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1. KOGAS Corporate Profile

» Established in Aug. 1983, pursuant to “Korea Gas Corporation Act”
> Listed on Korea Stock Exchange in Dec. 1999

» Governmental entity holds 54.6% of KOGAS shares
— Korean Government(26.15%), KEPCO(20.47%), Local Government(7.94%)

Business Scope of KOGAS

M Sy

otructio Operétion o Natural Gas Wholesale
LNG Storage Tanks and
Transmission Network
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2. Overseas Projects

» KOGAS'’ Overseas Projects (Including E&P Projects)

Canada Umiak @
Canada Unconventional Gas @ Uzbekistan CNG/Cvlinder
Canada Cordova .‘ LNG Canada Uzbekistan Uzunkui ... Uzbekistan Surgﬁy
Iraq Zubair
Pr us @ Iraq EPC Pipeline
aq Akk & Iraq Badrah
Irag Mansuriyah @
i @® Mexico Manzanillo @ Qatar RasGas
@ Exploration (5) Yemen YLNG @ ® East Timor
@ Development/ Indonesia Senoro Gas Field .. Indonesia
Production (10) Indonesia Krueng Mane @ DSLNG
: Mozambique Area 4 @
@ LNG Fizirctid) % Mozambique City Gas ® @ Australia GLNG
@ Others (4) Australia Prelude FLNG
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3. Organization & Corporate Governance

+ Company Organization

Board of
Directors

‘ ‘ Audit
_ _ Committee
Sr. Executive Sr. Executive
Vice President Vice President
| | | | | | | | |
Corporate Support LNG Procur(_ament Resources LN_G Trunk Line R&D
Planning T & Marketing Development Terminal L o
e Division L oL L Division Division
Division Division Division Division

+ Corporate Governance

» CEO, standing auditor and non-standing directors are appointed by the government
- Standing directors are appointed by CEO
- Every board members are appointed after passing the general meeting

» Non-standing directors are majority in the board

» Annual audit by National Assembly & Regular audit by Board of Audit and Inspection

» Annual performance evaluation by the Government under the Act on the Management
of Public Institutions

KOGEIS Better Energy, Better World
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4. Financial Status

+ Income Statement

(billion KRW)
Description FY 2013 FY 2012
Sales 38,063 35,031
Operating profit 1,488 1,267
Net profit A204 362
* Net loss in 2013 : Mainly because of impairment loss on overseas gas fields
+ Balance Sheet
(billion KRW)
Description As of Dec 2013 As of Dec 2012
Asset 43,666 40,622
Liabilities 34,734 32,253
Shareholder’s Equity 8,933 8,369
Debt to Equity Ratio 389% 385%

KOGaS Better Energy, Better World
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@ Natural Gas Industry In Korea )

Industry Structure
Demand Growth

LNG Sources - Diversification

Infrastructure

o > 0 PR

Balancing Demand and Supply
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1. Industry Structure

_ Residential |
City Gas

(31 Retailers)

Commerciall

—————————————————————————————————————————————

—>  Wholesaler
(KOGAS)

Direct Importer
(For self
consumption)

- Competitive

sectors

Industrial

) S ——

* Existing direct importers : POSCO, SK E&S, GS Caltex

‘ KOGaS Better Energy, Better World
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2. Demand Growth

45 - AAGR(‘90~’13) £ 13.204 (million LNG tons)
40 - - Power : 11.3% 40.1

- Residential : 16.5%

- Industrial : 21.7%

30 | - Commercial : 12.3%
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3. LNG Sources - Diversification

+ KOGAS has 16 L-T and 3 M-T contracts in 10 countries

> LNG sources are diversified to enhance security of supply
- 99% of Natural Gas is imported in the form of LNG
- Natural gas is main heating source in the residential area in winter
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4. Infrastructure

+ Receiving Terminals & Storage Tanks

> KOGAS (thousand LNG Tons) Seoul
Receivin \[o} .
Termina?J Toles | S-S CETEET] Incheon
Pyeongtaek(1986) 23 1,525 )
Incheon(1996) 20 1,308
Tongyeong (2002) 17 1,190
Samcheok(2016) 12 1,185

Total Capacity 60+12 4,023+ 1,185=5,208

> Direct Importers

Receiving No. Sub-Total Remark
Terminal Tanks Capacity
Gwangyang 4 241 POSCO
GS Energy
Boryeong(2017) 3 272 SK E&S . 08
Total Capacity 4+3 241+272 =513 0 ® Tongyeong

Gwangyang

+ Transmission Network (KOGAS Pipeline)

> 4,108km (as of July 2014), 838km under construction
- Distribution network : 31 city gas retailers (local monopoly)

,\ KOGaS Better Energy, Better World
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5. Balancing Supply & Demand (1/2)

+ Demand Forecast by the Government

(January "14)

2"d National Energy Basic Plan

11th L-T Natural Gas Forecast
(April ’13, every 2 years)

(MTOE)

2012 2025 2030 2035
Coal 80.9(29.1) |100.2(28.3)|107.7(29.1) | 112.4(29.7)
Oil 106.1(38.2)[111.0(31.3) |107.1(29.0)|101.5(26.9)
LNG 50.2(18.1) | 64.8(18.3) | 69.8(18.9) | 73.3(19.4)
Nuclear |31.7(11.4) | 59.6(16.8) | 65.3(17.7) | 70.0(18.5)
Renewable| 8.7(3.1) | 18.5(5.3) | 19.9(5.4) | 20.8(5.5)

\

\

(thousand Tons)

* Ambiguous demand control target for each energy

» Demand control target

» Power mix (coal)

2015 2020 2027
City gas 22,156 25,952 29,943
Power 17,611 8,018 7,756
Total 39,767 33,970 37,699
o
(1\':7

12th L-T Natural Gas Forecast
(To be released at the end of 2014)

= Under L-T forecast, KOGAS concludes L-T contracts

,\ KOGaS Better Energy, Better World




5.4 T gr
+ LNGIRERE#RfMHIEAES D
> RARRAEBRERAKOBEERI BRSO GRATREHL

> AR EHRBLIRBERBAS TRARXEREER - HHEEERE
BlEAAEZERE

(Unilit : Ton) ﬁé Ri‘ﬁs\: VS % "f"ﬁf\:

$M | meEE
3,000,000 #—&V//—%
thqﬁg:;?“L*#F

== Introduced Volume == Demand

KOGaS Better Energy, Better World




5. Balancing Supply & Demand (2/2)

+ Spot Purchase as Supplement for Deficient Supply Volume

» The gap between actual demand and supply from L-T contract is supplemented
by spot purchase

» Dependency on spot purchases has been raised because of winter-oriented
demand, limitation on storage capacity, and underestimated demand forecast

Procurement Pattern vs. Demand Pattern
[Unit : Ton)

xm L
3,000,000 k—%
———

Jul Aug . Sep . Ot I Mow . Dec . Jan Feb . Mar . Apr . May . Jun

== Introduced Volume == Demand
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@ Competition Policy & Direct Impor’J

1. Competition Policy

2. Direct Import

3. Third Party Accessrhkwk
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1. Competition Policy (1/2)

+ History of Competition Policy in Korea

Gas Industry Restructuring Plan —

1999 Split KOGAS into 3 companies
Privatize 2 of them

Public Institute Advancement Plan —

2008 Introduce new wholesalers
for power generation use

Amendment of City Gas Act )

2013 Allow direct importers to sell gas to third parties
(Indirect attempt to introduce competition)

= Reason for disposal of competition policy bills

Disposed in 2004
Due to termination of
National Assembly

Disposed in 2012
Due to termination of
National Assembly

Disposed in 2014
Not included in the final
revised bill

National Assembly failed to pass the bills within the period, due to continuous
controversy on gas rate increase and instability of supply and demand

KOGEIS Better Energy, Better World
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1. Competition Policy (2/2)

+ Controversy on Competition Policy in Korea

LNG Lower ¢ > Weaken
Procurement Cost Procurement Cost Buying Power
No Impact on Increase
Gas Rates Residential Rates ¢ > Residential Rates

: Lower Direct Importer’s
Electric Rates Electric Rates < > Profit
Supply and : Instability of Supply
Demand MR [RUEEn: < > and Demand
: No Oligopoly Oligopoly by
Oligopoly Problem < > Major Companies

KOGEIS Better Energy, Better World
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2. Direct Import (1/2)

+ History of Direct Import

» 1995 : Introduction of natural gas direct import for self consumption
» 1998 : Approval — Report
» 2013 : Relaxed storage capacity requirement (Removed threshold of 100,000kl)

+ Use of Direct Import

» Self consumption only (cannot resell to domestic third party)
» Power and industrial use only

» New demand only (stability of supply and demand)

+ Requirement for storage capacity

» (Wholesaler) Equivalent to 30 days volume of annual domestic sales plan

» (Direct Importer) Equivalent to 30 days volume of its annual consumption plan

,\ KOGaS Better Energy, Better World




2. B it (2/2)

v HE#np
>IBEBEUHRFEDE (¥ =+ *FLNG)
POSCO
SK E&S* 50 540 800 850 800
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2. Direct Import (2/2)

+ Direct Importers

» Annual imports by 3 existing direct importers
(thousand Tons)

Direct Importer m-mnm

POSCO
SK E&S* 50 540 800 850 800
GS Caltex - - 60 360 20
Sum 330 1110 1370 1840 1430

* former K-Power

» KOGAS'’ market share will continue to decrease (mainly in power generation sector)
* KOGAS market share in power generation sector : 95%('13) — 91%('15) — ?

» Direct importers depend on global market conditions (LNG Price)

» KOMIPO(subsidiary of KEPCO) and several IPPs are interested in direct import

KOGaS Better Energy, Better World
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3. Third Party Access

+ History of Third Party Access in Korea

» 2007 : Introduction of R-TPA for wholesaler’s pipeline

* Wholesaler shall offer direct importers to use gas pipeline facilities within the

extent of facility capacity (City Gas Act, Article 39-6)

> 2009 : Enactment of Third Party Access Code for Transmission Network

+ R-TPA for wholesaler’s pipeline, N-TPA for the rest

Facility owner LNG terminal Transmission Network Distribution Network

KOGAS Negotiated TPA Regulated TPA -

Others Negotiated TPA - Negotiated TPA

,\ KOGaS Better Energy, Better World
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@ Managerial Empowerment of KOGAQ

Government Regulation

Managerial Empowerment
Import Contract

Tariff System

o~ 0 DhPR

Limitations of Public Enterprise
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1. Government Regulation

Reguleierny |- Ol el .Of Details Methods of Regulation
Agency Regulation

* <Act on the Management of

Ministry of » Appointment of CEO, auditor Public Institutions>
Strategy and Corporate and non-standing director » Annual performance
Finance governance e« Operation of organization evaluation
(MOSF) * Personnel management » Government management
guide
Ministry of * Balancing supply and demand
Trade, Ngtural 985 . Direct import » <City Gas Act>
industry, : .
Industry & : . * Procurement contracts * Prior consultation and/or
Business In
Energy eneral * Resources development(E&P) approval
(MOTIE) g » Safety management

» National Assembly : Annual audit

» Board of Audit and Inspection : Regular audit

) KOGaS Better Energy, Better World

s KOREA GAS CORPORATION
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2. Managerial Empowerment (1/2)

T

* Decision making : KOGAS(Board of Directors, General Meeting)

Basic
S « Government : Management guide, Performance evaluation
rinciple
* Post-audit : National Assembly, Board of Audit and Inspection
_ : » KOGAS establish/execute budget independently (consult with the Government)
udget an
« Settlement of account confirmed in Board of Directors, General Meeting
Settlement
— Approved by the Government
et » KOGAS is responsible for its profit and loss(separated from National Treasury)
rofit an
. * Profit — Distributed to stockholders, Capitalized
0SS

* Investment to subsidiaries is included in KOGAS’ account, according to IFRS

,\ KOGEIS Better Energy, Better World
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2. Managerial Empowerment (2/2)

T

* Number of employees : Prior approval by the Government

Organization o _
» Organization, HR management, Wages : Management guide by the Government

and HR

« Strictly controlled by performance evaluation by the Government

* KOGAS establish annual operation plans independently
(consult with the Government)

Operation : : e

* Large-scale investment, Establishment of subsidiary : Needs approval

* MOTIE supervises KOGAS’ operations of business

. « Strictly controlled (Approval by MOTIE and MOSF)
ari

» Material cost — Approved quarterly / Supply cost — Approved annually

) KOGEIS Better Energy, Better World
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3. Import Contract

+ Wholesaler : Prior approval of government

» To conclude an LNG import contract & transportation contract

» In case of major changes (include price review) on approved contract

+ Direct Importer : Prior notice to government

+ Report within 30 Days

» To conclude an LNG Import contract & transportation contract

» In case of major changes on existing contract

+ Recent Amendment (Pre-announced in July 2014)

» Wholesaler’s spot contract : Prior approval — Report

» Direct Importer : Prior notice + Report — Report only

,\ KOGaS Better Energy, Better World
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Supply Margin

Material 9 9 Target Wholesale

Guaranteed Volume Tariff
(KRW/MJ) Return (MJ) (KRW/MJ)

Costs

TR ORI O
e Raw LNG cost e Depreciation * Rate Base x Rate of Return (%)
 Transportation  Selling & administrative * Rate tBaset All domestic
expenses expenses i e )
. & regulated overseas investments
® |nsurance premium e |abor cost
. ] ¢ Rate of Return = Pre-tax WACC
¢ Taxes & duties ¢ Miscellaneous expenses

) KOGaS Better Energy, Better World
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4. Tariff System

+ Regulation on Wholesale Tariff

» Material costs passed on to wholesale tariff (no impact on operating profit and net income)
» Guaranteed return is the main contributor to the operating profit
» KOGAS sets supply costs and guaranteed return annually under approval of the government

Supply Margin

Material 9 e Target Wholesale

Guaranteed s Volume Tariff
Return (MJ) (KRW/MJ)

Costs
(KRW/MJ)

Material Costs 9 9
e Raw LNG cost e Depreciation * Rate Base x Rate of Return (%)
» Transportation  Selling & administrative ¢ Eetees'?n?::ts All domestic
expenses expenses
. & regulated overseas investments
* |nsurance premium e |abor cost
. ] ¢ Rate of Return = Pre-tax WACC
¢ Taxes & duties ¢ Miscellaneous expenses

) KOGaS Better Energy, Better World
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5. Limitations of Public Enterprise (1/2)

+ Limited Business Scope

» Expansions in new businesses or LNG-related industries(power, shipbuilding etc.)
are limited by the law and government regulations

— Hard to improve efficiency and create synergy

+ Organization and Personnel

» CEO’s term is limited(3 years, renewal by 1 year if needed)
— Hard to maintain consistency or establish long-term plans
» Regulation on organization and personnel — Hard to adapt to changes

+ Exploration & Production

» Due to overlap between KOGAS and KNOC'’s business scope, the Government
plans to merge or restructure both companies’ E&P sector

— Hard to form a whole value chain(including up/mid/downstream)

,\ KOGaS Better Energy, Better World
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5. Limitations of Public Enterprise (2/2)

+ LNG Import Contracts

» Every LNG import contracts needs prior approval by the government
— Hard to respond to market conditions
* Recent amendment by the government : Spot contracts do not need approval

+ Tariff System

» Government regulation — Hard to reflect costs (Uncollected material cost)
» Average material cost to all consumers — Inefficient consumption (Cross subsidy)

+ Direct Import

» Direct importers can buy LNG when it is a buyer’s market
» KOGAS is responsible for controlling national supply and demand
— Must conclude contract even when market conditions are unfavorable
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Thankjyou!,
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