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Discovering the hidden value of Golfzon (summary) i KBRARE

KB Asset Management Value Management Division is a long-term friendly investor with a 24%
stake, highly valuing Golfzon's market dominance, high ROE and excellent cash flow. We are
deeply grateful for good performance despite the strong competition in screen golf industry and
highly regulated environment.

Golfzon has begun to pay a) brand royalty, b) management consulting fee, c) rent to the holding
company after the split

Compared with the brand loyalty rate of domestic holding companies announced by the Fair
Trade Commission in January 2018, Golfzon Newdin is the highest at 3.3%, 4.4 times higher than
the second largest Hankook Tire Worldwide and 11 times higher than the average of major
conglomerates

Since dividends are distributed to all shareholders, there is no conflict of interest with minority
shareholders, unlike ‘other expenses to related parties’. Since Golfzon has shown limited CAPEX
after the split, dividends need to be expanded even in order to defend the decline in ROE

We introduced the Stewardship code from December 2017 and asked the following questions to
fulfill our faithfulness as trustee of our customer assets

We would like to know the rationale and background of the brand royalty rate of 3.3%.

According to KB Asset's simulation, Golfzon will have net cash of W163bn in FY20, even if
the dividend payout ratio is raised to 50%. On the other hand, ROE will drop to 20% in
FY20 from 32% of FY16. We would like to ask about new investment plans and
shareholder policies to defend the decline in ROE







Golfzon settled its screen golf business model and became the No. 1 player in
the domestic market. After the split, Golfzon has been more focused on screen

golf business
History

2000 Golfzon established
2002 Golfzon P launched
2008 Golfzon N launched
2011 Golfzon Real launched and retail biz initiated

2012 Golfzon Vision launched
2014 GDR launched

2015 Golfzon Vision plus launched and the company
split

2017 Golfzon Two Vision launched and franchise biz
initiated

Golfzon took on the screen golf business, and holding company has been

focused on new business investments.

(Jun, 2017)
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*Software sales: Costs paid to Golfzon by franchisee per round in screen golf

*Source: company IR book




Our management team is a long-term friendly investor who has maintained a
high stake in Golfzon over the past four years by highly valuing Golfzon's Kb KBAHA2 2
market dominance, high ROE and sustainable profitability.
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Voting results at regular

KB Asset Management's Ownership Change shareholders’ meeting

in Golfzon

Regular shareholders’ bill in FY14 KB Vote
35.00% Approval of Financial Statement Agree
’ 0 Change of articles of association Agree
30.00% Direlctor elgction Not exercise
Audit election Agree
25.00% Director remuneration limit approvement Agree
Audit remuneration limit approvement Agree
20.00%
15.00% Regular shareholders' bill in FY15 KB Vote
Approval of Financial Statement Agree
10.00% Change of articles of association Agree
o Director remuneration limit approvement Agree
5.00% Audit remuneration limit approvement Agree
0.00%
Qv Q‘o Y NY XS 0(0 Q’\ N Q’\ Y ,\’), Regular shareholders' bill in FY16 KB Vote
NN I N RN SN NN SN HSTN SN HSTN SN - TN RN Approval of Financial Statement Agree
’19 ’\9 ’1/0 ’\9 '\9 ’\9 ’\9 '\9 ’19 ’\9 ’\/0 ’\9 ’\9 ’\9 Change of articles of association Agree
Outside director election Not exercise
Election of Audit Committee member Not exercise
Director remuneration limit approvement Agree
Regular shareholders’ bill in FY17 KB Vote
Approval of Financial Statement Not exercise
Change of articles of association Agree
Director election Agree
Election of Audit Committee member Agree
Director remuneration limit approvement Agree

Change in the provision for severance pay for executives  Against

*Source: Quantiwise, DART







> Golfzon'’s sales, OP. and net income trends

(Wbn) . , ,
Split into Golfzon Newdin (Holding Company)

4000 and Golfzon (Business Company) in 2015 ». Performance of divisions taken by holding
company

3500
(Wbn) Filed golf  Retail Games Sum

300 FY15 Sales 69.4 87.0 40 1604
FY15 NI -5.6 -0.7 47 -11.0

250p]

200¢]

150

1006

iy

~-~>
5°llllll I 1
. _ ]
FYOS8 FYO9 FY10 FY11 FY12 FY13 FY14 FY15 FY16 FY17E

(50)

Sales M OP M Netncome

*FY17 net profit is estimated excluding one-offs (corporate tax refunds of W35.5bn and other non-operating gains of W14.6bn)
*Source: Quantiwise, Company data




» Cash flow analysis between Golfzon and holding company

(Wbn) Golfzon Holding company
L Retail biz, Filed golf, VR
Main biz Screen golf baseball game, Platform biz
Role in group Cashcow New investment
CAPEX (3years average) 4.8 21.6
EBITDA (3years average) 50.8 28.7

1) Other expenses to related parties of W14.0bn

2) Dividend of W3.0bn

*The figure for 2017E in 3years average was estimated by KB Asset.

: Possible conflict of interest
with minority shareholders

: No conflict of interest with
minority shareholders

*Other expenses to related parties : Uncategorized payments from a business company to a holding company

*Source: Company data, Quantiwise




> Transactions between related parties

1) Notes to Consolidated Financial Statements in Golfzon’ annual
report in 2016

(2) €1 & ®I| & S+2AHL Hell W2 TSn 2&LCH

@ &2

(SH9:E®)

& S+2HIY & JIEF=2] PR ol 0 Pzl gel}
RoHo HEHs L
(F)BEZERNEYA 969,480 233,517 798,263 -1 14,518,262 | 5,652

HASH=E 1Y

JIE (F)BEZERSE 1,545,522 13,164 - 175,427 157,617 134,051
(F)BZENLE 873,644 21,173 - - 483,403 -
(F)BZEIIRE H2 4,294 - - - 12,000 -
ENFAIEI 8 (F) 10,000 - - 18,742 -
(F)E3d= 2,862,686 64,171 69,268 20,688 60,000 100,000
NIt bl - - - - 2,194,310 -
HOERSHHC 250 33,352 - 902,269 -
MEHO FRSIIHC - - - 300,000 -
Rl 6,265,876 365,377 867,531 196,115 18,646,603 239,883

2) Notes to Consolidated Financial Statements in Golfzon’ annual

report in 2015

(2) €71 & S+THI NS HHES OSD &L
(S & &)
&5 S+2H Y [ES JIEtY e —LLERHLE
%;j:SEfzg FEZERASEA 293,105 216,368 48,876 14,021,804
JIE HELERS 533,487 198,781 511,654 282,796
FEIECHY 1,839 - - -
FELEIISE 905,901 - - 369,470
FHETENSELE 832 - - 12,638
EEOLEIZEIYE 3,427 - - -
BMELEIZEICIAY 3,622 - - -
FHETEMEEQIME 117,742 67,740 - 82,619
AUZESX2S - - - 1,619,275
SZESSHE - 723 - 916,900
g A 1,858,955 483,612 560,530 17,305,502

*Management consulting fees and rents are

estimated on the back of IR meetings, *Source: DART

> Classification of ‘other expenses to
related parties’

Items

Amount (Wbn) Details

Brand Royalty
Consulting fee

7.2 FY16 Revenue of W217.0bn*  3.3%
4.8 KB estimates on the back of IR communication

Rents 25
Total 14.5
Items Amount (Wbn) Details

Brand Royalty

=== Consulting fee

Rents
Total

6.7 FY15 Revenue W201.6bn* 3.3%
0.5 KB estimates on the back of IR communication
2.5

14.0
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In regard with A) Brand Royalty, there are domestic holding company figures
released by the Fair Trade Commission in January 2018. Golfzon is the highest at
3.3%, 4 times higher than Hankook Tire and 11 times higher than the average

Brand royalty rate of the domestic holding companies

Conglomerte

Holding Co.

Rate of brand
royalties (%)
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SeAH Holdings and SeAH Steel co-branded

Began receiving after conversion to holding company in October 2017
The first holding company establishing the concept of brand royalty fee

In addition to brand rovalty, a separate service fee charged

SK Inno and SKT are paying together for the operating

expenses of SUPEX Council

In addition to brand royalty, a separate service fee charged

In addition to brand royalty, a separate administrative fee charged
Hanijin Kal holds all brands including Korean Air

Product brands are owned by subsidiary Hite Jinro

In addition to brand royalty, a separate administrative fee charged
Most of the import fee items consist of brand royalty fee

Second highest rate among 21 companies. In addition
to brand royalty, a separate service fee charged

The highest rate among 21 companies. In addition to
brand royalty, a consulting fee charged

Shared by affiliates
Celltrion owns the brand

*Source: Free trade commission, Company data
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The FY16 operating profit increased by 19.8% after adjusting the brand
royalty rate to major conglomerates average of 0.28% and the consulting fee Kb KBAHA2 2
to 50% of the previous level, respectively.

30| B RS THEY

New assumptions about brand royalty and management consulting fee

Assumptions 1) The brand value of Golfzon is the average level of domestic major conglomerates

Assumption 2) Golfzon has moved away from the complicated business structure through the split, not
investing in any new business over the past three years. The management consulting fees can be
reduced by 50%

Other expenses re-calculated under the new assumptions

Items Amount (Wbn) Details Items Amount (Wbn) Details
Brand Royalty 7.2 FY16 Revenue of W217.0bn * 3.3% Brand Royalty 0.6 FY16 Revenue of W217.0bn * 0.28%
Consulting fee 4.8 KB estimates on the back of IR communication Consulting fee 2.4 50% discount
Rents 25 Rents 25
Total 14.5 Total 55

The FY16 operating profit increased by 19.8%, from W45.4bn (OPM 21%) to
W54.5bn (OPM 25%).

*This page presents simulation results based on two subjective assumptions by KBAM
*Source: DART
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*FY17 net profit, EBITDA, and ROE are estimated excluding one-offs (corporate tax refunds of W35.5bn and other non-operating gains of W14.6bn)
*FY17 dividend is estimated by KBAM

*Source: Quantiwise
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» Golfzon shareholders (2017.12.05)

A : Even distrib

Other expenses to related parties

: Concentrating benefits to specific
areholders and carrying conflicts of

est with minority shareholders

l,
GOLFZON

n to all shareholders

= GolfzonMewdin = Kim,MVonil@nd&@elated@arties
m KBRsset = NPS
m Etc

*Source: DART
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» Scenario analysis reflecting assumptions of KB Asset Management

Assumptions 1) The brand value of Golfzon is the average level of domestic major conglomerates

Assumption 2) Golfzon has moved away from the complicated business structure through the split and has not
invested in any new business over the past three years. The management consulting fees can be reduced by 50%

Assumption 3) FY18 EBITDA increased by 16% reflecting the assumptions above. Capex grows 10% each year and
dividend payout ratio remains at 50%

\ . .
» Simulation results (W100mn) (W100mn)
Results 1) Th h of Golf o008 18007
gsu ts 1) The net Qas of Goltzon 1,6332 1 600z
will reach W163bn in FY20 5008
- 1,3920 1,4000]
- . 4002 e 1,200
Results 2) The dividend yield based e
. . 1,0000]
on current share price (W47,450) is 3008 8901
0 800
6.2%.
2000 6000
. 4000
Result 3) ROE of Golfzon will drop 100E
to 20% in FY20 200m
FY17E FY18E FY19E FY20E
BN EBITDA mmmDividend mmm CAPEX Net@ashFRHS)

*Source: Quantiwise, KB Asset estimates
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» KB Asset Management introduced the Stewardship code (http://www.kbam.co.kr)
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We do not intend to participate in management of the company. However, in e e e
order to fulfill our role as trustee, we would like to ask some questions through *o EB}@_IQ__E%

the official route.

1) We would like to know the rationale and background of the brand royalty rate of
3.3%.

2) As a result of KB Asset's simulation, Golfzon will have net cash of W163bn three
years later, even if the dividend payout ratio is raised to 50%. On the other hand, ROE
will drop to 20% in FY20 from 32% in FY16. We would like to ask about new
investment plans and shareholder policies to defend the decline in ROE.

* This letter is a formal fiduciary responsibility implementation activity to comply with the stewardship code of KB Asset
Management. It reports 'Fiduciary Responsibility Activities’ of 'Stewardship Code’ on the lower left of our website

(http.//www.kbam.co.kr). Please reply to the email address on the right side until March 2, 2018. Thank you.
(Junbeom.park@kbam.co.kr)
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» Investment philosophy

- Investing in undervalued stocks compared to
intrinsic values such as asset value or profit
value

Investing in stocks that are expected to have
stable earnings growth while being less
affected by external changes such as
economic fluctuations.

Selecting stocks based on fundamentals
excluding market forecast and economic
outlook

Investments focused on stocks with strong
intrinsic value, actively investing in the event
of a sharp decline due to factors other than
fundamentals.

High ethical awareness and integrity-based
investment through strict adherence to
compliance

“Investment in value stock
based on fundamentals”

“Maximize long-term
compounded income”
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We have also been able to maximize compound returns through S01s 4 K2R TEY

long-term investments. o KBAHA2E
Investment case (1) Investment case (2)
: Semiconductor material manufacturer A : Auto parts supplier B

Currently holding Currently holding

linear )
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* This letter is a formal fiduciary responsibility implementation activity to comply with the stewardship code of KB Asset
Management. It reports 'Fiduciary Responsibility Activities’ of 'Stewardship Code’ on the lower left of our website

(hitp//www.kbam.co.kr). Please reply to the email address on the right side until March 2, 2018. Thank you.

(Junbeom.park@kbam.co.kr)
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THANK YOU
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