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m Public institutions are established by the government, possessing both a public character and
traits of a business.
o Subsequently, there are various types of public institutions, from those that are relatively
more inclined towards behaving like a private sector enterprise to those that are closer to
being governmental agencies.

e Such characteristics may vary depending on each institution’s roles and financial structure.

m Public institutions fill the needs for overcoming the operational constraints of governmental
agencies, or deliver public services instead of the government. In doing so, public institutions
have been able to lead the recovery from past and present crises such as the financial crisis and
other such crises of the national economy.

e Performs role as the facilitator of economic development, by venturing into fields that private
enterprises find it difficult to penetrate.

e Acts for the public good by being in charge of operating monopoly enterprises.

e The efficient structuring of social overhead capital such as roads, railroads and airports

designed to serve as the basic foundations of national development and industrial development.

m Total of 286 institutions were designated as public institutions in 2011".
e 27 state-owned enterprises, 83 quasi-governmental institutions, 176 non-classified public

institutions.

1) See appendix for further details.
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1. Assets of Public Institutions

m The assets of public institutions have been under a trend of continual increase since 2007

and the size of asset increase is most salient in the case of state-owned enterprises (SOEs)

(assets held by SOEs constitute 2/3 of assets held by all public institutions).

Assets by Type of Public Institutions

2007

sfled public

ernmental

SOEs
267,485,184
(68%)

Total: 397,021,755

2. Sales by Public Institutions

Sales by Type of Public Institutions

2007

ed public

SOEs
77,627,529
(50%)

Total: 156,238,221
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2008

fled public

ernmental

SOEs
309,822,973
(69%)

Total: 449,189,177

2008

d public

SOEs
94,860,136
(51%)

Total: 186,458,214

(Unit: million won)

2009

fled public

overnmental
ns
SOEs 51
351,763,158
(67%)

Total: 523,285,809

(Unit: million won)

2009

d public

SOEs
95,270,777
(47%)

Total: 200,813,452
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m As the charts show, the total sum of sales made by all public institutions is continually

growing and state-owned enterprises contribute to around half of all sales.
3. National Economy and Public Institutions
® The number of executives and employees working in public institutions stands at
approximately 246,000 as of September 2010.

® SOEs are the largest in terms of the average number of employees per institution.

Size of Public Institution Workforce

(Unit: number of people)

Cetiry SOEs Quasii;sgt(i):lirir;r;lsental Non;i;siiiiiejnlzublic Public irizt:;ltions in
Executives 123 280 352 755
Employees 75,044 66,800 104,281 246,125
Total 75,167 67,080 104,633 246,880

* As of September 2010

m The ratio of public institution employees to the economically active population has
continually increased from 0.84% in 2002 to 1.09% in 2008.
e However, following the effects of the personnel downsizing that was stipulated by the

advancement plan, that number has shrunk to less than 1% in 2010.
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Workforce Size in Public Institutions

(Units: thousand people, %)

2002 2003 2004 2005 2006 2007 2008 2009 2010

Personnel in public 191 194 204 244 250 258 262 243 247

institutions

Economicallyactive | ) _co | 25 966 | 23304 | 23526 | 23,773 | 23,993 | 24.032 | 24.063 | 24911
population
Percentage 084 | 084 | 087 | 1.04| 1.05| 1.08| 1.09| 1.01| 099

® The budget for public institutions in 2010 has increased twofold when compared to that in
2002.
e Over five years from 2002 to 2007, it increased by approximately 100 trillion won, but with
the financial crisis in 2008, it increased to 442 trillion won.
» Consequently, the ratio of the budget for public institutions to the GDP has increased

from more-or-less 30% as it had been until 2007 to around 40%, a rise by over 10%.

Budget Size of Public Institutions

(Units: trillion won, %)

2002 2003 2004 2005 2006 2007 2008 2009 2010
Budget 206.2 | 2303 | 246.6 | 269.0 | 299.1 308.4 | 442.0 | 450.1 | 4643
GDP 720.5 767.1 8269 | 865.2 | 908.7 | 975.0 | 1,026.5 | 1,063.1 | 1,063.1
Weight 28.6 30.0 29.8 31.1 329 31.6 43.1 423 43.7

* The data is estimated based on the GDP in 2009 as the GDP in 2010 has yet to be aggregated.
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II . Public Institution Management System

1. Designation of Public Institutions

m Conditions on the designation of public institutions

® The head of the competent agency must nominate institutions eligible for designation as

public institutions and notify the Minister of Strategy and Finance at least one month

before the start of every fiscal year.

e Out of the institutions listed as being eligible for designation as public institutions, the

Minister of Strategy and Finance selects institutions that fulfill the conditions stipulated

by the Act on the Management of Public Institutions and designates them as public

institutions.

Conditions of Designation as Public Institution

Conditions

Examples

Institutions established by legislation with an

Korea Credit Guarantee Fund, Korea

1. . .

Subpara investment by the government Transportation Safety Authority, etc.

The amount of direct or indirect subsidies from . .

Korea Gas Corporation, Korea Racing
Subpara.2 | the government exceeds one half of total .
Authority, etc.
revenue.
0,

The gover.nment owns at .least >0% . Incheon Port Authority, Korea Tourism
Subpara. 3 | shareholding or has practical control with at Oreanization. etc

least 30% and less than 50% shareholding. § T

The government, together with institutions
Subpara. 4 falling under any of subpara. 1-3, owns at least | Korea Electric Power Corporation, Korea

para. 50% shareholding or has practical control with | District Heating Corporation, etc.

at least 30% and less than 50% shareholding.

Institutions falling under any of subpara. 1-4

own at least 50% shareholding or have practical . .
Subpara. 5 control with at least 30% and less than 50% Korail Retail, Korea Southern Power, etc.

shareholding.

Institutions established by a public institution . L .
Subpara. 6 | falling under any of subpara. 1-4 and funded by Korea Electrical Engineering & Science

the government or the parent institution

Research Institute, etc.
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® Procedure for the Designation of Public Institutions

Deliberation and resolution

Notification of the list . . .
e . Consultation with by the Committee for Announcement
of institutions subject . . L
. competent agencies Management of Public of designation
to designation .
Institutions
Heads of competent Consults with the head Newly designates, L
a enciesp of a competent agen desi nat};s b gchan in; LIRS
% () betert agency () & ) Clanging © and Finance announces
— Minister of Strategy on designation the classification or N
. . o the designation
and Finance proposals cancels prior designations

2. Classification of Public Institutions

m Public institutions are classified into three groups by their personnel, asset size, self-generated

revenue, etc.

Classification of Public Institutions

Classification

Classification Criteria

(@D State-owned enterprise

)

e Institutions whose self-generated revenue? accounts for at least

50% of total revenue

- Market-based state-owned enterprise

- Institutions whose self-generating revenue accounts for at
least 85% of total revenue (with a minimum asset size of two
trillion won)

- Quasi-market-based state-owned
enterprise

- State-owned enterprises excluding market-based state-owned
enterprises

@ Quasi-governmental institution

e Public institutions other than state-owned enterprises

- Fund-management-based
quasi-governmental institution

- Institutions that manage (or are commissioned to manage)
funds in accordance with the National Financial Act

- Commissioned-service-based
quasi-governmental institution

+ Quasi-governmental institutions other than fund-managed-
based quasi-governmental institutions

@ Non-classified public institution

e Public institutions excluding state-owned enterprises and
quasi-governmental institutions (176)

2) Self-generated revenue refers to institutional revenue excluding contributions, subsidies and other government financial support
and is calculated after being weighted according to the supply monopoly and mandatory usage per type of revenue.
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3. Public Institution Management and Inspection System
1) Committee for Management of Public Institutions

m The Committee for Management of Public Institutions is working under the jurisdiction
of the Minister of Strategy and Finance in order to efficiently and transparently deliberate

and make decisions on issues regarding the operation of public institutions.

A.Formation and Management of the Committee
® The Committee for Management of Public Institutions (“the committee”) was
established on April, 2007, and has deliberated and resolved managerial agenda.
e The committee is comprised of government members and up to 11 private sector

members.

® The committee shall be convened with 20 or less members including the chairperson
in attendance and the number of private sector members shall constitute the majority
of the members of the meeting.
e As there are currently nine private sector members in the committee, the total

number of members is limited to 17.

m Committee meetings shall be duly formed to open with the presence of a majority of
the members, and shall adopt a resolution with the affirmative vote of a majority of

the members present at the meeting.

B. Roles and Responsibilities of the Committee
m The committee shall resolve and disclose matters regarding the designation of public
institutions, policies for the advancement of public institutions, day-to-day
management of public institutions, appointment and removal of executives of public

institutions and supervision over public institutions.
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Matters Subject to Deliberation and Resolution by the Committee

e Designation of state-owned enterprises, quasi-governmental institutions and non-classified public
institutions, and cancellation and alteration of such designation

e Examination of the establishment of new institutions
e Personnel actions based on a violation of the duty of public disclosure
e Developing plans for the adjustment of the functions of public institutions

e Establishing guidelines on the assistance in the innovating public institutions and examining the level of
institutional innovativeness

o Appointment of executives of state-owned enterprise and quasi-governmental institutions
e Establishing guidelines concerning the remuneration of executives

e Evaluation criteria for the business performance and removal or recommendation of removal of the
executives of institutions with poor performance records

o The operation of the management evaluation team for state-owned enterprises and quasi-governmental
institutions

C. Subcommittees
® Subcommittees, organized under the Committee for Management of Public
Institutions, assist the decision-making process of the committee by conducting
in-depth discussions on relevant agenda items and reporting the discussion results to
the committee.
e There are currently three steering committees and the management evaluation team

under the committee.
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Committee for Management of Public Institution and Subcommittees

The Committee for Management of Public Institutions

Personnel and Remuneration Subcommittee

e Appointment of executives of state-owned
enterprises and quasi-govemmental
institutions

e Removal or recommendation of removal
of non-standing directors and auditors

o Details regarding the remuneration of
executives

Steering Committee on the Advancement of
State-owned enterprises

o Plans for advancement such as
privatization and function adjustment

e Desination of public institutions and the
examination on the establishment of new
institutions

Steering Committee on the Business
Improvement of Public Institutions

e Development of management guidelines
and monitoring of the compliance with
them

e Remediation plans for loose manegement
and monitoring of the implementation status

Management Evaluation Team

e Development of evaluation criteria

e Evaluation of business performance

e Public disclosure of performance information
¢ Customer satisfaction survey
e Develoment, etc. of guidelines for innovation

e Evaluation of the performance of duties of

non-standing directors and auditors
e Removal and recommendation of removal

of the executives of institutions with poor

performance records
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2) Ministry of Strategy and Finance: Public Institutions Policy Bureau

m The Ministry of Strategy and Finance oversees policies regarding the operation of
institutions as stipulated by the Act on the Management of Public Institutions, enacted in
2007, in order to clearly set up the systemic principles and standards in regards to public
institutions.

e Operational guidelines, notification and supervision of institutions
e Supervisory responsibilities such as management evaluation, performance

management, public disclosure, and establishment regulation.
3) Competent Ministries: Industrial Policy Bureau

m Competent ministries oversee policies regarding the enterprises of individual institutions
as administrative institutions charged with the business of state-owned enterprises,
quasi-governmental institutions and non-classified public institutions.

e Business entry/exit permits

* Policies regarding the promotion, market creation, and safety management of relevant

industries.
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Competent Ministries and Public Institutions

Competent Ministries No. of Institutions Competent Ministries No. of Institutions
Ministry of Strategy 3 Ministry of Land, Transport 31
and Finance and Maritime Affairs
M}mstry of Education, 40 Prime Minister’s Office 24
Science and Technology
Ministry of Foreign Affairs and 3 Ministry of Patriots 3
Trade and Veterans Affairs

. . Cultural Heritage
Ministry of Justice 3 Administration of Korea I
Ministry of National Defense 3 Korea Forest Service 1
Ministry of Public Rural Development
L . 4 S 1
Administration and Security Administration
Ministry of Culture, Sports Small & Medium Business
. 33 S 8
and Tourism Administration
Ministry of Food, Agriculture, Korean Intellectual Property
. . 10 4
Forestry and Fisheries Office
Ministry of Knowledge 60 Financial Services Commission 13
Economy
Korea Communications ) Defense Acquisition )
Commission Program Administration
Ministry .Of Heal-th, Welfare 15 Fair Trade Commission 1
and Family Affairs
Ministry of Gender Equality & ) Korea Food & Drug |
Family Administration
Ministry of Unification 1 Korean National Police Agency 1
Ministry of Environment 4 National Emergency 1
Management Agency
Ministry of Employment and 1

Labor
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4. Board of Directors and Audit Committee

1) Board of Directors

m The board of directors shall be comprised of not more than 15 directors including the
institution head.
¢ Of them, non-standing directors must constitute over 1/3 of the total number of

directors.

® [n addition, in market-based state-owned enterprises and quasi-market-based
state-owned enterprises, the asset size of which is not less than two trillion won, the
non-standing senior director” shall become the chairperson of the board of directors; in
other state-owned enterprises and quasi-governmental institutions, the institution head

shall be the chairperson of the board of directors.

m On average, there are 8 to 12 directors, with 6 to 8 non-standing directors

Status of Board of Directors Structure

Total No. of . . Average . .
Category Directors Standing| Non-standing oy Tt o) Standing |Non-standing

SOEs (21) 255 110 145 (56.8%) 12.1 52 6.9
Quasi-governmental 0
Institutions (79) 847 245 602 (71.0%) 10.7 3.1 7.6
Non-classified Public

0,
Institutions (184) 1,523 288 1,235 (81.0%) 8.3 1.6 6.7
Total (284) 2,625 643 1,982 (75.5%) 9.2 2.3 7.0

* As 0f 2010

3) The non-standing senior director shall be appointed by the Minister of Strategy and Finance.
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2) Audit Committee

® Any market-based state-owned enterprise or quasi-market-based state-owned enterprise,
whose asset size is not less than two trillion won, is obligated to establish an audit
committee.
e Active intervention in the deliberation process of the board of directors, to preempt
risks and enhance its role as a restraint to the management body.
e Reflection of objective external perspectives and reasonable decisions made through
majority opinion.

e The Audit Committee is comprised of expert outside directors, which is beneficial to

the enhancement of professionalism in the auditing body.
® The Audit Committee shall be comprised of three or more directors, while a non-
standing director shall be selected as the chairperson, and the committee is obligated to

appoint at least one finance or accounting expert.

® The audit committee should report the results to the board of directors after auditing

business affairs and accounting.
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Status of Audit Committee

Institutions obliged to establish an audit
committee by the Act on the Management
of Public Institutions (14)

Market-based
SOEs(8)

Quasi-market-based
SOEs with assets over

Established in
accordance with
specific laws

(2)

2 trillion won(6)
The Korea Electric Power Corporation, the
Established Korea G.a ° Corp oration, Incheqn The Korea Housing
9) International Airport Corporation, the Guarantee Co,, Ltd (1)
Korea Airports Corporation, Busan Port v
Authority, and Incheon Port Authority (6)
The Korea National Oil Corporation and the Korea. Water Resources
. . . Corporation, the Korea The Korea
Expected to | the Korea District Heating Corporation . . .
Be Railroad Corporation, the | Appraisal
Established | * Change in designation from quasi- Korea Lan.d & Hous1r.1g »the | Boardand the
. Korea Racing Authority, Korea
(7) governmental institutions to
o and the Korea Expressway | Exchange -
market-based institutions (January 2010) .
Corporation (5)
* As 0f 2010

5. Executive Personnel System

1) Executive Structure

m Executives of state-owned enterprises and quasi-governmental institutions will consist of

directors, including the institution head, and inspectors. Directors are divided into

standing and non-standing directors and the number of standing directors will be less

than half of the total number of directors including the institution head.

2) Appointment of Executives

m [n state-owned enterprises, the executive recommendation committee nominates the

institution head candidate, which then passes through the deliberation and resolution of
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the Committee for Management of Public Institutions. This is followed by the competent
minister making a recommendation to the President, who then makes the decision to

appoint the nominee.

m [n quasi-governmental institutions, the executive recommendation committee selects

several recommendations, one of which is then appointed by the competent minister.

m The appointment of executives in non-classified public institutions is provided by

legislation or articles of association.

Appointment Procedure of the Heads of SOEs and
Quasi-governmental Institutions

Category Appointment Procedure of Head*

Executive recommendation committee nomination — Deliberation and resolution
SOEs by the Committee for Management of Public Institutions — Recommendation from
competent minister — Presidential appointment

Quasi-governmental | Executive recommendation committee nomination — Recommendation from
Institutions competent minister — Presidential appointment

* Applicable to large public institutions with over 500 employees and 100 billion won in total revenue.

m The head of a state-owned enterprise with 500 employees or less and less than 100 billion
won in total revenue is appointed by the head of the competent institution out of those
who have been selected by the appointment recommendation board and have passed the
deliberation and resolution process of the Committee on Management of Public

Institutions.
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Authority to Appoint Institution Heads, Directors, and Auditors

Category

SOEs

Quasi-governmental
Institutions

o Large-scale Institutions
Institution Heads

Recommendation by competent minister —

Presidential appointment

Small-scale Institutions

Competent Ministers

Standing Directors

Institution head

. . Minister of Strategy and ..
Non-standing Directors . &Y Competent Ministers
Finance
Auditors o i inister —
- Large-scale Institutions Recc?mme.:ndatlor? by competent minister
Standing Presidential appointment
Auditors Small-scale Institutions Minister of Strategy and Finance

m Simplified appointment procedure as a result of the December 2009 amendment to the

Act on the Management of Public Institutions.

Appointment Procedure for Heads, Directors, and Auditors

Appointment Procedure
ADDO] Committee on
Institution Position IPPOTIEIEL Management of Public
Recommendation Board LG . .
(Nomination) Institutions (Deliberation
and Resolution)
Institution Heads @) 0
Standing directors X X
SOEs Auditors/Standing 0 0
Auditors
Non-standing Directors @) 0
Institution Heads @) X
Standing Directors X X
. Auditors/Standing
Quasl-ggver.nmental Auditors O O
mstitutions
VAN
Non-standing Directors | (Small-scale institutions X

are exempt)
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3) Tenure of Executives

m The tenure of an institution head is three years, while it is two years for standing directors,

non-standing directors and auditors.

Tenure Policy for Executives

Category Past Present

Initial tenure of 3 years + Consecutive
appointment on a yearly basis

(After consideration of management
evaluation results)

Institution Heads
The term of 3 years is guaranteed
but consecutive appointment is
virtually restricted

Initial tenure of 3 years + Consecutive
Directors / Auditors appointment on an yearly basis
(After consideration of job evaluation results)

4) Duties of Executives

m [nstitution heads represent state-owned enterprises or quasi-governmental institutions
and oversee their business, while being accountable for their institution’s operational

performance during their terms of office.

m Directors shall deliberate on agendas submitted to the board of directors and participate

in the resolution process.
m Auditors will inspect the work and accounts of state-owned enterprises and

quasi-governmental institutions as according to auditory standards and submit their

opinions to the board of directors.
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6. Budget and Accounting System

1) Accounting Principles

m State-owned enterprises and quasi-governmental institutions apply accrual-based
accounting.
¢ The detailed accounting criteria shall conform to the “Rules for Accounting Affairs of
State-owned Enterprises and Quasi-governmental Institutions,”and shall be applied
beginning with the settlement of budgets for the following year when a state-owned
enterprise or a quasi-governmental institution is designated, and accounts for the year

of designation.

2) Compilation and Evaluation of the Budget

m A draft budget of each public institution for the following fiscal year shall separately
compile its general provisions, the estimated income statement, the estimated balance
sheet, and the financial plan in accordance with the guidelines for budget compilation of
state-owned enterprises and quasi-governmental institutions, and shall be finalized by
resolution of the board of directors no later than the beginning of the following fiscal year
before being reported to the Ministry of Strategy and Finance, the competent agency and
the Board of Audit and Inspection.
® When the budget is finalized, a management plan shall be finalized through the

resolution of the board of directors, and the state-owned enterprise or quasi-
governmental institution shall submit this plan to the Minister of Strategy and Finance

and the head of the competent agency within two months after the budget is finalized.

3) Settlement of Accounts

m Every state-owned enterprise or quasi-governmental institution shall prepare statements

on account settlement at the end of each fiscal year, and select an accounting firm to
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conduct an external audit.

o All state-owned enterprises and quasi-governmental institutions shall submit a
financial statement including the opinion of an external accounting auditor and
accompanying documents to the Minister of Strategy and Finance and the head of the
competent agency, respectively, no later than the last day of February of the following
year, and shall finalize the settlement of accounts by obtaining approval no later than
the last day of March.

e The finalized statements on the settlement of accounts shall be submitted to the Board
of Audit and Inspection and the Board shall inspect the statements and submit the
results thereof to the Minister of Strategy and Finance by no later than July 31. The
Minister shall report the statement of accounts to the State Council and submit them to

the National Assembly by no later than August 20.
7. Public Disclosure
1) ALIO: Public Disclosure System

® The public disclosure system is designed to publicly disclose information regarding the
management of public institutions, the number of personnel, and the financial conditions
with a view to establishing a public monitoring system and, ultimately, to improving their
management efficiency.

m Any public institution shall disclose its management information on its official website
and publish the same set of information on the public disclosure system, ALIO(All public
Information In One, www.alio.go.kr).

2) Guidelines for Public Disclosure

m A total of 33 items are grouped into five categories as follows.
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Public Disclosure Items

Categories Items

I . General status 1. General status

2. Number of employees

3. Status of executives

4. New employment

5. Annual salary of executives

6. Average monthly salary of employees

7. Business expenses spent by institution head
8. Welfare expenses

9. Details of executive business trips overseas
10. Status regarding labor unions

11. Rule of employment

I . Operation of Institution

12. Condensed balance sheet

13. Condensed income statement

14. Revenue and expenditure

15. Core projects

II. Management performance and | 16. Details of investment execution
core projects 17. Capital and shareholders

18. Short and long term borrowings

19. Investment and contribution

20. Annual endowments and grants

21. Management overhead costs

22. Feedback from the National Assembly

23. Feedback from the Board of Audit and Inspection/competent
ministries

24. Results of management performance evaluation

25. Feedback in management performance evaluation

26. Results of customer satisfaction surveys

27. Results of auditor’s job performance evaluation

28. Minutes of directors’ meeting, results of internal audit

V. Internal and external evaluation

29. Examples of management innovation
30. Employment information

V. Announcement 31. Bidding information

32. Research report

33. Other information

* From April 2011, the corporate tax payment of public institutions and the employment status in non-metropolitan areas will also be dis-
closed to the public.
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- Standard tax payment, calculated tax amount, deducted or exempted tax amount,
value-added tax, settled tax amount and other such corporate tax information and
results of tax investigations.

- Employment information regarding women, disabled persons, talented individuals

from the fields of natural sciences and engineering, and regional talents.

m Disclosure items are classified into those for regular periodic disclosure and continuous
disclosure.
e Items for regular periodic disclosure are used to publish related materials regularly at a
certain time-the end of a year or quarter.
- Information on an institution’s organizational structure, personnel, financial records,
or annual salary of employees
e Items for continuous disclosure refer to items whose related information is generated
on an irregular basis and need to be disclosed to the public, and shall be posted within
14 days from their generation.
- Feedback from independent institutions, minutes of directors’ meetings, information

on employment or bidding
3) Operation of Public Disclosure System

A.Revision of the Standard and Manual for Public Disclosure
m After the inspection of the disclosure system and disclosure of the previous year at the
beginning of each year, its revision is deemed necessary by request of the National
Assembly. In such cases, a new standard for disclosure is formulated through

deliberation and resolution by the Committee for Management of Public Institutions.

B. Periodic Disclosure of Public Institution Information
m Before the end of April when the periodic information is disclosed, a briefing session is
provided on public institutions to explain the consolidated disclosure for public
institutions and the public institutions newly designated in that year are directed to

produce the consolidated disclosure.
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® An institution designated as a public institution shall disclose its management
information such as the financial status of the recent five years during the periodic

disclosure every year.

C. Examination and Confirmation of Disclosure
® [n order to ensure the accountability and accuracy of the information disclosed every
year, the Ministry of Strategy and Finance checks and confirms them.
e It imposes penalties for any unfaithful disclosure in accordance with the penalty
criteria and carries out ex post measures after deliberation and resolution by the

Committee for Management of Public Institutions.

4) Penalties for Unfaithful Disclosure

m [n order to ensure the credibility and accuracy of the disclosure items, if a public
institution fails to perform its duty of disclosure in good faith, or publishes false
information, the Minister of Strategy and Finance may issue an order for correction and

the necessary personnel disposition against the person responsible for the incident.

m Unfaithful disclosure by a public institution is classified into three categories: (1)
nonconformance with disclosure occurs when an institution fails to disclose material that
is supposed to be disclosed or discloses information past the prescribed time of
disclosure; (2) false disclosure occurs when an institution discloses false information and
the violation is discovered by an external agency; and (3) disclosure correction is the case
where an institution identifies and corrects the information it has incorrectly disclosed.

Penalty is imposed depending on the type of unfaithful disclosure.
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8. Management Evaluation System
1) Objectives of Management Evaluation System

m Evaluating performance of public institutions can be characterized as a cyclical process in
which the annual performance of public institutions is objectively assessed based upon
performance indicators. Performance-based benefits, derived from the evaluation results,
are distributed while the results are also reflected onto successive business plans.

* Enhancement of management efficiency and provision of accountability and
motivation for goal achievement

e Setting clear targets and effective control of principal-agent problems

e Introduction of competition and pressure to stimulate management innovation

e Improvements of management based on feedback from evaluation results

e Improvement of management transparency of public institutions
2) Types of Management Evaluation

A.Revision of the Standard and Manual for Public Disclosure
m Aimed at ensuring accountable management through external assessment on their

achievements, and at utilizing them for management improvement,

m Aimed at establishing an accountable management system and enhancing
management rationalization and transparency of institutions.
e The overall performance of state-owned enterprises and quasi-governmental

institutions is placed under annual assessment.

B. Performance Evaluation of Management Plan Executed by Institution Head
m A systematic evaluation of each institution head’s efforts and actual performance in

carrying out the management plan is intended to inspect the role, efforts, and capacity

of the institutional leadership.
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e Provision of reasonable management guidelines for an institution head

® The evaluation subject is the implementation record of a management plan
formulated by the head of each institution across state-owned enterprises,
quasi-governmental institutions and non-classified public institutions designated by

the Minister of Strategy and Finance.

C. Performance Evaluation of Autonomous Management Plan
m A tailored management system which grants institution heads autonomy and holds
them responsible in close alignment with business performance

e To institutionalize this system, “a pilot program designed to expand autonomous
management rights in public institutions” is drafted.

e Since 2010, the government has been conducting the pilot program for expanding
public institutions’ management autonomy in some select institutions. (Institutions
selected for the 2010 pilot project: the Incheon International Airport Corporation,
the Industrial Bank of Korea, the Korea Gas Corporation, and the Korea District

Heating Corporation)
3) Performance Evaluation Indicators
m The evaluation for management performance on state-owned enterprises and quasi-

governmental institutions is composed of 28 indicators across three categories: leadership

& strategy, management system, business performance.
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Categories and Indicators of the Evaluation System for Public Institutions

Category Main Contents Main Indicators
- Executive leadership
. Whether business drivers, including - Internal supervisory system including board
Leadership & | . . . . . .
Strategies vision, goals, strategies, and leadership, of directors and auditors
are properly set up and implemented. - Vision & development of strategies, plans in
pursuit of major business activities
e - Major business activities
Whether the institution has a system that jor bus .
M . . . » Organization, personnel, remuneration,
anagement | improves the efficiency of business . .
e o o financial management, rational labor-
System activities and utilizes organizational .
. management relations, performance
resources effectively.
management system, etc.
- Major business performance
Whether management performance, ) 58 et )
M . . . . - Customer satisfaction, labor & capital
anagement | including major business performance, o
2. e productivity, management of personnel and
Performance | productivity, customer satisfaction, is

properly produced.

overhead expenses, result of financial
budget, etc.

m The performance evaluation based on management plans formulated by institution heads

adopts 11 indicators across three categories, such as leadership, advancement of public

institutions, and their original tasks; and in terms of weight allotted to each category, 20

percent goes to leadership, 40 percent to advancement of public institutions, and 40

percent to their own tasks.
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Categories and Indicators of the Evaluation System for Institution Heads

Advancement of public

Catego Leadershi A Institutions’ original tasks
gory b mnstitutions &
Weight
20 40 40
(%)
- Reasonable alignment .
shme - Selection of a couple of
between remuneration and R
tasks by institution
performance management .
(allotment of weight by
, , (10/13)
- Selection of major . sector)
. . - Personnel and functional .
impending tasks and L . - 5 evaluation indicators by
. coordination and efficiency
. reasonable establishment . sector
Evaluation in other areas (10/13) . .
.. of management plans (10) . - Validity in setting of
indicators . - Improvement in labor L
- Guarantee of sustainability . performance indicators
. management relations . )
and communicative efforts (10/14) - Efficiency in
(10) . . implementing business
- Rationalization in the con- goals

tent of collective agree-
ments and efforts to
improve them (10/-)

- Accomplishment of
performance targets

* 13-14 indicates weight applied to institutions without labor unions

4) Evaluation System and Procedures

m Delivery of the management performance evaluation manual (Ministry of Strategy and

Finance, Dec. 2010) — Formation of a management evaluation team (Feb.2011) —

Execution of the management evaluation (Mar. to May, 2011) — Deliberation and

resolution of Committee for Management of Public Institutions confirmed (by late May

2011)

m Starting from the management evaluation in 2012, the existing public institution

evaluation and the institution head evaluation system will be merged, with less and

simplified indicators.
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II. Public Institution Advancement Policy
1. Summary of Public Institution Advancement Policy
1) Backgrounds

m Despite contributions to the national economy, public institutions have been continually
criticized for issues such as low productivity, excessive salaries and employee benefits.
e Principal-agent issues rising from hierarchical chain of command from the public to
the government to public institutions.
e Guaranteed monopoly or business permits as an inherent result of the business

structure.

m In order to resolve the principal-agent problem, the measures of reforming the internal
and external governance structures and intensifying management evaluation have been
taken. To further promote the advancement of public institutions by enhancing
management efficiency, etc., institutions with overlapping mandates will be merged or

disintegrated and absorbed into another, or have their functions adjusted.
2) Objectives

m The policy of public institution advancement highlights the government’s declared
intention to place public institutions on the most efficient direction in relation to the

national economy.
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Principles of Public Institution Advancement Policy

Principle Key Content
. - Continual downsizing of the scale of the public sector.
Small Government, Big . . . o .. .
Market - Adjustment of the public sector role in areas where it is in competition with the
private sector.
Enhancement of Public | - Provision of high-quality service
Benefits - Reduction of taxpayer burden through downsizing of government support
Minimization of Social | Electricit).r, gas, water and health insurance to be exempt from privatization.
Cost - Best possible guarantee of stable employment
- Continuation of innovation city projects.

Developing and . - . .

pmg . - Collection of opinions from all sections of society through open forums, etc.
Promoting the Tailored . . 7 . .

. - The establishment of the most equitable plans after taking into consideration the
Plans of Individual . i Lo
. o public nature and the competitiveness of each public institution.

Public Institutions

3) Steps for the Advancement of Public Institutions

® The Committee for the Advancement shall inspect the provision and progress status of
advancement plans, effectively supporting the Committee on Management of Public

Institutions.

m The Advisory Panel on the Advancement (mainly comprised of non-governmental
experts from the fields of academics, media, etc.) shall aim to collect opinions regarding

advancement from experts of fields such as energy, SOC, industry and culture.

m An Office of Public Institution Advancement shall be established as a separate body to
each government ministry and shall comprehensively and efficiently support the
promotion of advancement plans as set by competent ministers by providing promotion

plans for the institution under its jurisdiction.
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® An Advancement Team shall promote the advancement plans as established by each

institution

Advancement System

Committee on Management of Public Institutions

Committee for the Advisory Panel on the
Advancement Advancement
Office of Public Institution
Advancement
(Each Government Ministry)
Advancement Team
(Each Public Institution)
Committee
Each Committee Each Committee on
Government for the Government for the Management
Ministry Advancement Ministry Advancement of Public
Institutions
- Opinion Deliberation Resolution
. Provision of . and .
Preparation of Gathering . and Decision
Draft + + | Adjustment of
Items (Open of Plans per
Proposal Plans per o
Forums, etc.) Lo Institution
Institution
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2. Directions of Public Institution Advancement Policy

1) Structural Transformation (Hardware)

Settlement
Privatization of Government Mergers and

Personnel Function
Downsizing Adjustment

4 iti
(24) Investments Abolition (41) (129) (20)

(131)

2) Managerial Innovation (Software)

o Advancement .
Reorganization Employee Evaluation and

of Labor .
Disclosure System
Management
Reform

Relations

of Remuneration Benefits System
System Reform

4) Number of applicable institutions is indicated in bracket.
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Outcomes of Structural (Hardware) Transformation of the Advancement

a ) 2009 targets (9): 3 sold, 3 listed, 5 sales announced.
Privatization |— 24 |- 2010 targets (8): satisfactory progress, including 7 sales announced
Y ) * Postponement of privatization until 2015 (Korea Housing Guarantee)
- )
Seillsnenlof Of 131 total target institutions, 58 completely settled (shares sold: 51,
Government —{ 131 . .
settlement cancelled: 5, merged: 2), remaining 73 announced to be sold, etc.
Y Investments )

Mergers: Korea Land & Housing Corporation and all 36 target institutions
Mergers 41 — complete.
Liquidation: five target institutions complete.

Personnel 129 22,000 reduced (17,500 — 15,300, A12.7%) Remaining excess personnel to
Downsizing be adjusted gradually by 2012.

Of 20 target institutions, the function adjustment of 12 institutions complete.
(R&D function transfer: 4, mid-tern overseas marketing support

20 | centralization: 3, centralized collection for the Four Social Insurances: 3, core
function enhancement and non-core function downsizing: 2)

Remaining 8 institutions scheduled for completion in 2011/2012

Function
Adjustment
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Outcomes of Managerial Innovation (Software) of the Advancement

Remuneration System Reorganization

+ Downward adjustment of base salaries for institution heads and auditors

+ Reduction in starting salaries for university graduates across 252 public institutions
(average 28.71 million won — average 24.31 million won, A 15.3%)

« Salaries for existing employees at financial public institutions (of which there are 10) such as the NFFC,
KDB, IBK to face cuts of over A5%

* Promotion of a performance-based salary system (Proposal, June 2010)
- The recommended ratio of performance-based salary to total annual salary is 20% to 30%.

Employee Benefits Program Reform

+ Abolition of budget support for expenses used for family occasions of employees.

+ Downward adjustment of contributions to internal welfare funds (contribution rate classified into ranks
according to accumulated sum per person)
- Over 20 million won: 0%, 5-20 million won: 2%, below 5 million won: 5%

+ Limits on contributions as governmental financial support as opposed to self-help efforts, and contributions
based on revenue from selling idle properties.

* Non-repayable grants for children’s tuition fees to be switched to a loan, housing loan rates to be raised to
market levels.

Labor-management Relations Advancement

* Reform of unreasonable solidarity clauses
- Deletion of clauses allowing violation of personnel and management rights, reform of support for
excessive labor union activities, alleviation of excessive employee benefits
+ Disclosure of items relating to labor-management relations (contents of collective agreements, etc.) made
compulsory in the management publication.
« Introduction of time off in lieu policy
« Institution head evaluations to include a section pertaining to labor-management relations advancement.

Reform of Management Evaluation and Disclosure System

« Simplification of management evaluation to alleviate the pressure on institutions.
- Simplification of evaluative indicators to emphasize core indicators (evaluative indicators decreased from
30 in 2008 to 27 in 2009)
+ Shortening of management evaluation period and expansion of items for disclosure.
- Items for disclosure (27 in 2008 to 33 in 2009)
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3. Roles of Public Institutions in Overcoming the Financial Crisis
1) Industrial Support through Policy Lending Programs

m Expansion of the guarantee scale through the large-scale procurement of guarantee funds
and stable guarantee management.
e Alleviate risks of mature redemptions facing SMEs by extending expiry dates of all
existing guarantees.
e Temporarily ease guarantee grant procedures to reflect the industrial landscape

changed by the economic crisis.

m Provision of a special guarantee program as a preventative measure against the collapse of
the bond market and the risk of large corporations declaring bankruptcy after the
financial crisis.

e Implementation of a system of fluid corporate guarantee, aimed at reinforcing credit
ratings, as well as a bond market stabilization fund, in order to support the smooth
issuance of conversions such as corporate bonds.

e Provision of a special guarantee system aimed at procuring capital for banks, thus
improving the BIS ratio of banks, supporting SMEs and expanding support for

corporate restructuring.

m Special liquidity support program aimed at resolving the problem of SMEs lacking
capital, caused by the global financial crisis.
e Introduction of a guarantee support system to provide SMEs facing a temporary lack of
liquidity with urgent liquidity support.
e Support in the form of ‘raw materials purchase special guarantee’ in order to resolve the

raw materials shortage
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2) Early Budget Execution

® [n order to overcome the global economic and financial crisis of 2008 and to stabilize the

public livelihood, the finances of public institutions will be executed early, with the

desired effect of raising the growth rate of the first half of the year by 0.15% - 0.2%.

2009 Bud Execution Performance

(Unit: trillion won, %, aggregate sum)

End of June 2009 Annual Progress Rate
2009 Actual Execution
Catego
gory Planned (A) Pla(lll;)led Performance Rate Iur(1ce:. /12809 June 2008
© (C/B)
Total 257.7 156.1 167.1 107.0 64.8 49.5
Budget 170.1 102.5 110.9 108.2 65.2 50.2
Funds 30.5 19.0 17.9 94.0 58.6 44.9
il 57.1 346 38.3 110.7 67.1 50.4
Institutions
*50.4
2010 Budget Execution Performance
(Units : trillion won, %, aggregate sum)
End of June 2010, End of June 2010,
2010 Planned Actual Performance
Category Executed
Scale Monetary Progress Monetary Execution Progress
Sum Rate Sum Rate Rate
Total 271.3 162.9 60.0 165.4 101.6 61.0
Budget 175.1 105.7 60.4 109.3 103.4 62.4
Funds 31.3 17.8 56.8 18.2 102.2 58.1
Public 64.9 39.3 60.6 38.0 96.4 58.6
Institutions
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3) Stabilization of Public Utility Charges

m Effects such as restraining inflation by reining in rising electricity and gas charges,
supporting low-income households, restraining factors threatening to increase
production costs for enterprises that may be facing difficulties in the wake of the global

€CcoNnomic crisis.

m The 2008 increase in public utility charges was recorded at 2.4%, lower than overall

consumer prices and the 2009 increase was recorded at 1.9%, the lowest since 2002.

Public Utility Charges Increase Rate

(Unit: year-on-year % change)

Category 2007 2008 2009 2010
Consumer Price Index 2.5 4.7 2.8 2.9
Public Utility Charges 3.1 24 1.9 1.2
- Electricity Charges 0.4 0 0 0.8

* Sources: National Statistical Office, Consumer Price Trends.

4) Job Creation and Stabilization of Low-income Household Livelihoods

m Expansion of job sharing’ by lowering starting salaries of university graduates employed

by public institutions.

m Continuation of the Public Institution Youth Internship Program, in effect since the end
of 2008, through to 2011, thereby aiming to provide youths with work and an
opportunity to enhance their employability in the current situation of the stagnant labor

market.

m Provision of employment consultation and information by hosting a public institution

job fair.
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4. Creation of Research Center for State-Owned Entities(SOEs)

m Research Center for SOEs has been established in Korea Institute of Public Finance on
January 27,2010 for the purpose of improving national economic growth through intensive
specialized research studies for advancement of SOEs-related public policies and relevant

performance evaluation processes.

m The Center is in the process of conducting various research studies including analysis on
SOES’ corporate governance structure, contribution towards national GDP and performance
evaluation system in both domestic and international scope. Its successful researches will
support advancement of Korean SOEs in cooperation with world-wide experts and

international institutions.

m QOverall, the Center is to achieve both enhancement of management efficiency and
improvement of performance evaluation systems of SOEs through systematic policy studies

for legitimate reform plan.

m The visions of the Center can be summarized as follows.
e To support resolution of national challenges and advancement of SOEs
e To provide tools for revision of current SOEs policies and further future development
e To develop sustainable management policy to improve efficiency and productivity of SOEs

operations

® The main areas of studies are:
» Corporate governance of SOEs
- Research on SOE-related policies including privatization and reformation
- Accumulation of domestic and international database
- Studies for improvement of management reporting system
e Improvement of performance evaluation system of SOEs

- Development of core performance indicators and overall evaluation processes
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- Active utilization of feedbacks from past evaluation results
e Training and consulting
- Develop programs for improving productivity
- Consulting services provided to underperformed SOEs
® Domestic and international networking
- Regular forums with experts, public officials and professionals in fields related to SOEs,
operating brain pool system
- Network with the international organizations such as OECD, hosting international

symposium

Vision of Research Center for SOEs

Excellent Research Center for State-Owned Entities Serving the Nation

Improving the quality and applicability of research

Systematic research on public Successful Reform of evalua- Support towards
policy tion system management efficiency

Q Development of human @ Establishment of efficient (v Enrichment of domestic and
resources research and support system 4) international research networks

Environmental factors

+ Growing emphasis on public policies promptly responding to recent global financial crisis

* Legitimate adjustments to public policies effectively resolving problems related to current
economic downturn such as undergrowth, intensified global competition, deteriorating
labor market

* Increased demand on customized management system respecting the different
characteristics and roles of individual SOEs
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