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|E@cutive Summary;

Operation Measures for the Shipping Guarantee Fund
Operation

1. Purpose

O The study aims to propose operation measures for the shipping guarantee fund.

- The main purpose is to develop plans for shipping guarantee fund management,
organization composition, and financing.

- As the establishment of shipping guarantee fund has not been decided yet, the
study intends to support its foundation by clarifying the needs for the
establishment and its main functions.

- The study reviews operation measures of shipping guarantee fund before its
establishment. This pre-review will show necessary conditions for the operation,
which will be reflected by establishment procedures for its smooth foundation
and operation.

2. Methodologies and Feature

1) Methodologies
O To analyze preceding studies on shipping guarantee fund

O To andlyze similar cases, such as credit guarantee fund, technology guarantee
fund, credit guarantee fund for those in agriculture and fisheries industry and
house credit guarantee fund.

O To interview those in the domestic shipping industry, credit guarantee fund and
experts in the field in addition to brainstorming



i | sergrlg o4 Ut

2) Feature

O The preceding studies were focused on justifying development of shipping
finance and establishing shipping guarantee fund. However, this study highlights
operation measures of shipping guarantee fund and proposes detailed measures
before preparing operation plans.

3. Results

1) Summary

O Shipping service is the large scale equipment industry which makes profits based
on demand during boom period and charges from full loading. For this reason,
the industry is highly dependent on ship finance and ship procurement.

O Since the collapse of Lehman Brothers Inc.,, syndicate loans have shrunken and
banks have scaled down loan market to boost their soundness. This, in turn, has
weakened domestic ship finance market.

- Such environmental changes for bank management have affected non-loan
market, such as project financing and SF financing as well as ship fund and
ship finance of the Export Credit Agency (ECA).

O In this pressing condition for the shipping industry, experts call for introducing
the shipping guarantee fund, instead of establishing a Ship (Ocean) Finance
Corporation which requires lots of time and money.

- Shipping industry is dictated by the economic cycle with its randomly
fluctuating shipping charge revenue. Meanwhile, its production cost is capacity
cost, generating discordance between sales and costs. Therefore, safety device is
necessary which will encourage the shipping industry to put profits during
boom period into itself in the bust period.

- The shipping guarantee fund is necessary to encourage investment which goes
counter to economic cycle in domestic ship finance environment focused on
loan. Shipping guarantee fund can assist loan market, address credit imbalance
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and function as tonnage bank and RVI (Residua Vaue Insurance).

An analysis on domestic credit guarantee funds provides lessons for shipping
guarantee fund. Issues to be addressed include: its nature as policy funds,
constant governmental investment, evaluation standards for profitability of
shipping companies, needs for various guarantee products and holistic risk
management.

- The credit guarantee fund and the agriculture and fisheries credit guarantee fund
were expanded thanks to special guarantees. Investment has continued so that
the funds could maintain 10 times their guarantee baance.

- The credit guarantee fund, technology guarantee fund and house guarantee fund
have been operating their independent evaluation standards for credit or value.
Shipping guarantee fund should reflect uniqueness of the industry as well.
Moreover, strict risk management is being conducted to avoid moral hazard or
insolvency.

As for management and organization, guaranteed object should be liabilities
from ship finance and limit of guarantee should be more than 80% of ship
value.

- The object to be guaranteed by shipping guarantee fund will be loans which
hold new/old ships as security. LTV or P-CBO guarantee will be available if
necessary.

- As for organization of the fund, it should consist of professionals, rather than
being a big organization, because it targets 180 ocean going shipping companies.
- Moreover, the fund is under qudlitative pressure, not quantitative pressure.
Therefore, the fund needs to start through a contract organization rather than
start as a separate corporate body. After fund operation becomes stable, the
organization should be separated as a specia organization.

According to a scenario anaysis on fund income and expenditure, operation of
the fund will become stabilized until 2020, maintaining adequate operation
multiple if government invests KRW 2trillion (or yearly investment of KRW400
billion over 4 years) and surety commission remains at 2%.

- If governmental investment is KRW 1 trillion and surety commission is 2%, the
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operation multiple becomes 18 times(1st year)and 17 times(20th year), which is
dangerous level. If surety commission is 1%, the fund operation becomes
impossible.

- A cost and benefit analysis showed that B/C ratio remained at 1.2 times even
during the bust period. This implies that shipping credit guarantee fund will
improve social usefulness.

O The shipping guarantee fund needs to be financed by government but its
financing methods should combine governmental direct financing, indirect
financing through tax, and private financing.

- Pure private guarantee funds are impossible due to publicness of shipping,
complex interests of those who will bear liability, high risk, and difficulties to
estimate external economy.

- Therefore, the fund should be composed of governmental investments. However,
its financing measures need to have lega foundation as for participation of
beneficiaries, alotment according to size and profit reinvestment.

O The following are policy suggestions for the fund operation.
- To strengthen PR activities, including launch of the fund promotion committee
- To loosen the fund examination standards with reflection of industrial nature
- To transfer of control from the finance committee of the Ministry of Strategy
and Finance to the Ministry of Oceans and Fisheries

2) Policy contribution

O The study can be used as ground material for the shipping guarantee fund which
will take off within 2014.

3) Expected benefits

O The study supports ship finance, helping shipping industry to create profits.
Liquidity crisis of shipping industry is about to wesaken industrial
competitiveness as it carries out strict restructuring and asset liquidation. This
study helps to vitalize ship finance, helping the industry secure profit
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opportunities in the future boom period.

O The study helps to diversify financial environment for domestic ship finance.
- The shipping guarantee fund is expected to play a leading role in securing added
value through various structured finances in loan-focused ship finance market.
- The study is very timely in the present global market with increasing ship
orders. It will encourage more studies to be conducted on various ship finance,
including a ship finance corporation.
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