Proposal to Shareholders
I ask my fellow shareholders to support the following proposals at the 45th General Meeting of
Shareholders, to be held on March 25th, 2022, to improve Kumho Petrochemical’s long-term
sustainable growth. I propose the following two resolutions:

Resolution 1. Dividend payout: KRW 14,900 per common share, 14,950 per
preferred share
•
•

All shareholders deserve at least 30% of dividend payout ratio on consolidated basis.
However, given the cyclical nature, I regretfully offer to lower the dividend payout ratio
to 21%. Meanwhile, I respectfully request company to retire existing 10% of treasury
shares company already owned (10% out of 18%) by the end of this year. In this way the
shareholders will benefit more.

Problems of Company Proposal
•
•
•

•

Company proposed dividend payout ratio on consolidated basis of FY2021 is 14%, a
significant decrease from 20% FY2020.
Dividend payout should be on consolidated basis, because subsidiaries are accounting
for about 50% of consolidated net profit.
Company’s proposal of KRW 150 billion share buyback only accounts for around 3%
of outstanding shares. Also, despite the claim that the buyback is for cancellation,
company has not given any timeline of the retirement of the shares.
Company has not shown any intention to cancel the existing 18% treasury share in
this AGM.
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Resolution 2. Appointment of the Two Outside Directors and Audit Committee Member

I here propose two outside directors candidates mainly for two purposes:




to supervise and help the Board to fulfill broken promises made in 2021 AGM; and
to enhance the independence and transparency of the Board

Failure of the Current Board of Directors

The Current Board of Directors have failed to fulfill their promises made in 2021 AGM,
including:
1. Low dividend payout ratio compared to industry average and decreased from FY2020
payout ratio of 20% to 14% FY2021.
2. Failed to retire a significant amount of treasury shares; instead, 0.6% treasury shares were
issued to OCI.
3. Failed to separate the role of Chair of the Board and CEO.
4. Management’s compensation is still excessive and seemingly compensation committee is
not independent.
5. Capital has not been efficiently allocated to mid-to-long term growth initiatives.
6. Non-core assets have not been divested.
7. Kumho Resort was acquired at very high valuation.



Questionable nomination committee and incompetent new candidates

Lack of independence: Company’s nomination committee lacks independence, demonstrated by
its bad track records.
Company's nomination committee consists of three members; Jin-Ho Chung, Jae-Kyung Lee and
Do-Sung Choi1. In March 2019, Jin-Ho Chung has recommended Chan-Koo Park, who was under
employment restriction and sanction due to his conviction of breach of trust, for reelection as an
inside director.
New candidate related corporate scandals: Sang-Soo Park, a new outside director and auditor
candidate proposed by the committee, was called to court as a witness of the SKC Chairman SinWon Choi's lawsuit2. Mr. Park was an outside director and chair of audit committee of SKC at the
1

Based on quarterly report (November 15th, 2021)
The prosecution brought a charge against Chairman Sin-Won Choi of SKC for embezzlement and at the moment he
was sentenced to 2 years and 6 months in prison and appealed to a higher court. In 2012 and in 2015, SKC participated
in capital increase of SK Telesis by issuing new stocks and therefore sum of KRW 89.9 billion was funded. SK Telesis
2

2

time. During his testimony, Mr. Park denied any responsibility and testified that he does not know
the details as to why SK Telesis gave collateral-free loans to Ants Development. It is hard to
believe that Mr. Park, who served as an outside director and auditor for 14 years at SKC, was
acting independently working for the interest of public shareholders. It is questionable whether he
was incompetent for the director job or he knowingly overlooked the situation, either way it
makes him an unqualified candidate for Kumho Petrochemical.
Evidenced by the lack of independence and incompetency of the new candidate proposed, the
integrity and independence of the nomination committee are questionable.



Reasons for candidates on shareholder proposal

Unlike company’s outside director candidates, the two outside director candidates proposed by
shareholder can help company in terms of:









They have Real Independence to make judgment and decisions that are good for both
company and public shareholders.
o Relationship with largest shareholder: None
o Transactions with company in the past three Years: None
Mr. Yi previously was both audit and compensation committee member in AIA insurance.
His extensive experience can help establish a concrete guideline to restructure the
management compensation and governance rule.
Mr. Yi also has extensive experience in cross border M&As and JV establishments,
which can help Kumho explore new growth engines.
Given Kumho Petrochemical is export driven company, both candidates who have lived
and worked around the world will bring broad perspectives to company’s global
businesses. Especially, professor Hahm's expertise in foreign exchange risk management
will be valuable to the company.
Both candidates' willingness to communicate is an important factor to guide the board to
make conscientious decision. Professor Hahm is always interacting with students and Mr.
Yi with his consultant background is also open to exchange of ideas with others.

My proposal with qualified outside director candidates will enable Kumho Petrochemical to move
one step closer to meet the expectation of the shareholders. With small but firm changes to the
management, eventually we can resolve problems in the governance of company.

in return offered collateral-free loans (KRW 15.5 billion) to Ants Development, a private company owned by Chairman
Choi. Ants Development couldn’t pay back the loan in time and caused substantial damage to SK Telesis and SKC.
http://www.4th.kr/news/articleView.html?idxno=1631000
http://www.4th.kr/news/articleView.html?idxno=1637958
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Sunny Yi has worked in Bain & Company and AT Kearney for almost 30 years. He was the first
Asian member of Bain & Company global board. As a senior managing partner at Bain &
Company, he displayed excellent leadership skill running the firm in Korea as a Korea office
head. He has expertise in the execution of cross border M&A, post-merger integration, JV
establishment, creation of new businesses, transformation and so on, which will be crucial assets
for Kumho Petrochemical to find new business opportunities.
Most recently his position at Shinhan Financial Group prepared him with exceptional knowledge
of digital technology, cyber and IT matters. Such knowledge and experience could influence and
further enhance at Kumho’s IT integration when incurred from potential merger between Kumho
Petrochemical and its subsidiaries.
Moreover, Mr. Yi has many experiences as outside director, audit, and compensation committee
member of companies (including listed companies in Korea) such as Hyundai Movex, AIA
insurance, LG Display to name a few. To further highlight, his previous role as a compensation
committee member of AIA Insurance will be instrumental when establishing a concrete guideline
in order to restructure the management payout scheme with more objective perspective. His wider
business experience and understanding of the views of investors will be well suited to him being
the member of compensation committee of Kumho. In addition, his previous audit experience and
expertise as a head of Bain & Company APAC financial service will be helpful to the audit
committee.
Mr. Yi will be an important addition to the company as we look forward to navigating the next
phase of Kumho Petrochemical’s reinvention while maintaining a focus to become globally
recognized chemical company.
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Sang-Moon Hahm, not only has experience in working with US and Korean governments but also
is a respected academic whose avid teaching career, spanning almost 40 years, as an emeritus
professor to our younger generation at KDI. Having earned his PhD from University of Chicago,
USA, Mr. Hahm was a research analyst at Federal Reserve Board, Washington D.C. His first
teaching post started at University of Texas and soon after he became a professor at Virginia Tech,
Virginia. Also, he briefly taught at Western University, Ontario, Canada before moving back to
Korea in 1993. Having served Korea Institute of Finance as a Senior Researcher for 5 years, Mr.
Hahm was invited to join Korea Development Institute (KDI).
Now a world leading specialist in the field of financial risk management and international finance,
his globally sophisticated skills and knowledge together with communication skills will enable
him to fairly and intelligently advise the board to make conscientious decision. Based on the fact
that Kumho Petrochemical is an export driven company, his expertise in foreign exchange risk
management will be valuable to the company. Moreover, his deep understanding of finance and
trading will be vital in adjusting capital structures and operational costs while ensuring Kumho
Petrochemical continues to meet new opportunities.
Mr. Hahm’s background as an outside director and audit of Doo-San Construction, Inc. as well as
KB Financial Holdings, Inc. proves his abundant experience within the corporate realm. His
extensive experiences would make him a trusted outside director candidate and audit candidate to
Kumho Petrochemical.
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Broken Promises Made by the Company
I am putting forward my proposals due to the fact that company has failed to keep promises made
at the last AGM.
Kumho Petrochemical ("the company") made several promises during the proxy contest in March
2021. However, most of these were not kept by the company.

Broken promise 1: Dividend payout is still far lower than industry average and
decreased from last year (from 19.9% to 14% on a consolidated basis)
What company promised:

(Taken directly from company’s AGM material in 2021)

Reality:



Company's proposed KRW 10,000 dividend per share for FY2021 is effectively 14%
payout ratio on consolidated basis, even lower than FY2020 payout ratio 19.9%.
The company's current dividend policy is based on Kumho Petrochemical (Parent
Company), non-consolidated basis only.

My proposal and rationales:
Keep a 30% dividend payout on consolidated basis
Company has failed to fulfill its promise to enhance shareholder return, instead the dividend is
still low and not reasonable:
A. Kumho Petrochemical’s dividend payout is far below industry average.
 Company's proposed payout ratio in 2022 is effectively 14% on consolidated basis, which
is far lower than industry average.
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B.

Subsidiaries are significantly profitable.
 Non-consolidated basis doesn't include profits from subsidiaries, which account for
around 50% of total net profit in 2021.
 Company’s rationale for non-consolidated policy is because of the high volatility of
Kumho P&B Chemical's profitability.
 In fact, 2013 was the only year Kumho P&B made slight operating loss (KRW -20
billion). During the past 10 years, Kumho P&B's average operating profit is KRW 160
billion/year. (KRW 76 billion/year from 2011 to 2020 even excluding record high 2021).

C. New investments are not included in the dividend payout.
 In 2021, company acquired Kumho Resort and 50% of Kumho Polychem. However,
company will not pay dividend on the profit generated from these investments.
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Broken promises 2: Company's treasury share retirement is still significantly
smaller than those of other companies
What company promised:

(Taken directly from company’s AGM material in 2021 )

Reality:









Company has not shown any intention to retire the existing 18% treasury shares.
In Dec 2021, company issued 0.6% of treasury share with OCI (010060 KRX), which is
effectively a 0.6% dilution to existing shareholders, resulting in a decreased Dividend
Per Share.
The issuance of treasury shares is only in exchange for shares in OCI, as a protective
mechanism at the cost of shareholders, instead of a “strategic investment”. Treasury share
swap between companies is controversial and problematic.3
Company has retired additional 0.6% of treasury share in Dec 2021 concurrently, which
is very small amount compared to other companies (for example, Samsung Electronics
retired all 23% of treasury shares).
Company’s proposal of KRW 150 billion share buyback only accounts for around 3% of
outstanding shares. Also, despite the claim that the buyback is for cancellation, company
has not given any timeline of the retirement of the shares.

My proposal and rationales:



3

To cancel existing 10% treasury shares company already owned within this year to
enhance shareholder’s DPS, and cancel the remaining treasury shares in 2 years.
Cancellation of treasury shares can effectively increase shareholder value and prevent
future dilution.

https://www.straightnews.co.kr/news/articleView.html?idxno=121153
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Broken promises 3: Chair of the Board and CEO have not been separated
What company promised:

(Taken directly from company’s AGM material in 2021 )

Reality:





4

The Chair of the Board and CEO have not been separated as promised. After Chan-Koo
Park stepped down, Jong-Hoon Baek was nominated to be CEO and Chair of the Board
on June 22nd, 2021.4
Despite the fact that the separation was promised at the AGM in March 2021, the
company intentionally failed to propose the separation at the EGM in June 2021.
Although stepped down from the board, Chan-Koo Park continues to hold the office,
despite being subject to a court-sanctioned five-year employment ban. In our view
this constitutes illegally holding office, as confirmed by the fact that he continues to be
remunerated and corroborated by the criminal complaint filed by civic group Solidarity
for Economic Reform.5

https://www.ngetnews.com/news/articleView.html?idxno=401522

5

http://www.ser.or.kr/bbs/board.php?bo_table=B11&wr_id=20481
http://www.kukinews.com/newsView/kuk202105240262
http://cnews.thepowernews.co.kr/view.php?ud=2021052414184729457a517a52c2_7
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Broken promise 4: Management’s compensation is excessive and compensation
committee is not independent
What company promised:

(Taken directly from company’s AGM material in 2021)

Reality:





Although Chan-Koo Park is illegally holding the office, he has been receiving No.1
salary in the oil/chemical industry in Korea even after he stepped down from the board.
He has earned over KRW 22.5 billion over the past 5 years.6
Company established compensation committee with three outside directors in June 2021
but no detailed information was disclosed.
With the current enigmatic compensation committee, there is no way of knowing whether
a proper guideline was applied when compensating, including whether Chan-Koo Park's
payment was based on consolidated basis or non-consolidated basis. This shows that the
current committee is not working independently nor appropriately.

6

http://www.viva100.com/main/view.php?key=20210820010005109
http://www.viva100.com/main/view.php?key=20200331010012406
http://news.tf.co.kr/read/economy/1787571.htm
http://news.tf.co.kr/read/economy/1749505.htm
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Broken promise 5: Capital has not been efficiently allocated to mid to long term
growth initiatives
What company promised:

(Taken directly from company’s AGM material in 2021)

(Taken directly from company’s AGM material in 2021)

Reality:
Capex to sales is only 3.6% in 2021 and company’s conservative capital allocation has not
changed since. No action was taken to counter downcycle and invest for sustainable growth.
A. KRW 4 trillion revenue from core business
 We have seen only investment in NB Latex, a product with fading profit.
 Latex business sees significant oversupply ahead, yet company decided to invest heavily.
 Not only the expansion seems inappropriate but also expansion in Korea seems absurd
given increasing freight cost to Malaysia.7
B.

KRW 3.2 trillion revenue from resin and phenol
 Resin and phenol segment is expected to grow the similar size of revenue as the core
rubber segment. However, the non-consolidated dividend plan means the profit generated
from this segment will not be included in the dividend payout.

7

Global NB latex demand as of 2022 is 2.2m tons and 70~80% of NB Latex are consumed in Malaysia. Competitors
will expand 920k tons over the next three years, including LG plant with 240k tons in 2023 in Malaysia and Synthomer
expansion with 200k tons in 2024 in Malaysia.
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C. KRW 1.7 trillion revenue from new growth platform
 We have not seen any meaningful investment except the acquisition of Kumho Resort
and Kumho Polychem’s remaining 50% share. Profit generated from both investments
will not be included in the dividend payout.
 Company has CNT business (electric vehicle battery related) for years yet failed to invest
enough to grow the business.
The market punishes Kumho Petrochemical’s valuation due to its lack of new initiatives and
failure to diversify its business to counter cyclical nature of chemical business.
We have seen domestic peers including LG Chemical, Lotte Chemical, and Hanwah Chemical
have investments in new businesses, resulting in higher valuation.

Source: As of Dec 31, 2021. Capital IQ. Company filings.
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Broken promise 6: Company has not fulfilled its commitment to divest unrelated
assets
What company promised:

(Taken directly from company’s AGM material in 2021)

Reality:
Asiana Airlines (020560 KRX)



In September 2021, the share price of Asiana Airlines recovered to "proper value", and
seemed like a good opportunity to sell the shares funding for new investment. However,
company held on to its shares and share price decreased heavily since.

Daewoo Construction (047040 KRX)



(KRW)

(KRW)

Similar example could be seen with shares of Daewoo Construction. Last June witnessed
the highest share price since 2015 yet, again, company did not sell its "unrelated asset".
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Broken promise 7: Kumho Resort was acquired at very high valuation

(Taken directly from company’s AGM material in 2021)
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KRW bn
Kumho Resort
Revenue
OP income
% OPM
Investments
Adjustment
Back-calculated revenue
Landsale revenue
Operation revenue
OP income
Total assets
Depreciation
% depreciation to total assets

2017

2018

2019

2020

2021F

2022F

2023F

2024F

2025F

86
5
6%

91
7
8%

76
(4)
-5%

51
(11)
-24%

82
1
1%
19

95
9
7%
8

99
12
10%
4

103
15
11%
1

108
17
12%

86

91

76

51

86

91

76

51

110
29
82

123
28
95

122
23
99

138
35
103

143
35
108
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EBITDA
% EBITDA margin
Net profit
Appraised value
Transaction value
Equtiy value
EV/EBITDA
EBIT yield on assets
EBITDA yield on assets
Cap rate (EBIT to equity)
EBIT to appraised value

7
553
(7)
1.3%

(4)
497
(7)
1.5%

(11)
436
(7)
1.7%

1
790
(12)
1.5%

9
797
(12)
1.5%

12
793
(12)
1.5%

15
784
(12)
1.5%

17
774
(12)
1.5%

14
16%
3

4
5%
-33

-4
-7%
(34)

13
16%

21
22%

24
24%

27
26%

29
27%

55x
0.9%
1.8%
2.7%
0.9%

222x
-0.5%
0.5%
-1.3%
-0.5%

(219)
-1.4%
-0.5%
-3.9%
-1.4%

61x
0.1%
1.6%
0.4%
0.1%

38x
1.1%
2.6%
3.1%
1.1%

33x
1.5%
3.0%
4.4%
1.5%

29x
1.9%
3.4%
5.5%
1.9%

27x
2.2%
3.6%
6.2%
2.2%

790
790
275

The above data is from company’s own projection. FY2020 data is updated according to annual
report. Depreciation assumption is made on historical average % to total assets.
Management has used net asset value argument to cover the fact that Kumho Resort was acquired
at extremely high valuation. Also, Kumho Resort under their own projection has thin profitability.



Kumho Resort is acquired at excessively expensive valuation.

From company projection, the transaction is valued at 38x/33x EV/EBITDA 2022E/2023E,
which is extremely expensive because:






Most listed successful hotel companies, including Marriot and Hilton, are trading at oneyear forward 20x EV/EBITDA with around 20% long-term growth.
Kumho Resort is only back to pre-COVID operation revenue from the projection,
excluding the revenue from land sale.
The EBITDA margin expectation is too high. Kumho Resort only has 16% EBITDA
margin, but management projects a much higher near-term margin of 22% in 2022E.

Company’s argument of purchase at low NAV is not reasonable.

The argument of buying the property at net asset value is to avoid the low profitability of the
asset.
15







The most common measurement of a hotel group is EV/EBITDA, with the total debt
taken into consideration.
The management arrives at the NAV by using appraised value – total debt = NAV.
However, the EBIT over appraised value is 0.9% in 2018 before COVID. The appraised
value is excessively overstated.
The cap rate is below 3% in 2018, and even under management’s optimistic assumption,
it’s below 5% before 2023.
If company expects Kumho Resort is undervalued and is set to be profitable since 2022,
then it should be included in the dividend payout scope.
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In summary, below is the list of promises broken by Kumho Petrochemical
1. Low dividend payout ratio compared to industry average and decreased from FY2020
payout ratio of 20% to 14% FY2021.
2. Failed to retire a significant amount of treasury shares; instead, 0.6% treasury shares were
issued to OCI.
3. Failed to separate the role of Chair of the Board and CEO.
4. Management’s compensation is still excessive and seemingly compensation committee is
not independent.
5. Capital has not been efficiently allocated to mid-to-long term growth initiatives.
6. Non-core assets have not been divested.
7. Kumho Resort was acquired at very high valuation.
In conclusion, a lot of promises made during the proxy contest last AGM by company have not
been kept by the current management. Management and the Board of Directors are undermining
corporate value. Board of Directors failed to fulfill their role of supervising and holding
management accountable.
There is an urgent need for an overhaul of Kumho Petrochemical to increase the quality of
governance and maximize corporate value. My proposal is to enhance corporate value and
corporate governance. I ask all shareholders to proactively join me by engaging in this coming
AGM in March 2022.
Chul Whan Park
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