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Best catalyst of Korean yards

Since 2008, the key driver of Korean yards has changed from
Chinese growth to oil. For this reason, the price of oil is now
regarded as the best indicator of the stocks, as it is related to
rising demand for offshore structures and LNG-related
products. Furthermore, we see the fuel efficiency of

commercial vessels as an even more important driver. Stocks for action
Korean yards are playing a critical role in the global energy Target
industry and are becoming solution providers. We Company Ticker  Rating  Price  price
maintain our OVERWEIGHT stance on the sector. Hyundai Heavy 009540 KS  BUY 287,000 540,000
Hyundai Mipo 010620 KS BUY 118,500 390,000
» Best correlation found in oil prices Daewoo Shipbuilding 042660 KS ~ BUY 29,800 53,000
» Solutions to the g|oba| energy crisis Samsung Heavy 010140 KS BUY 31,450 52,400
» Contracts just delayed; they have not disappeared STX 0&S 067250 kS BUY 14,050 62,000
» OVERWEIGHT stance maintained Hanjin Heavy 097230 KS Buy 19,350 59,000
Note: Prices are in KRW as of 1 December 2011

Best correlation found in oil prices

Since the economic crisis in 2008, stocks of Korean yards have Performance
shown a strong correlation with oil prices. There are two clear
reasons for this: Firstly, strong oil prices invited stronger demand
for offshore structures, such as drill ships and FPSO. Since oil
prices hit U$60/barrel in the middle of 2009, drill ship orders
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began to explode by the end of 2010; a year and a half year 100
later. Usually, offshore structure orders lag oil prices by 1-2
years; we thus expect further strength in new orders for the next 80

several years to come.
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Secondly, strong oil prices led to a higher LNG prices, followed Nova0 - damdl o MartLo Maydlo L Sepdd Novdd
by increased investments in LNG-related infrastructure and LNG T Ity performance T KOSP ndex

carriers. Furthermore, Japan’s earthquake/tsunami disaster
triggered a sharp recovery in the LNG market and invited a

Oil price and Korean shipbuilding stock index

longer-term rally (see our report of 17 March; ‘California déja-vu’) 3,500 130
and greater demand for LNG-related products. 3,000 {'10
2,500 od
Lastly, we see an even more important driver in the commercial 2,000 76:
vessel segments, due to the rising importance of fuel efficiency. 1,500 »5"0
For shipping companies, the fuel cost burden rose to 25-30% of 1'288 N g
revenue in 2011E; up from 17-19% in 2010 and 8-12% in the 8 838383999 dd
early 2000s. Fuel efficiency began to determine the profitability gt’ § 5} ? § 2- g’ § 5} g’

of most shipping companies from 2011E. In our view, the
survival of shipping companies will be determined by how many
fuel-efficient vessels they can secure.

Korean shipbuidling industry index (LHS)
Dubai oil price (US$/barrel)
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Source: Company data, Mirae Asset Research

The fuel efficiency issue explains everything that is currently
happening in the shipbuilding and shipping industries, including
(1) the increasing market share of Korean yards, with their
outstanding fuel efficiency; (2) an increase in ship scrapping, due
to the higher fuel consumption of older vessels; and (3) slow 82 23774 1781 sokje@miraeasset.com
steaming being applied to every type of vessel, followed by an

increase in BDI. The move of major shipping lines toward mega-

sized containerships is explained by the fuel efficiency issue.

Figure 2 tells the importance of fuel costs to the operation of a

containership.

Sokje Lee, Analyst

See the last page of this report for important disclosures Source for above data: Bloomberg, companies, Mirae Estimates
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Meanwhile, old analytical tools, such as (1) new order volume; (2) new building prices Old tools are already out of

and (3) quarterly earnings of yards began to lose their power to explain the movement fashion

of share prices of Korean ship yards. Until year 2007, these factors were partially
effective, as Korean shipbuilding stocks moved together with the ship demand
originating from Chinese economic growth. But now, these factors have become useless,
as the industry is driven by new driver: Oil price.

Figure 1.1 Oil price and drill ship order trends Figure 1.2 LNG price and LNG carrier contracts
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Figure 2. Cost of ship operations (US$m)
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Source: Mirae Asset Research
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Solutions to the global energy crisis

The market is preoccupied with the European debt crisis these days, but we believe the
global energy outlook to be a greater - and longer-term - concern. Despite the current
financial turmoil, we focus on the fact that oil prices have remained stable. Oil reserves
on land are being depleted and massive investments in offshore structures are now
required. Developing countries are consuming more oil; offsetting the decrease in oil
consumption by developed countries. All of the oil majors - except for Petrobras — have
been reporting oil production falling by more than 10% from their recent peak
production of several years ago. New energy resources need to be developed;
otherwise, the global economy may face a significant energy crisis.

Korean yards have begun to contribute significantly to the global energy business. What
would happen to the global energy industry without Korean yards? We can imagine
significant delays in new oil field development, or a massive hike in oil prices. This is
because (1) since 2000, 88% of drill ships have been supplied by Korean yards, with an
81% market share in new building contracts for the past three years; without Korean
yards, we may face a limited number of new offshore oil reserves; (2) the US is
preparing for LNG exports from shale gas and they need to find transportation tools -
LNG carriers, in other words - to realize their business plan (since 2006, Korean yards
have delivered over 77% of all global LNG carriers); and (3) all commercial vessels are
now required to reduce CO2 emission by 20% per ton-mile by 2020. Korean yards are
supplying newly-designed, fuel efficient vessels; reporting newly developed vessels that
can save 10-20% in fuel costs, when compared with existing vessels.

We believe Korean yards are the solution to a potential energy crisis. Their role is not
confined solely to new oil field development and LNG-related structures, but also to
commercial vessels. It is impossible to draw a picture of the long-term global energy
outlook without Korean yards, in our view. Many players in offshore structures have
gone out of business since the mid-1980s, but Korean yards have maintained their
positions and honed their skills; finally emerging as the key solution providers to the
global energy industry. This also explains why the stock prices of Korean yards have
recently begun to show a stronger correlation with oil prices.

Contracts just delayed; they have not disappeared

Since the European debt crisis, the market has been focusing on ship financing issues,
followed by the slowdown in new orders. But we have a very clear stance that new
orders have just been delayed; they have not disappeared. The six major players of
Korea are still enjoying a decent inflow of inquiries about slots, but are temporarily
suffering from delayed signings, due to the financial crunch. New ship orders should
come, as ship owners have eschewed new shipbuilding contracts for the past three
years. The falling order book-to-fleet ratio proves the potential for new order flows.
The possibility of finding desired vessels in the secondhand market is limited, while ship
owners’ replacement demand continues to grow, as time goes by.

Also, we believe the financial crisis will not be a burden to these top-tier players. The
crisis will result in an accelerated restructuring of the global shipbuilding industry and
top-tier players will enjoy improved bargaining power and bigger market shares, as
limited financing opportunities will be given only to proven top-tier yards.

We expect further expansion of market shares by Korean yards toward 2012E. Amid
high oil prices, ship owners have become very keen on fuel efficiency and have thus
begun looking to Korean yards, even for general commercial vessels, such as bulk
carriers and tankers. Prices for bunker fuel - the main fuel for ships — have recovered
to 90% of their historical high prices of 2008, while crude oil prices have recovered to
only 78% of their previous highs. Also, YTD average oil prices will be recorded as the
historical yearly high.
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Wider gap between oil price and share price;
OVERWEIGHT

We see a strong correlation of Korean yards with oil prices, but the recent stock
corrections have resulted in a wider gap between these two factors (see Figure 3).
Current share prices can only be justified if oil prices should fall below US$60/barrel
within 6-12 months. If they do not, we believe the current gap will provide the best
buying opportunities.

In other respects, the industry is now completely different, when compared with the
crisis in 2008. Korean yards are now trading at similar or lower PB multiples than the
bottom multiples seen during the Lehman crisis. In the middle of 2008, we saw
historical high figures for shipbuilding prices, freight rates and global order books. There
were many downside risks in those figures, as well as threats of cancellation, but the
current situation is completely different from that time. We now have rock-bottom
shipbuilding prices, lower freight rates and depressed order books. There is no
downside risk in sector-related figures, in our view.

We maintain our OVERWEIGHT stance on the sector.

Figure 3. Oil price and Korean shipbuilding stock index
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Korean shipbuidling industry index (LHS) Dubai oil price (US$/barrel)
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Source: Bloomberg, Mirae Asset Research
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Recommendations

By stock (12 months) By industry

Buy: A target price + 10% or more above the current price, Overweight: over +10% of the current industry index
Hold: Target price within - 10% to +10% of the current price Neutral: -10% to +10% of the current industry index
Reduce: A target price of —10% or less below the current price Underweight: -10% or less than the current industry index

Earnings quality score

Earnings Quality Score = 0.70*(Historical Earnings Stability) + 0.15*(Consensus Forecast Certainty) + 0.15*(Consensus Forecast Accuracy)
1. Historical Earnings Stability

- The variability of the net profit growth rate (YOY) over the last 20 quarters was translated into percentage terms.

- Earnings growth variability was calculated based on MAD (Median Absolute Deviation), rather than SD (Standard Deviation) in order to
minimize distortion from outliers.

- The lower the earnings growth variability, the higher this indicator.
2. Consensus Forecast Certainty
- The gap between analysts' views on 12-month forward EPS was translated into percentage terms.

- The gap is calculated by dividing the SD of 12-month forward EPS with the average value.
- The narrower the gap, the higher this indicator.

3. Consensus Forecast Accuracy
- The median value of absolute EPS surprise over the last 3-year was translated into percentage terms.

- EPS surprise was calculated based on 'the actual figure at the end of the year / the consensus estimate at the beginning of the year - 1'.
- The lower the absolute EPS surprise, the higher this indicator.

* Reference

- 1) Consensus Forecast Certainty and Consensus Forecast Accuracy were applied only to companies with more than 5 years of EPS
estimates.

- 2) We gave the average score of 50 to cases in which the aforementioned indicators could not be produced.

REMARK: Korean analyst is only responsible for Korean securities and relevant sectors only

Compliance notice

This report is distributed to our clients only, and none of the report material may be copied or distributed to any other party. While Mirae Asset
Securities have taken all reasonable care to ensure its reliability, we do not guarantee that it is accurate or complete. Therefore, Mirae Asset
Securities shall not be liable for any result from the use of this report. As of 1 December 2011, Mirae Asset Securities is Hyundai Heavy
Industries, Hyundai Mipo Dockyard, Daewoo Shipbuilding & Marine Engineering and Samsung Heavy Industries’ ELW issuer and LP. This report
has never been provided to any institutional investor or third party. This report has been prepared without any undue external influence or
interference, and accurately reflects the personal views of the analyst on the company herein.

[Analyst: Sokje Lee]
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Hong Kong Compliance Disclosure

The views expressed in this report accurately reflect the personal views of the analysts about the subject securities, issuer(s) or new listing applicant(s).
Each Hong Kong analyst declares that neither he/she nor his/her associate serves as an officer or has any financial interests in relation to the issuer(s) or
new listing applicant(s) reviewed by the analyst. None of the issuer(s) or the new listing applicant(s) reviewed or any third party has provided or agreed to
provide any compensation or other benefits in connection with this report to any of the analysts of Mirae Asset Securities (HK) Limited (“MASHK”). MASHK
Group and/or its employees may participate or invest in financing transactions with the issuer(s), referred to in this research report, perform services for
or solicit investment banking business from such issuers, and/or have a principal investment position or effect transactions in the securities or other
financial instruments thereon. MASHK confirms that it (i) does not own 1% or more aggregate financial interests of market capitalization in any of the
issuer(s) or new listing applicant(s) reviewed; (ii) has no investment banking relationship with the issuer(s) or new listing applicant(s) covered within the
preceding 12 months; (iii) does not involve in market making activities in the securities of the covered issuer(s) or new listing applicant(s); or (iv) does not
have any Individual employed by or associated with any member companies of MASHK Group serving as an officer of any issuer(s) or new listing
applicant(s) reviewed. The aforesaid “Individual” means (i) any individual employed by MASHK in accordance with whose directions or instructions the
analyst is accustomed or obliged to act; (ii) employed by MASHK who has influence on the subject matter or content, or the timing of distribution, of
research report; or (iii) who is responsible for determining the remuneration of the analyst.

This disclosure statement and above terms’ interpretations are made and defined pursuant to paragraph 16 of the “Code of Conduct for Persons Licensed
by or Registered with the Securities and Futures Commission”.

Disclaimer

This report was originally prepared and issued by MASHK and/or Mirae Asset Securities Co. Ltd. (“MAS”) for distribution to their professional, accredited
and institutional investor customers. It is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or
located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or
which would subject MASHK and its subsidiaries and affiliates in Hong Kong (collectively MASHK Group) to any registration or licensing requirement within
such jurisdictions. None of the material, nor its contents, nor any copy of it, may be altered in any way, transmitted to, copied or distributed to any other
party, without the prior express written permission of MASHK Group. All trademarks, service marks and logos used in this report are trademarks or service
marks or registered trademarks or service marks of MASHK Group.

The information, opinion and material presented in this report are provided for general information purposes only and shall not be used or considered as
an offer or the solicitation of an offer to sell or to buy or subscribe for securities, other financial instruments or any derivative related to such securities or
instruments. MASHK Group may not have taken any steps to ensure that the securities referred to in this report are suitable for any particular investor.
The contents of this report do not constitute investment advice to any person and such person shall not be treated as a customer of MASHK Group by
virtue of receiving this report.

Information and opinions presented in this report have been obtained or derived from sources believed by MASHK Group to be reliable, but MASHK Group
makes no representation or warranty, express or implied as to their accuracy, fairness or completeness and MASHK Group accepts no liability for any
direct or consequential loss arising from the use of the material presented in this report unless such liability arises under specific statutes or regulations.
This report is not to be relied upon in substitution for the exercise of independent judgment. MASHK Group may have issued other reports that are
inconsistent with, and reach different conclusions from, the information presented in this report. The reports reflect the different assumptions, views and
analytical methods of the analysts who prepared them. For the avoidance of doubt, views expressed in this report do not necessarily represent those of
MASHK Group and may not imply comparable future performance.

This report may provide the addresses of, or contain hyperlinks to, various websites. To the extent that this report refers to material outside MASHK
Group’s own website, MASHK Group has not reviewed the linked sites and takes no responsibility for the content contained therein. Such address or
hyperlink (including addresses or hyperlinks to MASHK Group own website material) is provided solely for your convenience and information and the
content of the linked sites does not in any way form part of this report. Accessing such websites shall be at your own risk.

MASHK Group may, to the extent permitted by law, participate or invest in financing transactions with the issuer(s) or the new listing applicant(s) referred
to in this report, perform services for or solicit business from such issuer(s) or new listing applicant(s), and/or have a position or effect transactions in the
securities or other financial instruments thereon. MASHK Group may, to the extent permitted by law, act upon or use the information or opinions
presented herein, or the research or analysis on which they are based, before the material is published. MASHK Group, its officers or directors and the
analysts preparing this report (each an Analyst and collectively the Analysts) may have relationships with, financial interests in or business relationships
with any or all of the companies mentioned in this report (each an issuer or new listing applicant and collectively the issuer(s) or new listing applicant(s)).
Information, opinions and estimates are provided on an “as if” basis without warranty of any kind and may be changed at any time without prior notice.
There can be no assurance that future events or results will be consistent with any such opinion. Nothing in this report constitutes investment, legal,
accounting or tax advice nor a representation that any investment or strategy is suitable or appropriate to your individual circumstances. Nothing in this
report constitutes a personal recommendation to you.

This report has been prepared by the research analyst(s) in Hong Kong or Korea, who are not associated persons of the member or member organization.
These research analysts are not registered as research analysts with FINRA or the NYSE, but instead have satisfied the registration requirements of Hong
Kong or Korean standards. These research analysts may not be associated persons of Mirae Asset Securities (USA) Inc. and may not be subject to FINRA
Rule 2711 and NYSE Rule 472 restrictions on communications with a subject company, public appearances and trading securities held by a research
analyst account. This report has been prepared by MASHK and/or MAS for distribution in Hong Kong; in Korea by its holding company named Mirae Asset
Securities Co. Ltd.; in Vietnam by its joint venture company named Mirae Asset Securities (Vietnam) Joint Stock Company; in the United Kingdom by its
subsidiary named Mirae Asset Securities (UK) Ltd; in the United States by its subsidiary named Mirae Asset Securities (USA) Inc.

This information may only be issued or passed on to any person in the United Kingdom if that person is of a kind described in Article 19 of the Financial
Services and Markets Act 2000 (Financial Promotions) Order 2001 or otherwise pursuant to exemptions to section 21 of the Financial Services and Market
Act 2000. In addition, no person who is an Authorised Person may issue or pass on this information, or otherwise promote MASHK Group, to any person in
the United Kingdom other than under the rules of the Financial Services Authority (“FSA”) applicable to such Authorised Persons. This report and any
information, material and contents herein are intended for general circulation only and do not take into account the specific investment objectives,
financial situation or particular needs or any particular person.

Any U.S. recipient of this report that would like further information regarding any security discussed herein should contact Mirae Asset Securities (USA)
Inc. Furthermore, any recipient of this report that would like to effect any transaction in any security discussed herein should contact and place the orders
with Mirae Asset Securities (USA) Inc. which, without in any way limiting the foregoing, accepts responsibility (solely for purposes of an within the
meaning of Rule 15a-6 under the SEC Act of 1934) for this report and its dissemination in the United States.

Investments in general and, derivatives, in particular, involve numerous risks, including, inter alia, market risk, counterparty default risk and liquidity risk.
In some cases, securities and other financial instruments may be difficult to value or sell and reliable information about the value or risks related to the
security or financial instrument may be absent. The investment(s) mentioned in this report may not be suitable for all investors and a person receiving or
reading this report should seek advice from a financial adviser regarding the suitability of such investment(s), taking into account the specific investment
objectives, financial situation or particular needs of that person, before making a commitment to purchase any of such investment(s). The suitability of
any particular investment or strategy whether opined on, or referred to in this report or otherwise will depend on a person’s individual circumstances and
objectives and should be confirmed by such person with his advisers independently before adoption or implementation thereof.

This document may not be taken or transmitted into or distributed in Japan, Canada, the People’s Republic of China or other restricted countries.

Copyright September 2011 MASHK Group. All rights reserved.
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