50 bilhion won or less 9,300,000 won + 0 03% (captal stock - 20 billton won)
100 biltion won or less 18,300,000 won + 0.02% (capital stock - 50 biilion won)
500 billion won or less 28,300,000 won + 0 01% (capital stock - 100 billion won)
1 trillion won or less 68,300,000 won + 0 005% (caprtal stock - 500 billion won)
QOver 1 trillton won 93,300,000 won + 0 001% (capital stock - I trillion won)

- Fees for listing change: one million won per case
- Fees for the stocks issued by securities investment company: a third of regular amount based on
the table above and fees for listing change

b. Foreign Stocks and DRs
The listing fees for foreign stocks and DRs are levied based on the number of stocks and DRs as
in the table below. However, in the case of initial listing of foreign stocks, the fees are based on the

number of stocks that were offered publicly in Korea for the histing.

Number of stocks/DRs
60 thousand or less 300,000 won
More than 60 thousand 300,000 won + 30,000 won per 10,000 shares exceeding.60,000
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¢. Bonds; Unit Investment Trusts and Warrants

The listing fees for bonds and warrants are based on the table below. Fees for unit investment trust
are a third of the fees for bonds Fees for listing change of bonds and investment trust are 300,000
won and 100,000 won per case, respectively.

,, L e SRR T adfiey v R
Less than 1 bilion won 100,000 won
Less than 2 biilion won 150,000 won
Less than 5 hillion won 300,000 won
Less than 10 billion won 700,000 won
Less than 15 billion won 1,000,000 won
Less than 25 billion won 1,200,000 won
Less than 50 billion won 1,300,000 won
Less than 100 billion won 1,400,000 won
Less than 200 billion won 1,500,000 won
Less than 500 billion won 1,600,000 won
500 billion won or more — 1,700,000 won

2. Annual Dues

a. Stocks
Annual dues for stocks are based on the listed capital stocks as end of the calendar year.

- b T
7 RN SR N

3 billion won or less 11,000 won per 100 million of capital stock

10 billion won or less | 330,000 won + 8,000 won per 100 million exceeding 3 billion of capital stock

20 billion won or less | 890,000 won + 7,000 won per 100 million exceeding 10 billion of capital stock

50 bilion won or less | 1,590,000 won + 6,000 won per 100 million exceeding 20 biflion of capital stock
100 bilion won or less | 3,390,000 won + 4,000 won per 100 million exceeding 50 biflion of capital stock
500 bilion won or less | 5,390,000 won + 2,000 won per 100 million exceeding 100 billion of capital stock

1 tnlion won or less 13,390,000 won + 1,000 won per 100 million exceeding 500 million of capital stock
Over 1 trillion won 18,390,000 won + 500 won per 100 million exceeding 1 trillion of capital stock

- Annual dues for stocks 1ssued by securities investment company: a third of the regular amount
based on the table above
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- Annual dues for newly listed stocks: discounted in proportion to the listing period

b. Foreign Stocks and DRs
Annual dues for foreign stocks and DRs are based on the number of listed stocks and DRs as of
the end of the calendar year.

300,000 or less 350,000 won

1 million or less 350,000 won + 5,000 won per 10 thousand exceeding 300,000 stocks/DRs

2 million or less 700,000 won + 3,000 won per 10 thousand exceeding 1 million stocks/DRs
More than 2 million 1,000,000 won + 1,000 won per 10 thousand exceeding 2 million stocks/DRs

c. Bonds, Unit Investment Trusts and Warrants
Annual dues for a bond issue are 100,000 won times the number of years to maturity from hsting
date. Annual dues for unit investment trusts and warrants are based on the number of 1ssues listed

by the same issuer as in the table below.

One 300,000 won

More than one 300,000 won + 100,000 won per additional issue
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The corporate disclosure is a system by which securities issuers are obligated to timely inform

mvestors of important corporate information so that the investors can make informed mvestment
decisions. As such. an efficient corporate disclosure system plays a critical role in ensuring a fair
pricing, and protecting the interests of investing public by contributing to resolution of mformation
asymmetry and promoting informed investments in the securities markets.

In Korea, matters concerning corporate disclosure are stipulated in the provisions of the Securities
and Exchange Act (SEA) and the Disclosure Regulation of the KSE. The SEA governs the
disclosure in the pnimary market, while the Disclosure Regulation of the KSE stipulates matters
related to the disclosure in the secondary market.

Corporations who intend to 1ssue securities are required to submit registration statements and
prospectuses to the FSC In the secondary market, listed corporations of the KSE are obligated to
submut financial statements to the FSC and/or the KSE on a periodic bass, and to make timely
disclosures.

Corporate disclosures had been made 1n hard copies until the FSC and the KSE developed electronic
disclosure systems 1n March 2000. Under the Electronic Disclosure System, corporations submit
disclosure documents via Internet to the FSC and/or the KSE so that the investors can easily access
them.

'A: Disclosure in the Primary Market

One of the primary objectives of the disclosure in the primary market 1s to ensure that the mvesting
public 1s properly informed of details regarding the securities to be issued and the issuer.
Registration statements and prospectuses are the principal sources of information in the primary
market.
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1. Registration Statement

Any corporation wishing to make a public offering of more than one billion won in worth should
file a registration statement with the FSC. The registration statement contains a wide range of
matenal information. such as: the issuer’ s background, an outline of the company, a description of
the public offering, the use of proceeds, the business and financial conditions, the shareownership
structure, auditor’ s opmions on financial statements, etc. The registration statement submitted
should be kept for public perusal at such places as the issuing corporation, the FSS, the KSE and the

subscription site
2. Prospectus

Prospectus 1s a booklet or pamphlet document prepared for the prospective purchasers’ perusal at
the time of public offerings A prospectus should mnclude such facts as the effective date of the
registration statement, the offering price, the subscription petiod, public references, matters on
market making or price stabilization plans, etc. The information presented in the prospectus must be
consistent with the information contained in the registration statement

B. Disclosure in the Secondary Market

Listed corporations are obligated to make full and prompt disclosures of important corporate
developments. They can also disclose other price-sensitive formation on a voluntary basis.

1. Periodic Disclosure

Pursuant to the SEA, a listed corporation must file annual, semi-annual, and quarterly reports with
the FSC and the KSE within a specific period after the end of respective fiscal year. A disclosure
should be made within 90 days after the end of a fiscal year for annual reports, 45 days after the end
of a semu-fiscal year for semi-annual reports, and 45 days after the end of a quarter for quarterly
reports

Every corporation is required to submut consolidated financial statements when owning 50 percent
or more of stakes 1n another corporation; or when owning 30 percent or more of stakes 1n another
corporation and becoming a controlling shareholder. Moreover, beginning from 1999, the largest 30
conglomerates in terms of total assets should submit combined financial statements. Therefore, a
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listed corporation who 15 an.affiliate of any of the biggest 30 business groups 1s required to file
combined financial statements within six months after the end of a fiscal year

2. Timely Disclosure

Listed corporations should report the KSE of any material information without delay so that the
KSE may release the information to the pubic through its electronic disclosure system named KIND
(Korean Investors™ Network for Disclosure). Timely disclosure of matenal events 1s made either on
the day of occurrence. or within one day after the occurrence, depending on the nature of the event
to be disclosed Listed corporations also make disclosures of material information on a voluntary or
involuntary basis

For an effective operation of the corporate disclosure system, the KSE mandates a listed corporation
to designate one of the directors as the disclosure officer who is responsible for the disclosure of the
corporation

a. Events to be disclosed on the day of occurrence
When any of the material events as the followings occurs to a listed corporation, the corporation
concerned should disclose the fact on the day 1t occurred-

- when a note and/or a check issued by the corporation is dishonored, or when a bank account of
the corporation 1s suspended or frozen,

- when a business equivalent to 10 percent or more of sales amount, or a part or all of the main
business line 1s suspended, or when a license for the main line of business is revoked or
withdrawn;

- when an application for the commencement or the completion of corporate reorganization s
filed by the corporation, and when the commencement or the completion of corporate
reorganization is mformed by court;

- when a loss equivalent to 5 percent or more of total asset results from an accident such as a fine
or natural disaster;

- when a lawsuit 1s filed with respect to the effects of issuance, change of rights, or forgery or
alteration of 1ts securities;

- when bankruptcy or expiration of the duration of corporation, or other reasons for dissolution as
stipulated 1n the articles of incorporation occurs;

- when the board of directors resolves to increase or decrease paid-in caputal;
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- when 10 percent or more of production activities is discontinued, or when the discontinued
production activities are restored to normal conditions;

- when a bank enters a contract with the corporation to take over the management;

- when the board of directors makes a resolution concerning acquisition of its own shares and/or
disposition of the acquired treasury shares,

- when the board of directors passes a resolution with respect to stock dividends; or

- when the board of directors passes a resolution with respect to the transfer or acquisition of

businesses, merger or consolidation

b. Events to be disclosed within one day after the occurrence
When any of the events as the followings occurs to a listed corporation, the corporation concerned
should disclosure the fact within the next day of the occurrence

- when the board of directors makes a resolution on a change of business objectives;

- when a lawsuit claiming damages equivalent to 20 percent or more of the paid-in capital 1s filed
agamst the listed company with respect to patent rights infringement, environmental pollution,
property restoration, etc.;

- when the corporation is notified of investigations by tax authonty for an alleged violation of tax
laws;

- when the board of directors passes a resolution with respect to equipment mvestment, facilities
expansion, or construction of a new factory equivalent to 20 percent or more of the paid-in
capital;

- when the board of directors passes a resolution with respect to equity investment or
disposition of equity mvestment in other companies equivalent to 10 percent or more of the
paid-1n capital;

- when the board of directors passes a resolution regarding a contract for an introduction of
technology, transfer of technology or technical cooperation that may have a significant influence
on the business, property of the corporation or on the investment decision of investors,

- when a contract for acquisition or disposition of a fixed asset equivalent to 10 percent or more of
the paid-in capital has been made;

- when the board of directors passes a resolution with respect to asset revaluation;

- when the board of directors passes a resolution with respect to stock splits or reverse stock splits; or

- when the corporation obtamns an inventive patent on new materials or technologies which may
have a significant influence on the management and asset of the corporation, or when the
corporation enters a contract to acquire or transfer a patent.
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c. Voluntary Disclosure

Listed corporations can disclose any price-sensitive information besides the matenal information
that should be released according to relevant rules and regulations Listed corporations should
provide the KSE with the information within one day after the day of occurrence if they want to
disclose voluntarily any information that they deem as price-sensitive

d. Disclosure upon Inquiries

When a rumor o1 news that may signihicantly influence the stock price of a listed corporation is
observed. the KSE requests the corporation to confirm whether the rumor or news 1s true or not In
addition, the KSE may request a histed corpotation to disclose any corporate information publicly
unknown when the price o1 the tiading volume changes drastically without reasonable causes Upon
recerving the request fiom the KSE, the corporation should respond to it without delay

C. Unfaithful Disclosure

The Disclosure Regulation of the KSE categorizes unfaithful disclosures into thiee types non-
compliance, disclosure reversal, and sigmificant changes in the contents disclosed In the case where
a histed corporation 1s proved to have violated the Disclosure Regulation, the KSE publicizes the
facts 1n 1ts Daily Official List and takes disciphnary measuies such as trading suspension,
surveillance on the 1ssue concerned, and/or notification of the case to the FSC

Upon receiving the notification from the KSE, the FSC, 1f necessary, may take actions such as
restrictions on issuance of securities for a certain pertod of time, or recommendation for the
dismissal of the 1esponsible officers agamst the corporation itself or the person mvolved

D. Electronic Disclosure Systems

The FSC and the KSE developed their own independent systems for electronic disclosure, called
DART (Data Analysis, Retrieval & Transfer) and KIND, respectively, and put them into operation in
March 2000. Previously, disclosure documents were submitted to the FSC and the KSE separately.
With advent of the new systems that are inter-connected, all disclosure documents mput to the ESC's
DART system aie automatically transferred to the KSE's KIND system. All corporate information
delivered to the KIND 1s disseminated on the KSE website (http //www.kse.or.kr) on a real ime
basis and available to the public.
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A. Overview

1. Features of the Market

The KSE market 1s a typical order-driven one where buy and sell orders compete for the best price.
Throughout the trading hours, customer orders are continuously matched at a price satsfactory to
both parties according to price and time priorities. The opening and closing prices, however, are
determuned by call auction. At market opening (9:00 a.m.) and closing (3.00 p.m.), orders placed at a
certain period of time are pooled over and matched at a single price that minimuzes the imbalance
between the buying and selling parties The KSE handles the whole trading procedures with an
electronic trading platform, called KSE Automated Trading System (KATS).

2. Products

The KSE 1s one of the few exchanges in the world that successfully trade both cash and derivatives
products under one roof. The wide spectrum of products includes stocks, bonds, stock index futures
and options, warrants, investment funds, and beneficiany certificates.

3. Trading Hours

a. Regular Session

The KSE market is open from 9:00 a.m to 3:00 p.m. during weekdays. Investors can submit their
orders from 8:00 a m., one hour before the market opening. Ordets delivered to the market during
the period from 8:00 a.m. to 9:00 a.m. are pooled over and matched by call auction at 9:00 a.m. to
determine opening prices. After opening prices are determined, trades are conducted by continuous
auction until 2:50 p.m., 10 minutes before the market closing During these 10 minutes, orders are
pooled again and executed by call auction to determine closing prices of the day. The KSE has no
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longer traded on Saturdays since December 1998. Lunchtime breaks of the KSE market between
12:00~13.00 p.m. were abolished in May 2000. The derivatives market closes 15 minutes after the
cash market closing.

b. After-hour Session
Besides the regular session, the KSE operates an after-hour session for 30 minutes from 3:10 to
3-40 p.m. During the after-hour session, investors trade securities at the closing prices of the day.

Block orders and basket orders are also traded during the after-hour session. A block order refers to
an order of which size 1s more than 50 thousand shares or one billion won. A basket order combines
5 1ssues or more with total amount of one billion won or more. The prices of block orders and
basket orders should be between the highest and the lowest prices of the day, and cannot be deviated
from the closing prices by more than 5 percent.

< Trading Hours >

| |
Monday - Frniday 09.00 - 15.00 1510 - 15:40

4. Order Lots and Tick Sizes

The order lots are 10 shares for stocks and 100,000 won in par value for bonds. Orders with sizes
less than the order lots are handled by securities firms on the OTC market.

The tick sizes for stocks vary according to the price level as shown below. Bonds are quoted in
yields, and the tick size is one basis pomnt. The tick size for convertible bonds and bonds with

warrant 1S one won.

< Tick Sizes >
Less than 5,000 won 5 won
5,000 won or more to less than 10,000 won 10 won
10,000 won or more to less than 50,000 won 50 won
50,000 won or more to less than 100,000 won 100 won
100,000 won or more to less than 500,000 won 500 won
Over 500,000 won 1,000 won
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B. Trading Procedure
1. Order Placement

To place an order to the KSE market, investors should have accounts at KSE member secunties firms
In case of foreign investors, they must register with the Financial Supervisory Service (FSS) under

therr real names before opening accounts.

When placing orders, investors are required to pay good faith deposits to their securities firms. The

deposits are to be paid by either cash or substitute securities. Since each brokerage firm can
determine 1ts own rate of good fatth deposits to be levied on its customers, the rates may differ from

company to company. The brokerage firms are required to inform the KSE of the fact whenever
they change the rates The average rate was around 40% of the order amount as of December 2000.

2. Order Routing

All orders are transmitted directly to the KATS of the KSE via the computerized order-routing
system. Upon receiving an order from 1ts customer, the secunittes firm automatically checks if the
customer meets the requirment of the good faith deposit via its own computer system. For orders
placed by foreign investors, the KSE and FSS systems automatically check foreign investment

ceilings, if any.
3. Order Matching

a. Auction Principles

All orders are executed on a basis of individual auction. The individual auctions are classified into
a single price auction used for call trading and a multi-prices auction used for continuous trading
The auction principles applied to securities transactions are as follows:

@ Price Priority

The highest bid or the lowest offer takes precedence over all others.

® Time Priority

For bids or offers received at the same price, the earliest one takes priority over those delivered later.
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However, at the call aucttons (9:00 a m. and 3:00 p.m), all bids and offers submitted during a certain
period of time (during an hour prior to the opening and 10 munutes prior to the closing) before each
auction are considered to be delivered simultaneously

o Customer Prionty

When orders with a same price arrive simultaneously, customers’ orders have priority over
members’ proprietary orders.

0 Size Prionity

Among simultaneous bids and offers at a same price, precedence 1s given to the order with larger
volume This principle 1s apphed in call auctions

b. Auction by a Single Price (Call Trading)

Auction by a single price refers to a transaction method by which all bids and offers submutted to
the KSE during a certan period of time are regarded as having been received at the same time, and
are matched at a single price. All orders submitted during the after-hour session are matched at the
closing price of the day under the ime priority rule

A single price 1s determuned at a level at which all bids with prices higher than the price and all
offers with prices lower than the price are filled. If the order amounts on both sides do not balance,
those on one side are fully filled, while those on the other side are partly filled This method 1s used
in determuning opening and closing prices.

c. Auction by Multi-Prices (Continuous Trading)

Auction by multi-prices 1s a transaction method 1n which a bid and an offer are bilaterally matched It 1s
used In continuous trading after opening prices are determined. Under this method, when a new bid or offer
enters 1nto the system, 1t 1s matched with any of the existing offers or bids compiled on the order book.

4. Margin Transaction

A margin transaction refers to a purchase or a sale of secunities with only part of the money or
securities, the balance being borrowed from securities companies. That is, securities companies
extend credit to customers, thereby enabling them to settle their trades. There are two categories
In margin transactions' margin buying and short selling Securities companies may extend credit
to their customers by using their own money or stocks, or by borrowing cash from the Korea
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Securities Finance Corporation (KSFC), and securities from the KSD that acts as an intermediary

for securities lending.

Securities companies collect cash from short sales or securities from margin buying as collateral.
The collateral 1s marked to market on a daily basis. If the value of the collateral drops below a
certamn level set by the brokerage firm, the customer must make up the maigin and the margin can
be paid by substitute securities. Brokerage firms determne the terms of margin transactions at their
discretion. However, brokerage firms must inform the FSS of any changes in their margin

requirements such as rates and collecting methods.

With the exception of securities 1ssued by securities companies, only the KSE hsted stocks are
eligible for maigin transactions Margin transaction provides liquidity to the market, but 1ts use 1s
limited. The FSC limuts margin buying and short selling not only to prevent excessive volatility of
the market but also to avoid excessive speculation of a specific stock

| C. Dissemination of Market Information

Efficient dissemination of market information is one of the pivotal factors 1n ensuring the efficiency
of a market. It enables investing public to promptly respond to changing market conditions. To this
end, the KSE provides various means to make investors  access to market information convenient.
Most market information on price and trading volume 1s electronically provided on a real time basis
through commercial telecommunications networks, brokers’ websites, and information terminals
distributed by the Korea Securities Computer Corporation (KOSCOM), a subsidiary of the KSE.

Any changes in the KOSPI, last sale prices, current prices, and the 5 best offer and bid prices are
immediately shown on the securities information system provided by the KOSCOM under the
contractual agreement with customers. This information system also provides financial news,
corporate nformation and economuc indicators. The comprehensive market nformation 1s also made
public by the Daily Official List published by the KSE.

D, Devices for Keeping an Orderly Market

1. Daily Price Range Limits

An excessive fluctuation in stock price is not desirable for keeping investors’ confidence in the
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market. To avoid abnormal price fluctuation and keep an orderly market, the KSE sets limits on the
range that the prices of individual stocks can change during a day. As of December 2000, it was set
at 15%, which meant that the price of each stock could neither fall nor rise by more than 15% from
the previous day’ s closing price.

2. Trading Halt

When the price and/or trading activities of an 1ssue 15 expected to show an abnormal movement
response to unidentified rumor or news, or when an abnormal movement is observed in the market,
the KSE may halt the trading of the 1ssue to protect the nvesting public against the possible
fraudulent trading activities. In such cases. the KSE requests the company concerned to make a
disclosure regarding the matter.

Once the company makes an official announcement on the matter, the trading can be resumed within
an hour. However, 1f 1t 1s deemed that the situation was not resolved by the disclosure. trading
resumption may be delayed

3. Circuif Breakers

To munimuze the impact of any temporary imbalance n order flow on the market and to provide
investing public with a cool-down period, the KSE introduced the Circuit Breakers in December
1998. The trading in the equity and futures/options markets is halted for 20 minutes, when the
KOSPI falls by 10% or more from the previous day’ s closing price and the situation lasts for one
munute or longer. The trading resumes by call auction where the orders submitted during 10 minutes
after the trading halt ended are matched at a single price.

4. Administrative and Surveillance Issues

When an issue falls under any of the delisng criternia stipulated n the Listing Regulation of the
KSE, the KSE may designate the 1ssue as an Administiative Issue, in order to wam the mvesting
public of possible exposure to nisk Once 1ssues are designated as admumistrative 1ssues, they cannot
be used as substitute securities in paying margins and brokerage firms cannot extend credits for
margin transaction on those issues. When an 1ssue shows unusual price fluctuations, the KSE may
designate the issue as a Surveillance Issue.
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E. Electronic Trading Systems

In terms of computer system, the KSE market consists of 3 parts: order-routing system, trading
system and information system. Order-routing system manages the accounts of brokers’ clients and
transmits orders to the trading system. Trading system comprises four sub-systems based on
products; equity, bond, index futures and options Trading systems match buy and sell orders
according to auction principles, keeping the confidentiality of trades The Information system
receives raw data from trading systems, and after processing those data, 1t disseminates them to
investors System capacity in terms of number of orders per day reaches 2.5 million for equity and
200 thousands for index futures and options. The capacity will be expanded to 4 mullion orders for
equity, and 400 thousands for index futures and options 1 the first quarter of 2001

The system layout of the KSE market 1s 1llustrated 1n the diagram below

< System Configuration of the KSE Market >
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K. Market Surveillance

In order to prevent malpractices such as price manmipulation and mnsider trading, the KSE closely
monitors trading acuvities in the market, using its fully automated surveillance system called the
Comprehensive Surveillance and Information System (COSIS). The COSIS consists of two sub-
systems, the Stock Watch System (SWAS) and the Computer-Assisted Surveillance System (CASS)
Stock watchers detect unusual trading activities such as sudden increase or decrease in prices and/or
trading volume, assisted by the SWAS When they detect anything unusual, their first course of
action 1s to find the factors involved If a case 1s proved to have a high likelthood of a suspicious
trading, the KSE refers the case to the CASS for in-depth investigation.

For the purpose of such mnvestigation, the KSE may order members involved to submit reports,
documents, or any other materials relevant to the investigation When, as a result of the
investigation, a member 18 found to have violated any laws or regulations, the KSE may suspend
transactions of all or part of the issues concerned. The KSE may also 1ssue a public warning to
the members concerned and request them to take disciplinary actions against the culpable
individuals In more serious cases, the KSE may cancel the membership of the members
concerned. Any case of alleged msider trading 1s referred to the FSC for further investigation and
prosecution

G. On-line Trading

On-line trading was legally approved in January 1997 when the Securities and Exchange Act
(SEA) allowed securities companies to receive customers orders by electronic communications
such as the Internet, mobile phones, etc. Thanks to the fast development of the Internet, on-line
trading has become very popular in Korea. The number of accounts for on-line trading has grown
at exponential rate from 0.08 mullion in January 1998 to 3.65 million in October 2000 The ratio
of on-line accounts compared to the total accounts has increased from 2.0 percent in January 1998
to 41.5 percent in October 2000. This brought about a sharp increase in short-term investment, i e.
day trading. Owing to convenience of on-line trading and lowered commissions, the ratio of the
on-line stock trading value which was not more than 1.3 percent 1n January 1998, drastically
increase to 64.1 percent in October 2000.
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< On-line Stock Trading in Korea >

Jan 1998 0.08 383 20 049 3819 13

Dec 1998 0.23 379 60 327 8798 37
Dec 1999 190 7.57 24.9 107 76 267 94 402
Oct 2000 365 879 415 87 61 136 74 641

* Source Korea Securities Dealers Association
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A. Overview

According to the Securities and Exchange Act (SEA) and the KSE Constitution, the KSE 1s
responsible for clearing and settlement of the trades concluded on its market. To this end. the KSE 1s
empowered to regulate the structure and process of clearing and settlement.

In practice, the Korea Securities Deposttory (KSD) acts as a settlement agent of the KSE and
provides daily settlement services for stocks and bonds based on the service contract with the KSE.
However, the KSE works as clearing and settlement orgamzation for derivatives products such as
the KOSPI 200 futures and options

B. Settlement of 'ﬁ'ades

1. Trade Data Comparison

The KSE fully automated 1its trading process on September 1, 1997 On a trade day, transactions
between KSE members are compared bilaterally and locked-in when they are matched As soon as
the KSE notifies 1ts members of the trade results through 1its order routing system, the trades are
deemed to be compared.

2. Clearing

The KSE produces clearing data automatically through its computer system, which include the
number of shares to be delivered and the amount of funds to be paid among its members by netting
out on a multilateral basis for compared trades. The KSE then instructs the KSD to settle the trades
by providing the clearing data called Securities Settlement Statement in the form of on-line data
transmission.
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3. Settlement

Secunities trades are settled on T+2 basis. On receiving clearing data from the KSE, the KSD checks
the balance of deposited securities of each selling member and receives additional securities to make
up for any shortage. The KSD then completes the delivery of securities through book entry by
debuting from a net-selling member’ s account and crediting to a net-buyig member’ s account.

The settlement of payment side 15 made on a net balance by the same day fund bass through
commercial banks After transactions have been netted, KSE members must deposit cash or cashier’ s
checks to the KSE's settlement accounts in the designated bank by 4:00 pm on T+2. According to
the KSE instruction, the KSD transfers the payment mto accounts of selling KSE members The
settlement deadline for reqular-way transactions is 4:00 p.m. on the second business day following
the day of contract while cash transactions must be settled by 4:00 p m. on the day of contract.
Currently, cash transactions are available only for bond transactions

In the settlement of regular-way transactions, if a selling member is unable to make delivery of the
securities by the settlement deadline, the selling member may, with the consent of the purchasing
member, deliver instead a Securities Delivery Bill issued by the KSE. Any member who has
delivered a Securities Delivery Bill for the settlement must deliver the securities to the KSE by the
second day following the date of the bill 1ssuance.

For regular-way transactions, a member must make a settlement with its client by 12:00 p.m. on the
settlement day. For cash transactions, the member must make a settlement with its client by 3:30
p.m. on the day of the contract.

4. Cross-border Settlements

When Korean investors purchase securities from foreign markets, they usually keep them under the
custody of local custodians. The methods to settle and manage overseas securities acquired by
Korean investors are grouped mto two categories depending on the status of investors. Institutional
investors specified in the relevant regulations may settle and administer their purchased securities
through the KSD, local custodians, global custodians or international securities depositories.
However, individual investors and corporations other than institutional investors, must settle and
administer the securities purchased overseas through the KSD. For this purpose, the KSD appoints
foreign custodians who meet the requirements of the regulation in terms of reputation, size of
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custody business and global network.

Foreign nvestors are encouraged to designate standing proxies among securities companies, banks
and the KSD for order, safekeeping, settlement and exercise of rights 1n line with the Regulation on
Trading of Securities by Foreigners of the FSC.

C. Book-entry Settlement

The scttlement of securities transactions 1s executed under the book-entry system of the KSD which
acts as a central depository. With its establishment in 1974, the KSD' s system was put nto full
operation and expanded to cover all listed stocks in 1975 and all listed bonds in 1983.

In this system, securities transactions are settled by a simple book-entry transfer of securities
certificates from a delivering party to a recerving party through their KSE accounts, without any
physical movements of certificates.

For the system to operate, the securities companies are required to deposit with the KSD their own
shares as well as those of their customers. Institutional investors are also encouraged to open their
accounts with the KSD These measures not only reduce the possibility of accidental loss or
damage. but also enable the KSD to function as the central depository and contribute to streamline
the settlement procedure. 373 institutions were participating 1n this system as of October 2000

D. Ensuring Settiement

1. Joint Compensation Fund

The KSE 1s responstble for the settlement of all secunities transactions traded on its market and
stands liable for the damages incurred due to breaching of trading contracts by a member. All
members are conditioned to contribute to the Joint Compensation Fund managed by the KSE and
may be jointly liable for damages.

The Joint Compensation Fund was devised to make payments for damages stemming from a
settlement default. The rate of deposit paid into the fund by each member is 1/100,000 of its trading
value. The funds are limuted to a2 maximum reserve equal to the sum of 2/300 of the total trading value
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on the KSE marketplace during the business year. When the amount of the fund reaches the maximum
limit (100 billion won), the deposits are suspended. When the fund is reduced due to a compensation
payment, however, deposits are again required until the fund is restored to its maximum hmut,

The fund deposited by a member who caused the damage is to be paid first and those deposited by
other members are to be used for the remaining damages If the amount of the money in the Jomnt
Compensation Fund 1s insufficient to cover a compensauon payment, the KSE makes up for the
difference out of its own funds [n cases where the registration of a member 15 cancelled. the KSE
shall. after subtracting any amount used. refund to the member the remaining balance m the Joint
Compensation Fund deposited by that member

2. Fidelity Guaranty Money

All members must deposit the fidelity guaranty money, and the amount 1s deternuned by the board
of directors of the KSE up to at maximum 50 million won. If a member fails to fulfill. to the KSE
or any other member, its obligation arising from securities transactions, the KSE may apply the
member s fidelity guaranty money to fulfill the obligation No member may transfer the redemption
rights of deposited the fidelity guaranty money to others or use 1t as collateral.

3. Disciplinary Measures against Settlement Failure

When a member fails to settle its transactions, the KSE s authorized to order the suspension of its
transactions. Additionally, if the failure causes a serious confusion in the matket. the KSE is
empowered to cancel the registration of the member concerned and the FSC may revoke the
member s license to engage n the securities business.

__E. Services for Institutional Investors.

1. Securities Lending and Borrowing

The KSD commenced intermediary service for securities lending and borrowing 1n September 1996.
Thus factlity is designed to support institutional investors activities in the financial market and
facilitate settlements in case of securities shortage. Furthermore, the MOFE opened the nation’ s
securities lending market to foreign insututional nvestors in July 1998 by revising the Foreign
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Exchange Management Regulation (revised in 1999 as the Regulation on Foreign Exchange
Transactions). On September 21, 1998, bonds were included to the existing tacility.

The KSD, as an intermediary, plays the role of system operation, trade intermediation, and risk and
collateral management Domestic institutions are required to first file an application with the KSD
for participation in the securities lending and borrowing facility Those who wish to have a third
party guaranty for securities lending and borrowing transactions need to enter an agreement with the
KSD The same procedure applies to foreign institutions, but they must participate 1n securities
lending and borrowing through their agent, mamly the custodian bank, in Korea

A lender can only have its own securities holdings out on loan Securities compantes. however. can
put therr institutional customers™ holdings on loan, if requested so by the customer

Securities lending and boirowing 1s classified mto the following three types of transactions.
transactions for settlement coverage, open transactions and tailor-made transactions In case of
transactions for settlement coverage, a borrower first files an application for borrowing with the
KSD, which locates potential lenders and notifies the borrower of the loan availabihity When both
parties enter nto a transaction, the borrower puts up collateral and then the securities are delivered
for loan

As for eligible collaterals, they are stocks, bonds, beneficiary certificates, commercial bills and cash.
Marking-to-market 1s made daily on offered collateral and margin calls are made in case of
msufficiency. All the economic rights deriving from securities lending and borrowing (e.g nghts
1ssues, bonus stocks, stock dividends and cash dividends) are compensated by the borrower.

The secunties borrowing and lending market has been significantly expanded m September 2000
when the Korea Securities Finance Corporation (KSFC) and securities companies were also allowed
to provide nstitutional mvestors with mtermediary service for securities lending and borrowing For
tetail investors, the mvestment trust compantes were allowed to provide them with secunties lending

SEIVICE

2. Institutional Settlement

Members of the KSE can settle securities and funds with their mstitutional customers through the
KSD. The Institutional Affirmation & Settlement (INAS) system of the KSD is not for a separate or
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individual market but for the transactions between securities companies and their nstitutional
customers

Securities companies first initiate the process by forwarding trade details of their institutional
customers to the KSD. Data transferred include account names, account numbers, security
description, type of order (buy or sell), quantity and umit price The KSD then sends out trade data
via SAFE, the KSD paiticipant system, to institutional investors or thetr agents for confirmation of
transaction they entered into the day before. If trades are inaccurately described, nstitutional
investors contact their corresponding brokers to work out differences in trades. The broker
concerned 1s hable for submtting the correct details to the KSD and corrections are re-submutted to
the instututional investors through SAFE If they affirm the trade details, the KSD provides
prelimmary scttlement details to securities companies and institutional investors via SAFE.

On the settlement day, the KSD notifies institutional investors of the net position, together with
securities shortage to be covered. Settlement is done on a delivery versus payment (DVP) basis and
the KSD delivers the securities by book entry. Money transfer 1s made through the participants’
accounts opened at the banks designated by the KSD.
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A. Membership Types

The KSE 1s a membership organization to which the access 1s confined to members Only the
secunities firms licensed by the Financial Supervisory Commussion (FSC) are eligible for the KSE
membership As for non-member securities firms, they can participate in the KSE market through
member firms. The KSE opened its membership to foreign securities companies in 1991 and as of
December 2000, the KSE had 51 members, among which 14 were foreign brokerage firms.

The KSE has two classes of membership, regular and special. Regular members have both voting
rights and claims to the KSE properties, while special members only have the nght to use trading
facility As of December 2000, the KSE had 32 regular members and 19 special members

Aside from the membership, qualified commercial and merchant banks and non-KSE member
secunties firms can participate in the Inter-dealer Market for goverment securities (IDM), which
was opened in Apnil 1999 by the KSE. This quasi-membership, called special participant system,
was introduced 1n November 1999. To be ehigible for special participants of the IDM, applicants
should be licensed as government bond dealers by the FSC. The number of special participants was
31 as of December 2000.

B. Admission-and Termination of Membership

1. Admission

The typical procedures for member admission include application, examination, resolution by the
board of directors, approval from the general meeting of members, and payment of fees The whole
process usually takes six to eight weeks.
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Any securities company who intends to join the KSE membership is required to submit an
application form. Once the applicant is deemed qualified after the examunation of the applicant’ s
financial status, profitability, personnel, facilities and other relevant matters, admission 1s granted
upon the approval from the general meeting of members. The admission takes effect on the
following day when the applicant makes full payments of Basic Admission Fee (BAF), Special
Entrance Fee (SEF), contrnibutions to Joint Compensation Fund (JCF) and Fidelity Guaranty Money
(FGM), as stipulated by the KSE Constitution A special member can change its membeiship status
into a regular member by the approval of the general meeting of members.

2. Termination

A member firm may voluntarily withdraw its membership by submutting an application and
obtaining an approval from the KSE for the withdrawal (voluntary withdrawal). A membership 1s
also terminated when a member falls under any category of disquahfication, dissolution, or
expulsion (mandatory termination)

. “C. Obligations.of Members

1. Payments of Admission & Membership Fees

a.Admission Fee
The matters pertaining to the admission fees are stipulated in the KSE Constitution, according to
the types of membership.

Regular members should pay the BAF, the SEF, contributions to the JCF and the FGM 1n lump sum,
at the point of entrance. Special members are also required to pay all the fees except the BAF.
Instead of paying BAF, special members should pay Annual Dues after being admutted to the KSE.
As for special participants, they are obligated to pay the fees except the BAF and the SEF

The amount of BAF 1s calculated by dividing net assets of the KSE by the number of regular
members. The SEF can be regarded as the cost for the benefits one can enjoy as a KSE member.
The amount of SEF 1s determined by the KSE. The Annual Due paid by special members is set at
the amount equivalent to the interest of one-year deposit of the BAF amount.
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In addition to the admission fees, both regular and special members are required to deposit a certain
amount of money to the JCF, the settlement guaranty facility of the KSE The amount of
contribution to the JCF for a new member 1s determined by dividing the total amount accumulated
in the JCF by the number of members. Detailed matters on the accumulation and management of the
JCF are stipulated 1n the Articles 48 through 53 of the Enforcement Decree of the SEA The FGM 1s
also collected from the newcomers to cover any damages incurred to the KSE properties by the
members. within a limit of 50 mullion won

b. Membership Fee

After being admutted to the KSE, regular members are required to pay fixed-rate membership fees.
while special members pay Annual Dues in addition to the fixed-rate membership fees. According to
the Constitution. the membership fee 1s calculated by multiplying the trading value that the member
concluded on the KSE market by the predetermined rate Duifferent rates are applied to each product
of equuty, bond, futures and options

2. Reporting fo the Exchange

Members are required to make reports to the KSE regarding any matenal facts such as increase or
decrease of caprtal stock, changes in the shareownership of controlling shareholders, violation of tax
code, license cancellation by the MOFE, an application for bankruptcy, etc. Furthermore, the KSE
may order members to submit matenals relevant to their business or property and members are
obliged to comply with the regulations and rules of the KSE. Members are also required to file their
financial statements with the KSE every month.

D. Member Supervision

The KSE 15 authonzed by law to supervise the trading activities of its members in order to maintain
a fair and orderly market The KSE may take disciplinary measures against a member 1f the member
or one of 1ts officers or employees 1s proved to be mnvolved in cases of membership acquisition by
fraudulent means. settlement default, violation of relevant laws, false report submission, hindrance
of supervisory activities by the KSE, etc

The disciplinary measures that can be taken by the KSE include expulsion or suspension of
membership for up to six months, suspension of transactions in whole or in part for up to six
months, and request for disciplinary measures against the responsible officers or employees.
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The decision on the types of disciplinary actions to be taken against members is made at the
meeting of the Disciplinary Committee of the KSE. The Committee consists of one non-standing
auditor, one executive director of the KSE, two officers from members, and two experts in the
securtties industry and related laws, recommended by the Chairman & CEO of the KSE

V. MEMBERSHIP 49



The KOSPI 200 futures market, which started its trading on May 3, 1996, 1s already known as one of
the largest index {utures markets in the world with its daily trading volume of more than 100,000

contracts Furthermore. ntroduced on July 7, 1997, the KOSPI 200 options market has become one of
the fastest growing markets i the woild, despite its short history. Its daily trading volume reached 1.2
mullion contracts in November 2000, marking the most active index options product internationally.

A. Underlying Index.

The underlying index KOSPI 200 is a market value weighted index which consists of 200 stocks
selected based on the individual stock’s iquidity, market capitalization and position 1n its industry.
The component stocks were chosen from six industrial groups including manutacturing, electricity
and gas, construction, distribution and other services, communication, and financial services. The
index base 1s January 3, 1990 and the base value is 100.

B. Trading

1. Contract Specifications

a. Contract Months

Futures contract months are March, June, September, and December The longest maturity pertod
1s one year. Options contract months are three consecutive near-term months plus one nearest month
from the quarterly cycle (March, June, September, and December).

b. Options Strike Prices

Each options contract month has at least five strike prices The number of strike prices may,
however, increase according to the price movement. The nterval between the strike prices is 2.5
points. The exercise style of the KOSPI 200 Options 1s European and thus contracts can be
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exercised only on the expiration dates.

c. Multiplier and Quotation

One point equals 500,000 won for a futures contract and 100,000 won for an options contract. The
tick sizes are 0.05 points for a futuies contract and 0.01 point for an options contract, which are
equivalent to 25,000 won and 1,000 won, respectively. The tick size, however, is 0.05 pomnts for
options contracts with premium of 3 points or more Only himut orders are permutted and maximum
quantities of bids and offers are 999 for futures and 4,999 for options.

d. Daily Price Limits
The daily price limut for futures contracts 1s 10% of the previous day’ s closing price On the other
hand, theoretical prices are used for options contracts supposing the KOSPI 200 varies up to 15% of

the previous day’ s closing price
2. Trading Days and Hours

Last trading day of a contract month is the second Thursday of the delivery month or the business
day preceding the second Thursday in case the second Thursday 1s a hohday. First trading day of a
new contract month is the first business day following the last trading day.

Trading of futures and options begins at 9:00 a.m. and closes at 3:15 p.m. It opens 15 minutes
longer than the stock trading to give investors time to adjust their positions after the stock market’ s
closing. On the last trading days, however, trading hours are shortened to close at 2:50 p m. to avoid
market disruptions 1n relation with the final KOSPI 200 index.

3. Trade Execution

Orders are effective only for the day and trading 1s executed through a computerized trading system. All
orders are executed on the basis of ndividual auction. Precedence is given to orders with price priority
followed by tume priority All orders entered during the time of opening and closing of the daily
sessions, and reopening after a trading halt, are considered to have been entered at the same time.

4. Trading Halt (Circuit-breakers)

To minimize abnormal market impact from temporary imbalance of order flow, trading in the stock
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market is halted for twenty minutes when the KOSPI falls by 10% or more from the previous day’ s
closing price for one mimute or longer. In such cases, the futures and options trading are also halted

In addition, 1f the futures price changes more than a certain level, the futures and options trading are
halted for five minutes to minimize possible fluctuations in the underlying stock market. Currently,
the triggering pomnt 1s set at 5% and 3% of base prices and theoteucal prices, respectively, for the
most active futures contract

5. Regulation on Program Trading (Side-cars)

In cases of the most active futures contract contmuing to go up 4% or more from the base price for
one minute, execution of all the program trading orders in the cash market 1s delayed for five
munutes This is to prevent the acceleration of volatility in the stock market by program trading
Also, In case a member securities company intends to place orders for a program trading during the
last ten munutes on the expiration date of a futures or an options contract, the member must report
the KSE of the details of the program trading fifteen minutes prior to the afternoon session closing.

C. Settlement

The KSE serves as the counter party to both sell- and buy-sides Each member 1s required to deposit
a certain portion of the daily trading amount with the KSE as the Joint Compensation Fund. The
fund 1s used to cover any damages ansing from settlement failures

a Marking-to-market for Futures Contracts

After the futures market closes, the KSE determines settlement prices for futures contracts and
conducts a daily settlement against all open positions with settlement prices. The settlement amount
from marking-to-market 15 the sum of the difference between the settlement price and the previous
day’s settlement price for the previous day' s open positions, and the difference between today’ s
trading prices and today’ s settlement price for positions traded today.

The settlement price 15 the daily closing price of each futures contract. If a futures contract has not
been traded on the day, the most recent day" s closing price becomes the settlement price of the day.
However, when the spread between the most recent day’ s closing price and the theoretical futures
price exceeds 5% of the most recent day’ s closing price, the theoretical price becomes the day’ s
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settlement price.

b Final Setrlement of Futures Contract

The final settlement 1s made on the last trading day against open positions and the final settlement
price 15 the final KOSPI 200 If there is no cash price index on the last trading day, a special
settlement price, which 1s calculated based on the opening prices of KOSPI 200 component stocks

in the cash market on the next business day, 1s applied

c. Settlement of Options
Options buyers must pay the premium on the next business day of the trade. The settlement

amount from options exercises 1s equal to the difference between the exercise price and the exercise
settlement price of the expiring options contract. The exercise settlement price s the final KOSPI

200 of the last trading day and the exercise settlement is conducted on the business day following
the exercise day. In cases where there 1s no cash price index on the last trading day, a special
exercise settlement price, which is calculated based on the opening prices of the KOSPI 200
component stocks 1n the cash market on the next business day, 1s applied.

d. Settlement Deadline

Deadline for settlement 1s 400 p.m. on the business day following the day of trade, marking-to-
market, and exercise. The deadline for the settlement between members and customers, however, is
the noon.

. D. Margin

1. Members’ Margin

Margin requirement for a member 1s calculated by the KSE's margin system, called portfolio risk-
based margin system, with a margin mterval of 10% of the KOSPI 200. A member must deposit 1ts

required margin with the KSE by the noon on the next business day. Margin can be deposited in
cash or substitute securities.

2. Customers’ Margin

a. Basic Deposit
A customer who has no open interest should deposit at least 10 million won in cash or securities
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before placing an order with the securities company. This aims at discouraging individual nvestors
from participating the market for an institutional investors-onented denvatives market

b Imtial Margin
A customer must deposit a certain amount of margin with the securiies company before placing
an order, which would increase his/her open nterest A customer s margin 1s calculated by the
securities company’ s portfolio nsk-based margin system with a margin interval of 15% of the
KOSPI 200 A customer’ s margin 1s calculated as follows.
- The amount of premium in cash when placing an order to buy options contracts
- 15% ot cash index multplied by 100,000 won and by the number of contracts when placing an
order to sell option contracts
- 15% of the contract value when placing an order to buy or sell futures contracts, of which 5% of
contract value should be deposited in cash

¢ Maintenance Margin

In case a customer’ s deposit 1s msufficient for the mamtenance margmn level, the customer must
deposit the difference between the initial margin level and the deposit amount by noon of the next
business day. The maintenance margin is calculated by the portfolio risk-based margin system with a
margin interval of 10% of the KOSPI 200

E. Brokerage Commission

Each member determines its own brokerage commussion rate independently The commussion 1s
collected for execution of an order, settlement of a futures contract, and exercising of an options
contract.
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Y. BOND MARKET

As 1t 1s the case m many other markets, bond trades i Korea have dominantly taken place outside
of the exchange market. The KSE bond market only accounted for less than 10 peicent in total bond
trades and the majonty of trades were conducted on the OTC market. In addition. the majority of
bond trades had traditionally concentrated on corporate bonds with less than 3-year maturity. making
it difficult to develop benchmark yields and a normal yield cuive

However, the establishment of the government bonds Inter-dealer Market (IDM) by the KSE m April
1999, combined with the introduction of the Primary Dealership System in July 1999, has brought about
major structural changes in the Korean bond market. More than 40 percent of government bonds trades
are now done on the KSE market and, consequently, the yield of 3-year Treasury Bonds ts percerved in
the financial market as the benchmark yield, replacing corporate bonds yields.

"A. Bond Listing .

Although a large part of bond trades has been done on the OTC market, most of the bonds issued n
Korea are listed on the KSE. The main reason 1s that only histed bonds can be used as substitute
securities. In other words, listed bonds can be used as a substitute for cash in paying guaranty
money for the contracts with the government, or in paying margins for securities trading. The
collateral values of listed bonds are calculated by the KSE on a regular basis.

1. Listing Application

In Korea, bonds are most actively traded on the day issued and in order to induce more bond trades,
the KSE accepts listing applications prior to issuance. The issuing date hsting allows bonds to be
traded on the exchange market as soon as they are 1ssued.

For some of the government and municipal bonds, which are continuously sold throughout the year
on a monthly basis, issuers can apply for listing of the total volume to be issued during the year
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(Shelf Registration). For bonds such as the Treasury Bonds, which are issued through competitive
auctions, the KSE accepts listing applications two days before the issuing date and lists those bonds
on the 1ssuing date.

Various documents have to be submutted to the KSE, either by the issuer or the lead manager, to
apply for hsting Documents include; listing application forms, contracts for firm-commitment and
resale, and other relevant documents. Listing applications must be filed no later than three days
before 1ssuance.

2. Listing Examination

Major requirements for listing include 500 million won or more of capital stock, 300 mullion won or
more of total issuance, 300 muilion won or more of redemption value, issuance through public offerings,
etc. Government and municipal bonds are exempted from the requirements mentioned above.

B, Bond Trading

The KSE bond market 1s divided into two sub-markets' the IDM and the General Bond Market (GBM)
The GBM i a retail market i which individual investors in general can participate to trade any kinds of
listed fixed income securities, convertible bonds, government bonds, municipal bonds, etc.

The IDM 1s a wholesale market where only government bond dealers can trade government
secunties with each other, using the electronic trading platform of the KSE. To gain access to the
IDM, government bond dealers must obtamn government bond dealership from the FSC.

1. General Bond Market

a. Market participants

Similarly to the equity market, a direct participation in the GBM s limited to the KSE members.
To participate in the GBM, all non-member market participants such as individual nvestors and
corporations should open accounts at securities firms who are KSE members. For anyone who
already has an account for equity trading, he/she can use the account for bond trading.

b. Trading and settlement schemes
The trading hours and rules applied to the equity market are 1dentical to that of the bond market,
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except that there is no call-auction for the determunation of closing prices. Only limit orders are
allowed 1n the GBM and all trades are settled on a netting basis on the contract day (T).

c. A special market for small-lot government and municipal bonds

In Korea, some of the government and municipal bonds are sold to the public for admunistrative
purposes When anyone purchases a house, a car, lands, etc., and registers them, he/she is required
to purchase a certain amount of government or municipal bonds, depending on the purchasing
values Without a marketplace where the administratively placed bonds can be traded, the public
was usually forced to resell these bonds to private vendors at unfavorable prices. To solve this
problem, the KSE implemented a separate trading scheme for such bonds, called the Market for
Small-lot Government & Public Bonds (Small-lot GPB Market) in 1995.

For government and municipal bonds such as National Housing Bonds, Seoul Subway Bonds, Local
Development Bonds, and Municipal Subway Bonds, all orders with less than 50 million won of par
value are required to be traded on the Small-lot GPB Market of the KSE. In order to maximize the
liquidity, the KSE allows only the bonds issued within the period of last two months into the market.

One of the unique features of the special market 1s that a group of securities firms, designated as
market makers by the KSE, make bidding quotations during the trading hours. The best quotations
made by the market makers are publicly displayed and the people who purchased bonds in small-
lots can easily sell them at such quotations.

2. Inter-dealer Market for Government Securities

Along with the introduction of the Primary Dealership System into Korean government securities
market 1n July 1999, the KSE has launched a fully electronic trading platform, named KTS (KSE
Trading System for Government Securities) in April 2000.

a. The Primary Dealer System

In July 1999. the MOFE named the first batch of primary dealers in Korea, based on a set of
criteria including BIS ratios, underwriting performance, market making performance, business
capacities, etc. The financial institutions such as commercial and merchant banks, and securities
firms, who were licensed by the FSC as government bond dealers, are eligible for the
application for primary dealership. The number of government bond dealers was 82 as of
December 2000.
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The Primary Dealers (PDs) enjoy special privileges, including the exclusive access to government
bonds auctions and to the standing borrowing facilities provided by the Korea Securities Finance
Corporation, while assumung the obligations such as placing bid and ask prices at the IDM on a
continuous basis. As of December 2000, there were 26 PDs. 12 domestic and foreign banks, 13
domestic securities firms and one domestic merchant bank. Aside from the PDs, theie are 4
Prelimmary Primary Dealers who are the candidates for becoming PDs. They are required to make
activity reports to the MOFE on a regular basis, but do not assume market making obligation. They
can be named as new PDs by the annual review of PD status

b. Inter-dealer Market for Government Securities

O Market participants

Participation 1n the IDM 1s basically limited to government bond dealers who are either KSE
members (securities firms) or special participants (banks and non-member securities firms) There
were 82 financial institutions participating i the IDM as of December 2000, icluding 51 members
and 31 special participants

o Ehgible bonds

Although all government secunties 1ssued through competitive auctions are eligible for trading on
the IDM, Treasury Bonds (TBs) and Foreign Exchange Stabilization Fund Bonds (FESBs) are
actively traded on the market. The bond 1ssues traded on the IDM can be further divided into two
categortes: Market-making 1ssues and Non-market making issues. Market making issues are
designated among the on-the-run 1ssues of TBs and FESBs by the MOFE, and the PDs are required
to make the market for those 1ssues by placing bids and ask prices. Non-market making issues are
designated by the KSE

0 Trading scheme

The IDM 1s a market that combines both the quote-driven and order-driven features PDs
continuously make two-way quotations to which other dealers apply, while orders are compiled 1n
a central limit order book to be matched by auction principles Trading hours and auction
principles are the same as in the equity market, but the opening and closing prices are determined
by regular auctions not by call auctions. The IDM’ s trading unit 1s set at one billion won. In
addition, due to the fact that the IDM 1s a dealers’ market, customer orders are not allowed 1n this
market.
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o Settlement

All trades concluded on the IDM are settled by 5:00 p.m. on the business day following the contract
day and the settlement 1s done on a multilateral netting basis Payments are made to the KSE
account opened at the BOK-wire of the Bank of Korea, whereas the securities aie settled under the
book-entry system of the Korea Secunities Depository (KSD), the central securities depository m
Korea. The Joint Compensation Fund (JCF) acts as settlement guaranty facility for the IDM market

participants.
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A. Overview

Taxes related to securities transaction in Korea are comprised of income tax, inhabitant tax, and

securities transaction tax

With respect to the way of imposing taxes, there are two types of taxation: global taxation and
separate taxation. Global taxation refers to a method by which tax 1s levied on the total sum of an
individual’ s ordinary income, which occurs every year repeatedly and normally Separate taxation
refers to a method by which liability to taxation 1s completed after withholding taxes on mcomes,
which are not included into the taxation base on the global incomes, although they belong to the
range of the global incomes.

Currently, incomes earned from dividends and interests are taxed by separate taxation. However,
when the global taxation on the financial income, which was incorporated in the Income Tax Law 1n
1996, takes effect in January 2001, incomes earned from dividends and interests are subject to the
global taxation. Meanwhile, capital gans from listed secunties transactions are tax-free.

Income tax 1s classified into two categories of individual income tax and corporate income tax A
taxpayer subject to paying the individual income tax is classified into residency categories as
restdent and non-resident, regardless of his or her nationality. In case of a resident, who holds his or
her domicile in Korea or holds a temporary domictle in Korea for one or more years, the individual
come tax 1s levied on all the incomes earned in Korea and abroad. On the other hand, in case of a
non-resident, tax is levied only on the domestic source income. A taxpayer subject to paying the
corporate income tax 1s also classified into two categories of domestic juristic person and foreign
juristic person. A juristic person having the head office or principal office 1n Korea 1s considered a
domestic juristic person, otherwise a foreign juristic person.

Currently, the inhabitant tax is imposed in the form of a surcharge at 0% on the amount of
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income tax.

Securities transaction tax 1s levied on the seller of shares at the rate of 0.3% of sales proceeds.

B._ Taxation on Residents

1. Individual Income Tax

a. Dwidend Income Tax
The tax rates or methods of dividend income tax vary depending on the status of the dividend-
paying corporation and whether the taxpayers are munority sharcholders or not.

That is to say, dividends paid to the minority shareholders of listed companies and registered
companies, and any proceeds accruing from a securities investment trust (excluding the bonds and
debentures investment trust) are taxed by the separate taxation (currently withheld at the rate of 20%
and will be reduced to 15% from January, 2001). On the other hand, dividends paid to the majority
shareholders of listed companies, dividends received from unlisted companies and foreign
companies are taxed by the global taxation. In this case, the term of minority shareholders refers to
those who hold the smaller of 300 mullion won and 1% of either the total issued securities amount
or the total investment amount of the corporation concerned.

b. Interest Income Tax

As interest incomes are taxed by the separate taxation, any liabilities to taxation are completed by
withholding tax Currently, interest income tax 1s withheld at the rate of 20% and will be reduced to
15% from January 2001 to balance with dividend income tax.

Meanwhile, any profits accruing from a non-business loan and other interest incomes received
abroad are taxed by the global taxation According to the global taxation on the financial income,
which will become effective starting from January 2001, the interest income tax will be withheld at
a rate of 15% from the source if the total financial income 1s less than 40 mullion won. However, on
the interest income earned from long-term private loans or earned abroad, taxpayers can choose
either a global taxation or a 30% tax rate by the separate taxation.

c. Capital Gains Tax
Basically, capital gains from listed securtties transactions are tax-free. However, in case where the
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person who holds 3% or more of the. total number of listed stocks issued and outstanding sells |
share or more out of his or her shareholdings, capital gains tax will be levied at a 20% marginal
rate, while 10% marginal rate 1s applied to the securities of listed small-and medium-sized
companies.

On the other hand, capital gans from unlisted secunties transactions are subject to 10% - 20% final
tax withholding, depending on the size of the company

< Tax Rates >

\“ (s

e e ]

Dwvidend income - 20% withholding tax
|nterest |ncome (WI" be reduced to 15% In January 2001)
- Tax-free

- In case where the person who holds 3% or more of the total number of listed
stocks issued and outstanding sells 1 share or more out of his or her
shareholdings, capital gains tax will be levied at a 20% marginal rate
(10% marginal rate will be applied to the securities of listed small-and
medium-sized companies from January 2001)

Capital Gain

- Unlisted secunties 20%
(10% marginal rate 1s applied to the secunties of small-and medium-sized
companies)

2. Corporate Income Tax

Corporate income taxes are imposed 1n the form of global taxation on the total mcomes of each
business year, and the tax rates differ according to the size of the corporation” s taxable income.
However, tax on interest income 1s levied at the rate of 20% (15% from January 2001) and then the
paid amount 1s deducted in applying global taxation to the corporation concerned

In calculating the taxable income of an institutional mvestor prescribed 1n the Presidential Decree on
the Corporate Tax Law, 90% of dividend incomes received from listed companies 1S excluded from
the taxable income 1f the shareholding ratio of the institutional investor 1s 10% or less.
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3. Inhabitant Tax

An 1nhabitant tax is surcharged on the income tax at the rate of 10%. Therefore, an individual o1 a
Juristic person who 1s liable to pay income tax 1s subject to an inhabitant tax as well.

- 100 milkon won or less - 16%

- More than 100 miilion won - 16 million won + 28% of the amount exceeding 100 milfion won

4. Securities Transaction Tax

The securities transaction tax 15 tmposed only on a transfer of shares and the standard 1ate of the
securittes transaction tax 1s 0 5%. However, an urgent support for the capital market 1s deemed
necessary, the tax rate may be reduced to nil for stock trading on the KSE or the KOSDAQ market

In this regard, under the conditions as prescribed by the Presidential Decree of the Securities
Transaction Tax Act, a 0.3% tax rate is currently applied to the seller of shares on the sum of the
transfer values traded on the KSE market. Additionally, there 1s no tax levied on bond transactions and
stocks sold below par value, nor on the public offering price during the first year of histing on the KSE.

| ‘C. Taxation.on Non-Residents

et s < b

1. Individual Income Tax

a. Dividend/Interest Income Tax
The taxation on a non-resident individual depends on two factors: the individual' s status of
establishment in Korea and the individual s nationality.

If an individual 1s a national of a country that signed a tax treaty with Korea and he or she 1s entitled
to the benefit of that tax treaty, taxation is conducted under the conditions as prescribed by the tax
treaty. Mostly 10-15% rates are applied on the income from dividends and interests, respectively.

On the other hand, the rate of individual income tax applicable to a non-resident, who is a national
of the country having no tax treaty with Korea nor has a permanent establishment in Korea, is
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_.currently 25%.

b. Capital Gains Tax

A non-resident without a permanent establishment in Korea 1s also subject to taxation on his or
her capital gains 1n Korea. The capital gains tax 1s levied at the rate of 25% on the capital gain, or
10% on the gross proceeds, whichever 1s less. However, this rule does not apply to the KOSPI 200
futures and options contracts.

2. Corporate Income Tax

Any foreign corporation with business facilities in Korea including 1ts head office or principal
office, 1s considered a domestic corporation and thus has the same liability to taxation as all
domestic corporations.

However, a foreign corporation without any business facility 1 Korea is considered a non-resident
and thus subject to the non-resident taxation.

3. Inhabitant Tax

The inhabitant tax rate varies depending on whether the taxpayer is a national of a country having a
tax treaty with Korea or not

4. Securities Transaction Tax

The Securities Transaction Tax is applied to both resident and non-resident on an equal basis.
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CONVENTION FOR THE AVOIDANCE OF DOUBLE TAXATION
AND THE PREVENTION OF FISCAL EVASION

L : ot
1 Japan 31. Poland
2 Thailand 1977 - France (Re) 1992
3 Germany 1978 32 ltaly 1992
4 United Kingdom 1978 33 Mongolia 1993
5 Denmark 1979 34 Egypt 1994
6 Belgum 1979 35 Vietnam 1994
7 United States* 1979 36 China 1994
8 Canada” 1980 37 Romania 1994
9 France 1981 38 Spain 1994
10 Singapore 1981 39 Mexico 1995
11 Netherlands 1981 40. Fiy 1995
12 Switzerland 1981 41 Czech 1995
13. Finland 1981 42 Bulgana 1995
- Belgium (Re) 1982 43 Russian Federation 1995
14 Sweden 1982 44 South Africa 1996
15 Malaysia 1983 - United Kingdom (Re) 1996
16 New Zealand 1983 - Belgium (Re) 1996
17 Australia 1984 - New Zealand (Re) 1997
18 Norway 1984 45 |srael 1997
19 Bangladesh 1984 46 Portugal 1997
20. Turkey 1986 47 Malta 1998
21 Sn Lanka 1986 48. Papua New Guinea 1998
22 India 1986 49, Greece 1998
23 Philippines* 1986 50 Uzbekistan 1998
24. Luxembourg 1986 - Netherlands (Re) 1999
25 Pakistan 1987 51. Kazakhstan 1999
26. Austnia 1987 - Japan (Re) 1999
27 Indonesia 1989 52 Brazil 1999
28 Tunisia 1989 53. Kuwait 2000
29 Hungary 1990 54 Morocco 2000
30. Ireland 1991

- *indicates that inhabitant tax i1s not included in the tax treaty with the country concerned and 10%
inhabitant tax shall be surcharged accordingly.

- (Re) indicates the renewal of tax treaty.
Source’ National Tax Service, Ministry of Foreign Affairs and Trade
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The KSE publishes various stock market indicatots that provide useful information on the overall

market trend and the movement of individual 1ssues Among the main indicators are stock price
index, dividend yield, price earnings ratio, bond yield and bond index

A, Stock Market Indicators

1. Stock Price Index

The KSE 1ntroduced the Korea Stock Price Index in 1972 to provide a comprehensive display of the
general market trend for the benefit of investors who were interested 1n general price movement
This was a price-weighted index of selected stocks representing the market as a whole Its base date
was January 4, 1972, with a base index of 100 The original index was composed of 35 issues, but
the number of 1ssues had swelled to 153 by January 4, 1979. The base date was then adjusted to
January 4, 1975.

A new ndex called KOSPI (Korea Composite Stock Price Index) was adopted n the beginning of
1983. Currently, it 1s based on aggregate market value and has a base date of January 4, 1980, with
a base index of 100. Since the creation of KOSPI, the KSE has published this new index
encompassing all listed common and preferred stocks, except newly-listed 1ssues for 30 trading days
and bond-type preferred stocks, reflecting changes mn the aggregate market value

In calculating the KOSPI, the number of preferred stocks 1s added up to the number of common
stocks and then multiplied by common stock price, not by preferred stock price n order to compute
both base and current market value The calculation formula for the KOSPI is as follows:

Current Aggregate Market Value
KOSPI = x 100
Base Aggregate Market Value
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The index is adjusted to eliminate the influence of any corporate action and thereby reflect only
movements resulting from market activities. To this end, the base aggregate market value is adjusted
whenever the current market value undergoes certain variations such as capital changes of
companies, new listings, delistings or other factors not related to the price changes.

The number of listed stocks 1s the total number of outstanding stocks, both common and preferred,
at the moment of calculating the index. Bond-type preferred stocks with specific dividend rate are
excluded because unlike bond-type preferred stocks with specific dividend rate of other countries,
most Korean preferred stocks are equity-type These preferred stocks are very similar to common
stocks n that the dividend rate 1s usually set 1% higher than that of common stocks. The prices of
preferred stocks, therefore, show the same trend as common stock prices. That 1s the foremost
reason as to why the KOSPI includes equity-type preferred stocks As for newly issued shates, they
are included n the outstanding stocks. The KOSPI is published every 30 seconds during trading
hours.

The KSE also publishes supplemental indexes by industry and caputal stock sizes. This compensates
for the weak pont of the KOSPI by allowing the identification of areas in which price movements
take place. The indexes by industry are comprised of 22 industrial subgroup indexes. The mdexes
based on capital stock size have included three indexes for small-sized companies (less than 35
billion won), medium-sized companies (between 35 billion won and 75 billion won), and large-sized
companies (75 billlon won or more) since February 2, 1995. The capital stock size for classification
1s adjusted every three years, 1f necessary. Moreover, the KSE began to publish an information
technology index called the KOSPI IT Index on a daily basis in March 2000. All the supplemental
indexes are compiled and released in the same manner as the KOSPL

In 1992, the KSE introduced a new reference called the Adjusted Stock Price Average to the
KOSPI. The new indicator is calculated by averaging all shares prices listed on the KSE after
making technical price adjustments without giving weight to the capitalization of each issue.
Additionally, sub-indicators of the Adjusted Stock Price Average that are calculated by capital stock
size and industry are published on a daily basis.

2. Dividend Yield

The dividend yield represents the ratio of the dividend to the stock price. In calculating the dividend
yield of a given stock, the amount of dividend paid in the previous business year by the listed
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company concerned-s-used. Accordingly, the dividend yield 1s an indicator of how much cash return
can be made 1f an investor purchases a given stock at the current price, assuming that the company
pays the same amount of dividend as 1t paid n the previous year. The KSE publishes daily and
monthly anthmetic average of dividend yields for all dividend-paying companies

3. Price Earnings Ratio

The price earmings ratio (PER) is calculated by dividing the stock price by the Earnings Per Share
(EPS) It 1s a usetul critetion for mvestment decisions and a yardstick of the price level from the
standpomt of earnings The KSE began to publish the PER on a monthly basis in Apnl 1969 and
from 1974, 1t has published an average PER for all listed stocks and mdividual PERs for each listed
stock on a daily basis

_B,:B@m@iM@rkefi Indicators

1. Bond Yield

The KSE releases the average yield of each bond by subgroups on a daily basis. The subgroups ate
classified by issuer, terms for payment of principal and interest, and terms to maturity The KSE
publishes two types of average bond yields: arithmetic and weighted average The anthmetic
average daily yield 1s based on the latest yields of individual 1ssues traded during the day and
weighted averages are calculated on a monthly basis.

2. Bond Index

Since the begmning of 1986, the KSE has published a bond index to provide investors with a handy
yardstick to measure the performance of bond investments. The bond index reflects capital gains and
interests accruing from investments m selected bonds representing each subgroup The calculation
formula for the index 1s as follows:

Aggregate Prices of Selected Issues on Each Day
Bond Index = x 100
Aggregate Prices of Selected Issues on Base Day

The KSE currently publishes two bond indexes according to the base date. One is published on both
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daily and monthly basis with a base date of December 31, 1995, and a base mdex of 100. The other
index is published on a monthly basis with a base date as the last day of each previous year and a
base index of 100.

C. Index Futures and Options Market Indicators

1. KOSPI 200

The KSE announced a new stock price index called KOSPI 200 1n 1994 for futures trading, which
was to commence in May 1996 Currently, the KOSPI 200 1s the only underlying instrument for
futures and options contracts traded on thc KSE With the KOSPI 200 futures and options contracts.
individuals and nstitutions now have a means of diversifying their investments and hedging their
nsks while investing m the Korean financial products.

The KOSPI 200 1s a market capitalization weighted index with sampled constituents It 1s composed
of major 200 stocks listed on the KSE making almost up to 80% of market capitalization In order
to preserve the index’ s repiesentativeness and avoid unintended bias, the constituent stocks are
thoroughly examied and adjusted periodically. Therefore, the overall market movement 1s well

reflected in the change of the index.

Like the KOSPI. the KOSPI 200 1s published every 30 seconds Along with the KOSPI 200, the
KSE publishes five supplementary indices of the KOSPI 200 by five industrial groups such as
manufacturing, electricity and communication, construction, wholesale, retail and other services, and
financial services. The component stocks are selected based on the individual stock’ s liquidity and
positton in 1ts idustry. Its base date 1s January 3, 1990 and the base index is 100 The KOSPI 200 1s
calculated by the same method as the KOSPI calculation.

The market capitalization of an individual stock is calculated by multiplying the common stock
price by the number of the outstanding shares. Like the KOSPI, the bond-type preferred shares are
excluded from the calculation of the KOSPI 200.

In principle, component stocks are regularly reviewed every June New component stocks are
selected based on their average market values and annual trading volumes during the year preceding
the regular review.
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A. Limitations on Foreign Investments

Since May 1998. foreigners have been allowed to purchase shares of the corporations listed on the
KSE or KOSDAQ without any limutations However. public corporations defined i the SEA and
the Regulation on Secunities Trading by Foreigners of the FSC, and other corporations n public
utihties mdustry such as electricity, telecommunications, broadcasting, airlines, etc, which are
deemed to be of national strategic importance, are still subject to limutations for foreigners.

The aggregate foreign vestment ceilings for the public corporations are stipulated 1n the
Regulation on Secunties Trading by Foreigners of the FSC, while those for the corporations n
public sectors are prescribed by the separate industry laws The industry-specific laws that prescnbe
foreign investment ceilings include the Telecommunications Business Act, the Broadcasting Act, the
Act on Privatization of State-owned Enterprises, the Aviation Law, and the Fishenes Act.

Moreover, the corporations can further limit aggregate foreign mvestments in their articles of
incorporation, within the ceilings prescribed i the laws or regulations Meanwhile, the ceilings per
foreign individual are set in the articles of mcorporation of the corporations concerned.
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< Companies with Foreign Investment Ceilings (as of December 2000) >

KEPCO 40.00 3.00 | Korea Tobacco &

Korea Telecom 19.44 15.00 Ginseng 5.00 NA
DACOM 49.00 NA | Seoul Broadcasting 0.00 NA
Hanaro Telecom 49.00 NA CI39 Shopping 33.00 NA
SK Telecom 49.00 NA LG Home Shopping 33.00 NA
Seoul Mobile Telecom 4900 NA Mt Rae TV 3300 NA
LG Telecom 49.00 NA | DCC 33.00 NA
Dream Line Co 49 00 NA Korean Air 5000 NA
Eyes Vision 49.00 NA Asiana Air 50.00 NA
KT Freetel 49.00 NA | Silla Co. 50.00 NA
KT M Com 49.00 NA | Sajo Industry 50.00 NA
Selim | Tech 49.00 NA | Samho Company 50.00 NA
KOGAS 15.00 NA | Dongwon Fisheries 50.00 NA

* NA not applicable

| B. Procedures for Foreign Investments

The process for foreign investments in the Korean securities market 1s prescribed in the Regulation
on Securities Trading by Foreigners of the FSC. The preparatory procedures for foreign investments
include: investment registration, appointment of a standing agent, and opening of an account.

1. Definition of Foreign Investors

According to the Regulation, a foreigner refers to an individual who holds foreign nationality, and
has neither his/her address nor abode for more than six months in Korea.

a. Foreigners Eligible for Investment Registration
- Individuals with foreign nationality;
- Companies incorporated under foreign laws;
- Korean citizens with permanent foreign residency;
- International financial organizations or associations established by treaties;
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- Governments, municipal governments and public entities of foreign countries; and
- Funds or unions established, regulated and controlled by foreign laws, etc.

b Resident Foreigners Exempted from Registration
- Individuals working at business offices or performing business activities m Korea.
- Corporations with then head offices in Korea. and
- Branches/offices ot a foreign corporations

2. Available Instruments

- All shates listed on the KSE and the KOSDAQ markets.

- All bonds hsted on the KSE;

- Stock price dex futures and options contracts hsted on the KSE,

- Equity-and bond-type beneficial certificates,

- Certificates of night offering; and

- Short-term money market mstruments such as CPs, corporate bills and notes, etc

3. Investment Procedures

- Application for investment registration certiticates (IRC) 1ssued by the FSS,

- Designation of foreign exchange bank(s);

- Designation of custodian(s),

- Entering nto standing proxy agreement(s),

- Opening accounts at correspondent bank(s) and securities firm(s);

- Remuttance of funds through the correspondent bank;

- Placing orders,

- Fund transfer from the correspondent bank account and the securities firm account;
- Confirmation of trades; and

- Repatnation of funds with confirmation from the correspondent bank

4. Investment Registration

According to the Regulation, any foreign mvestor who wants to mvest in the Korean securities
market 1s required to register under his or her real name with the FSS to receive mvestment
registration certificate. The application can be made either directly or through a standing proxy In
the meantime, resident foreigners are exempted from the registration.

72 KOREA STOCK EXCHANGE 2001



5. Designation of Standing Proxy

Although 1t 1s not required by law to designate a standing proxy, non-resident foreigners are
recommended to have a standing proxy to ensure that their investment-related activities are carried
out in a timely manner. Securities companies, foreign exchange banks and the Korea Securities
Deposttory (KSD) are eligible to be a standing proxy for foreign mnvestors. The major services of a
standing proxy cover investment iegistration, account opening, order placing, settlement, collection
of dividends or interests. etc

6. Account Opening

To nvest in the Korean securities market. foreigners should open accounts at securittes firms. The
following information is necessary to open an account.

- ID number on the IRC;

- Full name of the account holder;

- Status of residency,

- Mailing address, phone, fax, or telex number, and

- Names of standing proxy and custodian

7. Order Placement

Orders can be placed by telephone, telex, facsimile, and personal computer or in written forms.
When placing an order, the followings should be specified.

- Whether to buy or sell,

- Account numbers;

- Secret code numbers, if any,

- Name of 1ssues to be traded;

- Number of shares; and

- Order type (limut or market) and price.

8. Payment of Good Faith Deposit

When a KSE member receives orders from its customers regardless of their nationaltties, 1t collects
Good Faith Deposits from its customers at the time of order receipt. Each brokerage firm determines
1ts own deposit rate, and the amount of deposit is calculated by multiplying the deposit rate by the
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cash amount of the securities to be bought or sold.
9. Trading on the OTC market by Foreigners

In principle, foreigners should trade securities exclusively on the KSE or the KOSDAQ market In
the following cases, however. they can execute trades on the OTC market

- Trading of odd-lot orders.

- Acquisition of shares converted from overseas securities.

- Acquisiion by inheritance, donation or bequeath:

- Acquisition of shares by the exercise of shareholders’ rights: and

- Trading ot stocks among foreigners n excess of the foreign mvestment ceilings.
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Mar. 3, 1956
Jan. 15, 1962
Apr. 1, 1962
June 11, 1962
May 8, 1963
Nov. 22, 1968
Feb 1, 1969
June 3, 1971
Jan. 1, 1972
Jan. 5,1973
Nov. 2, 1973
Aug 8, 1974
Dec. 6, 1974
Jan 4, 1975
Feb. 19, 1977
Sept. 20, 1977
July  2,1979

Sept. 24, 1979

Jan. 14, 1981
Nov. 19, 1981
Jan. 4, 1983
Feb. 1, 1983
Aug 22, 1984
Nov. 12, 1985
Mar. 1, 1988
Mar. 3, 1988

Dec. 2, 1988

The Korea Stock Exchange (KSE) established

The Secunties and Exchange Act (SEA) enacted

The KSE reorganized into a joint stock corporation

The KSE market closed due to the monetary reform (reopened on July 14, 1962)
The KSE reorganized into a non-for-profit, government-run corporation

The Act on Fostering the Capital Market enacted

Forward transaction method replaced with regular-way transactions

Margin trading introduced

A composite stock price index published

The Public Corporation Inducement Act enacted

A book-entry clearing system introduced.

The Korea Investment Trust Co established.

The Korea Securities Depository (KSD) established

Continuous trading system replaced call-trading system

The Secunties & Exchange Commission (SEC) established.

The Korea Securities Computer Corporation (KOSCOM) incorporated.
The KSE moved to the present place, Yoido

The KSE joined the FIBV (International Federation of Stock Exchanges)

A comprehensive plan for capital market internationalization plan announced
International investment trusts (KIT and KT) launched.

The Korea Compostte Stock Pnce Index (KOSPI) launched (Jan 4, 1980=100)
Computerized order-routing system launched

Korea Fund listed on the NYSE.

Overseas CB issued by Samsung Electronic Co .

The KSE privatized and incorporated into a membership organization

The Stock Market Automated Trading System (SMATS) launched

A plan for gradual internationalization of the capital market announced.
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May 4, 1990
Dec 18, 1990
Mar 15, 1991
June 14, 1991
Jan 3, 1992
Aug 12, 1993
July 1, 1994
Qct 9, 1994
Oct 14, 1994
Dec 1, 1994
Jan 4, 1995
Feb 27, 1995
Mar 1, 1995
Apr 3, 1995
July 1, 1995
Oct 2,1995
Apr 1, 1996
May 3, 1996
Oct 1,199
‘Nov 1, 1996
Nov. 25, 1996

The Stock Market Stabiization Fund launched

Overseas DRs issued by Samsung Co

Foreign secunties firms allowed to open branches in Korea

KSE membership opened to foreign secunties firms

Portfolio investments by foreign investors allowed

The Real-name Financial Transaction System introduced

Bond market opened to foreign investors

Domestic individual investors allowed to invest in foreign secunties
The KSE hosted the 34th General Assembly of the FIBV

Pohang Iron & Steel Co hsted on the NYSE

Foreign investment celling extended from 10% to 12%

The Comprehensive Surveillance and Information System (COSIS) launched
Jardine Fleming joined the KSE as the first foreign member.

Daily price change mit extended from an average 4 6% to a fiat 6%

Korea Mobile Telecom listed on the LSE

Foreign investment ceiling extended from 12% to 15%

Trading of small-lot public bonds concentrated into the KSE

Asian Development Bank’ s won-denominated bonds listed on the KSE

Foreign investment cetling extended to 18%.

Outbound secunties investment limits for corporations and individuals were abolished
Foreign companies were allowed to 1ssue and list theirr shares on the KSE

The KSE opened its stock index futures market

The KOSDAQ Co came into operation

Foreign investment ceiling extended to 20%

Foreign investment celling in KOSP! 200 futures trading expanded 30%

The KSE introduced a new computenzed trading system

After-hour trading introduced

New types of orders such as market order and limit-or-market-on-close-order
introduced
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Apr. 11,1997
July 7, 1997
Aug 30, 1997
Sept 15, 1997
Nov 21, 1997
Dec 31, 1997

May 25, 1998
Dec 7,1998

Feb. 9, 1999
Mar 29, 1999
Apr. 23, 1999

Mar. 2, 2000
May 22, 2000
July 3, 2000

The Business Regulation of the KSE amended to accommodate On-line Trading.
Stock Index Options Market opened at the KSE

Trading system fully computenzed and closed the floor of the KSE

The electronic disclosure system launched

Requesting for IMF bail-out package

Foreigner investment ceiling on stock trading raised to 55% and all restrictions on
foreign investments in bond market hifted

Foreign investment ceilings completely eliminated

The KSE began to close its market on Saturdays and trading hours changed
(morning session’ 09 00-12 00, afternoon session' 13:00-15'00).

Circuit Breakers system introduced in the stock market

The band for daily pnce fluctuation expanded to 15% for stock trading and to
10% for futures trading

Mutual funds listed on the KSE
The Inter-dealer Market for Government Securities (IDM) opened at the KSE.

The Korea Futures Exchange (KOFEX) launched.

The KOSPI IT Index, a sub-index of KOSPI, published.
Lunchtime breaks abolished
Warrants trading introduced

Basket Trading introduced.
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Financial Supervisory

27, Yoido-dong,

82-2-3771-5000  Youngdeungpo-ku, http //www fsc.go kr
Commission Seoul 150-743, Korea
34, Yoido-dong,
The Korea Secunties
82-2-767-2600  Youngdeungpo-ku, http //'www ksda or.kr

Dealers Association

Seoul 150-884, Korea

KOSDAQ Securities
Co Ltd

82-2-780-3400

34, Yoido-dong,
Youngdeungpo-ku,
Seoul 150-884, Korea

hitp*//www kosdaq or kr

Korea Secunties
82-2-3770-8800
Finance Corporation

34-9, Yoido-dong,
Youngdeungpo-ku,
Seoul 150-884, Korea

http.//www.ksfc co kr

Korea Securities
82-2-785-5311
Depository

33, Yoido-dong,
Youngdeungpo-ku,
Seoul 150-977, Korea

http.//www ksd.or kr

Korea Securities
82-2-767-7114
Computer Corporation

33, Yoido-dong,
Youngdeungpo-ku,
Seoul 150-977, Korea

http //www koscom co kr

Korea Listed Companies

Association 82-2-783-6501

33, Yordo-dong,
Youngdeungpo-ku,
Seoul 150-977, Korea

Korea Investment Trust
82-2-785-0181
Companies Association

33, Yoido-dong,
Youngdeungpo-ku,
Seoul 150-977, Korea

hitp //www.kitca.or.kr

Korea Futures
82-51-630-1000
Exchange

853-1, Pumjun 1dong, Jin-ku,

Pusan 614-828

http.//www kofex com
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