Financial Justice Solidarity    4F, 139 Gil 2, Dorim-ro, Yeondeongpo-gu, Seoul (T. 02-786-7793)

People’s Solidarity for Participation Democracy     9 Gil 16, Jahamun-ro, Jongro-gu, Seoul (T. 02-723-5052)

Date: March 11, 2015

To: Institutional Shareholder Services
Attn.: Mr. Jun Frank, Head of Asia ex-Japan Research
From: Financial Justice
People’s Solidarity for Participation Democracy
Re: 2015 Annual Meeting of Shareholders Meetings of Hana Financial Group, Inc.
Dear Mr. Jun Frank:

Financial Justice and People’s Solidarity for Participation Democracy are non-government organizations which endeavor to build clean and sound capital market of Korea by playing watchdog roles on companies and promoting good corporate governance practices, and especially have been requesting Lone Star Funds to take responsibility of the unlawful acquisition and control of Korea Exchange Bank (KEB).

We are well aware of that ISS is a leading provider of corporate governance solution to the global financial community, including corporate governance analysis and voting recommendations for institutional investors. Several institutional shareholders of Hana Financial Group, Inc. (HFG) also rely on ISS’ expertise in making informed voting decisions. 

Currently, HFG is pushing ahead with a plan to re-appoint the current chairman, Kim Jung Tae, for the next 3 years, and this will be among the key items on the agenda for the forthcoming 2015 annual shareholders meeting which is expected to be held in March 27, 2015. We have reasons to believe that the nomination process was in violation of the Financial Corporate Governance Code and Chairman Kim damaged the corporate value of HFG and interests of shareholders of HFG by paying Loan Star Funds more than 40 billion Korean won, as explained in the “Attachment.” We request ISS to advise institutional shareholders of HFG to vote against the re-appointment plan of Kim Jung Tae as the chairman of HFG, thereby enhancing the value of HFG and protecting the interests of shareholders.
[Attachment] The inappropriateness of re-appointment of Kim Jung Tae as the chairman of Hana Financial Group, Inc. (HFG)
Sincerely,

Financial Justice Solidarity
People’s Solidarity for Participation Democracy 
[Attachment] 
The inappropriateness of re-appointment of Kim Jung Tae as the chairman of Hana Financial Group, Inc. (HFG)

I. Chairman nomination process in violation of the Financial Corporate Governance Code

1. Chairman nomination process by the Chairman Nomination Committee of HFG was presided secretly and exclusively by personnel under influence of the incumbent management 

2. The Article 33 of the Financial Corporate Governance Code (the Code), effective as of December 24, 2014 and promulgated by the Financial Services Commission (the FSC), states as follows: a director nomination committee should ① recommend, in accordance with fair and transparent procedure, a nominee who is in the best interests of stakeholders of financial companies; ② review that the nominee meets the qualifications prescribed on relevant laws and the Code; ③ actively utilize recommendations from stakeholders and outside consulting firms in searching for nominees .
	<the Financial Corporate Governance Code, promulgated on December 24, 2014>

Article 33 (CEO nomination procedure) 1. A director nomination committee should recommend a CEO nominee who is in the best interests of stakeholders of financial companies in accordance with fair and transparent procedure.

2. A director nomination committee should review fairly whether a CEO nominee meets the qualifications prescribed on relevant laws and this Code. 

3. A director nomination committee should actively utilize recommendations from shareholders, stakeholders and outside consulting firms in searching for nominees. 

Supplementary Provisions

Article 1 (Effective Date)  1. This Code is effective as of the date of promulgation.


① Kim Jung Tae as the incumbent chairman of HFG, as explained afterwards, damaged HFG and hurt interests of stakeholders of HFG by letting KEB, a subsidiary of HFG, paying Lone Star Funds more than 40 billion Korean won without any due reason in relation with a market manipulation case of Korea Exchange Bank Credit Service (KEBCS), and by pushing ahead with the merger between Hana Bank and KEB in violation of an agreement with KEB labor union (so called "the 2. 17. agreement"), which was halted by the restraint order of Seoul Central District Court on February 4, 2015. (Violation of Paragraph 1)

② There is a probability of disqualification because Kim Jung Tae was accused in violation of the Bank Act. (Violation of Paragraph 2)

③ No shareholders, stakeholders or outside consulting firms of HFG participated in the nomination process. (Violation of Paragraph 3)

4. In sum, this nomination process by the Chairman Nomination Committee of HFG is a complete denial of the Code promulgated by the FSC. Therefore, it is fair and natural for shareholders of HFG to vote against Kim Jung Tae's re-appointment.
Ⅱ. Kim Jung Tae who damaged HFG and its shareholders by unduly transferring bank assets on several accounts.

1. Kim Jung Tae was accused of dereliction of duty for unlawful support to Hana high school in violation of the Bank Act when he was the president of Hana Bank thereby damaging Hana Bank. Further, Kim Jung Tae as the incumbent chairman of HFG damaged HFG and its subsidiary, KEB, by letting KEB paying Lone Star Funds 40 billion Korean won without any due reason in relation with a market manipulation case of KEBCS.  

2. The Paragraph 8 of the Article 35-2 of the Bank Act prohibits a bank from supporting its major shareholders (including their related entities) by transferring assets gratuitously or under substantially unfavorable conditions compared with ordinary terms and conditions of transactions. Also, the Paragraph 3(5) of the Article 35-4 of the same Act prohibits those major shareholders from forcing the bank to engage in such activity.
	<The Bank Act>

Article 35-2 (Credit Granting Limits, etc. on Major Stockholders of Banks) 
8. No bank shall gratuitously transfer its assets to any major shareholder of the relevant bank, or trade or exchange its assets or extend credit to or with the relevant bank under substantially unfavorable conditions compared with ordinary terms and conditions of transactions.

Article 35-4 (Bans on Exercise of Unfair Influence by Major Shareholders)

No major shareholder of a bank shall perform any of the following acts with intent to make personal gain, contrary to the bank's interests:

3(5). Making a bank violate Article 35-2 (8), thus making its major shareholders gratuitously transfer, trade or exchange its assets or extend credit;

4. Other acts prescribed by the Presidential Decree that are equivalent to those referred to in subparagraphs 1 through 3.

<The Presidential Decree of the Bank Act>

 Article 20-7 (Prohibition of Exercising Unfair Influence by Major Shareholders)
 
 

"Acts prescribed by the Presidential Decree" in subparagraph 4 of Article 35-4 of the Act means any of the following acts:

2. Having a bank gratuitously transfer its assets to a public service corporation, etc. under Article 20-5 (8) or trade or exchange its assets or extend credit under conditions that are substantially unfavorable to the relevant bank compared with ordinary terms and conditions of transactions.


Kim Jung Tae, however, as the president of Hana Bank and concurrently as a director of Hana high school, supported Hana high school by the amount of at least 33.7 billion Korean won with Kim Seoung Yoo, ex-chairman of HFG, in violation of the Bank Act at the expense of HFG and its subsidiary, Hana Bank. Because of this unlawful act, Kim Jung Tae was accused of the violation of the Bank Act by non-government organizations.

3. Further, Kim Jung Tae was negligent and practically endorsed the undue payout of more than 40 billion Korean won to the Loan Star Funds by KEB in relation with a market manipulation case of KEBCS. In the case, Loan Star Funds, a major shareholder of KEB then, manipulated the stock price of KEBCS, a subsidiary of KEB, by dispersing false information into the market in order to acquire KEBCS cheaply. (Afterwards, Loan Star Funds was found guilty while KEB was confirmed not-guilty).

Olympus Capital Holdings Asia, the second major shareholder of KEBCS succeeded in a suit filed against Loan Star Funds and KEB, and Loan Star Funds paid Olympus Capital Holdings Asia the entire compensation in 2012. In turn, Loan Star Funds urged KEB to bear the fifty percent of the compensation, and KEB was found to have paid, with no resistance, more than 40 billion Korean won in January, 2015. The payout is entirely unreasonable and improper because Loan Star Funds alone had planned and executed the manipulation scheme for its own benefit. Thus, KEB and HFG, the parent company of KEB, were damaged for the payment of compensation. 

   The problem is that even after the information was known, Kim Jung Tae did nothing for HFG and KEB to recover the unduly paid compensation. In this way, Kim Jung Tae damaged HFG by neglecting his fiduciary duty as a director of HFG.

4. Shareholders of HFG also were damaged by the dereliction of duty of Kim Jung Tae. For example, The National Pension Service of Korea (9.51% shareholder), Franklin Resources Inc. (6.98% shareholder), Capital Group Companies, Inc. (5.19% shareholder) and BlackRock Fund Advisors (5.08% shareholder) suffered loss in the amount of 4 billion Korean won, 2.8 billion Korean won, 2.1 billion Korean won and 2 billion Korean won, respectively, for this unreasonable payment to Lone Star Fund. It is illogical to entrust Kim Jung Tae, such an irresponsible person, again with the important role of leading HFG.
5. Kim Jung Tae's management skill is dubious as well. While having shown excellent financial performance comparing to other banks before his appointment as the chairman of HFG, KEB is going steadily downhill after his appointment. Reconciliation skill of various stakeholders of HFG is below expectations, too. Unilateral break of the 2.17 agreement which was signed by HFG and KEB labor union in the presence of the head of FSC and the restraint order by the Seoul Central District Court is a quick illustration. By this case, Kim Jung Tae became an example of duplicity and irrationality, let alone an example of trust, the core value as a chairman of a financial institution. In sum, Kim Jung Tae was practically disqualified for the chairman of HFG.

Ⅲ. Conclusion

Based on the facts above, re-appointment of Kim Jung Tae as the chairman of HFG is very improper in that the nomination process was in violation of the Financial Corporate Governance Code and he damaged the value of HFG and interests of shareholders of HFG by paying Loan Star Funds 40 billion Korean won. Therefore, shareholders of HFG should enhance the value of HFG and protect the interests of shareholders by voting against the reappointment plan of Kim Jung Tae as the chairman.

