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Issue of Foreign Currency Denominated Exchangeable Bonds Outside of Korea

Byoung Seon Choe

ABSTRACT

Exchangeable bonds (obligations echangeables contre des actions) means the bonds
1ssued with option, whereby the holders of the relevant bonds have the rights to
exchange the bonds with the securities in accordance with predetermined conditions.
The securities with which the bonds are exchangeable may include the treasury shares
of the issuer of the bonds.

The provisions regarding the exchangeable bonds were introduced as a part of the old
Capital Market Promotion Act in 1987. Although the act was abolished in 1997, the
relevant provisions were assumed in the current Securities and Exchange Act (the
?EA?. In general, the provisions regarding the bonds under the Commercial Code will
also be applicable to the exchangeable bonds unless otherwise provided in the SEA.
The exchangeable bonds must be differentiated from the convertible bonds and the
bonds with warrants. The convertible bonds give the holder the option to convert the
relevant bonds into the new shares of the issuer of the bonds in accordance with

predetermined conditions; the bonds with warrants give the holder of the warrants



option to exercise the relevant subscription rights on the bonds (or the warrants) for
the new shares of the issuer of the bonds in accordance with predetermined
conditions.

The issuer of the foreign currency denominated exchangeable bonds must submit a
report to its designated foreign exchange bank or the Ministry of Finance of Economy,
or obtain the approval from the Ministry of Finance and Economy based on the various
terms and conditions of the bonds. However, as the bonds are issued outside of
Korea, the submission of the registration statements for the bonds is not necessary.
The details of the exchangeable bonds, such as the total amount of the bonds, the
denomination of each bond, the interest rate, the payment methods and the payment
dates of the principal and the interest, the method of issue, the issue date, the trustee
or the company commissioned for the issue, must be approved by the board of
directors of the issuer in advance. The exchange period and the details of the
securities (the ?bject securities? with which the bonds are to be exchanged should
also be approved.

Under the SEA, the object securities include the securities listed on the Korea Stock
Exchange or registered on the KOSDAQ. In practice, the shares will be the main
object securities for the exchangeable bonds.

The exchange should be characterized as a disposal of the assets of the issuer
because the securities already in existence are to be delivered upon exchange.
Therefore, the provisions relating to the issues of new shares, restrictions on the
conversion price or subscription price, or on the lock—period during which the
conversion rights or subscription rights may not be exercised, as applicable to the
convertible bonds or the bonds with warrants, is not generally applicable to the
exchangeable bonds.

The exchange price is normally determined at a premium on the market price of the
object securities in consideration of various factors including the business details, the
prospects of the issuer of the object securities, the market situation, and liquidity of
the object securities.

In the case of the dilution of the object securities caused by bonus issues, division of
shares or share splits, combination or consolidation of shares, stock dividends, rights
1ssues, issue of convertible bonds or bonds with warrants, or distribution of assets, the
exchange price of the bonds should be adjusted in accordance with the predetermined
formulae. The exchange price may also be adjusted in the case of cash dividends if
such cash dividends are paid in excess of certain amount or ratio, or in case the
market price of the object securities falls below a certain threshold price.

In order to secure delivery upon exercise by the holder of the bonds, the object
securities must be deposited with the Korea Securities Depositary until the exercise of
the exchange right or the end of the exchange period.

The exchange rights shall be exercised by submitting the exercise notice to the issuer

of the bonds. In case exercise agents are appointed outside of Korea in connection



with the bonds issued outside of Korea, such notice may be given to the exercise
agents on behalf of the issuer. Such rights may be exercised during the period when
the shareholders registry is closed.

Upon the amendment of the SEA in 2001, the exchangeable bonds may be
exchangeable not only into the securities issued by a third party, but also into its own
treasury shares.

The acquisition of treasury shares are generally restricted by the laws and the
treasury shares acquired in exceptional cases should immediately be cancelled or
disposed in due course.

In respect of the issue of exchangeable bonds exchangeable with its treasury shares,
there are such strict procedural limitations as the prior/post facto report on the
acquisition, the acquisition period, the methods for offer, the prior/post facto report on

the disposal and the disposal period.
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