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CERTAIN DEFINED TERMS

All references to ""Korea'' or the ""Republic'' contained in this document mean The Republic of
Korea. All references to the ""government'' mean the government of The Republic of Korea. All references
to ""H&CB'' mean H&CB on a non-consolidated basis, and all references to ""we'' or ""us'' mean H&CB
and, as the context may require, its subsidiaries.

All references to ""Won'' or ""W'' in this document are to the currency of the Republic, and all
references to ""Dollars'', ""US Dollars'', ""$'' or ""US$'' are to the currency of the United States of America.

Our Ñscal year ends on December 31 of each year. All references to a particular year are to the year
ended December 31 of that year.

Unless otherwise indicated, translations of Won amounts into Dollars in this document were made at
the noon buying rate in The City of New York for cable transfers in Won per US$1.00 as certiÑed for
customs purposes by the Federal Reserve Bank of New York. Unless otherwise stated, the translations of
Won into Dollars were made at the noon buying rate in eÅect on December 31, 2000, which was Won
1,267.00 to US$1.00.

Unless otherwise indicated, the Ñnancial information presented in this document has been prepared in
accordance with accounting principles generally accepted in the United States (U.S. GAAP).

Any discrepancies in any table between totals and the sums of the amounts listed are due to rounding.

FORWARD-LOOKING STATEMENTS

We have included statements in this document which contain words or phrases such as ""will'', ""aim'',
""will likely result'', ""believe'', ""expect'', ""will continue'', ""anticipate'', ""estimate'', ""intend'', ""plan'',
""contemplate'', ""seek to'', ""future'', ""objective'', ""goal'', ""project'', ""should'', ""will pursue'', and similar
expressions or variations of such expressions that are ""forward-looking statements''. Actual results may
diÅer materially from those suggested by the forward-looking statements due to certain risks or
uncertainties associated with our expectations with respect to, but not limited to, our ability to successfully
implement our strategy, future levels of non-performing loans, our growth and expansion, the adequacy or
allowance for credit and investment losses, technological changes, investment income, cash Öow projections
and our exposure to market risks. By their nature, certain of the market risk disclosures are only estimates
and could be materially diÅerent from what actually occurs in the future. As a result, actual future gains,
losses or impact on net interest income could materially diÅer from those that have been estimated.

In addition, other factors that could cause actual results to diÅer materially from those estimated by
the forward-looking statements contained in this document could include, but are not limited to: general
economic and political conditions in Korea, Southeast Asia, and the other countries which have an impact
on our business activities or investments, the monetary and interest rate policies of Korea, inÖation,
deÖation, unanticipated turbulence in interest rates, foreign exchange rates, equity prices or other rates or
prices, the performance of the Ñnancial markets in Korea and globally, changes in domestic and foreign
laws, regulations and taxes, changes in competition and the pricing environments in Korea, and regional or
general changes in asset valuations. For further discussion of the factors that could cause actual results to
diÅer, see the discussion under ""Item 3. Key Information Ì Risk Factors'' contained in this document.

Readers are cautioned not to place undue reliance on the forward-looking statements contained in this
document, which speak only as of the date hereof.

1
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Items 1 and 2. Not applicable.

Item 3. KEY INFORMATION

SELECTED FINANCIAL DATA

Selected Consolidated Financial and Operating Data Under U.S. GAAP

The selected consolidated Ñnancial and operating data set forth below for the years ended
December 31, 1998, 1999 and 2000 and as of December 31, 1998, 1999 and 2000 have been derived from
our consolidated Ñnancial statements which have been prepared in accordance with U.S. GAAP. Our
consolidated U.S. GAAP Ñnancial statements have been audited by PricewaterhouseCoopers, independent
accountants.

You should read the following data with the more detailed information contained in
""Item 5. Operating and Financial Review and Prospects'' and our consolidated Ñnancial statements,
included herein. Historical results do not necessarily predict the future. All per share data have been
restated to reÖect the eÅects of stock dividends. See ""Item 8. Financial Information Ì Consolidated
Statements and Other Financial Information Ì Dividend Policy''.

Consolidated income statement data

Year Ended December 31,

1998 1999 2000 2000(1)

(in W billion, except per (in US$ million,
common share data) except per common

share data)

Interest and dividend incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,571 4,242 5,255 4,148

Interest expenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (3,200) (2,817) (3,452) (2,725)

Net interest incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,371 1,425 1,803 1,423

Provision for loan losses, guarantees and acceptancesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (396) (298) (377) (297)

Non-interest income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 531 790 636 502

Non-interest expenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,274) (1,109) (1,309) (1,033)

Income tax expenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (102) (267) (244) (193)

Minority interest ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (2) Ì (3) (2)

Net income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 128 541 506 400

Per common share data:

Net income Ì basic (in W/US$)(2) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,249 4,753 4,218 3.33

Net income Ì diluted (in W/US$)(3)(4) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,242 3,116 3,569 2.82

Weighted average common shares outstanding Ì basic

(in thousands of common shares)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 102,451 113,748 119,969 Ì

Weighted average common shares outstanding Ì diluted (in thousands of

common shares) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 102,961 173,497 141,778 Ì

Cash dividend declared per common

share (W/US$)(5)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 500 Ì 150 0.11

Common shares outstanding at the end of the year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 89,233 109,063 119,969

(1) Won amounts are expressed in US dollars at the rate of W1,267/US$, the noon buying rate in eÅect on December 31, 2000.

(2) Basic earnings per share is calculated by dividing the net income applicable to common shares outstanding by the weighted

average number of common shares outstanding for the period.

(3) Diluted earnings per share is computed using the same method as basic earnings per share, but reÖects the potential dilution that

could occur if convertible securities or other contracts to issue common stock were converted or exercised into common stocks.

Also, for purposes of diluted earnings per share, net income available for common stock is adjusted, if applicable, for any

convertible preferred stock dividends, convertible debt interest or any other changes in income that could result from the

assumed conversion of securities and other contracts. We have two categories of dilutive potential common shares: shares

issuable upon exercise of share options granted to directors and employees and shares issuable upon conversion of convertible

preferred shares.

(4) In the diluted earnings per share calculation, the convertible preferred shares are assumed to have been converted into common

shares. For the share options, a calculation is done to determine the number of shares that could have been acquired at market

price (determined as the average annual share price of the out shares) based on the monetary value of the subscription rights

attached to outstanding share options. This calculation serves to determine the ""unpurchased'' shares to be added to the common

2
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shares outstanding for the purpose of computing the dilution; for the share options calculation, no adjustment is made to net

proÑt.

(5) U.S. GAAP requires that dividends are recorded in the period in which they are declared rather than the period to which they

relate unless these are the same.

Consolidated balance sheet data

As of December 31,

1998 1999 2000 2000(1)

(in W billion) (in US$ million)

Cash and depositsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,871 1,599 1,484 1,171

Restricted deposits ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 663 931 426 336

Call loans and securities purchased under resale agreements ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 467 76 720 568

Trading assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,184 2,371 2,549 2,012

Securities available for sale ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7,768 4,360 5,782 4,564

Held-to-maturity securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 225 2,660 2,182 1,722

Loans, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 25,110 30,869 44,927 35,460

Premises and equipment, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 677 745 827 653

Other assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,372 1,666 2,059 1,625

Total assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 40,337 45,277 60,956 48,110

Deposits ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 27,544 33,379 47,279 37,316

Short-term borrowings ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,621 2,225 2,267 1,789

Secured borrowingsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 437 533 1,247 984

Long-term debtÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,759 3,776 3,703 2,923

Other liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,867 3,608 4,097 3,233

Total liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 39,228 43,521 58,593 46,245

Minority interest ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6 Ì 7 5

Stockholders' equity ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,103 1,756 2,356 1,860

Total liabilities, minority interest and stockholders'

 equity ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 40,337 45,277 60,956 48,110

(1) Won amounts are expressed in US dollars at the rate of W1,267/US$, the noon buying rate in eÅect on December 31, 2000.

ProÑtability ratios

As of December 31,

1998 1999 2000

(percentages)

Net income as a percentage of:

Average total assets(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.34 1.29 0.91

Average stockholders' equity(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 14.98 34.61 25.88

Dividend payout ratio(2)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 25.11 Ì 2.93

Net interest spread(3) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3.26 3.10 2.95

Net interest margin(4) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3.85 3.58 3.44

Cost-to-income ratio(5)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 66.98 50.07 53.67

Cost-to-average assets ratio(6) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3.39 2.65 2.36

(1) Average balances are based upon quarterly balances.

(2) Represents the ratio of total cash dividends paid on common stock as a percentage of net income.

(3) Represents the diÅerence between the yield on average interest earning assets and cost of average interest bearing liabilities.

(4) Represents the ratio of net interest income to average interest earning assets.

(5) Represents the ratio of non-interest expense to the sum of net interest income and non-interest income.

(6) Represents the ratio of non-interest expense to average total assets.
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Capital ratios

As of December 31,

1998 1999 2000

(percentages)

Total capital adequacy (BIS) ratio for H&CB(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10.79 11.74 9.92(2)

Tier 1 capital adequacy ratio ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5.64 6.93 5.48

Tier 2 capital adequacy ratio ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5.15 4.81 4.57

Average stockholders' equity as a percentage of average total assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2.27 3.72 3.52

(1) Our capital adequacy ratios are computed in accordance with the guidelines issued by the Financial Supervisory Service (FSS).

The computation is based on our consolidated Ñnancial statements prepared in accordance with Korean GAAP. See ""Item 5.

Operating and Financial Review and Prospects Ì Financial Condition Ì Capital''.

(2) We have a minority equity investment in 2000 in ING Life Insurance Korea Co., which is deducted from total capital pursuant

to the guidelines of the FSS instead of being deducted directly from Tier 1 or Tier 2.

Asset quality ratios

As of December 31,

1998 1999 2000

(percentages)

Non-performing loans as a percentage of total loans(1)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9.97 7.59 4.55

Non-performing loans as a percentage of total assets(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6.47 5.39 3.45

Allowance for loan losses as a percentage of non-performing loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 47.91 52.75 62.58

Allowance for loan losses as a percentage of total loansÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4.78 4.01 2.85

(1) Non-performing loans are deÑned as those loans which are past due more than 90 days.
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Selected Statistical Information

Average Balance Sheet and Related Interest

The following table shows our average balances and interest rates for the past three years.

Year Ended December 31,

1998 1999 2000

Average Interest Average Average Interest Average Average Interest Average
Balance(1) Income(2)(3)(5) Yield Balance(1) Income(2)(3)(5) Yield Balance(1) Income(2)(3)(5) Yield

(in W billion, except percentages)

Assets

Cash and interest-bearing deposits

in other banksÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,420 122 8.59% 1,327 104 7.84% 796 62 7.79%

Call loans and securities purchased

under resale agreements ÏÏÏÏÏÏÏ 981 160 16.31 416 25 6.01 674 36 5.34

Trading securities(6)ÏÏÏÏÏÏÏÏÏÏÏÏÏ 214 12 5.61 1,501 130 8.66 2,346 118 5.03

Investment securities(4)(6) ÏÏÏÏÏÏÏÏ 5,953 766 12.63 7,585 676 9.20 8,406 803 9.18

Loans

Credit CardsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 811 138 17.02 947 165 17.42 1,993 351 17.61

Construction loans ÏÏÏÏÏÏÏÏÏÏÏÏ 1,848 259 14.02 1,776 212 11.94 1,075 95 8.84

Households Ì residential

mortgages ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 16,125 2,096 13.00 16,093 1,934 12.02 22,669 2,401 10.59

Households Ì other consumer

loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,074 319 15.38 4,338 505 11.64 5,569 670 12.03

Corporate Ì other ÏÏÏÏÏÏÏÏÏÏÏÏ 5,742 651 11.34 5,421 460 8.49 8,530 712 8.35

Other interest-earning assetsÏÏÏÏÏÏ 379 48 12.66 374 31 8.29 378 7 1.85

Total average interest-earning

assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 35,547 4,571 12.86 39,778 4,242 10.66 52,436 5,255 10.02

Cash and due from banksÏÏÏÏÏÏÏÏ 1,025 1,169 1,542

Foreign exchange contracts and

derivatives ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 99 94 119

Premises and equipment ÏÏÏÏÏÏÏÏÏ 676 731 779

Due from customers on acceptanceÏÏ 403 265 314

Loan loss allowanceÏÏÏÏÏÏÏÏÏÏÏÏÏ (761) (1,285) (1,262)

Other non-interest earning assets ÏÏ 623 1,219 1,536

Total average non-interest

earning Assets ÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,065 2,193 3,028

Total average assetsÏÏÏÏÏÏÏÏÏÏÏ 37,612 4,571 12.15 41,971 4,242 10.11 55,464 5,255 9.47
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Year Ended December 31,

1998 1999 2000

Average Interest Average Average Interest Average Average Interest Average
Balance(1) Expense(5) Yield Balance(1) Expense(5) Yield Balance(1) Expense(5) Yield

(in W billion, except percentages)

Liabilities

Interest bearing Liabilities

Deposits

Demand deposits ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,571 155 3.39% 6,370 169 2.65% 8,212 184 2.24%

CertiÑcate of deposits ÏÏÏÏÏÏÏÏÏÏÏ 704 108 15.34 63 4 6.35 54 3 5.56

Time depositsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 13,580 1,474 10.85 18,159 1,599 8.81 27,875 2,229 8.00

Savings depositsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 473 28 5.92 777 31 3.99 977 38 3.89

Mutual installment

depositsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,645 550 9.74 4,957 474 9.56 4,370 425 9.73

Call moneyÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 665 67 10.08 383 19 4.96 662 29 4.38

Borrowings from BOK ÏÏÏÏÏÏÏÏÏÏÏÏ 1,403 158 11.26 485 16 3.30 73 4 5.48

Other short-term borrowings ÏÏÏÏÏÏÏ 1,250 138 11.04 947 94 9.93 1,215 101 8.31

Secured borrowings ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 624 74 11.86 489 27 5.52 1,657 113 6.82

Long-term debt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,417 448 10.14 4,646 384 8.27 3,723 326 8.76

Total average interest-bearing

Liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 33,332 3,200 9.60 37,276 2,817 7.56 48,818 3,452 7.07

Non Interest bearing liabilities

Demand deposits ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 92 124 135

Foreign exchange contracts and

derivativesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 105 11 9

Acceptances to customers ÏÏÏÏÏÏÏÏÏ 403 265 314

Other non-interest bearing

liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,826 2,733 4,233

Total average non-interest bearing

liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,426 3,133 4,691

Total average liabilities ÏÏÏÏÏÏÏÏÏÏ 36,758 3,200 8.71 40,409 2,817 6.97 53,509 3,452 6.45

Stockholders' equity ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 854 1,562 1,955

Total Liabilities and

equity ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 37,612 3,200 8.51 41,971 2,817 6.71 55,464 3,452 6.22

(1) Average balances are based (a) for H&CB, on daily balances and (b) for subsidiaries and U.S. GAAP adjustments to all such

balances, on quarterly balances.

(2) The amount of loan fees included in the interest income computation are W312 billion for the year ended December 31, 2000,

W135 billion for the year ended December 31, 1999 and W98 billion for the year ended December 31, 1998.

(3) Interest income Ñgures include interest income recognized on non-accruing loans.

(4) Average yield information about investments available for sale has been computed using amortized cost balances, and therefore

does not give eÅect to changes in fair value that are reÖected as a component of stockholders' equity.

(5) Interest income and expense have been stated after allocation of interest on instruments entered into for hedging purposes.

(6) We do not invest in tax-exempt securities.

The following table presents the net interest spread, net interest margin, and asset liability ratio.

Year Ended December 31,

1998 1999 2000

Net interest spread(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3.26% 3.10% 2.95%

Net interest margin(2) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3.85% 3.58% 3.44%

Asset liability ratio(3) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 106.65% 106.71% 107.41%

(1) The diÅerence between the rate of interest earned on average interest-earning assets and the rate of interest paid on average

interest-bearing liabilities.

(2) The ratio of net interest income to average interest-earning assets.

(3) The ratio of average interest-earning assets to interest-bearing liabilities.
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Analysis of Changes in Net Interest Income Ì Volume and Rate Analysis

The following table provides an analysis of changes in interest income, interest expense and net
interest income between changes in volume and changes in rates for 1999 compared to 1998 and for 2000
compared to 1999. Volume and rate variances have been calculated on the movement in average balances
and the change in the interest rates on average interest-earning assets and average interest-bearing
liabilities in proportion to absolute volume and rate change.

The variance caused by the change in both volume and rate has been allocated in proportion to the
absolute volume and rate change.

Fiscal 1999 vs. Fiscal 2000 vs.
Fiscal 1998 Fiscal 1999

Increase/(Decrease) Increase/(Decrease)
Due to Changes in Due to Changes in

Volume Rate Total Volume Rate Total

(in W billion) (in W billion)

Interest-earning assets

Cash and interest-earning deposits ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (8) (10) (18) (41) (1) (42)

Call loans and securities purchased under resale

 agreements ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (64) (71) (135) 14 (3) 11

Trading securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 108 10 118 56 (68) (12)

Investment securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 143 (233) (90) 128 (1) 127

Loans

Credit cardsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 24 3 27 184 2 186

Construction loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (10) (37) (47) (71) (46) (117)

Households Ì residential mortgages ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (4) (158) (162) 717 (246) 471

Households Ì other consumer loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 279 (93) 186 148 13 161

Commercial and industrial ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (35) (156) (191) 260 (8) 252

Other interest earning assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1) (16) (17) Ì (24) (24)

Total interest income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 432 (761) (329) 1,395 (382) 1,013

Interest-bearing liabilities

Deposits

Demand depositsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 52 (38) 14 44 (29) 15

CertiÑcate of depositsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (63) (41) (104) (1) (0) (1)

Other time deposits ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 437 (312) 125 788 (158) 630

Savings deposits ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 14 (11) 3 8 (1) 7

Mutual installment depositsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (66) (10) (76) (57) 8 (49)

Call money and securities sold under repurchase

 agreements ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (22) (26) (48) 12 (2) 10

Borrowings from BOK ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (68) (74) (142) (19) 7 (12)

Other short-term borrowings ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (31) (13) (44) 24 (17) 7

Secured borrowings ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (13) (34) (47) 78 8 86

Long-term debtÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 22 (86) (64) (80) 22 (58)

Total interest expenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 262 (645) (383) 797 (162) 635

Total net interest incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 170 (116) 54 598 (220) 378
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Exchange Rates

The following table sets forth, for the periods indicated, certain information concerning the exchange
rate for Won based on the noon buying rate in New York City for cable transfers in Won as certiÑed for
customs purposes by the Federal Reserve Bank of New York, expressed in Won per US dollars.

At End of Average

Year Ended December 31, Period Rate(1) High Low

(W per US$1.00)

1996 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 848 808 849 776

1997 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,695 988 1,960 846

1998 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,206 1,367 1,812 1,196

1999 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,136 1,188 1,243 1,125

2000 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,267 1,140 1,267 1,106

December ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,267 1,184

2001 (through June 27)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,300 1,291 1,369 1,234

January ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,286 1,253

February ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,270 1,234

March ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,332 1,253

April ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,369 1,299

MayÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,319 1,282

June (through June 27) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,305 1,285

(1) The average of the noon buying rates on the last business day of each month during the relevant period (or portion thereof). For

the monthly average rates, the average of the noon buying rates for each day during the relevant period (or portion thereof).

We have translated certain Won amounts which appear in this document into dollars for convenience.
This does not mean that the Won amounts referred to could have been, or could be, converted into dollars
at any particular rate, the rates stated above, or at all. Except in the section on ""The Korean Banking
Industry'', which is based on publicly available data, all translations from Won to dollars are based on the
noon buying rate in eÅect on December 31, 2000, which was W1,267 to US$1.00. The exchange rates
used for convenience translations diÅer from the actual rates used in the preparation of our consolidated
Ñnancial statements.
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RISK FACTORS

You should carefully consider the following risk factors as well as the other information contained in
this document in evaluating us and our business before purchasing American depositary shares.

Risks relating to our banking business

Risks relating to our proposed merger with Kookmin Bank

The merger ratio is Ñxed and will not reÖect market Öuctuations

Pursuant to a merger agreement dated as of April 23, 2001, we and Kookmin Bank have agreed to
merge by combining both banks into a new corporation to be named Kookmin Bank. Upon completion of
the merger, all shares of Kookmin Bank common stock and our common stock will be converted into
shares of the combined bank's common stock, and all Kookmin Bank global depositary shares and our
American depositary shares will be converted into American depositary shares of the combined bank. The
ratios at which each bank's common stock and depositary shares will be converted are Ñxed, and there will
be no adjustment for changes in the market prices of either bank's common stock or depositary shares.
Any change in the prices of either bank's common stock or depositary shares occurring prior to the
eÅective date of the merger will aÅect the value that holders of our common stock and American
depositary shares will receive in the merger. Stock price changes may result from a variety of factors that
are beyond our control, including changes in our businesses, operations and prospects, regulatory
considerations and general market and economic conditions. We are not permitted to ""walk away'' from
the merger or resolicit the vote of our shareholders solely because of changes in the market prices of either
bank's common stock or depositary shares.

If you are a holder of our American depositary shares, you will not have any dissent and appraisal
rights in respect of the merger

Under Korean law, holders of shares of H&CB common stock who oppose the merger with Kookmin
Bank may exercise an appraisal right and require the combined bank to purchase their shares if the merger
is completed. However, if you are a holder of H&CB American depositary shares, you will not have any
appraisal rights in respect of the merger even if you oppose it. In order to exercise such rights, you will
have to withdraw the shares underlying your American depositary shares.

We may fail to realize the anticipated beneÑts of the proposed merger

The success of the merger with Kookmin Bank will depend, in part, on the ability of the combined
bank to realize the anticipated synergies, growth opportunities and cost savings from combining the
businesses of H&CB and Kookmin Bank. The realization of these anticipated beneÑts of the merger may
be blocked, delayed or reduced as a result of numerous factors, some of which will be outside our control.
These factors include:

‚ diÇculties in integrating the existing operations of H&CB and Kookmin Bank, including personnel,
policies and procedures, branch networks, information systems and management and administrative
functions;

‚ unforeseen contingent risks or latent liabilities relating to the combined bank that may only become
apparent after the merger;

‚ diÇculties in managing a much larger business;

‚ loss of key personnel; and

‚ labor unrest.

Accordingly, we cannot assure you that the combined bank will realize the anticipated beneÑts of the
merger or that the merger will not harm the combined business, Ñnancial condition and results of
operations of the two banks.
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In particular, since we and Kookmin Bank have operated and will continue to operate independently
until the completion of the merger, the integration of the operations of the two banks is likely to require
signiÑcant amounts of time, Ñnancial resources and management attention. The integration process could
result in the disruption of the combined bank's ongoing businesses and information systems, or
inconsistencies in standards, controls, procedures and policies and a reduction in employee morale, each of
which may adversely aÅect the combined bank's ability to maintain relationships with clients and to retain
key personnel.

In addition, we and Kookmin Bank each experienced a period of labor unrest in connection with the
announcement of our proposed merger. See ""Directors, Senior Management and Employees Ì
Employees.'' The Korea Financial Industry Union, which represents a majority of the two banks' combined
workforce, has opposed the merger and any workforce reductions that may result from combining the two
banks' businesses. As a result, the combined bank may face continued labor unrest after the merger is
completed. The threat of labor unrest may hinder the combined bank's ability to realize cost savings in
connection with the merger, and any signiÑcant labor action by the combined bank's workforce could
seriously disrupt its operations.

The exercise of appraisal rights in respect of a signiÑcant number of shares of our common stock or
Kookmin Bank common stock, or the exercise of creditor protection rights in respect of a signiÑcant
amount of debt of either bank, could increase the costs of the merger, reduce the capital of the
combined bank and hurt its Ñnancial condition

Under Korean law, our shareholders or shareholders of Kookmin Bank who oppose the merger may
exercise an appraisal right and require us or Kookmin Bank, as the case may be, to purchase their shares
if the merger is completed. We expect to pay W22,441 for each share of our common stock, and expect
that Kookmin Bank will pay W13,698 for each share of Kookmin Bank common stock, properly submitted
for appraisal. If shareholders exercise appraisal rights in respect of a signiÑcant number of shares of our
common stock or Kookmin Bank common stock, the combined bank will be required to expend a
signiÑcant amount of funds to purchase such shares, which will reduce its capital and hurt its Ñnancial
condition.

Under Korean law, we and Kookmin Bank are required to implement creditor protection procedures
in connection with the merger. Under these procedures, creditors of either bank that are opposed to the
merger may require the relevant bank to perform its payment obligations to such creditors on an
accelerated basis or provide collateral or property in trust to secure such payment obligations. If creditors
exercise these rights in respect of a signiÑcant amount of our payment obligations or those of Kookmin
Bank, the combined bank will be required to expend a signiÑcant amount of funds for payments or to
encumber a signiÑcant amount of its assets, which will adversely aÅect the Ñnancial condition of the
combined bank.

Our directors and oÇcers may have potential conÖicts of interest in supporting the merger

A number of our directors who support the merger with Kookmin Bank may have employment or
severance agreements or beneÑt arrangements that provide them with interests in the merger that diÅer
from those of our shareholders. In addition, some members of our management may also have interests
that diÅer from those of our shareholders, including the opportunity to obtain employment positions in the
management of the combined bank. The possibility of receiving compensation or other beneÑts in the
merger may have inÖuenced these directors and oÇcers in their support of the merger.

The merger is subject to various conditions and may not be completed as scheduled or at all

Under the merger agreement with Kookmin Bank, our and Kookmin Bank's obligations to complete
the merger are subject to a number of speciÑed conditions, including approval by our shareholders and
Kookmin Bank's shareholders and the obtaining or satisfaction of all regulatory approvals, permits,
consents and requirements necessary for the consummation of the merger. Regulatory authorities in Korea
or elsewhere may seek to block or delay the merger or may impose conditions that reduce the anticipated
beneÑts of the merger or make it diÇcult to complete as planned. In addition, the two banks have the
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right to terminate the merger agreement at any time prior to the completion of the merger, upon mutual
written consent. Either bank may also terminate the merger agreement upon a continuing breach of the
agreement by the other bank that has a material adverse eÅect on either bank or the ability of either bank
to perform its obligations under the agreement. Accordingly, even if the merger is approved by our
shareholders and Kookmin Bank's shareholders, we cannot assure you that the merger will be completed
as scheduled or at all.

If the merger is completed, our business will be combined with Kookmin Bank's business, which is
subject to many risks

Kookmin Bank's business is subject to many risks, including many of the same risks that our business
faces, as described below. If the merger is completed, we expect that the business of the combined bank
will be subject to the risks faced by Kookmin Bank's business, as well as those faced by our business. In
some areas, including exposure to particular borrowers or groups of borrowers or to economic and Ñnancial
conditions in Korea, the magnitude of the risks faced by the combined bank may be greater than that of
the risks faced by either bank individually.

We now face full competition in our core mortgage business, which may result in a further decrease of
our market share and adversely aÅect our margins

Until 1997, by law, we were the only Ñnancial institution in Korea that could oÅer a full range of
mortgage products. Among other things we had the exclusive ability to:

‚ oÅer mortgages with terms longer than ten years;

‚ provide housing related deposit accounts; and

‚ oÅer preferential rights to subscribe for newly-built apartments.

Beginning in 1997, the laws giving us the exclusive rights to oÅer these mortgage-related products
began to be repealed. As a result, all banks in Korea can oÅer a full range of mortgage products.

The increase in competition has led to loan price competition among mortgage lenders in Korea
which has adversely aÅected our margins. We cannot guarantee that we will be able to maintain our
market share or our margins at their current levels in the face of increased competition. Any decrease in
our market share or in our margins may adversely aÅect our Ñnancial condition and results of operations.

Unfavorable Ñnancial and economic conditions in Korea have had and may in the future have an adverse
impact on the asset quality of our loan portfolio

Korea experienced unfavorable Ñnancial and economic conditions in 1997 and 1998. As a result, a
large number of Korean companies and individuals experienced Ñnancial diÇculties. This resulted in a
general increase in the level of our non-performing loans. The ratio of our non-performing loans to our
total loans was 7.5% as of December 31, 1997, 10.0% as of December 31, 1998, 7.6% as of December 31,
1999 and 4.6% as of December 31, 2000. The level of our non-performing loans would have been higher as
of December 31, 1997, December 31, 1998 and December 31, 1999 except that we sold substandard or
below loans to the Korea Asset Management Corporation (KAMCO) in connection with a government
program to assist the Korean banking industry. In 1997, we sold an aggregate of W34 billion of
substandard or below loans to KAMCO, in 1998, we sold an aggregate of W299 billion of substandard or
below loans to KAMCO and in 1999, we sold an aggregate of W8 billion of substandard or below loans to
KAMCO. We did not sell any substandard or below loans to KAMCO in 2000.

During 2000 and in particular, the fourth quarter of 2000, the economic recovery in Korea slowed.
The economic indicators in the Ñrst quarter of 2001 have been mixed, and it is uncertain as to how the
Korean economy will perform in the near term. Any worsening of the Korean economy could lead to an
increase in our non-performing loans. A signiÑcant increase in our non-performing loans may have a
material adverse eÅect on our Ñnancial condition, results of operations and capital adequacy and could
have an adverse eÅect on the price of the American depositary shares.
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Developments that could hurt Korea's economy include the following:

‚ social and labor unrest resulting from higher unemployment and lower levels of income;

‚ a decrease in tax revenues and a substantial increase in government expenditure for unemployment
compensation and other social programs which together may result in an increased government
budget deÑcit;

‚ volatility in foreign currency reserve levels, exchange rates, interest rates and the stock market;

‚ increased reliance on exports to service foreign currency debts, which could cause friction with
Korea's trading partners;

‚ the current Ñnancial problems at companies in the Daewoo Group or Hyundai Group or similar
diÇculties at other chaebols or their suppliers, and their potential impact on Korea's Ñnancial
sector;

‚ the failure of restructurings of large troubled companies; and

‚ adverse developments in the economies of countries to which Korea exports.

Our business is vulnerable to volatility in interest rates

Over the last few years, the Ñnancial sector in Korea has been deregulated, which has increased
competition. Prior to that time, our operations and proÑtability substantially reÖected our lending at
interest rates set by the Korean government. Since 1997, we have had the Öexibility to set interest rates on
virtually all of the loans we extend. These developments have resulted in greater volatility in interest rates
and margins for substantially all Ñnancial institutions in Korea including ourselves. Based on our lending
book's asset-liability position as of December 31, 2000 and assuming that our interest rates respond
sensitively to the Öuctuation in general market rates, our net interest income would decrease with a decline
in interest rates. The volatility in interest rates could adversely aÅect our business and future Ñnancial
performance.

Our largest exposure is to the Korea Housing Guarantee Co., Ltd. (KHGC), and the KHGC has
experienced substantial Ñnancial diÇculties

The KHGC takes responsibility for completing construction projects if construction companies
become insolvent while their projects are in progress. In addition, the KHGC has assumed the obligations
of a predecessor entity to guarantee a number of loans to construction companies. As a result of the large
number of insolvencies in the construction industry, the KHGC has recently experienced substantial
liquidity problems. Representatives of the KHGC, the Ministry of Construction and Transportation and
creditor Ñnancial institutions of the KHGC, including us, held a series of meetings in March and
April 2000 and agreed on a basic framework for restructuring part of the KHGC's debts. On June 27,
2001, the government and creditor Ñnancial institutions agreed on a capital contribution and debt
repayment program to normalize the operation of KHGC. Under the terms agreed, the Government will
make a capital contribution of W947 billion and purchase convertible bonds of W332 billion issued by the
KHGC. In addition, W504 billion of the creditor Ñnancial institutions' outstanding loans to KHGC will be
converted to equity, including W171 billion of our outstanding loans, while the creditor Ñnancial
institutions' outstanding loans of W1,015 billion, including our remaining outstanding loans of W309
billion, will be repaid in full.

After the implementation of the above restructuring program, 49.9% of the outstanding share capital
of the KHGC will be owned by the government, 20.6% of the outstanding share capital of the KHGC will
be owned by construction companies, and 20.9% of the outstanding share capital of the KHGC will be
owned by Ñnancial institutions, including 9.7% by us. If the agreement on restructuring program for the
KHGC fails to resolve the KHGC's Ñnancial problems, our Ñnancial condition and results of operations
may be further adversely aÅected.
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We have exposure to the largest Korean commercial conglomerates known as ""chaebols,'' which have
recently experienced signiÑcant Ñnancial diÇculties

As a result of the unfavorable Ñnancial and economic conditions in Korea, a number of chaebols have
experienced Ñnancial diÇculties. Of our ten largest corporate exposures as of December 31, 2000, seven
are companies that are members of the 30 largest chaebols in Korea. As of that date, the total amount of
our exposures to those chaebols was W1,356 billion or 2.2% of our total exposures of which W326 billion
or 0.5% were classiÑed as substandard or below and none were classiÑed as special mention. If the quality
of the exposures extended to these or other chaebols declines, substantial additional allowances would be
required, which would adversely aÅect our results of operations.

Due to their size and penetration of the Korean economy, continued diÇculties experienced by the
chaebols may have adverse eÅects on the Korean economy as a whole. Many small and medium-sized
enterprises in Korea, which are the focus of our corporate banking activities, have close business
relationships with chaebols, primarily as suppliers. Any diÇculties encountered by chaebols would be likely
to adversely impact the Ñnancial conditions of small and medium-sized enterprises, including those with
which we do business, which in turn could have an adverse eÅect on our business and the price of the
American depositary shares.

We have signiÑcant exposure to the Daewoo Group whose principal creditors have commenced formal
workout proceedings

As of December 31, 2000, our outstanding exposure to member companies of the Daewoo Group, one
of the largest chaebols in Korea, totaled approximately W272 billion, which represented approximately
0.4% of our total exposure. Approximately 90.5% of our exposures to member companies of the Daewoo
Group are currently classiÑed as substandard or below. The Ñnancial condition of the Daewoo Group has
deteriorated over the past several years. In August 1999, the principal creditor banks of the Daewoo Group
commenced formal workout procedures with respect to 12 of the member companies of the Daewoo
Group, including Daewoo Corporation, Daewoo Motors, Daewoo Electronics, Daewoo Heavy Industries,
Daewoo Telecom and Ssangyong Motors. Currently, these member companies are either subject to
liquidation proceedings or have been liquidated, under workouts or reorganization proceedings, have been
split up into more than one company or are looking for purchasers. As of December 31, 2000, we had
made provisions for 80.8% of our loans and guarantees with the Daewoo Group. The allowance for loans
and guarantees amounted to W173 billion. In addition, we hold securities issued by the Daewoo Group at
their fair value. There is no guarantee that the procedures will result in the successful implementation of
workout plans for the member companies of the Daewoo Group to which we have exposure or that we will
be able to make any recoveries in respect of our total exposures to those companies.

We have signiÑcant exposure to the Hyundai Group which is experiencing Ñnancial diÇculties.

As of December 31, 2000, our outstanding exposure to member companies of the Hyundai Group, the
second largest chaebol in Korea, totaled approximately W342 billion, which represented approximately
0.6% of our total exposure. Approximately 13.8% of our exposures to member companies of the Hyundai
Group are currently classiÑed as substandard or below. As of December 31, 2000, we had made provisions
for 16.9% of our loans and guarantees with the Hyundai Group. The Hyundai Group has been reported to
be struggling with its indebtedness, reported to amount to approximately US$30 billion, and Hyundai
Group's Hyundai Engineering & Construction and Hynix Semiconductor have been reported to be
experiencing liquidity problems.

Since December 31, 2000, eight domestic commercial banks which have made loans to Hyundai
Engineering & Construction have agreed to provide the following assistance:

‚ extend loans secured by real estate in the aggregate amount of W340 billion;

‚ extend working capital loans in the amount of W390 billion;
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‚ convert loans into equity in an amount of W1,400 billion; and

‚ participate in a rights oÅering with the creditors' portion being W750 billion.

In May 2001, it was decided that the capital of Hyundai Engineering & Construction be reduced by a
ratio of 5.99 to 1. Since December 31, 2000, we made additional loans in the amount of W150 billion to
Hyundai Engineering & Construction, out of which W124 billion is currently outstanding. All of this
amount is secured by the deposit account of Hyundai Engineering & Construction which collects
installment payments of housing subscribers. Our outstanding exposure to Hyundai Engineering &
Construction was W130 billion as of May 31, 2001.

In May 2001, domestic commercial banks, investment trust companies and certain other Ñnancial
institution creditors of Hynix Semiconductor agreed to provide the following assistance under the condition
that the company successfully raises an aggregate of W1.3 trillion through an oÅering of global depositary
shares and/or high yield bonds:

‚ purchase convertible bonds and/or convert loans into equity in the amount of W1 trillion, out of
which our portion was W396 billion;

‚ extend the maturity of certain loans in an aggregate amount of US$868 million, out of which our
portion was US$98 million; and

‚ purchase by investment trust company creditors of corporate bonds in the amount of W680 billion,
out of which W27 billion will be used to repay our loans.

In June 2001, Hynix Semiconductor successfully issued US$1.25 billion of global depositary shares
representing common shares. Our outstanding exposure to Hynix Semiconductor was W141 billion as of
May 31, 2001.

In addition to the above assistance, the Korea Development Bank has established a program to
stimulate the corporate debenture market, the ""Fast Track Debenture Program''. Hyundai Engineering &
Construction and Hynix Semiconductor were selected as companies to be included in this program, which
commenced in January 2001. Under this bond purchase program, selected companies became eligible to
re-Ñnance through the Korea Development Bank up to 80% of the principal amount of their debentures
maturing in 2001 through the issuance of new debentures to the Korea Development Bank at market
interest rates. There is no guarantee that the procedures will result in resolving liquidity problems for the
member companies of the Hyundai Group to which we have exposure or that we will be able to make any
recoveries in respect of our total exposures to those companies.

Also, on April 19, 2001, two trusts that were formed after the dissolution of the Bond Market
Stabilization Fund purchased securities that resulted in approximately 80% of the securities held by the
two trusts being securities issued by member companies of the Hyundai Group. As we own 7.94% of the
trusts in total, we are exposed to 7.94% of the potential loss on those securities.

If any of the loans to which we have the highest exposure were to become substandard or below, our
results of operations could be adversely aÅected

As of December 31, 2000, our 20 largest loans, based on outstanding balances, totaled approximately
W1,650 billion, which represented approximately 3.6% of total loans. As of that date, our largest single
outstanding loan balance was to the Korea Deposit Insurance Corporation (KDIC) in the amount of
W190 billion, representing 0.4% of our total loans. As of December 31, 2000, Ñve of our 20 largest loans
aggregating W363 billion (0.8% of our total loans), were classiÑed as substandard. As of that date, none of
our 20 largest loans was classiÑed as doubtful. If any of our remaining such loans were to become
substandard or below, additional loan loss provisions would be required, which could adversely aÅect our
results of operations.
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Our current allowances for losses relating to our loans to leasing companies and companies under
restructuring programs may not be suÇcient to cover all future losses relating to them

As of December 31, 2000, we had loans outstanding to leasing companies in the amount of W83
billion. Of this amount, W77 billion was classiÑed as special mention or lower. Leasing companies in
Korea are undergoing restructuring, thus the quality of these loans may deteriorate further in the future.
As of December 31, 2000, our loan loss allowance for loans to leasing companies was W23 billion.
However, we cannot assure you that this amount will be suÇcient to cover all future losses arising from
our exposure to leasing companies.

As of December 31, 2000, W1,316 billion, or 2.8%, of our total loans were in the process of being
restructured. As of December 31, 2000, our loan loss allowance for our total loans to companies under
restructuring programs amounted to W499 billion, or 37.9% of our total loans to these companies. We
cannot assure you that they will be suÇcient to cover all future losses relating to our exposure to
companies under restructuring programs.

A decline in the value of the collateral securing our loans and our inability to realize full collateral value
may adversely aÅect our credit portfolio

A substantial portion of our loans are secured by real estate. The values of real estate in Korea
declined signiÑcantly in 1997 and 1998 due to adverse economic conditions. The loan to value ratio of our
loans secured by real estate, which is a measure of the amount of a loan to the assessed value of the
security collateralizing the loan, has been approximately 33.9% for housing loans, and 80.0% to 90.0% for
general loans to corporations and individual entrepreneurs, over the last Ñve years. As a result, the
downturn in the real estate market since the end of 1997 did not result in the principal amount of our
loans exceeding the value of the underlying collateral. Any downturn in the Korean economy, however,
could result in shortfalls in collateral values. Any decline in the value of the collateral securing our loans
may require us to increase our loan loss provisions and allowance.

In Korea, foreclosure on collateral generally requires a written petition to a court. An application,
when made, may be subject to delays and administrative requirements that may decrease the value of such
collateral. We cannot guarantee that we will be able to realize the full value on our collateral as a result
of, among other factors, delays in foreclosure proceedings and defects in the perfection of collateral. A
failure to recover the expected value of a collateral security could expose us to a potential loss. Any
unexpected losses could reduce our stockholders' equity and adversely aÅect our business.

If we are required to repurchase the substandard or below loans that we sold to KAMCO, we may need
to recognize losses

In December 1997, September 1998 and December 1999, we sold an aggregate of W341 billion of
loans before allowances for loan losses (W236 billion, net of loan loss allowances) classiÑed as substandard
or below, to KAMCO for proceeds of W138 billion pursuant to a government program to support Ñnancial
institutions in Korea. Pursuant to the terms of the sales made in 1998, KAMCO has the right, in certain
circumstances, to require us to repurchase the loans at their purchase price. See ""Item 5. Operating and
Financial Review and Prospects Ì Trend Information Ì The Acquisition of DongNam Bank Ì Sales of
Substandard or Below Loans to KAMCO''. As of December 31, 2000, KAMCO had required us to
repurchase an aggregate of W43 billion of substandard loans (W23 billion net of loan loss allowances).

As of December 31, 2000 we had guaranteed W59 billion of loans against which we had recorded a
recourse liability of W3.7 billion. We are unable to predict when, if at all, we will be required to
repurchase assets from KAMCO. If we are required to repurchase loans from KAMCO and we are unable
to recover an amount suÇcient to cover the repurchase price, we will incur a loss. Any such loss could
have a material adverse eÅect on our results of operations and Ñnancial condition.
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We are highly dependent on short-term funding deposits, which dependence may adversely aÅect our
operations

A signiÑcant amount of our funding requirements are met through short-term funding sources, which
consist primarily of customer deposits. As of December 31, 2000, approximately 86.24% of our deposits
had maturities of one year or less or were payable on demand. In the past, a substantial proportion of our
customer deposits have been rolled over upon maturity. We cannot guarantee, however, that depositors will
continue to roll over their deposits in the future. If a substantial number of depositors were to fail to roll
over deposited funds upon maturity or withdraw their funds, our liquidity position may be adversely
aÅected, and we may be required to seek more expensive sources of short-term and long-term funds to
Ñnance our operations.

The value of the securities we hold has experienced and may continue to experience volatility

As of December 31, 2000, we held corporate bonds issued by Korean companies with a total book
value of W608 billion in our trading and investment portfolios. In addition, as of that date, we held bonds
issued by Korean Ñnancial institutions (excluding ""monetary stabilization bonds'' issued by the Bank of
Korea (BOK)) with a total book value of W535 billion in our trading and investment portfolios. We
cannot assure you that issuers of these and other securities will not, as a result of adverse Ñnancial and
economic conditions in Korea, default on payments of interest or principal. Such defaults would likely have
a material adverse eÅect on our results of operations and Ñnancial condition.

Risks relating to our acquisition of DongNam Bank

We may not be able to repurchase our preferred stock from KDIC which could result in their
conversion to common stock and signiÑcant dilution

In December 1998, the government, through KDIC, purchased (1) 59,300,000 shares of our
convertible non-voting preferred stock for an aggregate purchase price of W297 billion and (2) W148
billion of our subordinated notes to make up for the decrease in our capital ratio resulting from our
acquisition of DongNam Bank. Under the terms of the purchase agreement with KDIC, we have the right
to repurchase the preferred stock at the original purchase price prior to January 31, 2004. We have
repurchased 41,510,000 shares of preferred stock and currently the KDIC owns 17,790,000 shares of our
preferred stock. We pay dividends on this preferred stock at a rate of 1.0% of the par value per year.

If we do not repurchase 8,895,000 of the outstanding 17,790,000 shares of preferred stock owned by
KDIC by January 31, 2003, the dividend rate for those preferred shares will increase from 1.0% to a rate
based on the average yield of bonds issued by KDIC. In addition, if we do not repurchase all the
outstanding shares of preferred stock by January 31, 2004, they will convert into shares of common stock
on a one-to-one basis on March 28, 2004. The common stock issued upon conversion of the preferred
stock currently owned by the KDIC would represent 14.0% of our common stock on a fully diluted basis.

The aggregate amount of repurchases in any year may not exceed the total amount available for the
distribution of dividends at the end of the preceding Ñscal year.

We cannot guarantee that we will be able to repurchase our preferred stock from KDIC, and if we
cannot repurchase the preferred stock currently owned by KDIC by January 31, 2004 for any reason, and
the shares of preferred stock convert into common stock, holders of American depositary shares would
suÅer a signiÑcant dilution of their interests.

KDIC has agreed to waive its pre-emptive rights in respect of its preferred stock until after the
applicable repurchase deadlines. KDIC has also agreed that if its stock is converted into common stock, it
will refrain from exercising its voting rights. However, such waivers may not be legally enforceable under
Korean law. In addition, there are no legal restrictions on the ability of KDIC to transfer the shares of
preferred stock or the common stock into which they may convert. In the event that KDIC transfers any
such shares to third parties, such transferees would not be bound by KDIC's waiver of pre-emptive rights
or voting rights.
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There have been, and may be in the future, legal challenges to our acquisition of DongNam Bank

Following our acquisition of DongNam Bank, 1,104 former employees of DongNam brought a lawsuit
against us seeking to require us to employ them and seeking monetary damages. The claim is based on the
argument that the acquisition of DongNam Bank was a business transfer in nature, triggering the
requirement that all employees of DongNam be given the option to work with us after the acquisition. On
May 25, 2000, the Seoul District Court Southern Branch decided the case in our favor. The former
employees of DongNam Bank appealed to the Seoul High Court on June 12, 2000. On February 2, 2001,
the Seoul High Court declined to hear the appeal. However, the former employees of DongNam Bank
appealed the decision of the Seoul High Court to the Supreme Court on March 13, 2001. If the case is
ultimately decided against us, we could be forced to employ these former employees of DongNam and pay
monetary damages. The amount of monetary damages we could be required to pay is unclear at this point
but it could be as much as W73 billion.

In September 1998, members of DongNam Bank's labor union brought an administrative action
against the FSC demanding the unwinding of our acquisition of DongNam on the grounds that the law
upon which the FSC based its order for the acquisition was unconstitutional. The case is still proceeding.
We cannot assure you that these legal actions seeking to unwind our acquisition of DongNam Bank or
other remedies based on this or any other grounds will not be commenced, or that, if commenced, would
not be successful.

Under Korean law, a transfer of a business to a company requires the approval of the acquiring
company's shareholders, as well as an opportunity for dissenting shareholders to exercise appraisal rights
which means we are required to purchase shares from these shareholders at a predetermined price. It is
unclear whether our acquisition of DongNam constituted a transfer of a business for purposes of Korean
law. The Ministry of Justice of Korea has issued an interpretation to the eÅect that transactions such as
our acquisition of DongNam do not constitute a business transfer requiring shareholder approval and
appraisal rights. This interpretation, however, does not have any legally binding eÅect. We did not obtain
shareholder approval for the acquisitions or provide appraisal rights to dissenting shareholders. We cannot
assure you that our acquisition of DongNam will not be challenged in the future because we did not get
shareholder approval or provide appraisal rights or that any challenge on these grounds will not be
successful.

An unwinding of our acquisition of DongNam or other remedies resulting from successful legal
challenges or otherwise may have an adverse eÅect on us.

Risks relating to government regulation and policy

We are subject to government review of any decision to change the minimum amount of our lending
which is required to be devoted to mortgage lending

Currently our articles of incorporation require us to devote at least 50.0% of our Won currency
lending, other than any lending done pursuant to government policies as described below, to mortgage
lending. Any change in this minimum amount is subject to prior review by the FSC. Although the FSC
does not have the explicit power to prevent us from changing the minimum percentage of our mortgage
lending, the FSC is our principal government regulator and as a result, we may not wish to reduce our
mandated minimum percentage of mortgage lending if the FSC is opposed to the change.

The government promotes lending to certain types of borrowers as a matter of policy, which we may
feel compelled to follow

Under Korean law, we are currently required to ensure that 35.0% of the amount of any new lending
we do each month consists of loans to small and medium-sized enterprises. See ""Item 4. Information of
the Company Ì Business Overview Ì Supervision and Regulation Ì Principal Regulations Applicable to
Banks in Korea Ì Lending to Small and Medium-Sized Enterprises''. In addition, the government has,
and will continue to, as a matter of policy, attempt to promote lending to certain types of borrowers. It
generally has done this by identifying qualifying borrowers and making low interest loans available to banks
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and Ñnancial institutions who lend to those qualifying borrowers. The government has in this manner
promoted low income mortgage lending and lending to technology companies. As of December 31, 2000,
W368 billion, or 0.8% of our outstanding loans had been made pursuant to government policies. All loans
we make pursuant to government policies are reviewed in accordance with our credit review policies.
However, we cannot assure you that government policy might not inÖuence us to lend to certain sectors or
in a manner in which we otherwise would not in the absence of the government policy.

The government may decide not to continue designating us as the sole manager of the National
Housing Fund (NHF), in which case our fee income from managing the NHF may be eliminated or
reduced

The NHF is a government fund that provides mortgage lending to low income households and
construction loans to fund projects to build small-and medium-sized housing. Since 1981, we have been
managing the operations of the NHF and receiving a monthly management fee. In 2000, we received total
fees of W158 billion for managing the NHF.

In January 2000, the relevant law that had speciÑed us as the institution that manages the NHF was
amended to provide that the Minister of Construction and Transportation is to designate the institution
that will perform this function. After the amendment of the law, the Minister of Construction and
Transportation designated us to manage the NHF. If the Minister designates another institution instead of
us or in addition to us to manage the NHF, our fee income from managing the NHF will be eliminated or
reduced compared to current levels, which in turn would have an adverse eÅect on our results of
operations.

We may be required to raise additional capital to maintain our capital adequacy ratios, which we
may not be able to do on acceptable terms, if at all

Pursuant to Korean bank regulations, we are required to maintain a minimum Tier I and Tier II
capital adequacy ratio of 8.0%. We are required to calculate our capital adequacy ratios in accordance with
the requirements of the FSS using our Korean GAAP Ñnancial statements. As of December 31, 2000, our
Tier I capital adequacy ratio was 5.48% and our combined Tier I and Tier II capital adequacy ratio was
9.92%. We plan to repurchase all of the remaining 17,790,000 shares of preferred stock for W89 billion
issued to KDIC in connection with our acquisition of DongNam Bank, prior to the applicable deadlines for
such repurchases. If we do so, it will reduce our capital base and our capital adequacy ratios. In addition,
our capital base and our capital adequacy ratios may decrease in the event that we are not able to
adequately deploy the funds that our customers deposit with us because our deposit base increases rapidly
or our results of operations or Ñnancial condition deteriorate. Accordingly, we may be required to obtain
additional capital in the future in order to maintain our capital adequacy ratios above the minimum
required levels. If we require additional capital in the future, we cannot guarantee that we will be able to
obtain such capital on acceptable terms, or at all. Depending on the terms and amount of any additional
capital obtained, holders of American depositary shares may experience a signiÑcant dilution of their
interest. In addition, our ability to obtain additional capital may be restricted further to the extent Korean
banks or banks from other Asian countries are seeking to raise capital at the same time.

Our business is very competitive and our growth strategy depends on our ability to compete eÅectively

We compete principally with other Ñnancial institutions in Korea, including:

‚ nationwide commercial banks;

‚ regional banks;

‚ development banks;

‚ specialized banks;

‚ branches of foreign banks operating in Korea; and

‚ with respect to the provision of mortgage loan products, installment Ñnance corporations.
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General regulatory reforms in the Korean banking industry have increased competition among banks
for deposits, generally leading to lower margins from lending activities. We believe that Korea's recent
economic diÇculties and the Korean government's commitments to the International Monetary Fund have
accelerated and will continue to bring about regulatory reforms in and liberalization of the Korean Ñnancial
industry, leading to increased competition among Ñnancial institutions in Korea.

As the reform of the Ñnancial sector continues, foreign Ñnancial institutions, many with greater
resources than us, have entered, and may continue to enter, the Korean market either by themselves or in
partnership with existing Korean Ñnancial institutions and compete with us in providing Ñnancial and
related services. In addition, a number of signiÑcant mergers and acquisitions in the industry have taken
place in Korea over the last two years. We expect that this merger activity will continue. Even if we merge
with Kookmin Bank, some of the banks resulting from these other mergers may be signiÑcantly larger and
may have more Ñnancial resources than us. There can be no guarantee that we will be able to compete
successfully with such domestic or foreign Ñnancial institutions or that increased competition will not have
a material adverse eÅect on our income, Ñnancial condition or operating results.

Internet banking may not continue to grow or may grow slower than expected in Korea, which would
inhibit the growth of our Internet banking business

One of our important strategies is to increase our Internet banking services. The demand and market
acceptance for Internet banking services are subject to a high level of uncertainty and are substantially
dependent upon the adoption of the Internet for general commerce and Ñnancial services transactions in
Korea.

In order to realize signiÑcant revenue from our Internet services, we will have to persuade our
customers to conduct banking and Ñnancial transactions through the Internet. Electronic Transaction Basic
Law, Electronic Signature Law and certain other Internet-related laws are already in eÅect concerning the
commercial use of the Internet, including legal recognition of electronic records, validity of online
contracts and authentication of digital signatures. However, there remains uncertainty regarding certain
legal issues in connection with the use of the Internet, including the eÅectiveness of electronic signature or
the liabilities with respect to the operation of a web site. If Internet banking does not continue to grow or
grows slower than expected, we will not be able to meet our projected earnings and growth strategy related
to our Internet banking business.

Risks relating to the management of our trust accounts

We may be required to make transfers from our general banking operations to cover shortfalls in our
guaranteed trust accounts, which could have a material adverse eÅect on our income

We manage a number of trust accounts. The Ñnancial results of the trust accounts are not
consolidated with our Ñnancial results. Under Korean law, trust account assets are segregated from the
assets of our general banking operations and are not available to satisfy the claims of our depositors or
other creditors of our general banking operations. For some of these trusts we guarantee the principal
amount of the investor's investment and, in certain cases, we also guarantee a Ñxed rate of interest. Since
January 1999, new legislation prevents us from oÅering new trust accounts for which we guarantee both
the principal amount of the investment and a Ñxed rate of return. However, we plan to continue oÅering
trust accounts which provide only a principal guarantee. If, at any time, the income from our guaranteed
trust accounts is not suÇcient to pay the guaranteed amount, we will have to satisfy the shortfall either
from the reserves maintained in our trust accounts or from funds transferred from our general banking
operations. Transfers from our general banking operations to cover deÑciencies in our guaranteed trust
accounts amounted to W206 billion in 1998 and W85 billion in 2000, and were reÖected as payment for
guaranteed return on our trust accounts. In addition, we paid W53 billion and W10 billion in 1999 and
2000 for reimbursement of trust losses incurred primarily as a result of holdings in member companies of
the Daewoo Group. We may be required to make transfers from our general banking operations to cover
shortfalls in our guaranteed trust accounts in the future and the amounts of such transfers may be
signiÑcant.
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Risks relating to Korea

The expected structural reforms of the Korean economy and the Ñnancial sector may have a substantial
impact on our business

We are incorporated in Korea and substantially all of our operations are located in Korea. As a result,
we are subject to political, economic, legal and regulatory risks speciÑc to Korea. In 1997 and 1998, Korea
experienced a signiÑcant Ñnancial and economic downturn, from which it has not yet fully recovered.
Further deterioration of the Korean economy or economies of other countries could adversely aÅect our
Ñnancial condition and results of operations. We expect that the comprehensive policy packages announced
by the government of Korea since late 1997 to address structural weaknesses in the Korean economy and
the Ñnancial sector, which included the mergers and restructurings of a number of banks, will continue to
have a substantial impact on our business. The government has indicated that it may advocate further
mergers or restructurings in the Korean Ñnancial sector. Such mergers or restructurings may occur and
have an adverse impact on our Ñnancial condition or results of operations.

Financial instability in other countries, particularly emerging market countries in Asia, could disrupt our
business and cause the price of our shares and American depositary shares to go down

The Korean market and the Korean economy are inÖuenced by economic and market conditions in
other countries, particularly emerging market countries in Asia. Financial turmoil in Asia, Russia and
elsewhere in the world in recent years has adversely aÅected the Korean economy. Although economic
conditions are diÅerent in each country, investors' reactions to developments in one country can have
adverse eÅects on the securities of companies in other countries, including Korea. A loss of investor
conÑdence in the Ñnancial systems of emerging and other markets may cause increased volatility in Korean
Ñnancial markets. We cannot be certain that Ñnancial events of the type described will not happen again or
will not have an adverse eÅect on our business or the price of the American depositary shares.

Labor unrest may disrupt our operations

The economic downturn in Korea and the associated increase in the number of corporate
restructurings and bankruptcies have caused and may cause further layoÅs and increasing unemployment
in Korea. These factors could lead to social unrest and increase substantially government expenditure for
unemployment compensation and other costs for social programs. During 1998 there were large-scale
protests and labor strikes in Korea. There is no guarantee that labor unrest will not continue or escalate
further. Increasing unemployment and continuing labor unrest could disrupt our operations and the
operations of many of our customers and their ability to repay their loans and could aÅect the Ñnancial
conditions of Korean companies in general, depressing the prices of Korean securities on the Korea Stock
Exchange (KSE) and the value of the Won relative to other currencies. Such results would likely have an
adverse eÅect on our Ñnancial condition, results of operations and capital adequacy.

Our strategy of merging with Kookmin Bank to improve our eÇciency and proÑtability have met with
signiÑcant opposition from our labor union. Our labor union members have recently staged various protests
in our headquarters and some of our employees have carried out work stoppages. There can be no
assurance that we will not continue to experience labor disputes and unrests, including expanded protests
and strikes, which could disrupt our business operations and have an adverse eÅect on our Ñnancial
condition and results of operation.

Tension with North Korea may have an adverse eÅect on us or the price of the American depositary
shares

Relations between Korea and North Korea have been tense over most of Korea's history. The level of
tension between the two Koreas has Öuctuated and may increase or change abruptly as a result of current
events, including renewed contacts at the highest levels of the governments of Korea and North Korea,
and future events that cannot be foreseen at this time. Any increase in the tensions, which may occur, for
example, if these contacts break down or military hostilities occur, could reduce demand for our products
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and services in the Korean market and aÅect our business operations in Korea and the price of the
American depositary shares.

Risks relating to the American depositary shares

The government may sell a portion of its shares which could adversely aÅect the price of the American
depositary shares

As of December 31, 2000, the government owns 14.5% of our outstanding shares of common stock. In
addition, KDIC owns 17,790,000 shares of our preferred stock which may, under certain circumstances,
convert into an identical number of shares of common stock. Currently, we do not know when, how, and
what percentage of, our shares owned by the government including KDIC would be disposed of or to
whom such shares will be sold. As a result, it is currently diÇcult to predict the impact on us of such sale.
Sales of substantial numbers of our shares in the public market or otherwise by the government, other
shareholders or by us, or the perception that such sales may occur, could adversely aÅect the prevailing
market price of the American depositary shares.

There are restrictions on withdrawal and deposit of common shares under the depositary facility

Under the deposit agreement, holders of shares of our common stock may deposit those shares with
the depositary bank's custodian in Korea and obtain American depositary shares, and holders of American
depositary shares may surrender an even number of American depositary shares to the depositary bank and
receive shares of our common stock. However, under current Korean laws and regulations, the depositary
bank is required to obtain our prior consent for the number of shares to be deposited in any given proposed
deposit which exceeds the diÅerence between (1) the aggregate number of shares deposited by us for the
issuance of American depositary shares (including deposits in connection with the initial and all
subsequent oÅerings of American depositary shares and stock dividends or other distributions related to
these American depositary shares) and (2) the number of shares on deposit with the depositary bank at
the time of such proposed deposit. We have consented to the deposit of outstanding shares of common
stock as long as the number of American depositary shares outstanding at any time does not exceed 46.8
million. As a result, if you surrender American depositary shares and withdraw shares of common stock,
you may not be able to deposit the shares again to obtain American depositary shares.

Ownership of our shares is restricted under Korean law

Under Korean law, a single shareholder, together with its aÇliates, is generally prohibited from
owning more than 4.0% of the outstanding shares of voting stock of a nationwide bank such as us. The
government and the KDIC are exempt from this limit, and qualifying foreign investors that meet the
requirements under the Presidential Decree of the Bank Act may also exceed the 4.0% limit upon approval
of the FSC. See ""Item 4. Information on the Company Ì Business Overview Ì Supervision and
Regulation Ì Principal Regulations Applicable to Banks in Korea Ì Restrictions on Bank Ownership''. To
the extent that the total number of shares of our common stock that you and your aÇliates own together
exceeds the 4.0% limit, you will not be entitled to exercise the voting rights for the excess shares, and the
FSC may order you to dispose of the excess shares within a period of up to six months. Failure to comply
with such an order would result in a Ñne of up to W20 million.

Holders of American depositary shares will not have preemptive rights in certain circumstances

The Commercial Code of Korea and our articles of incorporation require us, with some exceptions, to
oÅer shareholders the right to subscribe for new shares in proportion to their existing ownership percentage
whenever new shares are issued. If we oÅer any right to subscribe for additional shares of our common
stock or any rights of any other nature, the depositary bank, after consultation with us, may make the
rights available to you or use reasonable eÅorts to dispose of the rights on your behalf and make the net
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proceeds available to you. The depositary bank, however, is not required to make available to you any
rights to purchase any additional shares unless it deems that doing so is lawful and feasible and:

‚ a registration statement Ñled by us under the US Securities Act of 1933, as amended, is in eÅect
with respect to those shares; or

‚ the oÅering and sale of those shares is exempt from or is not subject to the registration
requirements of the US Securities Act.

We are under no obligation to Ñle any registration statement with the US Securities and Exchange
Commission. If a registration statement is required for you to exercise preemptive rights but is not Ñled by
us, you will not be able to exercise your preemptive rights for additional shares and you will suÅer dilution
of your equity interest in us.

Your dividend payments and the amount you may realize upon a sale of your American depositary shares
will be aÅected by Öuctuations in the exchange rate between the Dollar and the Won

Investors who purchase the American depositary shares will be required to pay for them in US
dollars. Our outstanding shares are listed on the KSE and are quoted and traded in Won. Cash dividends,
if any, in respect of the shares represented by the American depositary shares will be paid to the
depositary bank in Won and then converted by the depositary bank into Dollars, subject to certain
conditions. Accordingly, Öuctuations in the exchange rate between the Won and the Dollar will aÅect,
among other things, the amounts a registered holder or beneÑcial owner of the American depositary shares
will receive from the depositary bank in respect of dividends, the Dollar value of the proceeds which a
holder or owner would receive upon sale in Korea of the shares obtained upon surrender of American
depositary shares and the secondary market price of the American depositary shares.

If the government deems that certain emergency circumstances are likely to occur, it may restrict the
depositary bank from converting and remitting dividends in Dollars

If the government deems that certain emergency circumstances are likely to occur, it may impose
restrictions such as requiring foreign investors to obtain prior government approval for the acquisition of
Korean securities or for the repatriation of interest, dividends or sales proceeds arising from Korean
securities or from disposition of such securities. These emergency circumstances include any or all of the
following:

‚ sudden Öuctuations in interest rates or exchange rates;

‚ extreme diÇculty in stabilizing the balance of payments; and

‚ a substantial disturbance in the Korean Ñnancial and capital markets.

The depositary bank may not be able to secure such prior approval from the government for the
payment of dividends to foreign investors when the government deems that there are emergency
circumstances in the Korean Ñnancial markets.

You may not be able to enforce a judgment of a foreign court against us

We are a corporation with limited liability organized under the laws of Korea. Substantially all of our
directors and oÇcers and certain other persons named in this document reside in Korea, and all or a
signiÑcant portion of the assets of our directors and oÇcers and certain other persons named in this
document and substantially all of our assets are located in Korea. As a result, it may not be possible for
investors in the American depositary shares to eÅect service of process within the United States, or to
enforce against them or us in the United States judgments obtained in United States courts based on the
civil liability provisions of the federal securities laws of the United States. There is doubt as to the
enforceability in Korea, either in original actions or in actions for enforcement of judgments of United
States courts, of civil liabilities predicated on the United States federal securities laws.
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Item 4. INFORMATION ON THE COMPANY

HISTORY AND DEVELOPMENT OF THE COMPANY

Introduction

We are a commercial bank organized under the laws of the Republic of Korea and we are engaged
principally in mortgage lending and retail banking. As of December 31, 2000, we were the third largest
bank in Korea in terms of total assets calculated pursuant to Korean GAAP. We were the largest private
sector mortgage lender in Korea for the year ended December 31, 2000, with our mortgage lending
accounting for 76.4% of total private sector mortgages in Korea in that year. As of December 31, 2000, we
had one of the largest deposit bases of any bank in Korea. For the year ended December 31, 2000, our net
income was W506 billion. As of December 31, 2000 we had total assets of W60,956 billion.

We currently provide a broad range of Ñnancial services, including the following:

‚ retail banking services, including mortgage lending, deposit taking and credit card services;

‚ corporate and international banking services focused on services to small and medium-sized
enterprises; and

‚ capital markets activities.

In addition, we provide trust management services and we manage the National Housing Fund
(NHF), a government fund which provides mortgage lending to low income households and loans to
construction companies to build small-sized housing for low-income households. For the year ended
December 31, 2000, including mortgages provided by the NHF, our mortgage lending activities accounted
for over 85% of the total outstanding mortgage market in Korea.

We oÅer our customers a broad choice of delivery channels, including physical branches, automated
banking machines, telephone banking, PC-banking, the Internet and a customer call center. As of
December 31, 2000, we had 552 branches throughout Korea.

Our legal and commercial name is H&CB. Our registered oÇce and principal executive oÇces are
located at 36-3, Yoido-dong, Youngdeungpo-gu, Seoul, Korea 150-758. Our telephone number is 822-769-
7256. Our agent in the United States, H&CB, New York Branch, is located at Mutual of America
Building, 9th Floor, 320 Park Avenue, New York, New York 10022.

History

We were established by the government in 1967 under the name Korea Housing Finance Corporation.
In 1969, we became the Korea Housing Bank pursuant to the Korea Housing Bank Act. We were
established to provide low and middle income households with long-term, low-interest mortgages in order
to help them purchase their own homes and to promote the increase of the housing supply in Korea by
providing low-interest housing loans to construction companies. Under the Housing Bank Act, up to 20.0%
of our lending (excluding lending pursuant to government programs) could be non-mortgage lending.
Pursuant to the Housing Bank Act we were the only entity in Korea allowed to provide mortgages with a
term of longer than ten years. We also had the exclusive ability to oÅer housing-related deposit accounts
oÅering preferential rights to subscribe for newly-built apartments.

In 1971, we began providing the services that are currently provided by the NHF. We provided these
services until 1981 when the NHF was created. We continue to manage the NHF on behalf of the
government and receive a management fee for this service. In 1988 we began managing the Housing
Finance Credit Guarantee Fund (HFCGF), which provides guarantees on mortgage loans to households
and construction companies with insuÇcient collateral. We continued to manage the HFCGF until the end
of 1998.
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In 1996, we completed our initial public oÅering in Korea and listed our shares on the Korea Stock
Exchange. Since the initial public oÅering, the government's shareholding in us has decreased to its
current level of 14.5% as a result of subsequent share oÅerings by us and the sale by the government of
part of its shareholding in the form of global depositary shares in 1997. The global depositary shares were
listed on the London Stock Exchange.

In 1997, the Housing Bank Act was repealed. This removed the limitation on the amount of non-
mortgage lending activities we could engage in and allowed us to expand our commercial banking services
beyond mortgage lending. The repeal also allowed other Ñnancial institutions to compete with our
mortgage lending activities. Since 1997, we have expanded our activities to focus more on retail banking.
However, under our articles of incorporation, at least 50.0% of our Won currency lending (excluding
lending done pursuant to government programs) must be in the form of mortgages.

In June 1998, we acquired the majority of the then performing assets and most of the liabilities of
DongNam Bank pursuant to a directive from the FSC in connection with a government program to
support the deteriorating Ñnancial sector in Korea. We received compensation from the government to
make up for the deÑciency of the assets acquired from DongNam Bank and the government purchased
preferred shares and subordinated debt from us to compensate for the decrease in our capital adequacy
ratio resulting from the acquisition. See ""Item 5. Operating and Financial Review and Prospects Ì Trend
Information Ì Acquisition of DongNam Bank''.

We acquired 49 of DongNam Bank's 116 branches and acquired their customer base, which had a
greater focus on small and medium-sized enterprises than our then-existing customer base. The acquisition
of DongNam Bank strengthened our business presence in the Southeastern region of Korea where
DongNam Bank was based. In addition, DongNam Bank's electronic banking and credit card businesses
were more advanced than our own and provided us with access to improved technology.

In 1998, our current management team joined us and in April 1999, we changed our English name
from Housing & Commercial Bank of Korea, which we no longer use, to H&CB. In July 1999, we entered
into a strategic alliance with the ING Groep N.V., a leading global Ñnancial services group. See
""Ì Business Overview Ì Restructuring of our Operations Following our Privatization Ì Strategic Alliance
with ING Groep N.V.''. Through ING Insurance International B.V., ING acquired 9.99% of our
outstanding shares of common stock and ING appointed both an executive director and a non-executive
director on our board of directors. In connection with the alliance in January 2000, we acquired a 20%
stake in ING Life Insurance Company, Korea, Ltd., an ING insurance aÇliate in Korea, and have sold a
20% stake in Jooeun Investment Trust Management Co., Ltd., one of our subsidiaries, to ING. Under the
joint venture agreement, each of these 20% shareholdings are to be increased by 5% a year in each of the
three years beginning in 2000. Thereafter, further increases are possible up to 50%. However, in connection
with the upcoming merger with Kookmin Bank, we plan to renegotiate the investment agreement and the
joint venture agreement. As a result, our shareholding stake in ING Life Insurance Company, Korea
remains at 20% and ING's stake in Jooeun Investment Trust Management remains at 20%.

In October 2000 we conducted an exchange oÅer of our global depositary shares for American
depositary shares. Our American depositary shares were listed on the New York Stock Exchange under
the symbol ""HCB.'' The global depositary shares were de-listed from the London Stock Exchange.

In December 2000, we entered into a memorandum of understanding to merge with Kookmin Bank,
Korea's largest commercial bank. In April 2001, we and Kookmin Bank entered into a merger agreement
pursuant to which the two banks will be merged into a new entity which will retain the Kookmin Bank
name. We believe that the merger will enable us to combine our strengths with those of Kookmin Bank
and will enable the combined bank to grow and become a premier world-class bank that will represent
Korea in the global banking market. As part of the merger, we expect that each issued and outstanding
share of our common stock will be converted into one share of common stock of the combined bank. In
addition, we expect that every two H&CB American depositary shares, which together represent one share
of our common stock, will be converted into one American depositary share of the combined bank, which
will represent one share of common stock of the combined bank. Each share of our preferred stock will be
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converted into a substantially identical share of preferred stock of the combined bank. As a result of the
merger, our former shareholders will have an approximate 40.2% interest in the combined bank, and the
former shareholders of Kookmin Bank will have an approximate 59.8% interest. If outstanding convertible
bonds of Kookmin Bank are fully converted into shares of Kookmin Bank common stock before
completion of the merger, former shareholders of Kookmin Bank will hold approximately 61.3%, and our
former shareholders will hold approximately 38.7% interest in the combined bank after the merger. The
merger is expected to be accounted for under U.S. GAAP as an acquisition by Kookmin Bank of H&CB
under the purchase method of accounting for business combinations. The merger is expected to be
completed in the fourth quarter of 2001 and is subject to customary closing conditions, including the
approval of our shareholders and the shareholders of Kookmin Bank and all necessary regulatory approvals.
Accordingly, we cannot assure you that the merger will be completed as scheduled or at all. See ""Item 3.
Key Information Ì Risk Factors Ì Risks relating to our proposed merger with Kookmin Bank.''
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BUSINESS OVERVIEW

Restructuring of our Operations Following our Privatization

Our current management team joined us in 1998 and set a new strategic direction with a focus on
maximizing shareholder value and preparing us for the increasingly competitive environment in Korea. We
have undertaken a number of initiatives to transform ourselves into one of Korea's leading providers of
Ñnancial services. Despite the recent economic diÇculties in Korea, we believe that we have taken a
number of steps toward the goal of accomplishing this transformation. These steps have included:

‚ implementing new systems and procedures to improve management transparency;

‚ reengineering our operations to focus on performance; and

‚ increasing our focus on customer service.

In addition, we have entered into a strategic alliance with ING which will continue to provide us with
additional access to advanced management and customer service techniques and new products and
services.

Implementing new systems and procedures to improve management transparency

We have introduced a number of initiatives to increase the transparency of our internal decision-
making processes and the credibility of our Ñnancial and accounting data. These initiatives included:

‚ Improving our corporate governance. We have altered the composition of our board of directors so
that now outside directors make up a majority of our board. This change was made to reinforce our
board's independent oversight of day-to-day management. In addition, we have added a number of
management committees, including an Audit Committee and a Compensation Committee, which
we believe will enhance further the independence of our management's decision making.

‚ Introducing new Korean accounting standards. We have introduced new Korean accounting
standards in an eÅort to bring our Ñnancial reporting, and particularly our provisioning policies, in
line with international standards. In addition, we have begun to report our Ñnancial results in
accordance with U.S. GAAP as well as Korean GAAP.

‚ Reforming our lending practices. We have reformed our lending practices by removing loan
approval authority from our executive directors and giving it to working-level managers to enhance
the accountability and eÇciency of our loan approval process. In addition, we have strengthened our
credit approval process. With the assistance of an external consultant, we have established improved
and expanded credit rating systems for both individuals and corporate borrowers and introduced a
new system for assessing the value of collateral. We believe these new systems will make our
lending process more eÇcient and help us to improve overall asset quality and reduce the rate of
non-performing loans by weighing both quantitative and qualitative factors.

Reengineering our operations to focus on performance

We have also undertaken a number of initiatives to reengineer our operations to introduce a
performance-based organizational culture focused on proÑtability and the maximization of shareholder
value. The initiatives to reengineer our operations have included:

‚ Restructuring our organization into business units. We have restructured our operations so that
our operations are now organized into eight business units focusing on our core business areas and
Ñve divisions responsible for managing operation-wide issues. This has increased the accountability
of the management of each of our principal operations for its Ñnancial results. For control and
accounting purposes we currently operate based on four business segments but have restructured
our business units into eight units so that going forward we can better assess the performance of the
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various units. We are implementing control and accounting procedures for our restructured
operations with a view toward making these procedures operational for Ñscal year 2003.

Our eight business units are:

Ì the Marketing Business Unit, which is responsible for selling all of our products and services
and managing our distribution channels;

Ì the Individual Consumer Banking Business Unit, which includes individual consumer product
development (all types of deposit-taking and loan products) and overdue loan management;

Ì the Credit Card Business Unit, which includes marketing and operations of credit card services;

Ì the Corporate Banking Business Unit, which includes domestic and international corporate
banking;

Ì the Banking Trust Business Unit;

Ì the Workout Business Unit, which includes workout-related operations;

Ì the NHF Management Business Unit; and

Ì the New Economy Business Unit, which includes Internet banking and related initiatives.

Our Ñve divisions are:

Ì the Financial Planning Division, whose responsibilities include Ñnancial planning, accounting,
treasury and investor relations;

Ì the Strategic Planning Division, whose responsibilities include strategic planning and research;

Ì the Risk Management Division, whose responsibilities include risk management (including
market risk), credit risk management and loan management;

Ì the Information Technology Division; and

Ì the Shared Services Division, whose responsibilities include administration, human resources,
legal, training and security control functions.

‚ Introducing performance-based compensation. We have replaced a system of compensation based
primarily on length of tenure, which is the norm in Korea, with a compensation system which
includes a broader assessment of merit. We have begun to introduce an organization-wide
evaluation process and to link the compensation of our senior management and each business unit
to its performance.

‚ Improving our managerial accounting and costing systems. We have adopted a Market
Opportunity Rate system to set internal interest rates by reference to market rates for products with
similar maturities and an Activity Based Cost system to allocate costs internally based on the
activities of each cost center rather than its size. In the past, for example, some costs related to our
headquarters were allocated to branches based on such criteria as the amount of deposits held at
the branch, and the costs of the branches were calculated largely based on the number of
employees working at the branch. Under the Activity Based Cost system, we allocate shared costs
based on the number of transactions and other activity taking place in the branches or departments,
including the number of deposit transactions, cash withdrawals, accounts opened and loans
processed. By adopting the Market Opportunity Rate and the Activity Based Cost systems in our
management accounting, we have created a more accurate basis for determining funding costs and
operating costs, which in turn helps us to evaluate better the performance of each branch and
department, set prices for our Ñnancial products based on their proÑtability, develop marketing
strategies to target customers which we believe will provide greater proÑtability and make more
informed decisions as to which branches to close or relocate.
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Increasing our focus on customer service

We have introduced a number of initiatives to create an internal culture focusing on customer service.
In particular we have:

‚ centralized our loan processing and back oÇce functions into 41 processing centers and established
a call center so that our branch staÅ can spend more time focusing on serving customers;

‚ introduced personal banking services for our most important individual customers and strengthened
our corporate relationship banking eÅorts by increasing the number of relationship managers;

‚ begun to oÅer new products and services to meet diverse customer needs, including oÅering account
opening services in our branches for customers seeking to set up investment accounts with
brokerage companies and oÅering subscriptions for newly-built apartments over the telephone and
via the Internet; and

‚ reconÑgured and expanded our distribution channels, including expanding our automated channels
to reÖect our customers' changing needs and take advantage of new technology.

Strategic Alliance with ING Groep N.V.

In July 1999, we entered into a strategic alliance with ING Groep N.V., a leading global Ñnancial
service provider incorporated in the Netherlands and engaged in the banking, insurance and asset
management business in more than 60 countries throughout the world, when ING Insurance International
B.V. acquired 9.99% of the outstanding shares of our common stock. The strategic alliance is important to
our strategy of transforming ourselves into one of the leading Ñnancial service providers and one of the
largest retail Ñnance institutions in Korea.

The strategic alliance entails:

‚ ING's participation on our board through one executive director and one non-executive director;

‚ ING providing technical and managerial support to our risk management, information technology,
sales and marketing and other key departments;

‚ ING providing assistance with various product groups, especially in the area of mortgage Ñnancing,
and the performance management evaluation of personnel; and

‚ ongoing cooperation between us and ING in pursuing opportunities for developing and serving other
products in the areas of banking, insurance, securities, investment banking and asset management.

We envision that there will be a number of joint ventures between ourselves and ING to provide an
extended range of Ñnancial services and products for our customers. Through joint ventures, we intend to
provide distribution channels and access to our customer base while ING will provide expertise in
management, technology and product knowledge.

Strategy

Our objective is to consolidate our current position as one of Korea's leading providers of Ñnancial
services and to continue to build ourselves into a world-class provider of Ñnancial services. The key
elements of our business strategy are as follows:

‚ Increase our proÑtability by further developing our strengths in retail banking and expanding these
core businesses. We intend to:

Ì focus on our core strengths in mortgage Ñnancing and retail banking; and

Ì introduce new tailored Ñnancial products and services to capitalize on our existing strengths.
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‚ Pursue growth by increasing our personal banking business, strengthening our Internet banking
capability and merging with Kookmin Bank. We intend to:

Ì expand the type of retail banking services we oÅer;

Ì establish ourselves as a major player in Internet banking in Korea; and

Ì secure our position by taking advantage of synergies created by merging with Kookmin Bank.

‚ Enhance the level of our customers' satisfaction by improving our service quality and using targeted
marketing based on our customer database.

‚ Create a competitive internal system through continual management reforms and improve our
operational eÇciency. We intend to:

Ì improve and expand our information technology systems;

Ì continue to implement a system of performance-based compensation; and

Ì reconÑgure and expand our distribution channels (including the Internet) to reÖect our
customers' changing needs and take advantage of new technology.

We may review our strategies following the consummation of our planned merger with Kookmin
Bank.

Principal Banking Activities

Our principal banking activities include:

‚ retail banking, including mortgage Ñnancing;

‚ credit card services;

‚ corporate banking focusing on services to small and medium-sized enterprises; and

‚ capital markets activities.

Through our mortgage Ñnancing activities we provide Ñnancing for the purchase, construction,
improvement and rental of homes. Through our other retail banking activities we take deposits from retail
customers through multiple products and distribution channels and provide personal loans and other
services. Through our corporate banking activities we take deposits and provide loans and other services to
companies, with an emphasis on small and medium-sized enterprises. Through our capital markets
activities we seek to optimize proÑts from our securities portfolio.

Retail Banking

Through our retail banking operations we provide Ñnancial products and services to retail customers.
These products and services include mortgage Ñnancing, other consumer loans, deposit products. As of
December 31, 2000, our retail lending amounted to W32,746 billion and accounted for 70.8% of our total
loans and our retail deposits amounted to W35,646 billion and accounted for 75.4% of our total deposits.
As of December 31, 1999, our retail lending amounted to W23,722 billion and accounted for 73.8% of our
total loans and our retail deposits amounted to W26,652 billion and accounted for 79.8% of our total
deposits. As of December 31, 1998, our retail lending amounted to W19,062 billion and accounted for
72.3% of our total loans and our retail deposits amounted to W22,669 billion and accounted for 82.3% of
our total deposits. Retail banking activities generated net income of W169 billion in 1998, W175 billion in
1999 and W286 billion in 2000.

Mortgage Financing

Mortgage Ñnancing has historically been our core business. As of December 31, 2000, our market
share of the outstanding Korean private mortgage market was 76.4%. As of December 31, 2000, our
mortgage lending amounted to W20,987 billion and accounted for 45.4% of our total loans. As of
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December 31, 2000, mortgage lending accounted for 47.4 % of our interest and fees on loans. As of
December 31, 1999, our mortgage lending amounted to W17,246 billion and accounted for 53.7% of our
total loans. In the year ended December 31, 1999, mortgage lending accounted for 58.9% of our interest
and fees on loans. As of December 31, 1998, our mortgage lending amounted to W15,890 billion and
accounted for 60.3% of our total loans. In the year ended December 31, 1998, mortgage lending accounted
for 60.6% of our interest and fees on loans and leases. We do not receive any fee income related to the
origination of loans, excluding out of pocket expenses such as commissions payable for the appraisal of
collateral. Pursuant to our articles of incorporation, at least 50% of our Won currency lending, other than
government policy lending, must be in the form of mortgage lending. In 2000 we Ñnanced 328,765 housing
units, comprised of 61,705 ready-built housing units, 132,233 existing housing units and 134,827 rental
housing units. The number of housing units that we Ñnanced was 240,825 in 1999 and 201,994 in 1998.

The Housing Finance Market in Korea. The housing Ñnance market in Korea is divided into public
sector and private sector lending. In the public sector, two government entities, the NHF and the National
Agricultural Cooperative Federation, are responsible for most of the mortgage lending. In the private
sector a number of Ñnancial institutions and installment Ñnance companies, including ourselves, provide
mortgage lending. Prior to the late 1980s, Korea suÅered a housing shortage. A series of government
programs designed to stimulate construction have since increased the amount of available housing in
Korea. According to Korea's Ministry of Construction and Transportation and the National Statistical
OÇce of Korea, for the year ended December 31, 2000, the percentage of total dwellings in Korea to total
households was 94.1%, an increase from 72.4% in 1990.

The housing Ñnance market in Korea is relatively small compared with those of other countries.
According to statistics obtained from the International Monetary Fund, The Government Housing Loan
Corporation (Japan), the Ministry of Finance and Economy (Korea) and The Journal of Housing
Finance, the ratio of outstanding mortgage loans to gross domestic product was 12.7% as of
December 1999 (the last year for which Ñgures are available for purposes of comparison), as compared to
32.4% in Japan, 56.6% in the United States and 55.4% in the United Kingdom. This is due in large part to
the government's historical restrictions on mortgage lending that were designed to promote the funding of
strategic industries and the existence of an informal home Ñnancing system known as the ""chons πe'' system.

Government restrictions on mortgage lending were largely lifted in 1997. All commercial banks in
Korea can now oÅer long-term mortgages and restrictions on maximum amounts and on the maximum
size of homes eligible for a mortgage have been eliminated. This has led to a more competitive mortgage
lending market. In 1998, the Korean government promulgated new laws to facilitate mortgage backed
securitization transactions by Korean banks. We believe that the demand for these transactions will
increase, which should contribute to the growth of the mortgage lending market by increasing the amount
of funding available to lenders and allowing lenders to manage their credit risk and increasing the potential
buyer's purchasing power.

According to the most recently available public data published by the Bank of Korea and the Korean
government, personal income in Korea rose 7.0% and the population increased 0.9% in 2000. Housing
prices in Korea increased 0.4% in 2000 from 1999 levels according to our research, which has been
certiÑed by the Korean government, and the number of housing construction permits increased 5.4% in
2000, according to statistics released by Korea's Ministry of Construction and Transportation.

Mortgage Loan Products. Our retail mortgage loan products consist of:

‚ loans to individuals to Ñnance the purchase of homes;

‚ loans to individuals to Ñnance the construction of homes;

‚ home improvement loans;

‚ loans to individuals to Ñnance the rental of homes; and

‚ loans to individuals to Ñnance the purchase of housing sites.
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Prior to 1997, government regulations limited the types of mortgage lending products we could oÅer.
We could only provide individual housing loans in amounts not greater than W25 million and interest rates
on our mortgage loans were restricted to between 9.5% to 11.5% per year which were generally lower than
market rates. Repayment schedules ranged from three to 25 years on an installment basis. To be eligible
for individual housing loans, the Öoor area of a house could not be greater than 100 square meters, and in
the case of housing rental loans, the Öoor space could not be greater than 85 square meters. To be eligible
for an individual housing loan, a borrower needed to have accumulated a speciÑed number of monthly
installments in one of our housing related saving programs, or have maintained a speciÑed deposit balance
in prescribed deposit accounts.

Following the repeal of the Housing Bank Act in 1997, we were able to expand our product oÅerings.
We have introduced a number of products with more Öexible features, including terms, repayment
schedules, amounts and eligibility for loans and are now able to oÅer interest rates on a commercial basis.
The maximum term of our mortgage loans is now 33 years and there are no restrictions on maximum Öoor
area. In addition, any customer is eligible for an individual housing loan regardless of whether it
participates in one of our housing related savings programs and as long as it is not barred by regulation
from obtaining a housing loan because of a bad credit history. However, customers who hold deposit
accounts with us receive preferential interest rates on loans. In 2000, we introduced the ""Seron Housing
Loan'', a new housing loan product for individuals which can be issued in amounts up to the appraised
value of the collateral and which has Öexible repayment schedules ranging from one to 33 years. These
loans currently carry adjustable variable interest rates of 7.50% to 10.95% per year.

As of December 31, 2000, approximately 71% of our mortgage loans were secured by a Ñrst mortgage
on the property which is the subject of the loan and the remaining 29% of our mortgage loans were
guaranteed by the HFCGF, a government housing-related entity. Our policy is to lend an amount up to
100.0% of the assessed value of a property after deducting prior mortgage lien value from the appraisal
value. The average initial loan to value ratio of our housing loans, which is a measure of the amount of
our loan exposure to the appraised value of the security collateralizing the loan, has been approximately
33.9% over the past Ñve years. One reason that our loan to value ratio is so low is that housing prices are
high in Korea relative to average income so most people cannot aÅord to borrow an amount equal to the
entire value of their collateral and make interest payments on such an amount. Nevertheless, if the real
estate prices in Korea drop signiÑcantly, we could suÅer losses.

A borrower's eligibility for our mortgage loans depends on the borrower's creditworthiness, the
appropriateness of the use of proceeds and our ability to take a good Ñrst mortgage.

Pricing of Mortgage Loans. The interest rates on our retail mortgage loans are either linked to our
long-term prime rate or are based on a rate established by our Market Opportunity Rate system, which
reÖects our internal cost of funding. Interest rates based on our long-term prime rate are adjustable rates
and are adjusted by a margin. This margin is lower for customers who have deposits with us and increases
as the length of the mortgage increases. Our current long-term prime rate is 9.50%. Interest rates based on
the Market Opportunity Rate system which reÖects our internal cost of funding may be adjusted
periodically at our option together with a margin. Customers who choose our Market Opportunity Rate-
based mortgages may decide whether the rate can be adjusted every year, every six months or every three
months. Since June 1999, when we began oÅering our Market Opportunity Rate-based mortgages, our
Market Opportunity Rate-based mortgages had lower interest rates than our mortgages based on our prime
rate. As a result, most of our customers who have taken out a mortgage loan in 2000 have chosen Market
Opportunity Rate-based mortgage loans. Our current Market Opportunity Rate is 9.05% for rates that are
adjusted every year, 8.75% for rates that are adjusted every six months and 7.60% for rates that are
adjusted every three months.

As of December 31, 2000, approximately W12,352 billion, or 58.9%, of our outstanding mortgage
loans were priced based on our long-term prime rate. The average interest rate on such loans was 11.1%
per year. As of that date, approximately W8,428 billion, or 40.2%, of our outstanding mortgage loans were
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Market Opportunity Rate-based. Under this method, the average interest rate for individual housing loans
is 9.6% per year.

As of December 31, 1999, approximately W14,518 billion, or 84.2%, of our outstanding mortgage
loans were priced based on our long-term prime rate. As of December 31, 1998, approximately W15,571
billion, or 98.0%, of our outstanding mortgage loans were priced based on our long-term prime rate.

Other Retail Banking

Other Retail Loans. Our other retail loans consist of general loans and overdrafts to households,
loans on mutual installment savings, loans on other savings deposits, automobile loans and other consumer
loans collateralized by real estate. Our other retail loans amounted to W2,400 billion, W6,476 billion and
W11,759 billion and accounted for 9.1%, 20.2% and 25.4% of our total loans as of December 31, 1998,
1999 and 2000, respectively. These loans may be secured by real estate, securities or deposits or may be
unsecured. As of the end of 2000, secured loans accounted for approximately 47.0% in aggregate principal
amount of our retail loans. Among the secured loans, approximately 99.4% were secured by real estate or
deposits.

We classify our other retail loans into short-term loans with a maturity of three years or less and
medium- to long-term loans with a maturity of more than three years. A majority of our medium- to long-
term retail loans are secured, and unsecured medium- to long-term loans consist only of loans to
individuals working in the government or the military up to the amount of their pension.

Interest rates are determined using our prime rate plus a margin based on the type of security, for
secured loans, and the borrower's credit score under our credit scoring system for unsecured loans. The
loans can generally be renewed annually as long as the borrower maintains the same credit score.

A borrower's eligibility for our other retail loans is primarily determined by the borrower's credit, and
if the borrower's credit deteriorates, it may be diÇcult for us to recover the loan. As a result, we review
the borrower's creditworthiness, collateral value and credit scoring when evaluating a borrower. In addition,
to reduce our default risk, we take collateral and personal guarantees and we use the deposits that the
borrower has with us as collateral.

Retail Deposit Products. We oÅer a wide range of deposit products, some of which are closely
related to our mortgage lending activities. The total level of our deposits was W27,543 billion, W33,379
billion and W47,279 billion as of December 31, 1998, 1999 and 2000, respectively. We believe that the
increase in deposits over this period was due in part to the recent diÇculties in the Korean banking sector.
We have found that many people have withdrawn their deposits from banks they perceive to be weaker,
and opened accounts with banks they perceive as stronger, such as ourselves. This has led to increased
competition among banks, even some of the stronger banks in Korea, for these customers, causing
increased marketing activities and price competition.

Our principal deposit products include the following:

‚ Demand deposits, which either do not accrue interest or accrue interest at a lower rate than time or
savings deposits.

‚ Time deposits, which generally require the customer to maintain a deposit for a Ñxed term during
which the deposit accrues interest at a Ñxed rate. If the amount of the deposit is withdrawn prior to
the end of the Ñxed term, the customer will be paid a lower interest rate than that originally
oÅered. The terms for time deposits typically range from three months to three years.

‚ Savings deposits, which allow depositors to deposit and withdraw money at any time and accrue
interest at an adjustable interest rate, which is currently 2.0%, or to deposit speciÑed amounts on an
installment basis. Most installment savings deposits oÅer Ñxed interest rates.

‚ CertiÑcates of deposit. The maturities of our certiÑcates of deposit range from 30 days to 365 days
with a required minimum deposit of W5 million. Interest rates on certiÑcates of deposit are
determined based on the length of the deposit and prevailing market rates. Our certiÑcates of
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deposit are sold at a discount to their face value, reÖecting the interest payable on the certiÑcate of
deposit.

‚ Foreign currency deposits. We oÅer foreign currency demand and time deposits and checking and
passbook accounts in 29 currencies. These deposits and accounts accrue interest at an adjustable
rate and are available to Korean residents, non-residents and overseas immigrants.

We also oÅer deposits which provide the holder with preferential rights to housing subscriptions and
eligibility for mortgage loans. These products include:

‚ Housing subscription time deposits, which are special purpose time deposit accounts providing the
holder with a preferential right to subscribe for new private apartment units under the Housing
Construction Promotion Law which is the basic law setting forth various measures supporting the
purchase of houses by low income residents and the supply of such houses by construction
companies. These products accrue interest at a Ñxed rate for one year, and at an adjustable rate
after one year. Deposit amounts per account range from W2 million to W15 million depending on
the size and location of the dwelling unit. These deposit products target high and middle income
households.

‚ Housing installments savings deposits, which are monthly installment savings programs providing
the holder with a preferential subscription right under the Housing Construction Promotion Law to
acquire newly-built apartment units with a size of up to 85 square meters. Account holders are also
eligible for our mortgage loans. These deposits require monthly installments of W50,000 to
W500,000 with maturities of between one and Ñve years and accrue interest at an adjustable Ñxed
rate depending on the term. These deposit products target low and middle-income households.

We have also developed various Ñnancial products tailored to speciÑc market segments. Our goal is to
attract new customers from speciÑc target market segments with these products. These products include:

‚ Next generation housing deposits, which are housing installment savings deposits that target
customers under the age of 25. These deposits have a three year maturity which may be renewed
every three years for up to 30 years. We oÅer loans against these deposits to Ñnance education,
marriage and housing to next generation housing deposit customers. We also oÅer fringe beneÑts to
holders of these deposits periodically such as free life insurance coverage. Since the launch of these
products in June 1992, approximately four million people have opened one of these accounts with
us, representing approximately one-Ñfth of the total eligible population of Korea. Interest rates are
adjustable.

‚ World Cup deposits, which are savings deposits and installment deposits that target customers who
are interested in attending the FIFA World Cup scheduled to be held in Korea and Japan between
May 31 and June 30, 2002. We periodically hold lotteries to elect customers who may receive
certiÑcates that are exchangeable into tickets for World Cup matches. Since the launch of these
products in January 2001, approximately 108 thousand accounts have been opened with us as of the
end of May 2001.

We also have a ""Power Loyal Customer Program'' which categorizes customers according to their
average deposit balance over the most recent three month period and their contribution to our revenue.
Customers in each of the categories receive diÅerent treatment in various areas, including interest rates
and fee rates on our other products and are eligible for diÅerent types of credit cards.
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The following table sets forth the number of our depositors by customer type and the number of our
domestic branches as of the dates indicated.

As of December 31,

1998 1999 2000

(thousands, except
branches)

Retail deposit customers(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 13,380 13,570 13,854

Active retail deposit customers(2) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 8,503 8,707 8,974

Domestic branches ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 546 518(3) 533(3)

(1) Includes individuals, households, sole-proprietors and non-proÑt organizations.

(2) Includes customers whose account balances as of December 31, 2000 were W100,000 or more.

(3) Excluding 19 corporate relationship management branches in 1999 and 2000.

The following table sets forth information on our deposits based on the principal types of deposits we
oÅer:

Year Ended December 31,

1998 1999 2000

(in W billion)

Demand depositsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,446 7,504 9,038

Time deposits(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 16,619 20,075 32,647

Savings deposits ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 525 920 1,003

CertiÑcates of depositÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 177 41 150

Mutual installment deposits(2)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,776 4,839 4,442

Total deposits ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 27,543 33,379 47,279

(1) Balance includes housing subscription time deposits of W2,156 billion, W3,035 billion and W3,518 billion for 1998, 1999 and

2000, respectively.

(2) Balance includes housing installment savings deposits of W3,948 billion, W3,585 billion and W3,658 billion for 1998, 1999 and

2000, respectively.

Distribution Channels

We distribute our retail products and services through a variety of distribution channels, including
traditional branches, ATMs, telephone banking and Internet banking.

Branches. In Korea, retail transactions are generally concluded in cash, and conventional checking
accounts are not oÅered or used as widely as in other countries. As a result, an extensive branch network
is important as customers generally handle their transactions at bank branches.

We have an extensive branch network which covers the main regions of Korea. As of December 31,
2000, we had 533 retail branches throughout the country. In connection with our customer service strategy,
we have implemented a program to improve the operational eÇciency of our branch network and to focus
on customer service. We have centralized loan processing, loan management and other back oÇce
functions in 41 processing centers. In addition, we have set up a call center which is open 24 hours a day
to serve customer needs over the phone. The call center is staÅed by over 500 people. These measures
have allowed us to reduce the number of staÅ at each branch and have freed our branch staÅ to focus on
customer service.

We are also introducing mini-branches which are staÅed by a maximum of Ñve people who will focus
solely on marketing and customer relationships. We have assigned over 900 personal bankers to provide
personal banking services to our high net worth individual customers. These bankers have been staÅed at
most of our branches. We believe that focus on the customer will be a key factor in our eÅorts to
strengthen our image and retain proÑtable customers.

Automated Banking Machines. As of December 31, 2000, we had a total of 4,190 automated
banking machines. These consist of ATMs, including ATMs that only dispense cash, and passbook printers
located inside branches and automated banking booths. We have actively promoted the use of these
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distribution outlets in order to maximize the marketing and sales functions at the branch level and to
minimize the cost of our distribution channels. We now estimate that automated banking machines
account for as much as 72.3% of our total deposit and withdrawal transactions in amounts less than
W700,000, other than transactions through PC banking and telephone banking. We plan to install 516
additional automated banking machines in 2001 at a cost of W16 billion.

Internet Banking. We launched PC banking services in March 1994. Through our PC banking
service we oÅer a variety of services, including inter-account fund transfers, balance inquiries and product
inquiries. In addition, we began to oÅer a number of services over the Internet in July 1999. These
services included all the banking services oÅered through our telephone banking services, including funds
transfers, applications for non-guaranteed loans, responses to inquiries about household credit lines and
taking of lottery ticket orders and deduction of their price from customers' deposit accounts. We have been
improving our Internet banking system to strengthen our competitiveness, and we relaunched our Internet
banking services in June 2000. As of December 31, 2000, we had approximately 500,000 registered
Internet service customers (including PC banking users). Our site now oÅers all the services that are
currently available at our branches, to the extent permitted by relevant laws, including loan applications for
mortgage loans and other secured and unsecured loans for individuals and opening of new deposit
accounts. We have developed our site into a Ñnancial portal where users can gain one-stop access to
banking, insurance, investment securities and real estate information.

Telephone Banking. We launched our telephone banking services in June 1996, allowing customers
to conduct a number of types of transactions by telephone. Through telephone banking we oÅer a variety
of services, including inter-account fund transfers, preset automatic transfers, balance inquiries and
customer service inquiries. In 2000, we had approximately 1.5 million telephone banking customers.

Other Channels. We are actively pursuing additional distribution channels which have become
increasingly important. In November 1998, we entered into a strategic alliance with the Federation of
Community Credit Cooperatives which enables customers to make deposits, withdraw cash or pay loan
interest at any one of the 1,635 Community Cooperatives in Korea. We have similar strategic alliances
with securities companies, investment trust companies, credit card companies and credit unions. In
addition, we have entered into strategic alliances with approximately 810 merchants as of February 2001
that enable our customers to withdraw and transfer cash at automated credit card machines.

The following table sets forth information, for the periods indicated, on the number of users, the
number of transactions and the fee revenue of each of our principal distribution channels.

For the Year Ended December 31,

1998 1999 2000

(in W billion, except number of
users and number of transactions)

ATMs(1)

Number of transactions (000) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 102,191 155,060 215,132

Fee revenueÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6 14 21

Telephone Banking:

Number of usersÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 800,462 1,240,662 1,574,198

Number of transactions (000) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,815 33,126 39,007

Fee revenueÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1 2 3

Internet Banking(2):

Number of usersÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 309,441 327,854 494,262

Number of transactions (000) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,750 7,876 12,677

Fee revenue(3) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1 1 0

(1) Includes ATMs which only dispense cash.

(2) Includes PC banking. Figures for 1998 and 1999 do not include banking services over the Internet. We began oÅering our

services over the Internet in July 1999.

(3) Included in PC banking fee revenue.
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Credit Card Services

We commenced our credit card operations in 1984, two years after Ñve nationwide banks established
the Korean Bank Card Association, which was subsequently renamed the BC Card Co., Ltd. BC Card is
currently owned by 12 member banks, including ourselves. BC Card issues credit cards under the names of
the member banks, substantially all of which are licensed to use MasterCard, Visa or the Japanese Credit
Bureau (JCB). BC Card provides a number of services for our card operations including issuing cards,
providing billing services and managing arrears and delinquencies. We own 4.95% of BC Card.

As of December 31, 2000, we had 5.5% of total credit cards issued in Korea which represented 18.1%
of the total number of BC Cards issued. As of December 31, 2000, we had more than 3.0 million
cardholders, compared to approximately 1.6 million cardholders and 1.9 million cardholders as of
December 31, 1998 and 1999, respectively. Our aggregate amount of credit card loans was W2,881 billion,
which accounted for 6.2% of our total loans in 2000 and W1,216 billion, which accounted for 3.7% of our
total loans in 1999. The credit card business generated net income of W141 billion in 2000 and W38
billion in 1999.

We receive fees and commissions from our credit card operations. Our fees and commissions consist
principally of cardholders' purchase fees including interest on late and deferred payments, cash advance
fees, annual fees paid by cardholders and merchant fees payable by service establishments. Cardholders are
required to pay the entire amount of their purchases within approximately 23 to 53 days after purchase.
Accounts which remain unpaid after such period, except in the case of installment purchases, are deemed
to be delinquent. We charge penalty interest on delinquent accounts and closely monitor such accounts.
For installment purchases, we charge interest on unpaid installments at rates which vary according to the
terms of repayment. In the year ended December 31, 2000, we received W441 billion in fees and
commissions from our credit card operations, including interest revenue. In the year ended December 31,
1999, we received W228 billion in fees and commissions from our credit card operations, including interest
revenue. In the year ended December 31, 1998, we received W189 billion in fees and commissions from
our credit card operations, including interest revenue.

We believe that credit cards are one of our core retail products and are a key element to diversify our
income sources. We expect that the use of credit cards in Korea will increase as the Korean economy and
consumer spending recover from the recent Ñnancial and economic diÇculties. The ratio of consumer
borrowing to gross domestic product in Korea is low compared to that in other developed countries so we
believe credit card use can be expected to increase. In addition, the government has been promoting the
use of credit cards in Korea. The government has required commercial establishments to accept credit
cards as a means of preventing tax evasion by these establishments and provided tax beneÑts to businesses
that accept credit cards. In addition, the government has recently introduced a credit card receipt lottery
where winners receive cash prizes that they can choose to have deposited to their accounts and there is a
tax deduction for amounts spent using credit cards.

To promote our credit card business we introduced a number of initiatives, including:

‚ oÅering cards which provide additional beneÑts such as frequent Öyer miles and cards which
provide cash back depending on the amount and frequency of usage;

‚ introducing a platinum card for our most important customers which has a higher credit limit and
provides additional services in return for a higher fee;

‚ introducing peripheral services including payment for telephone bills with credit cards and early
repayment of cash advances without penalty;

‚ oÅering alternative cards to our most important customers which provide additional beneÑts such as
waiver of annual fees for Ñve years and discount on select services; and

‚ introducing promotional events designed to solicit new customers by waiving their annual fees for
the Ñrst year and encourage increased usage of cards.
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In order to develop further our credit card business, we are concentrating on the following:

‚ acquiring new customers through alliances and cross-marketing with other companies and special
oÅers such as waiving membership fees;

‚ encouraging increased use of credit cards by existing customers through special oÅers for frequent
users;

‚ introducing new features, such as revolving credit cards, in addition to installment payment cards;

‚ creating a credit scoring system for credit card customers;

‚ creating a fraud detection system to prevent the misuse of credit cards and strengthening the
encryption and security systems for the use of credit cards over the Internet; and

‚ issuing smart cards and preparing for a cardless business environment in which customers can use
credit cards to make purchases by phone or over the Internet.

We plan to remain in the BC Card consortium in order to take advantage of its brand name and
infrastructure, continue to receive information about our customers, capitalize on cross-selling opportunities
and reduce our risks in the credit card business. However, in order to provide better services, we are
developing our own internal system to support our credit card operations, which is expected to be in
operation starting in the second half of 2001. The new system would enable us to market our own cards
and product services and develop an eÇcient customer relations capability independently from BC Card.

The following table sets forth our credit card operations as of and for the years ended December 31,
1998, 1999 and 2000.

As of and for the Year
Ended December 31,

1998 1999 2000

(in W billion, except
where indicated and

percentages)

Number of card-holders (thousands)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,611 1,942 3,071

BillingsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,771 4,842 12,538

Fees and commissions (including interest revenue)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 189 228 441

Year end credit card account balance ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 772 1,216 2,888

Delinquency rate(1) (%) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1.6 0.6 0.5

(1) Total delinquent balance at year-end divided by payments billed to customers by us during that year. Delinquent balances are

balances that are overdue for more than three months.

The relatively high delinquency rate in 1998 was mainly due to the economic diÇculties experienced
by households during the recent Ñnancial and economic downturn in Korea. The decrease in the
delinquency rate in 1999 and 2000 (despite the increase in billings) reÖects the improvements in the
Korean economy and our eÅorts to minimize delinquencies.

Corporate Banking

Through our corporate banking activities, we provide Ñnancial products and services to corporate
customers. These products and services include deposit products, loans and guarantees, including
syndicated loans, foreign exchange and trade Ñnance and project Ñnance. The focus of our corporate
banking activities is on expanding our presence in the small and medium-sized enterprise market in Korea.

Historically, we had a limited number of corporate banking customers. Our corporate customers were
predominantly large construction companies and companies belonging to chaebols, the large Korean
conglomerates. Consistent with our retail oriented-strategy, since early 1999, we have increased the range
of our corporate banking activities and diversiÑed our corporate customer base to include small and
medium-sized enterprises in industries such as manufacturing, services and telecommunications.
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As of December 31, 2000, our corporate lending amounted to W10,581 billion and accounted for
22.9% of our total loans and our corporate deposits amounted to W7,369 billion and accounted for 15.6 %
of our total deposits. In the year ended December 31, 2000, corporate banking activities generated annual
net income of W4 billion. As of December 31, 1999, our corporate lending amounted to W7,196 billion
and accounted for 22.4% of our total loans and our corporate deposits amounted to W5,538 billion and
accounted for 16.6% of our total deposits. In the year ended December 31, 1999, corporate banking
activities generated net income of W83 billion. As of December 31, 1998, our corporate lending amounted
to W7,292 billion and accounted for 27.7% of our total loans and our corporate deposits amounted to
W4,084 billion, and accounted for 14.8% of our total deposits. In the year ended December 31, 1998,
corporate banking activities generated net income of W353 billion.

Historically, our lending to the corporate sector in Korea was principally to housing-related
companies, particularly the construction industry. Since November 1999, we have signiÑcantly increased
our non-housing related lending to the corporate sector. In addition, our acquisition of DongNam Bank
increased our overall corporate customer base, including small and medium-sized enterprises. As of
December 31, 2000, our corporate loans denominated in Won amounted to W8,569 billion, which
represented 18.5% of our total loans, of which loans to small and medium-sized enterprises amounted to
W4,733 billion. As of December 31, 1999, our corporate loans denominated in Won amounted to W5,722
billion, which represented 17.8% of our total loans. As of December 31, 1998, our corporate loans
denominated in Won amounted to W5,408 billion, which represented 20.5% of our total loans.

The principal focus of our corporate banking activities is on the small and medium-sized enterprise
market in Korea because lending to small and medium-sized enterprises has been growing quickly in
Korea and we believe that we possess the necessary elements to succeed in the small and medium-sized
enterprise market, including our extensive branch network, our credit rating system for credit approval and
our marketing capabilities. The government has also encouraged capital Öows to small and medium-sized
enterprises. To increase our lending to the small and medium-sized enterprise market we:

‚ have analyzed approximately 60,000 small and medium-sized enterprises in Korea on the basis of
their Ñnancial condition and other circumstances using our credit rating system and identiÑed
approximately 11,000 small and medium-sized enterprises as priority target customers. Our
marketing eÅorts are directed toward establishing a relationship with these small and medium-sized
enterprises;

‚ have begun operating a relationship management system in November 1999 to provide targeted
customer service to small and medium-sized enterprises. We have a staÅ of almost 400 people
involved in corporate banking. We have 19 corporate banking branches and 53 relationship
management teams located at various other retail branches. The corporate banking branches and
teams perform marketing as well as loan review and approval for smaller loans that pose less credit
risks; and

‚ have begun to focus on cross-selling our loan products with other products. For example, when we
lend to construction companies building apartment houses, we also market our subscription account
products to the future owners of the apartments. Similarly, when we provide loans to companies, we
also explore opportunities to cross-sell retail loans or deposit products to the employees of those
companies.

Through our international corporate banking operations we provide foreign exchange services, such as
money exchange services and overseas fund remittances to and from Korea, and trade Ñnance services,
such as letters of credit and bills purchased, and participate in syndicated loans and project Ñnance. We
also invest in securities issued by foreign companies, mainly in Southeast Asia. Currently, we provide these
services from our head oÇce as well as from our branches in Tokyo, London and New York, and one
subsidiary in Hong Kong. Trade Ñnance services and other services related to exports and imports are also
provided by 193 domestic branches. Our international banking activities currently employ 63 people. As a
result of the adverse Ñnancial and economic situation in Korea and Asia in 1997 and 1998, we have
reduced the volume of our international operations. The current focus of our international banking
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operations is to strengthen our trade Ñnance activities and develop products catering to the needs of small
and medium-sized enterprises. We have dispatched international Ñnance specialists to relationship
management teams to support small and medium-sized enterprises whose international trading activities
are expected to increase.

Deposit Products

We currently oÅer our corporate customers several types of corporate deposits. The deposit products
can be divided into two general categories: deposits such as the Corporate Freedom Deposits that have no
restrictions on deposits or withdrawals, but which oÅer a relatively low interest rate and deposits where
withdrawals are restricted for a period of time, but oÅer relatively high interest rates. In addition, our other
deposit products such as installment savings deposits are also available to corporate customers. The total
amount of deposits from corporate customers amounted to W4,084 billion at the end of 1998, or 14.8% of
our total deposits, W5,538 billion at the end of 1999, or 16.6% of our total deposits, and W7,369 billion at
the end of 2000, or 15.6% of our total deposits. As we are focusing on increasing our transactions with
small and medium-sized enterprises, we expect that the amount of corporate deposits will increase.

Loan Products

Our principal loan products are collective housing loans and working capital loans to corporations. Our
collective housing loans are mortgage loans to home builders or developers who build or sell houses. We
oÅer a variety of collective housing loans, including:

‚ loans to contractors to Ñnance the construction of housing units having two or more apartments.
These loans are generally assumed by the buyers of the apartments instead of being paid oÅ by the
contractor;

‚ loans to provide working capital to contractors constructing housing units with 20 or more
apartments;

‚ loans to Ñnance the purchase of property on which to build a housing unit of two or more
apartments;

‚ loans to contractors to Ñnance the construction of rental housing units containing two or more
apartments;

‚ loans to companies to Ñnance the construction of housing units to be sold or rented to employees;

‚ loans to housing-site developers to Ñnance the development of housing sites of 12,000 square meters
or more for housing construction; and

‚ loans to educational establishments, small and medium-sized enterprises and non-proÑt entities to
Ñnance the construction of dormitories.

Our collective housing loans are currently subject to a limit based on the total collateral value of the
housing units. Collective housing loans currently bear interest rates of 9.5% to 10.8% per year, as
determined by our Risk Management Committee. Repayment schedules range from one to 20 years.

Collective housing loans subject us to the risk that the housing units will not be sold. As a result, we
review the probability of the sale of the housing unit when evaluating the extension of a loan. We also
review the borrower's creditworthiness and the adequacy of the use of proceeds. Furthermore, we take the
land on which the housing unit is to be constructed as collateral, and, in case the collateral is not suÇcient
to cover the loan, we take a guarantee from the HFCGF as security.

Our corporate loans other than collective housing loans typically have a one year maturity and their
terms may be adjusted at the time they are rolled over. We receive fees in relation to credit evaluation,
collateral appraisal and other services provided in connection with an extension of a loan.

When evaluating the extension of working capital loans, we review the corporate customer's
creditworthiness and capability to generate cash. Furthermore, we take personal guarantees and credit
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guaranty letters from other Ñnancial institutions and use time and savings deposits that the borrower has
with us as collateral.

Pricing

The interest rates on our collective housing loans are Ñxed rates based on our Market Opportunity
Rate system. The rates we actually oÅer for collective loans vary based on the borrowers' credit rating
determined by our credit rating system.

We establish the price for our other corporate loan products based principally on transaction risk, our
cost of funding and market considerations. Transaction risk is measured by such factors as the credit rating
assigned to a particular borrower and the value and type of collateral. We determine our cost of funding
based on our Market Opportunity Rate system, which measures the current market interest rate and our
Activity-Based Cost, and a spread calculated to achieve a target ""return on asset'' ratio set for the year. In
addition, depending on the price and other terms set by competing banks for similar borrowers, we may
reduce the interest rate we charge to compete more eÅectively with other banks.

Distribution Channels

Our domestic corporate banking products are distributed through our corporate banking branches and
through the relationship management teams at our retail branches. Members of our relationship
management teams regularly visit the corporate customers in their region. We intend to introduce a system
to allow our relationship management teams to use portable computers and mobile phones to access our
centralized credit rating system while they are visiting a corporate client in order to provide prompt
feedback to companies regarding loan eligibility.

Capital Markets Activities

Through our capital markets operations, we invest and trade in debt and equity securities and, to a
lesser extent, are involved in derivatives and brokerage activities. For the year ended December 31, 2000,
capital markets activities generated net income of W46 billion.

Securities investment and trading

We invest in and trade securities for our own account in order to maintain adequate sources of
liquidity and generate interest and dividend income and capital gains. As of December 31, 1998, 1999 and
2000, our investment portfolio, which consists of held-to-maturity securities and available-for-sale
securities, and our trading portfolio had a combined total book value of W9,062 billion, W9,285 billion and
W10,403 billion and represented 22.5%, 20.5% and 17.0% of our total assets, respectively.

Our trading and investment portfolios consist primarily of debt securities either issued or guaranteed
by the Korean government. As of December 31, 1998, 1999 and 2000, we held debt securities with a total
book value of W8,966 billion, W9,048 billion and W10,319 billion, respectively. As of December 31, 1998,
1999 and 2000 debt securities accounted for W225 billion, W2,660 billion and W2,182 billion, or 100.0%,
100.0% and 100.0%, respectively, of our held-to-maturity portfolio, W7,755 billion, W4,245 billion and
W5,729 billion or 99.8%, 97.4% and 99.1%, respectively, of our available-for-sale portfolio, and W986
billion, W2,144 billion and W2,407 billion, or 92.2%, 94.6% and 98.7%, respectively, of our trading
portfolio.

Of these amounts, debt securities issued or guaranteed by the Korean government as of December 31,
1998, 1999 and 2000, amounted to W151 billion, W1,235 billion and W1,503 billion, or 67.4%, 46.4% and
68.9%, respectively, of our held-to-maturity portfolio, W6,173 billion, W2,526 billion and W2,656 billion,
or 79.5%, 57.9% and 45.9%, respectively, of our available-for-sale portfolio, and W878 billion, W2,025
billion and W10 billion, or 82.1%, 89.4% and 0.41%, respectively, of our trading portfolio.

From time to time we also purchase equity securities for our securities portfolios. Our equity
securities consist primarily of equities listed on the Korea Stock Exchange and KOSDAQ, although we
also hold unlisted equity securities. As of December 31, 1998, 1999 and 2000, equity securities in our
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available-for-sale portfolio had a book value of W12 billion, W115 billion and W53 billion or 0.2%, 2.5%
and 0.9% of our available-for-sale portfolio and a book value of W83 million, W122 billion and W32
billion or 7.8%, 5.4% and 1.3% of our trading portfolio, respectively.

The book value of our total trading and investment portfolio has increased from W9,062 billion as of
December 31, 1998 to W9,285 billion as of December 31, 1999 and W10,403 billion as of December 31,
2000.

The increase has been driven by our increased level of funding as a result of the increase in our
deposit taking. Funds which were not used for lending activities have been used to purchase securities.

The following table shows, for the periods indicated, the gross unrealized gains and losses within our
investment securities portfolio and the amortized cost and fair value of the portfolio by type of investment
security.

As of December 31, 1998

Gross Gross
Amortized Unrealized Unrealized Fair

Cost Gain Loss Value

(in W billion)

Available for sale:

Korean treasury securities and government agencies ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,903 295 (24) 6,173

Debt securities issued by Ñnancial institutions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 717 50 (2) 765

Corporate debt securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 446 35 (4) 477

Other debt securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 325 15 Ì 340

Equity securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 29 Ì (17) 12

Total available for sale ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7,420 395 (47) 7,768

Held to maturity:

Korean treasury securities and government agencies ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 151 10 Ì 161

Debt securities issued by foreign government ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1 Ì Ì 1

Debt securities issued by Ñnancial institutions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 17 3 (3) 17

Corporate debt securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 55 3 (6) 52

Total held to maturity ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 224 16 (9) 231

Total securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7,644 411 (56) 7,999

As of December 31, 1999

Gross Gross
Amortized Unrealized Unrealized Fair

Cost Gain Loss Value

(in W billion)

Available for sale:

Korean treasury securities and government agencies ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,542 11 (27) 2,526

Debt securities issued by Ñnancial institutions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 486 15 (9) 492

Corporate debt securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 303 5 (2) 306

Mortgage-backed securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 129 1 Ì 130

Other debt securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 751 40 Ì 791

Equity securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 114 9 (8) 115

Total available for sale ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,325 81 (46) 4,360

Held to maturity:

Korean treasury securities and government agencies ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,235 4 (13) 1,226

Debt securities issued by foreign government ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2 Ì Ì 2

Debt securities issued by Ñnancial institutions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 152 Ì (2) 150

Corporate debt securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 400 3 (8) 395

Other debt securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 870 16 Ì 886

Total held to maturity ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,659 23 (23) 2,659

Total securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,984 104 (69) 7,019
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As of December 31, 2000

Gross Gross
Amortized Unrealized Unrealized Fair

Cost Gain Loss Value

(in W billion)

Available for sale:

Korean treasury securities and government agencies ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,558 98 Ì 2,656

Debt securities issued by Ñnancial institutions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 364 15 (1) 378

Corporate debt securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 326 11 (5) 332

Mortgage-backed securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 803 21 (1) 823

Other debt securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,458 82 Ì 1,540

Equity securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 86 Ì (33) 53

Total available for sale ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,595 227 (40) 5,782

Held to maturity:

Korean treasury securities and government agencies ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,503 42 (1) 1,544

Debt securities issued by foreign government ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2 Ì Ì 2

Debt securities issued by Ñnancial institutions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 175 4 Ì 179

Mortgage-backed securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 180 7 Ì 187

Corporate debt securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 322 7 (1) 328

Total held to maturity ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,182 60 (2) 2,240

Total securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7,777 287 (42) 8,022

Derivatives

Our derivatives activities are fairly limited and consist primarily of interest rate swaps, currency swaps
and foreign exchange contracts. In the years ended December 31, 1998, 1999 and 2000, we had net trading
gains of W126 billion, W34 billion and W71 billion, respectively, from our derivatives activities.

The major reason for the limited use of derivatives is that there have historically been no liquid
domestic interest rate derivatives that could be used eÅectively to hedge our interest rate risk. Only over
the last few years has there been suÇcient deregulation of the Ñnancial markets in Korea to encourage the
development of these products. In addition, the volatility of interest rates has increased due to the more
competitive Ñnancial environment in which we operate, and therefore, the need for derivative instruments
has increased. We may use Korean Treasury Bond Futures to manage the interest rate risk arising from
domestic bond trading activities and to hedge interest rate risks of non-trading activities.

We use cross currency swaps to convert our Ñxed rate borrowings denominated in foreign currency to
US dollar Öoating rate borrowings and forward foreign exchange contracts to fund foreign currency lending.
These swaps do not qualify for hedge accounting under U.S. GAAP and consequently are treated as
trading derivatives. We also perform proprietary currency trades within our open position limits.

The following table shows the underlying principal amount and net replacement cost of derivatives
held or issued for trading purposes as of December 31, 1999 and 2000.

As of December 31, 1999 As of December 31, 2000

Underlying Net Underlying Net
Notional Replacement Notional Replacement
Amount Cost Amount Cost

(in W billion) (in W billion)

Interest rate swaps(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3 Ì 25 1

Cross currency swaps(1)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 326 101 327 106

Foreign exchange contracts:

Spot, forwards and futures purchased ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 344 1 190 2

Spot, forwards and futures sold ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 261 2 706 Ì

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 934 104 1,248 109

42



  BOWNE OF HONG KONG 06/28/2001 11:10 NO MARKS NEXT PCN: 047.00.00.00 -- Page is valid, no graphics U98001  046.00.00.00  11

The following table shows the underlying principal amount and net replacement cost of derivatives
held or issued for purposes other than trading as of December 31, 1999 and 2000.

As of December 31, 1999 As of December 31, 2000

Underlying Net Underlying Net
Notional Replacement Notional Replacement
Amount Cost Amount Cost

(in W billion) (in W billion)

Interest rate swaps ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 33 1 20 Ì

Asset backed securities activities

We have been participating in the asset-backed securities market in Korea since the introduction of
asset-backed securities in Korea in 1999. We act as the trustee for issuances of asset-backed securities,
and we have a signiÑcant share of this trustee market. We have also issued securities backed by non-
performing loans and collateralized bond obligations.

The market for mortgage-backed securities is not yet active in Korea, and we are not considering
issuing mortgage-backed securities. However, we have been preparing for the issuance of mortgage-backed
securities for several years so that we can issue them quickly should funding needs arise and market
conditions allow.

Other Businesses

Trust Account Management Services

We provide trust account management services for money trusts, which are trusts for which we have
broad discretion in investing the assets of the trust. We receive fees for our trust account management
services that are based upon a percentage of the total assets under management and upon the performance
of the trust. For the year ended December 31, 2000, our fees ranged from 1.0% to 2.0% of total assets
under management depending on the trust. We also receive penalty payments when customers terminate
their trust accounts prior to the original contract maturity. For the years ended December 31, 1998, 1999
and 2000 our total fee income from trust account management was W85 billion, W75 billion and W72
billion, respectively.

Under Korean law, the assets of our trust accounts are segregated from our other assets and are not
available to any of our potential creditors. We are, however, permitted to lend surplus funds generated by
trust assets to our banking accounts to earn interest.

As of December 31, 2000, the total balance of our money trusts was W6,151 billion on a Korean
GAAP basis. As of December 31, 2000, the trust assets we managed consisted principally of securities
investments. Securities investments consist of corporate debt securities, government-related debt securities
and other securities, primarily commercial paper. Trust accounts may make loans in a manner similar to
loans made by our bank accounts. As of December 31, 2000, our trust accounts had made loans in the
principal amount of W1,980 billion on a Korean GAAP basis, which accounted for approximately 32.2% of
our money trust assets. Because we act as trustee, loans by money trusts are made at our discretion and
are subject to the same credit approval process as our loans from our banking account. As of
December 31, 2000, 74.3% of the amount of loans from our money trust accounts were collateralized or
guaranteed.

Our money trust accounts also invest, to a lesser extent, in equity securities, including beneÑciary
certiÑcates issued by investment trust companies. As of December 31, 2000, equity securities in our trust
accounts amounted to W262 billion on a Korean GAAP basis, which accounted for approximately 6.0% of
our total security investment.

We provide money trust account management services for eight money trusts. The money trusts we
manage are generally trusts with a Ñxed life which allow investors to share in the performance of the
investments of the trust in proportion to the amount of their investment in the trust. Certain of our money
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trusts also make periodic distributions of interest. In addition, we oÅer several trusts which oÅer features
targeted to a speciÑc customer base, including:

‚ retirement plan trusts in which investments accumulate gains tax free;

‚ a trust available to qualifying low-income households in which investments accumulate gains tax
free; and

‚ a trust for high net worth individuals which oÅers the investor the ability to direct where trust
assets are invested.

For some of the money trusts we manage we have guaranteed the principal amount of an investor's
investment as well as a Ñxed rate of interest. In addition, we guarantee the principal amount of an
investor's investment in the pension-related money trusts we manage. On January 1, 1999, as a result of a
change in FSC regulations, we can no longer oÅer new money trusts where we guarantee the principal
amount and a Ñxed rate of interest. However, we can continue to oÅer trust products where we guarantee
the principal amount of an investor's investment in pension-related money trusts.

As of December 31, 2000, most of the money trusts for which we guaranteed both the principal and
interest had a maturity of two years or less. The rate of interest which is guaranteed for these trusts ranges
from 7.0% to 19.1% per year.

We continue to oÅer interests in pension-related money trusts which provide a guarantee of the
principal amount of an investor's investment. Starting January 1, 2001, however, the KDIC insures losses
on the principal amount and interest of a pension-related trust account only up to a total of W50 million.
See ""Ì Supervision and Regulation Ì Principal Regulations Applicable to Banks in Korea Ì Deposit
Insurance System''.

If the income from a money trust for which we provide a guarantee is less than the amount of the
payments we have guaranteed, we will need to pay the amount of the shortfall with funds from the
reserves maintained in our trust accounts or funds from our general banking operations. In 1998, we
expensed W206 billion related to money trusts due to more stringent loan loss reserve requirements that
came into eÅect. In 2000, we expensed W85 billion for such trusts due to the general underperformance of
securities markets in Korea. In addition, we expensed W53 billion and W10 billion during 1999 and 2000,
respectively, for reimbursement of trust losses incurred primarily as a result of holdings in the member
companies of the Daewoo Group.

The following table shows the balances of our money trusts by type for the periods indicated as
determined in accordance with Korean GAAP.

As of December 31,

1998 1999 2000

(in W billion)

Principal and interest guaranteed trusts ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,085 540 17

Principal guaranteed trusts ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,009 829 913

Performance trusts ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9,733 6,910 5,221

TotalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 11,827 8,279 6,151

The balance of our money trusts decreased 30.0% between December 31, 1998, and December 31,
1999 and 25.7% between December 31, 1999 and December 31, 2000. The decreases were the result of a
number of factors which made investing in trust accounts less attractive, including:

‚ regulatory changes which prohibited the sale of interest guaranteed money trusts;

‚ the exclusion of performance money trusts from KDIC's insurance coverage; and

‚ a drop in yields as the result of a decrease in interest rates as the Korean economy recovered from
its recent economic and Ñnancial diÇculties.

The money trusts are not consolidated within our U.S. GAAP Ñnancial statements.
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We also act as a trustee for eleven investment trusts, which are entities established by securities
investment trust management companies to invest in securities using funds raised by the sale of beneÑcial
certiÑcates in such trusts to investors. We receive a fee for acting as a trustee and generally perform the
following functions:

‚ holding securities for the beneÑt of the investment trust;

‚ receiving payments made in respect of such securities;

‚ executing trades in respect of such securities on behalf of the investment trust, based on
instructions from the relevant securities investment trust management company; and

‚ in certain cases, authenticating beneÑcial certiÑcates issued by the investment trust and handling
settlement in respect of such beneÑcial certiÑcates.

For the year ended December 31, 2000, our fee income from our trustee services was W8 billion.
More than half of the securities investment trusts for which we provide trustee services are managed by
Jooeun Investment Trust Management which is a subsidiary owned 80% by us and 20% by ING.

Management of the National Housing Fund

Since 1981, we have managed the operations of the NHF. The NHF provides Ñnancial support to low
income households in Korea by providing mortgage Ñnancing and construction loans for projects to build
small and medium-sized housing. As of December 31, 2000, the NHF accounted for over 55.2% of the
total amount of housing loans outstanding in Korea. The activities of the NHF are funded by loans from
the government, the issuance of national housing bonds, which must be purchased by persons wishing to
make real estate-related registrations and Ñlings, subscription savings deposits held at the NHF and the
sale of lottery tickets.

In return for managing the operations of the NHF we receive a monthly fee. The fee we receive for
managing the NHF consists of a fund raising fee, a loan origination fee and a management fee. The fund
raising fee is based on the number of NHF subscription savings deposit accounts opened, the number of
NHF bonds issued or redeemed and the number of NHF lottery tickets we sell to raise funds for the NHF
during the month. The loan origination fee is based on the number of new NHF loans and the number of
NHF mortgage loans to contractors constructing housing units which are assumed by the individual buyers
of housing units during the month. The management fee is based on the number of outstanding accounts
at the end of the month and the number of overdue loans owed to the NHF at the end of the month. In
2000, we received total fees of W158 billion for our management of the NHF, which accounted for 41.8%
of our total fee and commission income.

In connection with our management of the NHF we also manage the NHF's lottery. The lottery is
used to raise funds for the NHF. We manage three lotteries for the NHF. There is a weekly drawing
lottery, an instant lottery which uses scratch cards and a multiple drawing lottery in which the prize money
is rolled into the next drawing twice if there is no winner. The lotteries have cash prizes and are self-
funded. In 2000, an average of W14 billion worth of lottery tickets were sold each month.

The Ñnancial accounting for the NHF is entirely separate from our Ñnancial accounting, and the non-
performing loans and loan losses of the NHF do not impact our Ñnancial condition. Regulations and
guidelines for managing the NHF are issued by the Minister of Construction and Transportation pursuant
to the Housing Construction Promotion Law.

The Housing Construction Promotion Law was recently amended so that other Ñnancial institutions
could also be designated by the Minister of Construction and Transportation to manage the NHF.

Other

The remaining portion of our other businesses consists of miscellaneous activities, the most signiÑcant
of which are interest expenses from the BOK, government borrowings and various other operating
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expenses. Interest expenses from the BOK and government borrowings declined by W7 billion in 2000
compared to 1999. However, various other operating expenses including professional fees and expenses on
collection of charged-oÅ loans increased by W54 billion in 2000 compared to 1999.

Competition

We compete principally with other nationwide commercial banks in Korea, but we also face
competition from a number of additional sources including regional banks, development banks, specialized
banks, branches of foreign banks operating in Korea and, with respect to the provision of mortgage loan
products, with installment Ñnance corporations. We also compete for customer funds with other types of
Ñnancial institutions, including savings institutions (such as mutual savings and Ñnance companies and
credit unions and credit cooperatives), investment institutions (such as merchant banking corporations)
and life insurance companies. Competition in the domestic banking industry is generally based on the types
and quality of the products and services oÅered, including the size and location of retail networks, the level
of automation and interest rates charged and paid.

General regulatory reforms in the Korean banking industry have resulted in increased competition
among banks for deposits, generally leading to lower margins from lending activities. Among these reforms
was the lifting of the regulatory restrictions on mortgage lending and housing deposit taking activities that
had prevented the other commercial banks in Korea from competing directly with us in the provision of
mortgage Ñnance products. This means that we now face broad competition in our core mortgage lending
activities. The increased competition in the mortgage sector has also contributed to lower margins from our
lending activities.

We believe that Korea's recent economic diÇculties and the Korean government's commitments to
the International Monetary Fund have accelerated and will continue to bring about regulatory reforms in
and liberalization of the Korean Ñnancial industry, leading to increased competition among Ñnancial
institutions in Korea.

As the reform of the Ñnancial sector continues, foreign Ñnancial institutions, many with greater
resources than us, have entered, and may continue to enter, the Korean market either by themselves or in
partnership with existing Korean Ñnancial institutions and compete with us in providing Ñnancial and
related services. In addition, the Korean commercial banking sector is undergoing signiÑcant consolidation.
A number of signiÑcant mergers and acquisitions in the industry have taken place in Korea during the last
two years which have reduced the number of nationwide commercial banks in Korea from 16 as of
December 31, 1997, to 11 as of December 31, 2000. We have entered into a merger agreement with
Kookmin Bank, Korea's largest commercial bank. We expect that the merger will be completed in the
fourth quarter of 2001, subject to the approval of our and Kookmin Bank's shareholders and all necessary
regulatory approvals. We expect that the merger and acquisition activity in the Korean commercial
banking sector will continue and we intend to review potential acquisition opportunities as they arise. In
addition, the government has indicated that it may advocate further mergers in the commercial banking
sector. We cannot guarantee that we will not be involved in such a merger. In addition, some of the banks
resulting from these mergers are or may be signiÑcantly larger and may have more Ñnancial resources than
us.
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Risk Management

As a Ñnancial services provider, we are exposed to various risks that are particular to our lending and
trading businesses, deposit taking activities and our operating environment. Our goal in risk management is
to ensure that we understand, measure and monitor the various risks that arise and that our organization
adheres strictly to the policies and procedures which are established to address these risks. The principal
risks to which we are exposed are credit risk, market risk, liquidity risk, operational risk and legal risk.

The Risk Management Division (""RMD'') is responsible for identifying, assessing, monitoring and
managing all our principal risks in accordance with well deÑned policies and procedures. The RMD works
in close association with our business units to implement our risk management strategies. The RMD is
completely independent of all business operations and consists of 76 experienced bankers and analysts. The
head of the division is the Chief Risk OÇcer who reports directly to our Chairman, President and Chief
Executive OÇcer.
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The following diagram sets out our Risk Management Division and the function of each element in
the organization.

BOARD OF DIRECTORS
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RISK MANAGEMENT
COMMITTEE
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• Define detailed risk
management policies
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48



  BOWNE OF HONG KONG 06/28/2001 11:10 NO MARKS NEXT PCN: 053.00.00.00 -- Page is valid, no graphics U98001  052.00.00.00  8

Credit Risk

In our lending operations, we are principally exposed to credit risk. Credit risk is the risk of loss that
may occur from the failure of a borrower to abide by the terms and conditions of any Ñnancial contract
with us, principally the failure to make required payments on loans due to us. We currently measure,
monitor and manage credit risk for each borrower. We have a structured and standardized credit approval
process which includes a well-established procedure of comprehensive credit appraisal.

Our credit risk management strategy is to reduce credit risk through a diversiÑed and balanced loan
portfolio. Our credit risk management guidelines set out our basic principles for managing credit risk.
Credit limits are established by the Credit Risk Management Subcommittee based on the policies
established by the Risk Management Committee and the Risk Management Executive Committee. We
separately monitor and control exposure to companies that are members of chaebols.

Credit Approval

All loan applicants and guarantors are subject to credit review before any loans can be approved,
except for loans guaranteed by letters of guarantee issued by the HFCGF or by highly rated banks and
applicants whose loans will be fully secured by their deposits with us. The loan approval process diÅers
depending on whether the loan is a mortgage loan, a retail consumer loan or a corporate loan.

Mortgage Loan and Secured Retail Loan Approval Process

Mortgage loans and retail loans secured by real estate, securities or deposits are approved by the staÅ
at our processing centers following a review of the value of the collateral for the loan. Loan applications
are forwarded by our branch staÅ to our processing centers. Our lending decision is made on the basis of
our assessment of the value of the collateral.

For mortgage loans, we evaluate the value of the real estate that is the collateral for a loan using a
data base we have developed which contains information about real estate values throughout Korea. In
addition, we use information from a third party provider of information about the real estate market in
Korea which provides up to date market value information about real estate values in Korea. In addition,
staÅ from our processing centers appraise the real estate.

For loans secured by securities, we evaluate the value of the securities based upon the average market
value of the securities. If the value of the securities decreases over the life of the loan the borrower will be
required to post additional securities as collateral. For loans secured by deposits we will grant loans in an
amount up to 100.0% of the deposit amount if the deposit is held with us, or, if the deposits are held with
another Ñnancial institution, a lesser amount determined on the basis of the credit rating of the relevant
Ñnancial institution. We also require borrowers in respect of secured obligations to observe speciÑed
collateral ratios. Corporate borrowers must also provide Ñnancial statements to us every year for credit
supervision purposes.

A loan approval decision is generally made within Ñve to seven days.

Unsecured Retail Loan Approval Process

Loan applications for unsecured retail loans are reviewed in accordance with our credit scoring
system. The credit scoring system is an automated credit approval system used to evaluate loan
applications and determine the appropriate pricing for the loan. Loans are approved by the staÅ of our
processing centers based on the results of the credit scoring system.

The system ranks the borrower in one of seven classes, taking into account such factors as the
borrower's income, assets, profession, age and credit history with us and other Ñnancial institutions. The
major beneÑts of the credit scoring system are that it yields a uniform result regardless of the user, it can
be used eÅectively by employees who do not necessarily have extensive experience in credit evaluation and
it can be updated easily to reÖect changing market conditions by changing the weighting assigned to each
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of the factors. We have developed two models for the credit scoring system, one to evaluate new loans and
the other to evaluate the roll-over of existing loans.

Depending on the particular borrower, we may or may not apply the credit scoring system for loans
to:

‚ borrowers with a signiÑcant transaction history with us and for whom we have accumulated
substantial data or our ""power loyal'' customers;

‚ borrowers who have already provided us with real estate collateral in connection with a previous
loan;

‚ borrowers who are school teachers or who are government or military employees who agree to repay
the loan directly out of their retirement allowance; and

‚ students who will be paying tuition with the loans.

Corporate Loan Approval Process

Loan applications from corporate borrowers are reviewed in accordance with a credit rating system
which measures diÅerent aspects of the applicant's Ñnancial condition, business performance and prospects,
payment history, quality of management and the applicant's relationship with its employees. Loans are
approved at diÅerent levels of our organization depending upon the size and type of the loan, whether the
loan is secured by collateral and the level of credit risk established by the credit rating system and, if the
loan is secured, an assessment of the collateral. The lowest level of authority is the corporate branch
manager who can approve small loans and loans which have the lowest range of credit risk. Larger loans
and loans which are determined to have greater credit risk are approved by higher levels of authority
depending on where they fall in a rubric of size and credit risk. The levels of authority increase from a
single corporate branch manager to two credit oÇcers, to a committee of credit oÇcers and ultimately, for
the largest loans or loans which present a large credit risk, to our Loan Committee which is made up of
seven members: the Executive Vice President of the Corporate Banking Business Unit, the Executive Vice
President of the Risk Management Division, the General Manager of the Credit Analysis Team, the
General Manager of the Knowledge Management Team, the General Manager of the Banking Trust
Team, the General Manager of the Loan Management Team and the General Manager of the NHF
Team.

The nature of the scoring system depends on whether the borrower is a large company or a small or
medium-sized enterprise. For large companies, we use an internally developed credit evaluation model. The
model ranks the borrower in one of 12 classes. In carrying out our credit review, we also consult reports
prepared by external credit rating services such as the Korea Information Service, the National
Information and Credit Evaluation Inc. and the Korea Management Consulting and Credit Rating. We use
these services to provide us with support for the accuracy of the credit review we conduct during the credit
evaluation of large corporate customers. The results of the credit assessment are reviewed by a credit
oÇcers' committee that assigns the borrower a credit rating.

For small and medium-sized enterprises that have assets of at least W500 million and that have at
least two years of Ñnancial statements we use a credit rating system that ranks the borrower in one of 11
classes. For small and medium-sized enterprises that do not meet these criteria, we assign a credit rating
based on a credit evaluation table that takes into account such factors as transaction history with us, the
management's ability, the stability of the business and the outlook for the industry in which the borrower
operates. The credit rating system was devised with the assistance of external consultants, and has
standardized our credit decisions and focused our attention on the quality of the borrowers rather than the
volume of our loans. The credit rating system includes both quantitative factors based on the borrower's
Ñnancial data and qualitative factors based on the judgment of credit analysts. The quantitative factors we
consider include approximately 21 Ñnancial variables such as return on assets and cashÖow to total debt
ratios. The qualitative factors we consider include the borrower's competitive position in its industry, the
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nature of the borrower's industry, the quality of its management and controlling shareholders, technological
capabilities, labor relations and whether its Ñnancial statements are audited by independent auditors.

We establish and manage credit limits for corporate counterparties in order to optimize the use of
credit availability and avoid excessive risk concentration. We establish credit limits for individual
corporations and chaebols taking into account their ability to repay, their industry, size, Ñnancial ratios and
credit rating. For small and medium-sized enterprises, their credit limits are set using the credit rating
system. Our basic credit limit is 20.0% of our Tier I and Tier II capital for a single chaebol, 10.0% of our
Tier I and Tier II capital for individual corporations with a credit rating of BBB or higher using our
internal credit rating system and 5.0% of our Tier I and Tier II capital for companies with a credit rating
of BB or lower. These credit limits are lower than the regulatory limits that Korean banks must follow. In
determining the actual credit limit for each individual corporation and chaebol we consider mainly their
credit rating and their size. The credit limit is set by our Credit Risk Management Executive
Subcommittee. Loans to corporations that are secured by suÇcient collateral or that pose a low credit risk
may be extended even if the applicable credit limit is exceeded.

Credit limits are managed and controlled on a daily basis. The principal system that we use for
managing and controlling credit limits is the Total Exposure Management System. This system allows us
to monitor and control our total exposure to corporations and chaebols. We monitor our exposure to
individual corporations to which we have an exposure exceeding W5 billion and our exposure to the 100
largest chaebols in Korea based on total assets. Our Total Exposure Management System integrates all of
our credit related risk including credit extended by our foreign branches. The assets subject to the system
include all Won currency and foreign currency loans and loan-like products from the banking and trust
accounts, including guarantees and acceptances, trade-related credits, commercial paper and corporate
bonds.

We use the Integrated Collateral System for managing the liquidation value of collateral. The
Integrated Collateral System is a computerized collateral management system that can be accessed from
our headquarters and our branches. Through the Integrated Collateral System, we can more accurately
assess the actual liquidation value of collateral, determine the recovery rate on our loans and use this
information for our credit risk management and loan policies. We are able to monitor the value of all the
collateral provided by a borrower and the value of the collateral based on its liquidation value. When
appraising the value of real estate collateral, which make up the largest part of our collateral, we consult a
regularly updated database provided by a third party that tracks the prices at which various types of real
estate in various regions of the country are sold. We appraise the value of collateral at the time a loan is
originated, when the loan is due for renewal and when events occur that may change the value of the
collateral.

Credit Approval Procedures for Credit Cards

We believe that the improper veriÑcation of identity and applicant information and payment
delinquencies are the main source of credit risk in the credit card business.

Approval of credit card applications is based largely on the credit history, occupation, job title and
income of the applicant. For credit card applicants with whom we have existing relationships, approval is
also based on factors such as repayment ability, total assets, the length of the existing relationship and the
applicant's contribution to our proÑtability.

Credit checks are undertaken before credit card applicants are approved. We gather information about
applicants from a number of external agencies including BC Card, other credit card companies in Korea,
the Korean Federation of Banks and credit rating agencies. These credit checks contain a list of the
delinquent customers of all the credit card issuers in Korea.

In 2000, we developed a credit scoring system that can be used to evaluate credit card applications.
The system will be actively implemented in the second half of 2001 together with a new credit card
management system which is currently being developed. The new management system will allow us to
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carry out our credit card business more eÇciently by focusing on proÑt contribution analysis, credit limit
management, management of bonus points, and other management tools.

At the time we approve an application for a credit card, we set a credit limit primarily based on such
factors as the applicant's credit history, occupation, job title, income, assets, employment history and
contribution to our proÑtability.

Credit Monitoring of Corporate Customers

Following credit analysis and issuance of credit to corporate customers, we monitor the performance
of the credit both at the headquarters and relationship management team levels. The loan maintenance
section of the branches monitor the Ñnancial and non-Ñnancial environment with an early warning
checklist.

We have developed our own early warning system, which monitors selected information including the
Ñnancial status, Ñnancial transaction status, industry rating and management status of borrowers. The
system also keeps track of information on the credit status of borrowers. Some updating information is fed
automatically from internal and external sources while other data is gathered and updated manually by our
relationship management teams which may elect to visit and review corporate customers. The system
automatically inputs:

‚ the total amount of loans that were extended by other Ñnancial institutions to the same borrower, as
reported monthly by the Korean Federation of Banks;

‚ Ñnancial data relating to the borrower supplied by Korea Information Service and our internal
credit rating system;

‚ our internal credit rating;

‚ the estimated recovery rate for collateral provided by the borrower;

‚ whether a borrower is included in the list of problem creditors in the register maintained by the
Korean Federation of Banks;

‚ whether the borrower has defaulted on any payments owed to us; and

‚ the status of the borrower's Ñnancial transactions with us.

Information is also input by the relationship management team for borrowers with whom we have
more than W1 billion of exposure. The information is derived from the early warning checklist that the
relationship management personnel must Ñll out periodically and as the need arises. Information in the
checklist include:

‚ whether the borrower has ceased operating for more than three months;

‚ for construction companies, whether construction has stopped for more than three months and
prospects for sales of sites under construction or those which are already constructed;

‚ whether contests for management control are taking place;

‚ whether there is tension in labor relations;

‚ whether the borrower uses an excessive amount of negotiable paper or Ñnancing from the Ñnancial
markets; and

‚ whether any of the borrower's aÇliates have defaulted on their obligations.

Depending on the nature of the problem detected by the early warning system, a borrower may be
classiÑed as a ""deteriorating credit'' and undergoes evaluation for a possible downgrade in its customer
rating, or is initially classiÑed as a ""borrower showing early warning signs''. For borrowers in the latter
classiÑcation, the relevant relationship management team is ordered to gather information and conduct a
review of the borrower to determine whether it should be classiÑed as a deteriorating credit. The
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adjustment in the credit rating of a borrower classiÑed as a deteriorating credit is made by the relationship
management team for exposures of W1 billion or less and by the credit analysis team at our headquarters
for exposures greater than W1 billion. The loan review team conducts reviews of companies which have
been classiÑed as problematic by our early warning system.

Quantitative and Qualitative Disclosures about Market Risk

Market risk is the risk that changes in the level of interest rates, the rate of exchange between
currencies or the price of securities or other Ñnancial contracts, including derivatives, will have an adverse
impact on our results of operations or Ñnancial condition. The principal market risk to which we are
exposed is interest rate risk and to lesser extent, equity risk and foreign exchange risk. The Ñnancial
instruments that expose us to such risks are loans, deposits, securities and derivatives, which are used
primarily for non-trading purposes. We are not exposed to commodity risk, the other recognized form of
market risk, as we do not hold any commodity positions.

In order to manage our exposure to market risk, we use a combination of risk management techniques
including position limits, stop loss limits, sensitivity analyses and Value at Risk for trading activities, and
gap and sensitivity analyses for non-trading activities.

We currently do not engage in transactions involving products with signiÑcant leverage features

Market Risk Management Procedures

Our overall market risk policy is established by our Risk Management Committee. The Risk
Management Committee has delegated the responsibility for market risk management of trading activities
to the Price Risk Management Sub-Committee and of non-trading activities to the Interest Rate and
Liquidity Risk Management Sub-Committee.

The Price Risk Management Sub-Committee and Interest Rate and Liquidity Risk Management
Sub-Committee are chaired by our Chief Risk OÇcer. They meet on a regular basis to respond to
developments in the market and the economy. Based on policies approved by the Risk Management
Committee, members of the Interest Rate and Liquidity Risk Management Sub-Committee and Risk
Management Committee review our interest rate and liquidity gap positions monthly, formulate a view on
interest rates, set deposit and prime lending rates and review the business proÑle and its impact on asset
liability management. Members of the Price Risk Management Sub-Committee and Risk Management
Committee review and approve monthly reports which include trading proÑts and losses, position reports,
sensitivity analyses and Value at Risk results.

We recently implemented two new enhanced market risk management systems which cover both
trading and non-trading activities. These extended responsibilities and the new systems have been fully
implemented and are operational.

The new system for our trading activities covers all of our trading instruments. It extends our market
risk management and reporting capabilities by enabling additional scenario analyses and stress testing to be
performed. It also enhances our existing monitoring of open positions, sensitivity analyses and Value at
Risk.

The new system for our non-trading activities provides market value and Earnings at Risk analyses of
our non-trading activities and also enhances our simulation analyses by allowing more realistic market
conditions to be reÖected.

The decision to implement these new systems is in line with the more stringent market risk
supervision regulations of the FSC which will require Korean banks to maintain capital for market risk
starting from December 31, 2001, in addition to the existing capital requirements based on credit risk.
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Non-Trading Market Risk

Interest rate risk

We are a Ñnancial intermediary and provider of Ñnancial services oÅering a range of banking,
mortgage and savings products with varying interest rate features and maturities. Our balance sheet
consists predominantly of Won denominated interest rate sensitive assets and liabilities. Interest rate risk
from these non-trading activities therefore constitutes our main source of market risk and arises due to
mismatches in the maturities or re-pricing periods of these rate sensitive assets and liabilities.

In order to measure and manage interest rate risk from non-trading activities, we use a combination
of gap and sensitivity analyses. Gap analysis measures the diÅerences (or gaps) between the amount of our
interest-earning assets and interest-bearing liabilities that mature or re-price within certain periods of time.
Sensitivity analysis forecasts the impact on our net interest income over a given time period consequent to
speciÑc changes in interest rates.

Gap analysis provides us with a static view of the maturity and re-pricing characteristics of our
balance sheet positions. We prepare gap reports by classifying all assets and liabilities into various time
period categories according to contracted maturities or anticipated re-pricing dates. The diÅerence in the
amount of assets and liabilities being re-priced or maturing within each time period category provides us
with an indication of the extent to which we are exposed to the risk of potential changes in the margins on
new or repriced assets and liabilities. We manage our assets and liabilities by controlling the interest rate
gap for future periods within approved limits so as to reduce any potential adverse impact that future
changes in interest rates may have.

In preparing our interest rate gap position analysis, we make several assumptions that reÖect certain
behavioral characteristics of our customers and products. The main assumptions we make are the
following:

‚ In accordance with guidelines issued by the FSS, demand deposits are classiÑed into two types,
core and non-core demand deposits;

‚ The interest rate maturity (or re-pricing period) of core demand deposits is assumed to be over
3 years as the rates paid are rarely changed to reÖect changes in market rates. These have
historically paid an average of approximately 1.0%;

‚ Non-core demand deposits are assumed to mature or re-price evenly over 3 months; and

‚ Loans linked to our prime rate are re-priced within 1 month as we have discretion as to when the
interest rate on these loans is adjusted.
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The following table shows our interest rate gap as of December 31, 2000.

As of December 31, 2000

0-3months 3-6months 6-12 months 1-3 years Over 3 years Total

(in W billion, except percentages)

Interest Earning Assets

Due from Banks ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 481 33 Ì Ì Ì 514

LoansÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 26,796 7,144 6,810 544 4,914 46,208

SecuritiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,086 407 762 4,085 1,173 10,513

Others ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 880 111 281 6 402 1,680

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 32,243 7,695 7,853 4,635 6,489 58,915

Interest Bearing Liabilities

DepositsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 24,781 5,337 9,340 4,522 3,205 47,185

Borrowings ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,436 972 916 945 1,898 7,167

Others ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 233 123 89 Ì 1 446

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 27,450 6,432 10,345 5,467 5,104 54,798

Sensitivity Gap ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,793 1,263 (2,492) (832) 1,385 4,117

Cumulative GapÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,793 6,056 3,564 2,732 4,117

% of Total Assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7.9% 9.9% 5.8% 4.5% 6.8%

Our Risk Management Committee monitors interest rate risk exposure using gap reports. We use
these reports to calculate a ratio representing the adjusted cumulative gap for assets and liabilities being
re-priced within 1 year to total assets. This ratio is compared against an approved maximum amount which
as of December 31, 2000 was 9.57%. Our actual ratio as of December 31, 2000 was 7.65%. Historically we
have revised the limit of acceptable interest rate risk exposure on an annual basis but we have the ability
to also do so whenever market conditions change dramatically.

Based on the above gap reports, we develop sensitivity analyses to measure the sensitivity of our net
interest income to changes in interest rates. An immediate downward parallel shift in interest rates of 100
basis points for non-trading instruments would lead to a decrease in our net interest income for the next
12 months of W24 billion as of December 31, 1999 and W36 billion as of December 31, 2000 on a non-
consolidated basis and W25 billion as of December 31, 1999 and W34 billion as of December 31, 2000 on
a consolidated basis, respectively.

In preparing this sensitivity analysis, we make the following key assumptions:

‚ We have discretion to change the rates on certain domestic loans linked to our prime rate and
therefore this results in a non-linear sensitivity to changes in market rates;

‚ For our non-trading Ñnancial instruments denominated in foreign currencies, there is a linear
sensitivity to changes in market interest rates since the instruments are priced using market rate
indices such as LIBOR;

‚ There are no changes in the balance sheet as a result of new account openings, withdrawals, and
prepayments triggered by the simulated change in market interest rates;

‚ The impact of hedging instruments is included in the analysis; and

‚ We assume a parallel shift in the yield curve.

Historically we have not used a signiÑcant number of hedging instruments to mitigate our non-trading
interest rate risk since the liquidity of these derivatives in Korea has been poor. Instead, we have
attempted to minimize our interest rate gap by limiting the amount of our Ñxed rate lending. We
occasionally use interest rate swaps to convert the coupon of certain foreign currency investment securities
from Ñxed to Öoating to match our funding. We may also use Korean Treasury Bond Futures to hedge our
non-trading interest rate risk as the liquidity of these instruments improves and we increase the volume of
our Ñxed rate products.
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Foreign Exchange Risk

Foreign exchange risk arises because we have assets, liabilities and oÅ-balance sheet items such as
foreign exchange forwards and currency swaps that are denominated in currencies other than the Won.

Assets and liabilities denominated in US dollars account for the majority of our foreign currency
assets and liabilities. Those denominated in Japanese Yen, the Euro and Hong Kong Dollars account for
the remainder. We use cross currency swaps to convert our foreign currency denominated Ñxed rate
borrowings to US dollar Öoating rate borrowings and forward foreign exchange contracts to fund foreign
currency lending.

The diÅerence between our foreign currency assets and liabilities is oÅset against forward foreign
exchange positions to obtain our net foreign currency open position. This is our foreign exchange risk. The
Risk Management Committee manages our foreign exchange exposure for both trading and non-trading
purposes by establishing a limit for this net foreign currency open position, together with stop loss limits
for our forward foreign exchange contracts. We also perform proprietary trades within these limits.

The following table shows our non-consolidated net open positions at the end of 1998, 1999 and 2000.

As of December
31(1),

Currency 1998 1999 2000

(in US$ million)

USDÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (13.2) 8.3 1.6

JPY ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.3 (1.1) (0.9)

Others ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.2 0.3 1.1

TotalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (12.7) 7.5 3.6

(1) Positive amounts represent long exposures and negative amounts represent short exposures. The net open positions held by

subsidiaries are not signiÑcant.

Trading Activities

The level of market risk assumed by us from our trading activities can be broken down into interest
rate risk, equity price risk and foreign exchange rate risk. Our trading activities consist of traditional
instruments such as equities, bonds, equity index futures, interest rate futures, bond futures, foreign
exchange spot and forwards. As of December 31, 2000, our bond portfolio had a market value of W2,326
billion while the market values of trading equities and foreign currency positions were W32 billion and
W53 billion, respectively. As of that date, our trading assets and liabilities arising out of foreign exchange
and derivative contracts were W109 billion and W32 billion, respectively.

We use Value at Risk (VaR) as the main market risk management tool together with stress testing
and several traditional tools like Present Value of a Basis Point (PVBP), duration and cash Öow analyses
of debt securities and equity Beta. We generate Value at Risk reports as well as mark-to-fair value reports
for all trading portfolios on a daily basis for the chief risk oÇcer. We are able to use parametric (also
known as variance-covariance model), historical and Monte Carlo simulation methods; however, we are
currently using parametric (Delta-Gamma) method assuming a 99% conÑdence level and a one day
holding period because we do not hold signiÑcant positions in non-linear derivative instruments.

VaR is a commonly used market risk management technique. However, this approach does have some
shortcomings. By its nature as a statistical approach, VaR estimates possible losses over a certain period at
a particular conÑdence level using past market movement data. Past market movement is not necessarily a
good indicator of future events. Another shortcoming is that one or ten days are assumed to be a suÇcient
holding period before liquidating the relevant underlying positions. If this is not the case, the VaR results
may understate or overstate the potential loss.

Prior to August 2000, we used an internally developed VaR module with limited instrument and
currency coverage. Since then we have used a new risk management system, Panorama, a risk and trading
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system which enables us to generate elaborate and consistent VaR numbers for all trading activities. The
new risk management system has expanded our span of control to various analyses and cover Ñnancial
instruments that were not possible in the past. For the moment, we do not have a consolidated group-wide
market risk structure which covers subsidiaries such as Jooeun Leasing Co., Ltd., Jooeun Investment Trust
Management Co., Ltd. and Hong Kong Finance Ltd.

Interest rate risk

Interest rate risk from trading activities arises mainly from our trading of domestic debt securities.
Our strategy is to beneÑt from short-term movements in the prices of debt securities arising from changes
in interest rates. Since August 2000 we have entrusted our trading bond portfolio amounting to W2.3
trillion to Jooeun Investment Trust Management Co. on condition that Jooeun Investment Trust
Management will comply with the guidelines set out by us. Jooeun Investment Trust Management, a
specialized asset management company which receives consulting advice from the ING Group, invests in a
variety of Korean Treasury Bonds, government bonds and other Ñnancial institution issued bonds rated
higher than A (as rated by Korean debt rating agencies) and reports its trading records to us on a daily
basis.

The volume of our trading activities and the size of our trading portfolio are determined by the Price
Risk Management Sub-Committee, taking into account the liquidity of the domestic debt security market,
economic capital, capital constraints, current funding position and other related issues.

Our exposure to interest rate risk arising from our trading activities is controlled primarily with
position limits, stop loss limits and VaR limits approved by the Risk Management Committee and the
Price Risk Management Sub-Committee.

The following table shows year-end, average, minimum and maximum VaR for 1999 and 2000
assuming a 99% conÑdence level for a one day holding period. We use historical data for the past one year
(260 business days) with equal weight over the whole horizon and consider the correlation between sub-
risk factors (such as those which solely aÅect interest rate risk) as well as correlation between diÅerent
risk factors (such as those between interest rate risk and equity price risk).

Daily Value at Risk of Trading Positions

As of December 31, 1999 As of December 31, 2000

Risk class Average Minimum Maximum Year End Average Minimum Maximum Year End

(in W billion) (in W billion)

Interest rate risk ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2.5 0.2 8.5 2.9 4.2 2.6 6.2 3.4

Equity risk ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2.5 0.1 4.8 3.1 2.9 0.9 6.1 2.5

Foreign exchange riskÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ N/A N/A N/A N/A 3.1 1.7 4.9 4.9

DiversiÑed Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5 (1) (1) 6 5.2 2.3 10.1 4.6

(1) Figures calculated above cover H&CB only and do not include subsidiaries.

We have not presented VaR for foreign exchange risk for the year 1999 since we were not calculating
VaR for foreign exchange risk prior to August 2000, which was not signiÑcant in 1999.

Equity Risk

Equity price risk results from our equity portfolio in Korean Won since we do not hold any foreign
currency shares except for convertible bonds in foreign currency. The conversion rights for foreign currency
denominated convertible bonds have been sold and therefore our equity risk exposure in this regard is
limited.

The trading equity portfolio in Korean Won consists of exchange listed stocks and nearest month or
second nearest month futures contracts under strict limits on diversiÑcation as well as position limits. This
has been an area of particular focus due to the level of volatility in the stock market. In addition, we pay
close attention to the loss limits. When the trading equity portfolio breached the loss limit in March 2000,
the Price Risk Management Sub-Committee decided to immediately cease equity trading activities until
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the end of 2000 and liquidated relevant positions according to the guidelines set out in the Price Risk
Management Manuals.

To obtain the VaR measure for equities, we also use the parametric method, assuming a 99%
conÑdence level and one day holding period. We use parametric VaR, since we do not hold signiÑcant
non-linear instruments such as options. Unlike common methods which use only one representative index
for each stock exchange to calculate the equity VaR, we use 32 speciÑed indices by industry and
exchange, which enables us to produce more precise VaR numbers.

Foreign Exchange Rate Risk

We trade foreign exchange spot, foreign exchange forwards, currency swaps and foreign exchange
futures of 28 currencies to beneÑt from short-term movements in the prices of each instrument arising
from changes in the foreign exchange rates or interest rates under the limits approved by the Price Risk
Management Sub-Committee. The Price Risk Management Sub-Committee sets position limits, stop loss
limits and VaR limits on trading foreign exchange positions taking into account economic capital, volatility
of market prices and other related issues such as market perspectives. Most of our foreign currency
position holdings are denominated in US Dollars and are subject to limits mentioned above; however,
overseas branches are subject to position limits by currency since overseas branches are not allowed to
hold active trading positions. We use the parametric method to measure foreign currency risk.

For transactions involving a notional amount greater than US$50 million, trading of new instruments
or where a limit has not been determined, the trading division is required to obtain preliminary approval
from the Price Risk Management Sub-Committee through the Risk Management Team.

Foreign exchange trading proÑles are reported to the chief risk oÇcer on a daily basis as well as VaR
reports, mark-to-fair value reports and limit reports. In situations where the daily, monthly or annual limits
are breached, following the decision of the Price Risk Management Sub-Committee, all relevant positions
are liquidated immediately and trading is stopped for the outstanding period. Where immediate liquidation
is not feasible due to a liquidity shortage or the head of trading division judges the liquidation of all of
relevant positions to be inappropriate, part of the positions could be liquidated in accordance with the
decision of the Price Risk Management Sub-Committee.

Stress test

Stress testing is an important way of supporting VaR since VaR is a statistical expression of possible
loss under a given conÑdence level and holding period. It does not cover potential loss if the market moves
in a manner which is outside our normal expectations. Stress testing projects the anticipated change in
value of holding positions under certain scenarios assuming that no action is taken during a stress event to
change the risk proÑle of a portfolio.

There are two ways of simulating scenarios. One uses statistics based on historical data to obtain an
average or maximum movement of market price over a certain horizon and the other replicates a speciÑed
historical event. Currently, we have three scenarios following the former method. Scenario 1 uses average
volatility over the last year, Scenario 2 looks at the average volatility over the last month and Scenario 3
uses maximum volatility over the last one year. A weak point of a statistical approach is the diÇculty of
taking into account correlation between market variables. Our scenario assumes that interest rates, equity
prices and exchange rates move very signiÑcantly at the same time to obtain the worst case. However,
actual movements may not be that extreme, nor the actual impact on the portfolio value that large since
market prices historically have some correlation.

The result of the stress test using the third scenario at the end of 2000 is W16.2 billion for a W2,411
billion consolidated portfolio. The trading bond portfolio contributed 97% of the total value change.

Along with current scenarios, we are preparing for other scenarios that replicate historical events that
happened in the past such as market situations under the foreign exchange crisis in the 1990s and other
critical events.
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Although we have not set any limits on stress testing, we monitor the impact of market turmoil or any
abnormality. If the impact is large, the chief risk oÇcer may request a portfolio restructuring or other
proper action.

Liquidity Risk

Liquidity risk arises in the funding of lending, trading and investment activities and in the
management of trading positions. Liquidity risk includes both the risk of unexpected increases in the cost
of funding our asset portfolio at appropriate maturities and the risk of being unable to liquidate a position
in a timely manner at a reasonable price in order to meet a maturing liability. The goal of liquidity
management is for us to be able, even under adverse conditions, to meet all our liability repayments on
time and fund all investment opportunities.

Liquidity is maintained by holding suÇcient quantities of assets that can be liquidated to meet actual
or potential demands for funds from depositors and others. Liquidity is also managed by ensuring that the
excess of maturing liabilities over maturing assets in any period is kept to manageable levels relative to the
amount of funds we believe we can raise by issuing housing bonds when required. We seek to minimize
our liquidity costs by managing our liquidity position on a daily basis and by limiting the amount of cash
at any time that is not invested in interest earning deposits or money market instruments.

We maintain diverse sources of liquidity to facilitate Öexibility in meeting funding requirements. We
fund our operations principally by accepting deposits from retail and corporate depositors, accessing the
call loan market (a short-term market for loans with maturities of less than one month), payments of
loans and sales of short-term securities. We use the majority of funds raised by us to extend loans or
purchase securities. Generally, deposits are of shorter average maturity than loans or investments.

We have a liquidity contingency program in place, which speciÑes actions to be taken in the event of
a liquidity problem. The Interest Rate and Liquidity Risk Management Subcommittee is responsible for
setting liquidity limits within the limits set by the Risk Management Committee and reviewing our
liquidity status on a monthly basis. The Interest Rate and Liquidity Risk Management Subcommittee also
establishes liquidity management strategies based on reports on our liquidity status that the Risk
Management Team provides to the Risk Management Committee. We have not experienced any serious
foreign currency liquidity problem to date, even during Korea's foreign currency liquidity crisis in 1997 and
1998, as we always complied with the foreign currency liquidity ratios set by the FSC. In 2000, we
maintained a relatively stable liquidity status both in domestic and foreign currency.

As of January 1, 1999, Korean banks were required to maintain a Won liquidity ratio (deÑned as
Won liquid assets, including marketable securities, due within three months divided by Won liabilities due
within three months) in excess of 100.0% and to report their respective ratios to the FSS on a quarterly
basis. For us, however, the FSS only required that we maintain a Won liquidity ratio in excess of 70.0%
because the FSS recognized that our liquidity ratios may be lower than other banks since we are the main
provider of long-term housing loans in Korea.

The FSC deÑnes liquid assets as any assets which mature within three months. The following table
sets forth amounts of our Won and foreign currency liquid assets and liabilities and liquidity ratios, in
accordance with the new FSC criteria, as of December 31, 1999 and 2000.

As of December 31, 1999 As of December 31, 2000

Liquid Liquid Liquidity Liquid Liquid Liquidity
Assets Liabilities Ratio Assets Liabilities Ratio

(in W billion and US$ million, except percentages)

Won currency ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ W12,469 W14,605 85.4% W13,532 W18,232 74.2%

Foreign currencyÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ US$763 US$498 153.2% US$1,243 US$684 181.7%

For a description of Korean laws and regulations relating to liquidity, see ""Item 4. Information on the
Company Ì Business Overview Ì Supervision and Regulation''.
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The liquidity ratio in Korean Won was 74.2% as at the end of 2000 compared to 85.4% in 1999. Our
treasury team is responsible for the maintenance of the liquidity ratio, and has set the optimum band for
the liquidity ratio of 73% to 77%, which we believe provides the most eÇcient trade oÅ between liquidity
and proÑtability.

Operational and Legal Risk

Operational risks are risks arising from system failure, human error or non-adherence to systems and
procedures, or from fraud or inadequate internal controls and procedures, resulting in Ñnancial or
reputational loss.

The audit department operates the internal audit system, the internal checking system and the
computerized ordinary audit system called Total Audit Intelligence System (TAIS) to test and monitor
the internal controls. The internal audit team carries out general, special and routine audits. The internal
checking system seeks to prevent the occurrence of fraud or error by instituting a systematic program of
preventative and detective procedures, especially in areas which are deemed to be of a higher risk.

TAIS, the system which has recently been developed by the audit department, operates a real-time
warning system and the daily audit system for branches. TAIS, which is Internet-based, allows convenient
access to historical and current transaction information to assist the audit department in carrying out
monitoring procedures. To establish a diversiÑed audit plan using TAIS, the audit department uses a risk
based approach when setting the scope and level of focus in each business line.

The Audit Committee, which consists of four non-executive directors and one executive director,
supervises our internal controls and our observance of ethical and legal principles in addition to reviewing
our Ñnancial statements.

Pursuant to the Banking Act revisions relating to compliance, we established in August 2000 the
Compliance Team, which operates a compliance inspection system. This system is designed to ensure that
all of our employees comply with the law. The compliance inspection system's main function is to monitor
the degree of improvement in compliance with the law, accomplish internal controls and educate our
employees about observance of the law.

The FSS conducts a general audit of our operations once a year and also performs special audits as
the need arises on particular aspects of our operations such as risk management, credit monitoring and
liquidity.

We consider legal risk as a part of our operational risk. The uncertainty of the enforceability of the
obligations of our customers and counterparties, including the foreclosure on collateral, creates legal risk.
Changes in laws and regulations could also adversely aÅect us. Legal risk is higher in new areas of
business where the law is often untested in the courts although legal risk can also increase in our
traditional business to the extent that the legal and regulatory landscape in Korea is changing and many
new laws and regulations governing the banking industry remain untested.

We seek to minimize legal risk by using stringent legal documentation, employing procedures
designed to ensure that transactions are properly authorized and consulting legal advisers. Our internal
auditors review loan documentation to ensure that these are correctly drawn up to withstand scrutiny in
court.

We have created a System Management Unit that continually monitors all of our electronic and
computerized network processes to minimize operational risk due to system failure. We believe this is
important since the integrity of electronic systems is crucial in the banking industry. The unit reports any
unusual delays encountered by our branches in processing transactions. We have implemented the Business
Recovery System for use in the event of any problems with our systems. The Business Recovery System
allows us to carry out our daily business even in the event of internal system failure by accessing a
duplicate system located oÅ-site. We also created an independent IT Security Unit in 1999, responsible for
the daily monitoring of the entire information security system.
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Assets and Liabilities

Loan Portfolio

Our total loan portfolio, as of December 31, 2000, was W46,208 billion, an increase of 43.8% from
W32,134 billion at December 31, 1999. Approximately 95.6% of our total loans were Won denominated
loans at December 31, 2000. Growth in the portfolio primarily reÖects an increase in non-mortgage
consumer loans and in corporate loans to borrowers which are not in the construction industry.

Loan Types

The following table presents the types of loan by category of borrower for the last Ñve years ended
December 31, 1996, 1997, 1998, 1999 and 2000.

As of December 31,

1996(1) 1997 1998 1999 2000

(in W billion)

Commercial and industrial ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,116 4,554 5,251 5,595 9,546

Construction loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 684 1,519 2,041 1,601 771

Lease Ñnancing ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì Ì 264

Households

Residential MortgagesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 14,764 15,928 15,890 17,246 20,987

Other consumer loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,897 2,224 2,400 6,476 11,759

Credit cards ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 662 698 772 1,216 2,881

Total loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 20,123 24,923 26,354 32,134 46,208

(1) Adjustments were necessary to reconcile the aggregate loan balance from Korean GAAP to a basis comparable to 1997, 1998,

1999 and 2000. See the table below.

The following table sets forth the adjustments necessary to reconcile the aggregate loan balance for
1996 from Korean GAAP to a basis comparable to the later years disclosed above.

As of December 31, 1996

(in W billion)

Total loan balance under Korean GAAP ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 19,674

Add/(less) adjustments to U.S. GAAP:

De-consolidation of trust accounts ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (171)

De-consolidation of Jooeun Lease Co., Ltd. ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (271)

ReclassiÑcation of items not classiÑed as loans under Korean GAAPÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 889

Other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 20,123

Concentration of Total Exposure

As discussed in more detail in ""Item 4. Information on the Company Ì Business Overview Ì Risk
Management Ì Credit Risk'', we limit our exposure to any single borrower to 10.0% of our total Tier I
and Tier II capital. We also limit our exposure to any single group of companies belonging to the same
conglomerate to 20.0% of our total Tier 1 and Tier II capital. Although we do not currently limit our
exposure to any particular industry, we diversiÑed our corporate exposure away from the construction
industry.

Our ten largest exposures as of December 31, 2000, excluding those to the Korean government and its
agencies, totaled W2,202 billion and accounted for 3.6% of our total exposures. The following table sets
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forth as of December 31, 2000, our total exposures to the ten borrowers to whom we have the largest
exposures, excluding those exposures to the Korean government and its agencies.

Amounts
Loans Guarantees ClassiÑed as

Won Foreign Equity Debt and Total Substandard
Company Currency Currency Securities Securities Acceptances Others Exposures or Below(1)

(in W billion)

Korea Housing Guarantee

Co., Ltd. ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 480 Ì Ì 18 Ì Ì 498 498

Daewoo Corporation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 21 171 Ì 51 26 Ì 269 243

SK Corporation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 50 Ì Ì 29 173 Ì 252 Ì

SK Global Corporation ÏÏÏÏÏÏÏÏÏÏÏÏÏ 50 85 Ì 1 76 Ì 212 Ì

Chase Manhattan BankÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì Ì Ì 200 200 Ì

LG Capital Services Co.ÏÏÏÏÏÏÏÏÏÏÏÏ 174 Ì Ì Ì Ì Ì 174 Ì

Woo Bang Co., Ltd ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 160 Ì Ì Ì Ì Ì 160 83

Hynix Semiconductor ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3 138 Ì 14 Ì Ì 155 Ì

Korea Life Insurance

Co., Ltd. ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì Ì Ì 149 149 Ì

LG International Co.ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 128 Ì 5 Ì Ì 133 Ì

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 938 522 Ì 118 275 349 2,202 824

(1) Based on FSC asset classiÑcations.

Our largest exposure to a borrower is our exposure to the KHGC, which has experienced substantial
Ñnancial diÇculties. The KHGC was formed in June 1999 to replace the Korean Housing Financial
Cooperative (KHFC) that had been formed in April 1993 by construction companies in Korea to provide
loans and loan guarantees to Korean construction companies. The KHGC takes responsibility for
completing construction projects if construction companies become insolvent while their projects are in
progress. In addition, the KHGC has assumed the obligations of KHFC to guarantee a number of loans to
construction companies. As a result of the Ñnancial crisis in Korea in 1997 and 1998 and the resulting
deterioration of the real estate market, many construction companies became insolvent, and the KHFC
faced a major liquidity problem as a result of payments it had to make under loan guarantees that it had
provided to these companies. To solve the KHFC's liquidity problem, the government and the KHFC's
creditors, including us, reorganized the KHFC into the KHGC and provided Ñnancial assistance to the
KHGC. The capital contributed by construction companies to the KHFC was reduced from W3,250
billion to W848 billion, the government injected W500 billion in capital and creditors converted W101
billion in debt into equity and purchased W99 billion in convertible bonds issued by the KHGC.

The KHGC receives fees for taking responsibility for the completion of construction projects if
construction companies become insolvent while their projects are in progress and the other construction
companies that issued guarantees undertaking to take over and complete the projects fail to perform under
the guarantees. The KHGC hires other companies to Ñnish the projects, and if it is unable to Ñnd a
suitable replacement to complete the project, it refunds the subscription and installment payment that had
been paid by those who would have owned the housing that did not get completed. As of December 31,
2000, the KHGC had outstanding guarantees of W57 trillion, of which W51 trillion was for the sale of
newly-built houses. As of that date, the KHGC was responsible for the completion of 24 housing projects
in which the original construction companies became insolvent.

Our total direct exposure to the KHGC as of December 31, 2000, was W498 billion, which consisted
of:

‚ W480 billion of loans; and

‚ W18 billion of convertible bonds.

As of that date, we had a loan loss allowance relating to the KHGC of W153 billion.
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In addition, as of December 31, 2000, we had loans to construction companies guaranteed by the
KHGC of W49 billion. Of these amounts, W28 billion were to companies that were insolvent or in
corporate reorganization proceedings. The KHGC is experiencing substantial liquidity problems due to
high interest payment obligations and increasing payments under loan guarantees it provided to
construction companies that have become insolvent.

Representatives of the KHGC, the Ministry of Construction and Transportation and creditor Ñnancial
institutions of the KHGC, including us, held a series of meetings in March and April 2000 and agreed on
a basic framework for restructuring part of the KHGC's debts. On June 27, 2001, the government and
creditor Ñnancial institutions agreed on a capital contribution and debt repayment program to normalize
the operation of KHGC. Under the terms agreed, the Government will make a capital contribution of
W947 billion and purchase convertible bonds of W332 billion issued by the KHGC. In addition,
W504 billion of the creditor Ñnancial institutions' outstanding loans to KHGC will be converted to equity,
including W171 billion of our outstanding loans, while the creditor Ñnancial institutions' outstanding loans
of W1,015 billion, including our remaining outstanding loans of W309 billion, will be repaid in full. After
the implementation of the restructuring program, 49.9% of the outstanding share capital of the KHGC will
be owned by the government, 20.6% of the outstanding share capital of the KHGC will be owned by
construction companies, and 20.9% of the outstanding share capital of the KHGC will be owned by
Ñnancial institutions, including 9.7% by us.

One of our top ten borrowers as of December 31, 1999 was Jooeun Leasing Co., Ltd. (""Jooeun
Leasing''), a leasing company in which we currently own an 85% interest. Jooeun Leasing faces signiÑcant
Ñnancial diÇculties, and on January 13, 2000, we and Jooeun Leasing entered into a memorandum of
understanding with other creditors of Jooeun Leasing, whereby we and the other creditors agreed on
detailed terms of a debt restructuring plan for Jooeun Leasing. In accordance with the restructuring plan,
the maturities of W244 billion of Jooeun Leasing's debt were extended until the end of 2005. We
converted our loans to Jooeun Leasing to an equity investment in the amount of W82 billion on
January 20, 2000 and, correspondingly, Jooeun Leasing issued 16.46 million shares of its common stock to
us. The memorandum of understanding requires us to provide additional loans in the total amount of
W100 billion to Jooeun Lease upon Jooeun Lease's request. Loans of W47 billion have been extended as
of March 31, 2001.

As of December 31, 2000, 5.44% of our total exposure was to the thirty largest chaebols. The
following table shows as of December 31, 2000, our total exposures and the asset quality assigned with
respect to the ten chaebol groups to which we have the largest exposure.

Amounts
Loans ClassiÑed as

Won Foreign Equity Debt Guarantees & Total Substandard
Chaebol Currency Currency Securities Securities Acceptances Others exposures or Below(1)

(in W billion)

LGÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 276 174 Ì 114 19 Ì 583 Ì

SK ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 155 106 25 36 249 Ì 571 Ì

Samsung ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 86 35 5 79 72 100 377 Ì

Hyundai ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 54 218 Ì 57 13 Ì 342 47

Daewoo ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 21 174 Ì 51 26 Ì 272 246

Hyundai MotorsÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 120 48 7 37 3 Ì 215 Ì

WooBang ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 160 Ì Ì Ì Ì Ì 160 83

HanwhaÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 72 Ì 3 7 56 Ì 138 Ì

Lotte ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 115 Ì Ì 15 1 Ì 131 Ì

Hyundai Oilbank ÏÏÏÏÏÏÏÏÏÏÏÏÏ 29 6 Ì Ì 62 Ì 97 Ì

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,088 761 40 396 501 100 2,886 376

(1) Based on FSC asset classiÑcations.

In August 1999, the principal creditor banks of the Daewoo Group commenced formal workout
procedures with respect to 12 of the member companies of the Daewoo Group, including Daewoo
Corporation, Daewoo Motors, Daewoo Electronics, Daewoo Heavy Industries, Daewoo Telecom and
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Ssangyong Motors. Currently, these member companies are either subject to liquidation proceedings or
have been liquidated, under workouts or reorganization proceedings, have been split up into more than one
company or are looking for purchasers. As of December 31, 2000, our total exposure to the Daewoo Group
was approximately W272 billion. Our exposure consists of W195 billion in loans outstanding, W51 billion
in corporate bonds and W26 billion in guarantees and acceptances.

The following table shows information relating to our Daewoo Group total exposure as of
December 31, 2000.

Amounts
Loans Guarantees ClassiÑed as

Won Foreign Debt and Total Substandard
Company Currency Currency Securities Acceptance Others Exposures or Below(1)

(in W billion)

Daewoo CorporationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 21 171 51 26 Ì 269 243

Daewoo Ind. Co., Japan CorpÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 2 Ì Ì Ì 2 2

Daewoo Hongkong ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 1 Ì Ì Ì 1 1

TotalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 21 174 51 26 Ì 272 246

(1) Based on FSC asset classiÑcations.

The following table shows information relating to our Hyundai Group total exposure as of
December 31, 2000.

Amounts
Loans Guarantees ClassiÑed as

Won Foreign Debt and Total Substandard
Company Currency Currency Securities Acceptances Exposures or Below(1)

(in W billion)

Hynix Semiconductor ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3 138 14 Ì 155 Ì

Hyundai Merchant Marine Co., Ltd ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 15 62 7 Ì 84 18

Hyundai Engineering and Construction Co., Ltd ÏÏÏÏÏÏÏ 18 Ì 29 Ì 47 15

Hyundai Corporation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 18 Ì 13 31 Ì

Koryeo Industrial Development Co., Ltd ÏÏÏÏÏÏÏÏÏÏÏÏÏ 14 Ì Ì Ì 14 14

Hyundai Heavy Industries Co., LtdÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 7 Ì 7 Ì

Hyundai Elevator Co., Ltd ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4 Ì Ì Ì 4 Ì

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 54 218 57 13 342 47

Loan Concentration by Size of Loans

The following table shows the aggregate balances of our loans by outstanding loan amount as of
December 31, 2000.

As of December 31, 2000

Aggregate Loan Percentage of
Balance Total Loan Balance

(W billion) (percentages)

Commercial and industrial

Up to W10 millionÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 16 0.03

Over W10 million to W50 million ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 259 0.56

Over W50 million to W100 million ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 307 0.67

Over W100 million to W500 million ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,336 2.89

Over W500 million to W1 billionÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 751 1.63

Over W1 billion to W5 billion ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,947 4.21

Over W5 billion to W10 billion ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 998 2.16

Over W10 billion to W50 billion ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,505 7.58

Over W50 billion to W100 billion ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 124 0.27

Over W100 billion ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 303 0.66

Sub total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9,546 20.66
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As of December 31, 2000

Aggregate Loan Percentage of
Balance Total Loan Balance

(W billion) (percentages)

Construction loans

Up to W10 millionÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2 0.00

Over W10 million to W50 million ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5 0.01

Over W50 million to W100 million ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2 0.01

Over W100 million to W500 million ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 30 0.07

Over W500 million to W1 billionÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 47 0.10

Over W1 billion to W5 billion ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 332 0.72

Over W5 billion to W10 billion ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 197 0.43

Over W10 billion to W50 billion ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 156 0.34

Sub total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 771 1.68

Lease Ñnancing

Up to W10 millionÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0 0.00

Over W10 million to W50 million ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2 0.00

Over W50 million to W100 million ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5 0.01

Over W100 million to W500 million ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 30 0.07

Over W500 million to W1 billionÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 18 0.04

Over W1 billion to W5 billion ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 92 0.20

Over W5 billion to W10 billion ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 65 0.14

Over W10 billion ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 52 0.11

Sub total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 264 0.57

Household Ì mortgage

Up to W10 millionÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,478 9.69

Over W10 million to W50 million ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 12,496 27.04

Over W50 million to W100 million ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,037 6.57

Over W100 million to W500 million ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 935 2.02

Over W500 million to W1 billionÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 34 0.07

Over W1 billion to W5 billion ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7 0.02

Sub-total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 20,987 45.41

Credit Cards

Up to W10 millionÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,746 5.94

Over W10 million to W50 million ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 109 0.24

Over W50 million to W100 million ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2 0.00

Over W100 million to W500 million ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 24 0.05

Sub-total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,881 6.23

Household Ì other

Up to W10 millionÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,196 11.24

Over W10 million to W50 million ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,291 9.29

Over W50 million to W100 million ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 781 1.69

Over W100 million to W500 million ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,223 2.65

Over W500 million to W1 billionÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 241 0.52

Over W1 billion to W5 billion ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 27 0.06

Sub-total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 11,759 25.45

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 46,208 100.00
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Maturity Analysis

The following table shows the scheduled maturities of our total loans as of December 31, 2000.

1 Year 1 Year to After
or Less 5 Years 5 Years Total

(in W billion)

Commercial and industrialÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7,490 1,655 401 9,546

Construction loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 659 73 39 771

Lease Ñnancing ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 214 15 35 264

Households

Residential mortgages ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,026 11,910 8,051 20,987

Other consumer loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7,332 3,757 670 11,759

Credit cardsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,881 Ì Ì 2,881

TotalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 19,602 17,410 9,196 46,208

Interest Rate Sensitivity

The following table shows, as of December 2000, the total amount of loans which have Ñxed interest
rates or variable or adjustable interest rates.

As of
December 31, 2000

(in W billion)

Fixed rates(1)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 11,922

Variable or adjustable rates(2) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 34,286

TotalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 46,208

(1) Fixed rate loans are loans for which the interest rate is Ñxed for the entire term.

(2) Variable or adjustable rate loans are loans for which the interest rate is not Ñxed for the entire term.

Non Performing Loans

Non-performing loans are deÑned as loans greater than 90 days past due. For classiÑcation of non-
performing loans under Korean regulatory requirements, see ""Ì Supervision and Regulation Ì Principal
Regulations Applicable to Banks in Korea Ì Asset ClassiÑcation''.

The following table shows, for the periods indicated, certain details of our total non-performing loan
portfolio.

As of December 31,

1997 1998 1999 2000

(in W billion, except
percentages)

Total non-performing loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,857 2,628 2,440 2,104

As a percentage of total loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7.5 10.0 7.6 4.6

The above table does not reÖect the amount of loans classiÑed as substandard or below that we sold
to KAMCO in connection with a government program to assist the Korean banking industry. See ""Item 5.
Operating and Financial Review and Prospects Ì Trend Information Ì The Acquisition of DongNam
Bank Ì Sales of Substandard or Below Loans to KAMCO''. In 2000, we did not sell any substandard or
below loans to KAMCO. We currently have guaranteed W59 billion of loans sold to KAMCO. As of
December 31, 2000, we have repurchased W43 billion of these loans from KAMCO and these are
reÖected in the table above.

Non-accrual loans. The following table presents a four-year analysis of loans that were placed on a
non-accrual status. Loans are placed on a non-accrual status when they are past due by one day or more.

As of December 31,

1997 1998 1999 2000

(in W billion)

Loans accounted for on a non-accrual basisÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,594 5,431 5,460 5,883
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We are not able to provide information for non-accrual and non-performing loans for the year ended
December 31, 1996 due to changes made in our information systems. We believe that the amounts of non-
accrual and non-performing loans for the year ended December 31, 1996 were lower than for the
subsequent years due to the impact of the Asian Ñnancial crisis in 1997. Prior to 1997, due to our limited
range of lending activities, our non-performing and non-accrual loans arose mainly from our mortgage and
other consumer loan portfolios.

Accruing loans past due 90 days. As of December 31, for each of the four years to 2000, we did not
have any loans that were over 90 days past due and remained on an accrual status.

Troubled debt restructurings. The following table presents a four year analysis of loans not included
above which are ""troubled debt restructurings'' as deÑned under U.S. GAAP.

As of December 31,

1997 1998 1999 2000

(in W billion)

Loans not included above which are classiÑed as ""troubled debt restructurings'' ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 195 208 569

Comparable information for 1996 is not available. However, the level of loans classiÑed as troubled
debt restructurings were not signiÑcant in 1996.

Potential Problem Loans. As of December 31, 2000, W980 billion of loans classiÑed as substandard
or below were not included as non-performing because they were less than 90 days past due. These
amounts are classiÑed as impaired and therefore included in our calculation of loan loss allowance under
U.S. GAAP.

We have certain other interest-earning assets that, if they were loans, would be required to be
disclosed as part of the non-accrual, past due or restructuring disclosures provided above. As of
December 31, 2000, we had debt securities with an amortized cost of W35 billion and a market value of
W29 billion on which interest was past due.

Exposures to Companies in Workout, Corporate Reorganization and Composition. Workout is a
voluntary procedure through which we, together with borrowers and other creditors, restructure a
borrower's credit terms. In 1998, we joined the other Ñnancial institutions in Korea in entering into an
accord which sets forth certain guidelines and procedures with respect to voluntary workout programs.
Under the accord, the lead creditor bank or Ñnancial institution creditors holding not less than 25.0% of
the total credit amount of a borrower held by the participants of the accord may convene a meeting of
creditors for workout and commence preparation of a workout plan with respect to such borrower. The
workout plan will be binding on all the Ñnancial institution creditors that entered into the accord upon
approval by the accord participants representing at least 75.0% of the total accord debt. The accord also
imposes penalties on Ñnancial institution creditors that fail to abide by the guidelines and procedures set
forth in the accord.

Corporate reorganization procedure and composition are court supervised procedures to rehabilitate an
insolvent company. The restructuring plan is adopted at a meeting of interested parties and is subject to
approval of a court. In a corporate reorganization, the management power of the company is taken over by
a court appointed receiver. Creditors must report their claims to the court and if they fail to do so, their
claims are discharged at the end of the reorganization. Creditors may enforce their claims only in
compliance with the reorganization plan. In composition proceedings the management of the company
retains its management power. Unreported claims are not discharged at the end of a composition plan
although the creditors are required to report their claims to the court if they want to exercise their votes at
the meeting of interested parties. In addition, secured creditors may enforce their security interest outside
the composition proceeding unless they waive their security interest and consent to the composition plan.

Our non-performing assets in restructuring are managed and collected by the Loan Management
Team. As of December 31, 2000, W658 billion or 1.4% of our total loans were under restructuring. Upon
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approval of the workout plan a non-performing asset is initially classiÑed as special mentioned or lower and
thereafter cannot be classiÑed higher than special mention with limited exceptions.

The following table shows, as of December 31, 2000, our ten largest exposures that were in the
process of being negotiated or had been negotiated in workouts, were in composition or were under court
receivership.

Loans Guarantees
Won Foreign Debt and Total

Company Currency Currency Securities Acceptances Others Exposures

(in W billion)

Korea Housing Guarantee Co., Ltd. ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 480 Ì 18 Ì Ì 498

Daewoo CorporationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 21 171 51 26 Ì 269

Woo Bang Housing Co., Ltd. ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 160 Ì Ì Ì Ì 160

Dongsung Construction Co., Ltd. ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 33 Ì Ì 1 Ì 34

Kabool TextilesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2 32 Ì Ì Ì 34

Daewoo Electronics Co., Ltd. ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 22 7 2 Ì Ì 31

Daedong Housing Co., Ltd. ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 25 Ì Ì 2 Ì 27

Kabool, LtdÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 8 14 Ì Ì Ì 22

Kyong Nam Leasing Co., Ltd. ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 19 Ì Ì Ì 19

Shinbo Leasing Co., Ltd. ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 19 Ì Ì Ì 19

TotalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 751 262 71 29 Ì 1,113

Recognition of Allowance for Losses on Loans

Our method for loan loss provisioning depends on whether a loan is a corporate loan or a consumer
loan.

SpeciÑc loan loss allowances for corporate loans are established based on whether the loan is impaired
or not. Loan loss allowances for impaired loans are established by discounting the cash Öow we expect to
receive on the loan evaluated on an individual borrower basis. Where the impaired loan, or a portion of the
impaired loan, is collateralized or if the loan is subject to a guarantee, the fair value of the collateral
and/or the estimated guarantee payment is considered in establishing the level of the allowance. The
determination as to whether a loan is impaired is based upon loan grades and past due status. Loans rated
substandard and below or that are at least 30 days past due are considered impaired. Loan loss reserves on
impaired loans are determined on an individual borrower basis. Loan loss reserves allocable to impaired
borrowers based on their classiÑcation are as follows:

As of December 31,

1997 1998 1999 2000

(percentages)

Normal(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1.2 60.0 0.5 3.9

Special MentionÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 15.5 20.9 25.7 23.9

Substandard ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 24.5 14.9 39.8 30.8

Doubtful ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 42.4 44.9 73.9 72.6

LossÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 75.4 92.0 82.7 79.6

(1) The 60.0% reserve rate for normal loans in 1998 was substantially caused by loans to the Daewoo Group which were classiÑed as

normal. If these loans are excluded the reserve percentage for this classiÑcation would be 5.02%.

Loan loss reserves on the remainder of the commercial portfolio are established on a pool basis, which
considers such factors as historical charge-oÅs and migration analyses. We also establish allowances for
loan losses on consumer loans on a pool basis, which considers such factors as historical performance,
charge-oÅ information, and migration analyses.

Under Korean GAAP, the allowance for loan losses is generally established based on FSS guidelines,
which require that the minimum allowance be established, based on the classiÑcation of the loan. We have
used these guidelines in establishing our minimum reserve levels. Starting in 1998, we also established
voluntary additional reserves on individual credits, in addition to the FSS percentage guidelines below, to
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be more in line with international banking practices. The FSS reserve percentage guidelines are set forth
for the periods indicated:

1997 1998 1999 2000

(Korean GAAP percentages)

Normal ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.5 0.5 0.5 0.5

Special MentionÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1 2 2 to 19 2 to 19

Substandard ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 20 20 20 to 49 20 to 49

Doubtful ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 75 75 50 to 99 50 to 99

LossÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 100 100 100 100

Applying the FSS reserve percentage guidelines, as well as establishing voluntary reserves, would
generally not produce a loan loss reserve in accordance with U.S. GAAP, which requires loan reserves to
be established at a level that is deemed adequate to provide for known and inherent losses that existed as
of the balance sheet date.

Non-Accrual Loans

We do not recognize interest on non-accrual loans or credit interest to our income account unless it is
collected. Any interest accrued and not received on past due loans is reversed and charged against our
current earnings. We return non-accrual loans to accrual status when all past due contractual principal and
interest amounts are collected.

We recognize interest on troubled restructured loans on a cash basis until such time as the
restructured loan has suÇciently performed under the terms of the restructuring.

Interest foregone is the interest due on non-accrual loans that has not been accrued in our books of
accounts. Interest foregone for loans that were on non-accrual status at December 31, 2000 was W313
billion, for loans that were on non-accrual status at December 31, 1999 was W172 billion and for loans
that were on non-accrual status at December 31, 1998 was W194 billion. The amount of interest income
on those loans that was included in net income for the period was W598 billion, W417 billion and W393
billion, respectively.

Loan Aging Schedule

The following table shows our loan aging schedule (excluding accrued interest) as of the dates
indicated.

Past Due Past Due
Past Due 1-3 3-6 More Than

Normal Months Months 6 Months Total

Amount % Amount % Amount % Amount % Amount

(in W billion, except percentages)

As of December 31,

1998ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 20,923 79.4 2,802 10.6 1,451 5.5 1,178 4.5 26,354

1999ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 26,674 83.0 3,020 9.4 1,092 3.4 1,348 4.2 32,134

2000ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 40,325 87.3 3,779 8.2 648 1.4 1,456 3.2 46,208
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Sectoral Analysis of Non-Performing Loans

The following table sets forth, for the periods indicated, our total non-performing loans by borrower
type.

As of December 31,

1997 1998 1999 2000

(in W billion)

Commercial and industrial ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 328 514 644 808

Construction loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 28 283 140 308

Lease Ñnancing ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì 16

Households

Residential mortgages ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,380 1,638 1,396 850

Other consumer loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 109 179 246 85

Credit cards ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 12 14 14 37

Total non-performing loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,857 2,628 2,440 2,104

Top Ten Non-Performing Loans

At December 31, 2000, our ten largest non-performing loans accounted for 7.51% of our total non-
performing loan portfolio. The following table shows, for the periods indicated, certain information
regarding our ten largest non-performing loans.

As of December 31, 2000

Gross Principal Allowance for
Industry Outstanding Loan Losses

(in W billion)

Borrower A ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Construction 68 21

Borrower B ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Manufacturing 24 20

Borrower C ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Construction 10 Ì

Borrower D ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Construction 9 5

Borrower E ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Construction 8 Ì

Borrower F ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Construction 8 Ì

Borrower G ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Trading 8 7

Borrower H ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Trading 8 7

Borrower IÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Manufacturing 8 4

Borrower JÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Construction 7 Ì

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 158 64

Non-Performing Loans Strategy

Our Credit Risk Team is responsible for Ñnding early solutions and pursuing the recovery of non-
performing loans. In addition, we have a loan collection agency called Jooeun Credit Information Co., Ltd.
of which we own 50.0% of the outstanding share capital and its workers own the remaining share capital.
Jooeun Credit Information Co., Ltd. is a loan recovery company, which receives payments on charged oÅ
loans and loans that are overdue for over six months (three months in the case of credit card loans). We
started using Jooeun Credit Information Co., Ltd. for loan recovery services beginning October 1999.
Jooeun Credit Information Co., Ltd, has over 300 employees, including loan recovery experts, legal experts
and management employees. The fees that Jooeun Credit Information Co., Ltd receives are based on the
amounts of non-performing and charged oÅ loans that are recovered. Jooeun Credit Information Co., Ltd.
recovered W142 billion in 2000 compared to W17 billion in 1999.

Methods for resolving non-performing loans include the following:

‚ For loans in arrears for more than three months but less than six months and for loans to bankrupt
companies:

Ì Non-performing loans are transferred from the operating branch or call center to the non-
performing loan management team in the processing centers;
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‚ a demand note is dispatched by mail if payment is Ñve months past due;

Ì calls and visits are made by our processing center staÅ to customers encouraging them to make
payments;

Ì borrowers with loans over W15 million and payments three months past dues are registered as
""yellow warning'' borrowers in the Federation of Banks' Credit Implementation data base;

Ì prepare for judicial means, including foreclosure and auction of the collateral; and

Ì credit card loans are transferred to Jooeun Credit Information Co., Ltd. for collection.

‚ For loans in arrears for more than six months but less than one year and for loans to bankrupt
companies over three months after bankruptcy:

Ì for mortgage loans other than individual housing loans, foreclosure and an auction are
commenced;

Ì for unsecured loans other than credit card loans, transfer the loan to Jooeun Credit Information
Co., Ltd. for collection; and

Ì borrowers with loans over W15 million and payments six months past due are registered as ""red
warning'' borrowers and borrowers with loans less than W15 million and payments six months
past due are registered as cautionary borrowers in the Korean Federation of Banks' Credit
Information data base.

‚ For loans in arrears for over one year:

Ì for individual housing loans, foreclosure and commencement of an auction proceeding;

Ì in the case of unsecured loans, they will be treated as loan losses; and

Ì charged oÅ loans will be given to Jooeun Credit Information Co., Ltd. for collection, except for
loans where the cost of collection exceeds the possible recovery or where the statute of
limitations for collection has expired.

Analysis of Loan Loss Allowance

The following table presents the allocation of the loan loss allowance by loan type. The ratio
represents the percentage of loans in each category to total loans.

As of December 31,

1997 1998 1999 2000

(in W billion, except percentages)

Commercial and industrial

Impaired loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 257 2.4% 723 7.6% 828 5.5% 949 4.6%

Unimpaired loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 313 45.9 121 12.3 43 11.9 115 16.6

Construction

Impaired loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 96 2.6 298 5.6 233 3.2 39 0.8

Unimpaired loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 19 3.5 3 2.2 4 1.8 4 0.9

Household

Residential mortgages ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 16 63.9 17 60.3 19 53.7 21 45.4

Other consumer loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 41 8.9 45 9.1 92 20.2 117 25.5

Credit cardsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 41 2.8 52 2.9 68 3.8 72 6.2

TotalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 789 100.0 1,259 100.0 1,287 100.0 1,317 100.0
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Analysis of Loan Loss Experience

The following table presents an analysis of our loan loss experience for the years ended December 31,
1998, 1999 and 2000.

As of December 31,

1998 1999 2000

(in W billion)

Balance at the beginning of the period ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 789 1,259 1,287

Amounts charged to operationsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 434 306 378

Allowance relating to loans acquired, transferred or soldÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 112 (50) 30

Charge-oÅs ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (71) (244) (423)

Recoveries ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5 16 30

Foreign currency translation and otherÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (10) Ì 15

Balance at the end of the periodÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,259 1,287 1,317

Ratio of net charge-oÅs to average loans outstanding during the period ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.2% 0.8% 1.0%

The following table presents a Ñve-year summary of charge-oÅs by type of loan.

Year Ended December 31,

1996 1997 1998 1999 2000

(in W billion)

Commercial and industrial ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3 4 3 151 318

ConstructionÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2 2 Ì 24 3

Households

Residential mortgages ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1 1 2 7 6

Other consumer loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2 5 20 40 60

Credit cards ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 21 29 46 22 36

Total charge-oÅs ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 29 41 71 244 423

We have not calculated our charge to operations for provision for loan losses under U.S. GAAP for
the years ended December 31, 1996 and 1997. However, based on our Korean GAAP loan loss reserve
data and other credit quality information we believe that the provision charged to operations for loan losses
under U.S. GAAP for the periods prior to 1997 would have been substantially lower than for the periods
1997 and after. During 1996 the predominance of the relatively lower risk mortgage lending would have
led to a relatively low level of credit losses under U.S. GAAP. During 1997 the increase in commercial
and industrial and construction lending and the initial impact of the Asian Ñnancial crisis would have led
to a signiÑcant increase in loan loss provisions under U.S. GAAP as compared to the year ended
December 31, 1996. See ""Ì Assets and Liabilities Ì Loan Portfolio Ì Recognition of Allowance for
Losses on Loans'' for a discussion of loan loss reserving methodologies under U.S. GAAP and Korean
GAAP.

The following table presents a four year summary of recoveries by type of loan for the years ended
December 31, 1997, 1998, 1999 and 2000.

Year ended December 31,

1997 1998 1999 2000

(in W billion)

Other consumer loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 3 14

Credit CardsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4 5 13 16

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4 5 16 30

We do not have information on recoveries by type of loan for earlier years. For the years ended
December 31, 1996 the level of recovery was not signiÑcant.
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Loan Charge-oÅs

Basic Principles. We attempt to minimize loans to be charged oÅ, by practicing a sound credit
approval process based on credit risk analysis prior to extending loans and a systematic management of
outstanding loans.

If charge-oÅs are necessary, we charge oÅ the loans at an early stage in order to:

‚ improve the transparency in accounting; and

‚ minimize any waste of resources in managing loans which have a low probability of being collected.

Loans To Be Charged OÅ. Loans are charged oÅ if they fall under the following categories:

‚ loans for which collection is not foreseeable due to bankruptcy, compulsory execution,
disorganization or abrogation of incorporation of debtors, their successors or other obligators;

‚ loans for which collection is not foreseeable due to the death, or disappearance of debtors;

‚ loans for which expenses of collection exceed the collectable amount;

‚ loans for which collection is not foreseeable either because of legal actions, such as auctions or by
any other possible procedures;

‚ uncollectable arrears of credit cards which have been overdue for more than six months; and

‚ the portion of loans categorized as ""estimated loss'', for which collection is deemed to be
impossible.

All loans to be charged oÅ are required to be investigated and approved by our Loan Readjustment
Committee. However, for purposes of presenting our results under U.S. GAAP, we charge oÅ consumer
and credit card loans past due over twelve months and six months, respectively.

Application for Charge-oÅ Approval. An application for loans to be charged-oÅ must be submitted
to the relevant Teams such as the Loan Management Team and the Credit Card Team. An application
may only be submitted after the completion of any legal proceedings and the settlement of principal and
relevant legal expenses. The application must be made within one month of the date the loan is classiÑed
as estimated loss.

Applications for charge-oÅs are evaluated and approved by the team concerned, the Loan
Management Team or the Credit Card Team on a case by case basis.

Treatment of Loans Charged-OÅ. Loans charged oÅ are classiÑed as charged-oÅ-loans and managed
based on a diÅerent set of procedures.

Repossessed Assets. If a collateralized loan is overdue for over a year, we will petition a court for an
auction to sell the collateral for the loan. Based on our experience, during the time the petition is being
reviewed by the court, about 50.0% of the overdue loans will be repaid, as the sales price of collateral at
auctions is generally about 20.0% less than the market value. If a loan is not repaid during the petition
review, once the court approves the auction, the collateral will be sold and we will recover the full
principal amount and accrued interest up to the sales price. The mortgage loan default rate was 0.0265%
for 2000.

The following table sets forth information on our residential mortgage arrears as of December 31,
1998, 1999 and 2000. In the table, all percentages shown are percentages of total residential mortgage
loans by number.

Year ended
December 31,

1998 1999 2000

(percentage)

6 months to 12 months in arrears ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2.9 2.5 2.5
12 months or more in arrearsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1.5 1.8 1.1
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Investment Portfolio

To maintain adequate sources of back up liquidity and generate additional interest income and
dividend income, as well as capital gains, to supplement income from our core lending activities, we invest
in and trade Won and, to a much lesser extent, foreign currency, securities for our own account.

Held to Maturity Securities

The following table presents the carrying values of securities held to maturity on the dates indicated.
Securities for which we have the positive ability and intent to hold to maturity are recorded at cost,
adjusted for accretion or amortization of discounts and premiums. Declines in the fair value of individual
held-to-maturity securities below their cost that are other than temporary result in write-downs of the
individual securities to their fair values.

As of December 31,

1998 1999 2000

(in W billion)

Debt securities
Korean treasury securities and government agenciesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 151 1,235 1,503
Debt securities issued by Ñnancial institutions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 17 152 175
Corporate debt securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 55 400 322
Debt securities issued by foreign government ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1 2 2
Mortgage-backed securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 180
Other debt securities(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 870 Ì

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 224 2,659 2,182

(1) Other debt securities represent our holding in the Bond Market Stabilization Fund which was dissolved as at the end of March,

2001.

Securities Available for Sale

The following table presents the carrying values of securities available for sale on the dates indicated.
Securities are classiÑed as available for sale when management intends to hold the securities for an
indeÑnite period of time or when the securities may be utilized for tactical asset/liability purposes and may
be sold from time to time to eÅectively manage interest rate exposure and resultant prepayment risk and
liquidity needs. Securities available for sale are reported at fair value with unrealized gains and losses
being recorded in other comprehensive income within stockholders' equity.

As of December 31,

1998 1999 2000

(in W billion)

Equity securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 12 115 53

Debt securities

Korean treasury securities and government agencies ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,174 2,526 2,656

Debt securities issued by Ñnancial institutions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 765 492 378

Corporate debt securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 477 306 332

Mortgage-backed securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 130 823

Other(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 340 791 1,540

TotalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7,768 4,360 5,782

(1) Other represents beneÑciary certiÑcates issued by other Ñnancial institutions.
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Trading Securities

The following table presents the carrying values of trading securities on the dates indicated. Trading
assets include securities held in anticipation of short-term market movements. Trading securities are
reported at fair value, with unrealized gains and losses being recorded in income.

As of December 31,

1998 1999 2000

(in W billion)

Equity securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 83 122 32

Debt securities

Korean treasury securities and government agencies ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 878 2,025 10

Debt securities issued by Ñnancial institutions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 32 48 Ì

Corporate debt securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 60 Ì

Other trading securities, primarily beneÑcial certiÑcates ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 75 11 2,397

TotalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,068 2,266 2,439

We take into account a number of factors, including macroeconomic trends, industrial analysis and
credit evaluation in determining whether to make particular investments in securities. Our investments in
securities are also subject to a number of guidelines, including limitations prescribed under the Bank Act.
Under these regulations, banks must limit their investments in equity securities and in bonds with a
maturity in excess of three years (other than monetary stabilization bonds and national bonds) to 60.0% of
their respective total Tier I and Tier II capital amount. Banks are also prohibited from purchasing or
retaining ownership permanently in equity securities of other banking institutions or acquiring more than
15.0% of the shares with voting rights issued by any other corporation. See ""Ì Supervision and
Regulation Ì Principal Regulations Applicable to Banks in Korea Ì Restrictions on Investments in
Property'' and ""Ì Restrictions on Shareholdings in Other Companies''.

Our investment and trading activities in securities are supervised by the Risk Management Division.

Maturity Analysis of Held-to-Maturity Securities

The following table presents the carrying value of our investment securities by maturity and gives the
weighted average yield for each maturity range and each category of held to maturity investments within
each maturity range as of December 31, 2000. The weighted average yield for the portfolio represents the
yield to maturity for each individual security, weighted using its book value (amortized cost).

Over Five
Over One but

Within Weighted but Weighted Within Weighted Weighted
One Average Within Average Ten Average Average
Year Yield Five Years Yield Years Yield Total Yield

Held to maturity

Korean treasury securities and

government agenciesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 113 8.59% 1,360 8.26% 30 7.51 1,503 8.27%

Debt securities issued by Financial

institutions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 127 6.06 46 7.29 2 8.23 175 6.41

Corporate debt securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 184 7.63 138 9.09 Ì Ì 322 8.25

Debt securities issued by Foreign

government ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 2 4.22 Ì Ì 2 4.22

Mortgage-backed securities ÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 180 9.67 Ì Ì 180 9.67

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 424 7.42 1,726 8.45 32 7.55 2,182 8.23

Maturity Analysis of Securities Available for Sale

The following table presents the carrying value of our investment securities by maturity and gives the
weighted average yield for each maturity range and each category of available for sale investments within
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each maturity range as of December 31, 2000. The weighted average yield for the portfolio represents the
yield to maturity for each individual security, weighted using its book value (fair value).

Over Five
Over One but

Within Weighted but Weighted Within Weighted Weighted
One Average Within Average Ten Average Average
Year Yield Five Years Yield Years Yield Total Yield

Available for Sale:

Korean treasury securities and

government agenciesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,087 8.88% 1,567 9.64% 2 12.18 2,656 9.33%

Debt securities issued by Ñnancial

institutions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 43 9.89 324 8.53 11 15.59 378 8.90

Corporate debt securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 193 15.77 129 12.28 10 3.62 332 14.05

Mortgage-backed securities ÏÏÏÏÏÏÏÏÏÏÏÏ 110 8.69 713 10.14 Ì Ì 823 9.95

Other(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 426 Ì 1,114 Ì Ì Ì 1,540 Ì

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,859 9.82 3,847 9.76 23 10.09 5,729 9.79

(1) Other debt securities represent our holding of beneÑciary certiÑcates issued by other Ñnancial institutions and were not utilized

in calculating the weighted average yield.

Concentrations of Risk

The following table presents the book and market value of those securities of individual issuers where
the aggregate amount of those securities exceeded 10.0% of stockholders' equity as of December 31, 2000.

As of December 31, 2000

Book Value Market Value

(in W billion)

Name of issuer

Korean Government ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,050 2,068

Korea Deposit Insurance Company ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,500 1,520

Industrial Bank of Korea ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 288 288

KAMCO ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 619 623

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,457 4,499

Credit-related Commitments

We have other credit-related commitments that are not reÖected on the balance sheet, which
primarily consist of unused lines of credit, and to a lesser extent, guarantees and commercial letters of
credit. Guarantees include guarantees for loans, debentures, trade Ñnancing arrangements and guarantees
for other Ñnancings.

As of December 31, 2000, we had issued a total of W406 billion in guarantees and commercial letters
of credit. For guarantees, W5 billion was rated as special mention and W22 billion as doubtful. None of
our guarantees was rated as substandard.
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The following table sets forth our credit-related commitments as of the dates indicated.

As of December 31,

1998 1999 2000

(in W billion)

Guarantees

Loan guarantees ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 95 52 80

Debt securitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 228 43 14

Trade ÑnanceÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 60 50 62

PerformanceÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 136 89 89

OthersÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 83 45 11

602 279 256

Commercial letters of credit ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 125 194 150

727 473 406

Unused lines of credit

Commercial ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 957 1,556 3,933

ConsumerÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,921 6,996 9,043

Other credit-related commitments

Commitments to extend credit ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 54 22 Ì

5,659 9,047 13,382

Funding

Our sources of funding include deposits, call money, borrowings from the Bank of Korea, other short
term borrowings and other long term debt.

Our principal source of funding is customer deposits, which accounted for 86.8% of total funding as of
December 31, 2000. Deposits accounted for 83.6 % of our total funding as of December 31, 1999, and
77.9% of our total funding as of December 31, 1998.

In addition, we acquire funding through the issuance of bonds. Our borrowings consist mainly of
borrowings from Ñnancial institutions, the Korean government and the NHF, to provide policy loans to
low-income households or small and medium-sized enterprise and foreign currency loans. Such borrowings
are generally longer-term borrowings, with maturities ranging from one year to 28 years. Call money,
which is available in both Won and foreign currencies, is obtained from the domestic call loan market, a
short-term loan market for loans with maturities of less than one month.

Our funding strategy has been to increase the average balances of retail deposits, to increase the
percentage of deposits constituted by demand deposits, savings deposits and other lower cost deposits and
to diversify funding sources.

Deposits

Although the majority of our deposits are short-term, it has been our experience that the majority of
our depositors generally roll over their deposits at maturity, providing us with a stable source of funding.
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The following table shows the average balances of our deposits and the average rates paid on our
deposits for the periods indicated.

1998 1999 2000

Average Average Average Average Average Average
Balance(1) Rate Paid Balance(1) Rate Paid Balance(1) Rate Paid

(in W billion, except percentages)

Demand deposits:

Non-interest bearing ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 92 Ì 124 Ì 135 Ì

Interest bearing ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,571 3.39% 6,370 2.65% 8,212 2.24%

Time deposits:

CertiÑcates ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 704 15.34 63 6.35 54 5.56

Other time depositsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 13,580 10.85 18,159 8.81 27,875 8.00

Savings depositsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 473 5.92 777 3.99 977 3.89

Mutual installment deposits(2) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,645 9.74 4,957 9.56 4,370 9.73

Average total depositsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 25,065 9.27 30,450 7.51 41,623 6.94

(1) Based on a combination of average daily and quarterly balances.

(2) Mutual installment deposits are interest bearing deposits oÅered by us which enable customers to become eligible for mortgage

and other consumer loans while they maintain an account with us. The customer's account does not have to secure loan amounts

once made but are a requirement for loan eligibility. Prior to qualifying for a loan a customer must make required monthly

deposits to the mutual installment account for a contracted term of less than Ñve years. A customer is not required to fulÑll the

deposit term prior to requesting a loan from us, but loan amounts and terms are not as favorable in the event of a loan request

prior to completing the deposit contract term.

For a breakdown of our retail deposit products, see ""Ì Principal Banking Activities Ì Retail
Banking Ì Other Retail Banking Ì Retail Deposit Product''.

The following table presents the balance and remaining maturities of time deposits, certiÑcates of
deposit and mutual installment deposits which have a Ñxed maturity in excess of W100 million or more as
of December 31, 2000.

Mutual
CertiÑcate Other Time Installment
of Deposits Deposits Deposits Total

(in W billion)

Maturing within three months ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 21 6,395 277 6,693

After three but within six months ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10 1,454 85 1,549

After six but within 12 months ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 92 2,194 124 2,410

After 12 monthsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 848 92 940

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 123 10,891 578 11,592

Short Term Borrowings

The following table presents information regarding our short-term borrowings (borrowings with an
original maturity of one year or less) for the periods indicated.

As of December 31,

1998 1999 2000

(in W billion,
except percentages)

Call Money

Year end balance ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 179 758 51

Average balance(3) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 665 383 662

Maximum balance ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,220 825 1,856

Average interest rate(4) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10.08% 4.96% 4.38%

Year end interest rate ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6.74% 4.54% 5.08%

Borrowings From the Bank of Korea(1)

Year end balance ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,146 71 152

Average balance(3) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,403 485 73

Maximum balance ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,926 1,068 192
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As of December 31,

1998 1999 2000

(in W billion,
except percentages)

Average interest rate(4) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 11.26% 3.30% 5.48%

Year end interest rate ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4.97% 6.11% 3.71%

Other short term borrowings(2)

Year end balance ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,733 1,608 2,064

Average balance(3) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,874 1,436 1,215

Maximum balance ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,614 1,824 2,581

Average interest rate(4) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 11.69% 8.46% 8.31%

Year end interest rate ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9.53% 7.55% 6.91%

(1) Borrowings from the Bank of Korea generally mature within one month for borrowings in Won and six months for borrowings in

foreign currencies.

(2) Other short term borrowings include bills sold, borrowings in domestic and foreign currency and debentures in domestic and

foreign currency. Other short term borrowings have maturities of 30 days to one year and are unsecured with the exception of

borrowings from the Bank of Korea, borrowings obtained from the KHGC and borrowings from the Construction and Housing

benevolent societies. These short term borrowings are secured by government securities and investments totaling W1,339 billion

and W322 billion as of December 31, 2000, respectively.

(3) Average outstanding balances have been calculated using a combination of daily and quarterly averages.

(4) Average interest rates during the year are calculated by dividing the total interest expense by the average amount borrowed.

Information Technology

We believe that having an information technology platform capable of eÅectively serving our
operations both as they exist now and as they develop in the future is a key component of achieving our
goal of being a world class Ñnancial institution. We believe that advanced information technology systems
are required in order to provide high quality service. We also believe that information technology will play
a critical role in helping us reduce operating costs by allowing us to more accurately assess for the
proÑtability of our operations. For the year 2001, we have budgeted an amount of W30 billion to enhance
our information technology system. With the assistance from a third party consultant, we have developed
an information technology system designed to:

‚ provide support for our existing management information and control systems;

‚ be Öexible enough to allow us to take advantage of changing technology;

‚ include consumer protection capabilities such as privacy protection, pay system capabilities,
electronic bill presentation and payment system capabilities;

‚ be capable of supporting an integrated customer relationship management capability; and

‚ support Internet banking.

Supervision and Regulation

Legal and Regulatory Framework in Korea

The banking system in Korea is governed by the Bank Act and the Bank of Korea Act. In addition,
Korean banks come under the regulations and supervision of the Bank of Korea (BOK), the BOK's
Monetary Board, the FSC and the Financial Supervisory Service (FSS).

The BOK, established in June 1950 under the Bank of Korea Act, performs the customary functions
of a central bank. It seeks to contribute to the sound development of the national economy by price
stabilization through establishing and implementing eÇcient monetary and credit policies. The BOK acts
under instructions of the Monetary Board which is the supreme policy-making body of the BOK.

The Monetary Board has as its primary responsibilities under the Bank of Korea Act the formulation
of monetary and credit policies and determines the operations, management and administration of the
BOK.
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The FSC, established on April 1, 1998, exerts direct control over commercial banks pursuant to the
Bank Act, including establishing guidelines on capital adequacy of commercial banks and prepares
regulations relating to supervision of banks. Furthermore, due to the Amendment to the Government
Organization Act and the Bank Act on May 24, 1999, instead of the Ministry of Finance and Economy,
the FSC now regulates market entry into the banking business.

The FSS was established on January 4, 1999, as a uniÑed body of the former Banking Supervisory
Authority (the successor to the OÇce of Bank Supervision, the Securities Supervisory Board, the
Insurance Supervisory Board and the Credit Management Fund). The FSS is subject to the instructions
and directives of the FSC and carries out supervision and examination of commercial banks. In particular,
the FSS sets requirements both for prudent control of liquidity and for capital adequacy and establishes
reporting requirements, pursuant to which banks are required to submit annual reports on Ñnancial
performance and shareholdings, regular reports on management strategy and non-performing loans,
including write-oÅs, and management of problem companies and plans for the settlement of bad loans.

Under the Bank Act, permission to commence a commercial banking business or a long-term
Ñnancing business must be obtained from the FSC. Commercial banking business is deÑned as the lending
of funds, acquired predominantly from the acceptance of demand deposits, for a period not exceeding one
year or subject to the limitation established by the FSC, for a period between one year and three years.
Long-term Ñnancing business is deÑned as the lending, for periods in excess of one year, of funds acquired
predominantly from paid-in capital, reserves or other retained earnings, the acceptance of deposits with
maturities of at least one year, or the issue of bonds or other securities. A bank wishing to enter into any
business other than commercial banking and long-term Ñnancing businesses, such as the trust business,
must obtain permission from the FSC. Permission to merge with any other banking institution, to
liquidate, to close a banking business or to transfer all or a part of a business must also be obtained from
the FSC.

Principal Regulations Applicable to Banks in Korea

Capital Adequacy

The Bank Act provides for a minimum paid-in capital of W100 billion in the case of nationwide
banks, such as us, and W25 billion in the case of regional banks.

In addition to minimum capital requirements, all banks including foreign bank branches in Korea are
required to maintain a prescribed solvency position. Until March 31, 1999, a bank's outstanding liabilities
arising from guarantees and other contingent liabilities (except those speciÑcally excluded under the Bank
Act) were not permitted to exceed 20 times its equity capital amount. However, beginning on April 1,
1999, such limitation on guarantees and contingent liabilities was eliminated and, for regulatory purposes,
guarantees provided by banks are counted as an extension of credit and will be regulated accordingly. See
""Ì Financial Exposure to Any Individual Customer'' below. Also, in its allocation of the net proÑt earned
in a Ñscal term, a bank is required to credit at least 10.0% of such proÑt to a legal reserve until such time
when the reserve equals the amount of its total paid-in capital.

All banks must meet the risk-weighted capital standards, determined in accordance with FSC
requirements which have been formulated based on BIS Standards. These standards were adopted by the
Monetary Board and the OÇce of Bank Supervision (the predecessor of the FSS) and became eÅective
from the beginning of 1996. All domestic banks and foreign bank branches have to meet the requirement
of at least 8.0% in accordance with the risk-weighted capital standards.

Liquidity

All banks are required to match the maturities of their assets and liabilities in accordance with the
Bank Act in order to ensure liquidity.

Each Korean bank is required to maintain a Won liquidity ratio (deÑned as Won assets due within
three months (including marketable securities) divided by Won liabilities due within three months) not
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less than 100.0% and to make quarterly reports to the FSS. However, we are required to maintain such
ratio not less than 70.0% as long as we are obliged to maintain a certain minimum ratio of mortgage
lending under our articles of incorporation. Each Korean bank is required to (1) maintain a foreign
currency liquidity ratio (deÑned as foreign currency liquid assets due within three months divided by
foreign-currency liabilities due within three months) not less than 80.0%, (2) maintain foreign currency
liquid assets due within seven days less foreign currency liabilities due within seven days divided by total
foreign-currency assets not less than 0.0% and (3) maintain foreign currency liquid assets due within a
month less foreign-currency liabilities due within a month divided by total foreign-currency assets not less
than negative 10.0%.

The Monetary Board is empowered to Ñx and alter minimum reserve requirements that banks must
maintain against their deposit liabilities. The current minimum reserve ratio is 5.0% for average balances of
Won currency demand deposits outstanding, 1.0% for Won currency employee asset establishment savings
deposits and employee long term savings deposits outstanding and 2.0% for average balances of Won
currency time and savings deposits, mutual installments and certiÑcates of deposit outstanding. For foreign
currency deposit liabilities, the current minimum reserve ratio is 2.0% for savings deposits outstanding,
5.0% for demand deposits and 1.0% for oÅshore accounts, immigrant accounts and resident accounts
opened by foreign exchange banks.

Banks may not invest in excess of an amount exceeding 60.0% of their Tier I and Tier II capital in
stocks and other securities with the remaining period up to the maturities of over three years. However,
this stipulation does not apply to government bonds or to Monetary Stabilization Bonds issued by the
BOK.

Financial Exposure to Any Individual Customer

Under the ""Ceiling System on the Sum of Large Exposures'' introduced in December 1994, the sum
of large exposures by a bank, that is, the total sum of its credits to single individuals or business groups
that exceed 10.0% the sum of Tier I and Tier II capital, must be less than Ñve times the sum of Tier I
and Tier II capital. Beginning on April 1, 1999, the limit on a bank's ratio of large exposures has been
reduced from 15.0% to 10.0% of the sum of Tier I and Tier II capital. Beginning on January 1, 2000,
subject to certain exceptions, no bank is permitted to extend credit (including loans, guarantees, purchases
of securities (only in the nature of a credit) and such other transactions which directly or indirectly create
credit risk) in excess of 20.0% of the sum of Tier I and Tier II capital to a single individual or juridical
person, and no bank may grant credit in excess of 25.0% of the sum of Tier I and Tier II capital to a
single group of companies which belong to the same conglomerate as deÑned in the Monopoly Regulations
and Fair Trade Act. In addition, banks are limited in their ability to grant credits to shareholders holding
voting shares in excess of 10.0% (or in the case of regional banks, 15.0%) of total shares issued and
outstanding.

Interest Rates

Korean banks remain dependent on the acceptance of deposits as their primary source of funds. There
are no legal controls on interest rates on loans in Korea. Historically, interest rates on deposits and lending
rates were regulated by the Monetary Board of the BOK. Under the government's Financial Reform Plan
issued in May 1993, controls on deposit interest rates in Korea have been gradually reduced. Restrictions
were removed in stages with respect to interest rates on most time deposits and savings deposits in 1994
and 1995. In July 1997, restrictions on all interest rates, except certain demand deposits, were removed. As
a result of the government's deregulation program, the interest income generated by the our loan portfolio
and the interest expense resulting from deposits are determined to a greater extent than in the past by
market interest rates and BOK monetary policy, including deposit reserve requirements. Deregulation of
interest rates on deposits has increased competition for deposits based on interest rates oÅered and
therefore may increase our interest expense.
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Lending to Small and Medium-sized Enterprises

Banks are obligated to extend to small and medium-sized enterprises a certain, minimum percentage
of any monthly increase in their Won currency lending. Currently, the minimum percentage applicable to
us is 35.0%. For other nationwide banks the minimum percentage is 45.0% and for regional banks, 60.0%.
If a bank does not comply with the foregoing, all or a portion of the government funds provided to such
bank may be reclaimed by the BOK.

Disclosure of Management Performance

For the purpose of reinforcing mandatory disclosure of management performance so that the general
public, especially depositors and shareholders, will be in a better position to monitor banks, the FSC
requires commercial banks to disclose certain matters as follows: (1) loans bearing no proÑt made to a
single business group in an amount exceeding 10.0% of the sum of Tier I and Tier II capital as of the end
of the previous month (where the loan exposure to such borrower is calculated as the sum of substandard
credits, doubtful credits and estimated loss credits) except where the loan exposure to a single business
group is not more than W4 billion, (2) any Ñnancial incident involving embezzlement, malfeasance or
misappropriation of funds as soon as it occurs, unless the FSS made a public announcement regarding
such incident and provided that the amount involved exceeds 1.0% of the bank's sum of Tier I and Tier II
capital and the bank has lost or expects to lose more than W1 billion as a result thereof and (3) any loss
due to court judgments or similar decisions in civil proceedings in an amount exceeding 1.0% of the bank's
sum of Tier I and Tier II capital as of the end of the previous month except where the loss is not more
than W1 billion.

Restrictions on Lending

Commercial banks are prohibited from making any of the following categories of loans:

‚ loans made for the purpose of speculation in commodities or securities;

‚ loans made directly or indirectly on the pledge of a bank's own shares, or on the pledge of shares in
excess of 20.0% of the issued and outstanding shares of any other corporation, subject to certain
exceptions;

‚ loans made directly or indirectly to enable a natural or juridical person to buy the bank's own
shares;

‚ loans made directly or indirectly to Ñnance political campaigns and other activities;

‚ loans made to any of the bank's oÇcers or employees other than petty loans of up to W20 million
(W50 million in the case of any housing loan);

‚ credit (including loans) made on the pledge of shares of a subsidiary corporation of the bank or to
enable a natural or juridical person to buy shares of a subsidiary corporation of the bank; and

‚ loans made to any oÇcers or employees of a subsidiary corporation of the bank other than petty
loans of up to W20 million (W50 million in the case of a housing loan).

Asset ClassiÑcation. The FSS requires banks in Korea to analyze and classify their credit exposures
into one of Ñve categories by taking into account a number of factors. The FSS revised its regulations
concerning the method of classifying credit exposures and providing reserves for credit losses in July 1998,
and again in September 1999. The FSS guidelines announced in September 1999, were devised to fully
reÖect each borrower's capacity to repay and not solely its past performance. For U.S. GAAP purposes, we
consider these classiÑcations for determining loan loss allowances.

The new FSS guidelines require, among other things, that:

‚ the credit exposures classiÑcation criteria reÖect customers' ability to repay their credits as well as
their credit histories, including whether customers are in arrears or default in any payments;
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‚ that Ñnancial institutions, including us, devise and operate credit evaluation and classiÑcation
models to analyze customers' capability to repay the credits extended by them; and

‚ that Ñnancial institutions operate independent credit review units.

Within such guidelines, the new guidelines allow, to some degree, discretion of banks in their detailed
speciÑc applications. The new guidelines became eÅective on December 31, 1999. The asset classiÑcation
categories and criteria established under the new FSC guidelines are as follows:

‚ Normal. Credits which do not raise concerns regarding their capability to repay the credits.

‚ Special Mention. Credits (1) which are judged to have potential risks with respect to their
capability to repay the credits in the future, although there have not occurred any immediate risks
for default in repayment; or (2) which are in arrears for one month or more but less than three
months.

‚ Substandard. (1) Credits which are judged to have incurred considerable risks for default in
repayment as the customers' capability to repay has deteriorated; or (2) that portion which is
expected to be collected of total credits (a) extended to customers which have been in arrears for
three months or more, (b) which are judged to have incurred serious risks due to the occurrence of
Ñnal refusal to pay their promissory notes, liquidation or bankruptcy proceedings, or closure of their
businesses or (c) of ""Doubtful Customers'' or ""Estimated-loss Customers'' (each as deÑned
below).

‚ Doubtful. That portion of credits in excess of the amount expected to be collected of total credits
extended to (1) customers (""Doubtful Customers'') which are judged to have incurred serious risks
for default in repayment due to noticeable deterioration in their capability to repay; or
(2) customers which have been in arrears for three months or more but less than twelve months.

‚ Estimated Loss. That portion of credits in excess of the amount expected to be collected of total
credits extended to (1) customers (""Estimated-loss Customers''), which are judged to have to be
accounted as loss as the inability to repay became certain due to serious deterioration in their
capability to repay; (2) customers which have been in arrears for twelve months or more; or
(3) customers which are judged to have incurred serious risks for default in repayment due to the
occurrence of Ñnal refusal to pay their promissory notes, liquidation or bankruptcy proceedings, or
closure of their businesses.

Provisioning Requirements. The FSS has also implemented guidelines for establishing provisioning
levels for diÅerent characteristics of assets. However, for U.S. GAAP purposes we use a diÅerent
methodology for determining loan loss allowances. See ""Ì Assets and Liabilities Ì Loan Portfolio Ì
Recognition of Allowance for Losses on Loans''.

Restrictions on Investments in Property

A bank may possess real estate property only to the extent necessary for the conduct of its business;
provided that the aggregate value of such real estate property must not exceed 60% of its Tier I and
Tier II capital amount. Any property acquired by a bank (1) through the exercise of its rights as a
secured party or (2) the acquisition of which is prohibited by the Bank Act must be disposed of within
one year.

Restrictions on Shareholdings in Other Companies

Generally, banks may not own shares of another banking institution. In principle, a bank may not own
more than 15% of outstanding shares with voting rights of another corporation, except, among other
reasons, (1) where the corporation issuing such shares is engaged in a category of business provided by the
FSC or where the acquisition of shares by such bank is necessary for corporate restructuring and is
approved by the FSC and (2) where the total investment in the corporation by the bank does not exceed
15% of such bank's sum of Tier I and Tier II capital or where the acquisition satisÑes the requirements as
determined by the FSC.
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Restrictions on Bank Ownership

Under the Bank Act, subject to certain exceptions, a single shareholder and persons who stand in a
special relationship with such shareholder (as described in the Presidential Decree to such Act) may
acquire beneÑcial ownership of up to 4% of a nationwide bank's total issued and outstanding shares with
voting rights and up to 15% of a regional bank's total issued and outstanding shares with voting rights. The
government of the Republic and KDIC are not subject to such ceiling. The ceilings do not apply to the
following: (1) the acquisition of bank's shares by a foreign party, as deÑned in the Foreign Investment
Promotion Act, that satisfy certain requirements provided in the Presidential Decree of the Bank Act, in
which case such foreigner must report to the FSC when such foreigner acquires more than 4% and up to
10% of a nationwide bank's total issued and outstanding shares with voting rights and must obtain an
approval from the FSC in each instance where the total holdings of the bank's shares by such foreigner
exceeds 10% (in the case of a regional bank, 15%), 25% or 33% of a bank's total issued and outstanding
shares with voting rights and (2) the acquisition of the shares of a bank, at the time of establishment,
established by a foreigner, pursuant to the Presidential Decree, in which case such foreigner must obtain
the approval from the FSC.

Deposit Insurance System

The Depositor Protection Act (Law No. 5042, December 29, 1995, as amended) provides, through a
deposit insurance system, insurance for certain deposits of banks in Korea. Under the current rules, the
KDIC insures only up to a total of W50 million for deposits and interest, regardless of when the deposits
were made and the size of the deposits. Under the Depositor Protection Act, all banks governed by the
Bank Act, including us, are required to pay to the KDIC an insurance premium at such rate as
determined by the Presidential Decree to the Depositor Protection Act, which shall not exceed 0.5% of the
bank's insurable deposits. The current insurance premium is 0.1% of insurable deposits. If the KDIC pays
the insured amount, it will acquire the claims of the depositors within the payment amount.

Trust Business in Korea

A bank wishing to enter into the trust business must obtain the approval of the FSC. Trust activities
of banks are governed by the Trust Act (Law No. 900, December 30, 1961, as amended) and the Trust
Business Act (Law No. 945, December 31, 1961, as amended). Banks engaged in the banking business
and trust business are subject to certain legal and accounting procedures requirements, including the
following:

‚ Under the Bank Act, assets accepted in trust by a bank in Korea must be segregated from its other
assets in the accounts of such bank. Accordingly, banks engaged in the banking and trust businesses
must maintain two separate accounts, the ""Banking Accounts'' and the ""Trust Accounts'' and two
separate sets of records which provide details of their banking and trust businesses, respectively, and

‚ Assets comprising the Trust Accounts are not available to depositors or other general creditors of
such bank in a winding up.

With respect to each trust account of the UnspeciÑed Money Trust for which a bank guarantees the
principal amount or minimum yield thereon, the bank must make a special reserve of 25.0% or more of
fees and commissions from each type of trust account until the total provision for each trust account
equals 5.0% of the trust amount in such trust accounts.

In addition, a trustee bank must deposit with the court an amount equal to 0.05% of its capital until
the aggregate amount of court deposits reaches 10.0% or more of its capital.

Laws and Regulations Governing Other Business Activities in Korea

To enter the foreign exchange business, a bank must register with the Ministry of Finance and
Economy and foreign exchange business is governed by the Foreign Exchange Transaction Law (Law
No. 5550, September 16, 1998, as amended). To enter the securities business, a bank must obtain the
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permission of the FSC and securities business is governed by regulations under the Securities and
Exchange Act (Law No. 2920, December 22, 1976, as amended). Pursuant to the above mentioned laws,
we are permitted to carry out foreign exchange business, securities repurchase business,
governmental/public bonds underwriting business and governmental bonds dealing business.
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ORGANIZATIONAL STRUCTURE

Subsidiaries

Jooeun Investment Trust Management Co., Ltd.

In addition to providing trust account management services for money trusts, we provide trust account
investment services through Jooeun Investment Trust Management, our consolidated subsidiary
incorporated in Korea and in which we have an 80% stake. Jooeun Investment Trust Management receives
a fee for performing the following functions:

‚ raising funds from the sale of beneÑcial certiÑcates to investors and investing such funds in equity
and debt securities;

‚ providing investment advisory services; and

‚ publishing and selling materials related to securities investing.

Jooeun Investment Trust Management was established in April 1988 as a subsidiary of Kookmin
Investment Trust Company and became our wholly-owned subsidiary in December 1992. In January 2000,
ING invested W27.8 billion for a 20% stake in the company. For the year ended December 31, 2000, we
derived revenues of W22 billion and incurred net gain of W13 billion from income earned by Jooeun
Investment Trust Management for performing trust account investment services.

Jooeun Real Estate Trust Co., Ltd.

Jooeun Real Estate Trust was established in December 1996 as our wholly-owned subsidiary under
the laws of Korea. The company provides real estate brokerage service and assists small and medium-sized
construction companies by managing trusts related to the real estate industry including housing
redevelopment trusts, rental housing management trusts and unsold apartment management trusts. For the
year ended December 31, 2000, we derived revenues of W45 billion and net loss of W21 billion from
income earned by Jooeun Real Estate Trust for providing these services. In March 2001, Jooeun Real
Estate Trust Co., Ltd. increased its capital to W80 billion following our additional investment of
W70 billion.

Jooeun Industrial Co., Ltd.

Jooeun Industrial Co. was established under the laws of Korea in March 1993 as our wholly-owned
subsidiary engaged in housing construction and providing protection for potential occupants by taking over
housing projects of construction companies which are insolvent. For the year ended December 31, 2000,
we derived revenues of W49 billion and net loss of W21 billion from Jooeun Industrial Co.'s activities.
Jooeun Industrial Co. carries out the following activities:

‚ acquiring projects of insolvent construction companies and completing the construction;

‚ acquiring projects of insolvent construction companies and completing the construction;

‚ acquiring unsold housing units for sale or lease;

‚ constructing housing units for sale or lease;

‚ providing real property brokerage services; and

‚ providing real property management services.

H&CB Finance Ltd. (H.K.)

H&CB Finance, a wholly owned subsidiary, is a restricted license bank established under the laws of
Hong Kong providing a broad range of corporate banking services. As a restricted license bank, H&CB
Finance is not permitted to accept deposits other than time deposits with minimum of $500,000. The bank
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was initially established in July 1995 as a wholly-owned subsidiary of DongNam Bank and reorganized as
H&CB Finance in December 1998 in connection with our acquisition of DongNam Bank. For the year
ended December 31, 2000, we derived revenues of W27 billion and net income of W22 billion from
H&CB Finance's activities.

Jooeun Leasing Co., Ltd.

Jooeun Leasing Co., Ltd. was established in June 1991 under the laws of Korea and began operation
starting August 1991. On January 2000, we acquired an additional 35% of Jooeun Leasing Co., Ltd.
through a debt to equity swap. The swap was the result of a memorandum of understanding between
Jooeun Leasing Co., Ltd. and its creditors and increased our ownership to 85%. For the year ended
December 31, 2000, we derived revenues of W56 billion and net income of W25 billion from Jooeun
Leasing Co., Ltd.

Other Subsidiaries

For the year ended December 31, 2000, we derived revenues of W78 billion and a net loss of
W186 billion from our remaining subsidiaries, which individually do not account for a signiÑcant amount
of our business.

PROPERTY, PLANTS AND EQUIPMENT

Our registered oÇce and corporate headquarters are located at 36-3, Yoido-dong, Youngdeungpo-gu,
Seoul, 150-758 Korea. The oÇce building has an area of approximately 39,650 square meters.

In addition, we own our training institute building which has an area of approximately 39,649 square
meters and is located in Cheonan, Korea on a 196,649 square meter site. We also own our IT center in
Seoul, Korea which has an area of approximately 14,231 square meters.

As of December 31, 2000, we had a country-wide network of 552 branches. 178 of these facilities are
housed in buildings owned by us, while the 374 remaining branches are on leased properties. We also have
a subsidiary in Hong Kong and branches in Tokyo, New York and London. We do not own any material
properties outside of Korea.

The net book value of all the properties owned by us at December 31, 2000 was W827 billion.
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Item 5. OPERATING AND FINANCIAL REVIEW AND PROSPECTS

You should read the following discussion and analysis of our Ñnancial condition and results of
operations together with our consolidated Ñnancial statements included in this document. The following
discussion is based on our consolidated Ñnancial statements, which have been prepared in accordance with
U.S. GAAP.

Trend Information

The Korean Economy

Our Ñnancial position and recent results of operations have been and continue to be signiÑcantly
impacted by Ñnancial and economic conditions in Korea. In 1997 and 1998, Korea experienced a severe
Ñnancial and economic downturn. The downturn was characterized by, among other things, signiÑcant
corporate failures, instability in the Ñnancial sector, credit and liquidity concerns and volatility in the
domestic Ñnancial and currency markets. In response, the International Monetary Fund provided a
Ñnancial aid package to Korea and in late 1997, the government initiated a comprehensive program to
address some of the structural weaknesses in the Korean economy. As part of that program, there have
been certain signiÑcant changes in regulations speciÑcally aÅecting Ñnancial institutions, including changes
in loan classiÑcation and loss provisioning guidelines, Korean GAAP, securities valuation methods and
liquidity requirements.

As a result of the downturn, in 1998 there was a general increase in interest rates in Korea and we
experienced a decrease in the demand for loans and other products. In addition, our general level of non-
performing loans increased. During 1999, Ñnancial and economic conditions began to improve in Korea.
The general level of interest rates decreased, demand for Ñnancial products increased, and our overall level
of non-performing loans decreased. During 2000 and in particular, the fourth quarter of 2000, the
economic recovery in Korea slowed. The economic indicators in the Ñrst quarter 2001 have been mixed,
and it is uncertain as to how the Korean economy will perform in the near term.

The Acquisition of DongNam Bank

In 1998, in response to the deteriorating condition of the Korean Ñnancial services industry as a result
of the severe economic downturn in Korea, the government ordered 12 commercial banks that did not
meet the minimum capital adequacy ratio requirements as of December 31, 1997, to submit to the FSC a
detailed plan for improving their capital adequacy ratio to 8% within two years. After reviewing these
plans, the FSC determined that Ñve of the 12 banks were no longer commercially viable. The FSC issued
a directive requiring that these banks be liquidated and ordered that some of the assets and liabilities of
these banks be acquired by Ñve stronger Korean banks, which included us. The directive was subject to the
consent of the Ñve banks selected by the FSC to acquire the assets and liabilities of the failed banks.

We consented to the directive and on June 29, 1998, we acquired the majority of the then performing
assets and substantially all of the liabilities of DongNam Bank, one of the Ñve commercial banks that the
FSC had ordered to be liquidated. The assessed value of the assets we acquired amounted to W5,346
billion, while the assessed value of the liabilities we acquired amounted to W5,854 billion.

As compensation for the acquisition, we received:

‚ payment of W10 billion in cash from KAMCO and bonds issued by KAMCO in an aggregate
principal amount of W117 billion which mature in 2003 and bear interest at a Öoating rate of
between 10% and 15% per year based on the market yield rate for housing bonds issued by the
government to promote low-income housing; and

‚ payment of W681 billion in cash from KDIC which we used to purchase bonds issued by KDIC in
an aggregate principal amount of W681 billion due September 2003. These bonds bear interest at a
rate based on the market yield rate for housing bonds.
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In addition, to make up for the decrease in our capital ratio resulting from the acquisition of
DongNam, in December 1998, the government, through KDIC, purchased (1) 59,300,000 shares of our
convertible non-voting preferred stock for an aggregate purchase price of W297 billion and
(2) W148 billion of our subordinated notes due March 2004, which bear interest at a Öoating rate. KDIC
paid us cash for the shares of preferred stock which we used to purchase KDIC bonds in an aggregate
principal amount of W297 billion, which mature in March 2004 and bear interest at 1.0% per year. As
consideration for our subordinated debt we received government bonds in an aggregate principal amount of
W148 billion, which mature between May 2003 and December 2006 and bear interest at 7.5% per year.

Right to repurchase preferred stock

Under the terms of the purchase agreement with KDIC, we have the right to repurchase the shares of
preferred stock purchased by KDIC at the original purchase price. This right must be exercised prior to
January 31, 2004. In January 2000, we repurchased 41,510,000 shares of preferred stock for W208 billion.
Currently the KDIC owns 17,790,000 shares of our preferred stock. We pay dividends on this preferred
stock at a rate of 1% per year.

Under the terms of the purchase agreement with KDIC, if we do not repurchase 8,895,000 shares of
the outstanding 17,790,000 shares of preferred stock currently owned by KDIC by January 31, 2003, the
dividend rate for those preferred shares will increase from 1% to a rate based on the average yield of bonds
issued by KDIC. In addition, if we do not repurchase all the outstanding shares of preferred stock by
January 31, 2004, they will convert into shares of common stock on a one-to-one basis on March 28, 2004.
The common stock issued upon conversion of the preferred stock currently owned by the KDIC would
represent 14.0% of our common stock on a fully diluted basis.

The aggregate amount of repurchases in any Ñscal year may not exceed the total amount available for
the distribution of dividends at the end of the preceding Ñscal year.

Sale of certain loans and other assets to KAMCO

In connection with the acquisition of DongNam, we were granted the right to sell to KAMCO certain
of the loans and other assets we purchased from DongNam on March 31, 1999 and September 30, 1999.
Pursuant to this right we could sell to KAMCO loans and other assets purchased from DongNam which
were classiÑed as substandard or below as of March 31, 1999 and September 30, 1999 at the then current
price and be compensated by KDIC the diÅerence between that price and the value of the assets when we
acquired them. Alternatively, we could request compensation from KAMCO for losses we realized on
certain loans and assets since we acquired them. We exercised this right on both March 31, 1999 and
September 30, 1999. On March 31, 1999 we sold W322 billion worth of loans and other assets to
KAMCO and we also received W34 billion to compensate us for additional loss allowances on certain
loans acquired from DongNam over and above those recognized on June 29, 1998. We no longer have any
right to sell to KAMCO any loans or assets purchased from DongNam.

Sales of Substandard or Below Loans to KAMCO

In December 1997, in response to the Ñnancial diÇculties faced by Korean Ñnancial institutions as a
result of the severe economic downturn in Korea, the government required KAMCO to purchase certain
assets which were classiÑed as substandard or below from Korean Ñnancial institutions at discounted
prices. We have sold an aggregate of W341 billion substandard or below loans to KAMCO in the
following transactions, for a loss of W71 billion. The purchase price was paid in government bonds and
cash.

‚ in December 1997, we sold an aggregate of W34 billion substandard or below loans to KAMCO,
recording a loss of W8 billion;

‚ in September 1998, we sold an aggregate of W299 billion substandard or below loans to KAMCO,
recording a loss of W61 billion;

89



  BOWNE OF HONG KONG 06/28/2001 11:10 NO MARKS NEXT PCN: 094.00.00.00 -- Page is valid, no graphics U98001  093.00.00.00  10

‚ in December 1999, we sold an aggregate of W8 billion substandard or below loans to KAMCO,
recording a loss of W2 billion; and

‚ in 2000, we did not sell any substandard or below loans to KAMCO.

Pursuant to the purchase agreement with KAMCO, the purchase price of the substandard or below
loans can be adjusted by KAMCO following the sale based on a valuation of any underlying collateral or,
for substandard or below loans relating to borrowers in reorganization proceedings, based on the value of
their payments on the loans under the Ñnal reorganization plan. Following our sale in September 1998, the
purchase price for the substandard or below loans we sold was adjusted from W121 billion to
W144 billion.

Pursuant to the terms of the sales, KAMCO can require us to repurchase any substandard or below
loan we have sold to them in the event that:

‚ the underlying documentation of the loan is incomplete;

‚ there is a Öaw in the perfection of any security interest underlying the loan; and

‚ certain litigation regarding the loan is pending.

In addition, we may be required to repurchase any loan relating to a borrower that has applied to a
court for reorganization or that is the subject of reorganization proceedings at the time of our sale to
KAMCO if a court rejects the application for reorganization, disapproves the reorganization plan or fails to
approve the reorganization plan within two years of the sale. We may also be required to repurchase a loan
if it is determined by a court that the borrower cannot meet the terms of the repayment schedule
developed in the reorganization proceeding. The ability of KAMCO to exercise its right to require us to
repurchase loans sold is without limit. As of December 31, 2000, we had been required to repurchase loans
in an aggregate amount of W75 billion from KAMCO (W47 billion net of loan loss allowances). As of
December 31, 2000 we had guaranteed W59 billion of loans against which we had recorded a recourse
liability of W2 billion.

Restructuring and Competition in the Korean Financial Sector

The Ñnancial sector in Korea has undergone signiÑcant restructuring and rationalization, including a
number of mergers and acquisitions in the industry over the last two years. We expect that this merger
activity will continue. Even if we merge with Kookmin Bank, some of the banks resulting from these other
mergers may be larger and have more resources than us, and we can give no assurance that we will be
able to compete successfully with these and other Ñnancial institutions that may emerge as the
restructuring in the Ñnancial sector continues. See ""Item 3. Key Information Ì Risk Factors Ì Risks
relating to our banking business Ì Our business is very competitive and our growth strategy depends on
our ability to compete eÅectively'', ""Item 3. Key Information Ì Risk Factors Ì Risks relating to Korea Ì
The expected structural reforms of the Korean economy and the Ñnancial sector may have a substantial
impact on our business'' and ""Item 4. Information on the Company Ì Competition''.

In addition, beginning in 1997, we face full competition in our core mortgage business. The increase
in competition has led to loan price competition among mortgage lenders in Korea which has adversely
aÅected our margins. We cannot guarantee that we will be able to maintain our market share or our
margins at their current levels in the face of increased competition. Any decrease in our market share or in
our margins may adversely aÅect our Ñnancial condition and results of operations. See ""Item 3. Key
Information Ì Risk Factors Ì Risks relating to our banking business Ì We now face full competition in
our core mortgage business, which may result in a further decrease of our market share and adversely
aÅect our margins''.

Exposure to Chaebols and KHGC

We have signiÑcant exposure to chaebols and to the KHGC. As a result of the unfavorable Ñnancial
and economic conditions in Korea, a number of chaebols have experienced Ñnancial diÇculties. In

90



  BOWNE OF HONG KONG 06/28/2001 11:10 NO MARKS NEXT PCN: 095.00.00.00 -- Page is valid, no graphics U98001  094.00.00.00  10

addition, due to the deterioration of the construction market in Korea, the KHGC has experienced
substantial liquidity problems. If the quality of the credits extended to chaebols declines or if the KHGC
fails to resolve its Ñnancial problems, substantial additional allowances may be required, which would
adversely aÅect our results of operations. See ""Item 4. Information of the Company Ì Business
Overview Ì Assets and Liabilities Ì Loan Portfolio Ì Concentration of Total Exposure'', ""Item 3. Key
Information Ì Risk Factors Ì Risks relating to our banking business Ì We have exposure to the largest
Korean commercial conglomerates known as ""chaebols,'' which have recently experienced signiÑcant
Ñnancial diÇculties'' and ""Ì Our largest exposure is to the Korea Housing Guarantee Co., Ltd. (KHGC),
and the KHGC is currently experiencing substantial Ñnancial diÇculties''.

Housing Finance Credit Guarantee Fund (HFCGF)

Prior to January 1, 1999, we managed the HFCGF which provides guarantees to mortgage lenders for
defaults by borrowers if the borrower is unable to provide collateral required by a bank. As part of the
government's restructuring plan to merge and dissolve various government funds, the management of the
HFCGF was transferred to the Korea Credit Guarantee Fund. We received a management fee for
managing the HFCGF until the end of 1998. The fee we received was equal to 1% per year of the average
guarantee balance guaranteed by the HFCGF. The HFCGF received an annual guarantee fee equal to
between 0.3% and 0.5% of the guaranteed amount depending on the size of the housing unit concerned. In
the year ended December 31, 1998, the last year in which we managed the HFCGF, we earned fees of
W9 billion. We continue to receive a fee from the HFCGF for underwriting mortgage loans which they
guarantee. This fee is equal to 20% of the annual guarantee fees (net of Ñnes and penalties) HFCGF
receives on these loans. In the years ended December 31, 1999 and 2000, these fees amounted to
W4 billion and W4.5 billion, respectively.

Changes in Exchange Rates, Interest Rates and Securities Valuations

Exchange rates, interest rates and stock prices Öuctuated signiÑcantly in Korea during 1998, 1999 and
2000. The following table shows for the dates indicated, the stock price index of all equities listed on the
Korea Stock Exchange as published in the Korea Composite Stock Price Index (KOSPI), the Won to US
dollar exchange rates and benchmark Won borrowing interest rates for the periods indicated.

Mar. 31, June 30, Sept. 30, Dec. 31, Mar. 31, June 30, Sept. 30, Dec. 31, Mar. 31, June 30, Sept. 30, Dec. 31,
1998 1998 1998 1998 1999 1999 1999 1999 2000 2000 2000 2000

KOSPI ÏÏÏÏÏÏÏÏÏÏ 481.04 297.88 310.32 562.46 618.98 883.00 836.18 1,028.07 860.94 821.22 613.22 504.62
Won/US$ exchange

rates(1) ÏÏÏÏÏÏÏÏÏ 1,386 1,376 1,393 1,206 1,228 1,157 1,217 1,136 1,106 1,115 1,115 1,267
Benchmark interest

rates(2)ÏÏÏÏÏÏÏÏÏ 20.28% 18.00% 11.90% 8.00% 8.10% 7.96% 9.95% 9.95% 10.19% 9.59% 9.23% 8.45%

(1) Noon-buying rate.

(2) Measured by the yield on three-year A rated corporate bonds, as rated by the Korean credit rating agencies.

Bond Market Stabilization Fund

On September 21, 1999, at the request of the government, forty Korean Ñnancial institutions
established the Bond Market Stabilization Fund (the ""Fund'') to stabilize the market prices of debt
securities and interest rates in Korea through, among other means, open market purchases and sales of
debt securities. We contributed W872 billion in cash to the Fund. In exchange for our contribution, we
received an 8.1% interest in the Fund.

On March 27, 2000, the government elected to dissolve the Fund in advance of the scheduled
maturity and sell most of the securities held within the Fund to the participating Ñnancial institutions. We
received cash of W872.2 billion and purchased certain securities totaling W846.7 billion previously held by
the Fund. The total fair value of all investments sold to participating Ñnancial institutions was
approximately W26.6 trillion. These securities consisted of national and local government bonds, Ñnancial
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debentures issued by government-invested corporations and corporate bonds with credit ratings of mostly A
or higher as rated by Korean credit rating agencies.

On dissolution of the Fund, a portion of the securities previously held by the Fund were transferred to
two trusts (the ""Trusts'') and we received a 100% of the interest in one of the trusts (""Trust I''). Trust I
is separately identiÑable from the other trust (""Trust II''), is managed by a third party and received
W23.6 billion of assets from the Fund. We consolidate Trust I. We manage Trust II which is beneÑcially
owned by the other participating Ñnancial institutions. Trust II received W273.4 billion of assets from the
Fund.

As part of the dissolution agreement, the participating Ñnancial institutions agreed that any losses
experienced by the participants on their share of investments purchased from the Fund would be shared
with other participating Ñnancial institutions according to their share of the Trusts until August 31, 2002,
the scheduled maturity of the Trusts. The mechanism by which this operates is that in the event that any
of the purchased investments go through court receivership, workout or mediation, the participating
Ñnancial institutions holding those securities are able to sell these securities to the Trusts at the fair value
calculated by using the yield on the dissolution date. The Money Trust Committee, consisting of six
participating Ñnancial institutions including H&CB, has the authority to approve the repurchase of
securities by the Trusts. As we own approximately 7.94% of the Trusts in total, we are exposed to 7.94% of
the potential loss on securities which are sold back to the Trusts. The dissolution agreement does not
address commitments to purchase investments which exceed the assets of the Trusts.

In April 2001, the Money Trust Committee approved a repurchase by the Trusts of securities issued
by Hyundai Engineering & Construction Co., Ltd. with a total face amount of W234.0 billion for
W238.0 billion.

Government Regulation and Policy

Our operations are subject to various government regulations and policies, including those that relate
to our core mortgage business, capital adequacy ratios and extensions of credit to particular borrowers such
as small and medium-sized enterprises. See ""Item 4. Information on the Company Ì Business
Overview Ì Supervision and Regulation''. The government regulations and policies applicable to us and
other Korean Ñnancial institutions may diÅer in signiÑcant respects from those applicable to Ñnancial
institutions in other countries. See ""Item 3. Key Information Ì Risk Factors Ì Risks relating to
government regulation and policy''.

Operating Results

Net Interest Income

The following table shows, for the periods indicated, the principal components of our net interest
income.

Year Ended Year Ended
December 31, December 31,

1998 1999 2000 1998/1999 1999/2000

(in W billion) (% change)

Interest income and dividends

Interest and fees on loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,463 3,276 4,229 (5.4) 29.1

Interest and dividends on investment securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 766 676 803 (11.7) 18.8

Interest and dividends on trading securitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 12 130 118 983.3 (9.2)

Call loans and securities purchased under resale

agreementsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 160 25 36 (84.4) 44.0

Interest from deposits in other banksÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 122 104 62 (14.8) (40.4)

Other interest incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 48 31 7 (35.4) (77.4)

Total interest and dividend income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,571 4,242 5,255 (7.2) 23.9
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Year Ended Year Ended
December 31, December 31,

1998 1999 2000 1998/1999 1999/2000

(in W billion) (% change)

Interest expense

Deposits ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,315 2,277 2,879 (1.6) 26.4

Call money ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 67 19 29 (71.6) 52.6

Other borrowed funds ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 296 110 105 (62.8) (4.5)

Secured borrowings ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 74 27 113 (63.5) 318.5

Long-term debtÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 448 384 326 (14.3) (15.1)

Total interest expenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,200 2,817 3,452 (12.0) 22.5

Net interest income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,371 1,425 1,803 3.9 26.5

Net interest margin(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3.85% 3.58% 3.44% (7.0) (3.9)

(1) The ratio of net interest income to average interest earning assets. See ""Item 3. Key Information Ì Selected Statistical

Information Ì Average Balance Sheet and Related Interest''.

Comparison of 2000 to 1999

Net interest income increased 26.5% from W1,425 billion in 1999 to W1,803 billion in 2000 as a
result of a 23.9% increase in interest income, which more than oÅset a 22.5% increase in interest expense.

Interest income. Interest income increased 23.9% from W4,242 billion in 1999 to W5,255 billion in
2000 principally due to a W12,658 billion increase in the average volume of interest earning assets from
W39,778 billion in 1999 to W52,436 billion in 2000, which more than oÅset a decline of 64 basis points in
the gross yield on interest earning assets from 10.66% in 1999 to 10.02% in 2000.

Interest and fees on loans increased 29.1% from W3,276 billion in 1999 to W4,229 billion in 2000
primarily due to a 39.4% increase in the average loan volume from W28,575 billion in 1999 to W39,836
billion in 2000. Our loan growth was due to an increase in the average volume of all of our loan categories
except construction loans. The loan growth was due to increased loan demand, as we were able to oÅer
lower interest rates compared to most banks and other Ñnancial institutions in Korea because funding from
deposits, which is a relatively inexpensive form of funding, increased signiÑcantly in 2000 as described
below. The increase in deposits also provided us with the opportunity to increase our lending volume. The
loan growth more than oÅset the result of a decline in the gross yield from 11.46% in 1999 to 10.62% in
2000. The gross yield decreased as a result of the decrease in the general levels of interest rates due to the
general slowdown in the growth of the Korean economy in 2000.

Interest income on investment securities increased 18.8% from W676 billion in 1999 to W803 billion
in 2000. Our investment securities portfolio consists primarily of debt securities issued or guaranteed by
the Korean government and the increase in interest income in 2000 was primarily due to an increase in the
average volume of these securities which more than oÅset a slight decrease in gross yield. The average
volume of investment securities increased 10.8% from W7,585 billion in 1999 to W8,406 billion in 2000 as
a result of the fact that our funding increased in 2000 due to an increase in deposits and we used a portion
of the increase to invest in investment securities. The gross yield on our investment securities decreased
from 9.20% in 1999 to 9.18% in 2000.

Interest income on call loans and securities purchased under resale agreements increased 44.0% from
W25 billion in 1999 to W36 billion in 2000. The increase was due to an increase in average volumes which
more than oÅset a decrease in gross yields. The average volume increased 62.0% from W416 billion in
1999 to W674 billion in 2000 as a result of increased demand, as many people transferred their deposits
from banks they perceived as weaker to banks they perceived as stronger, which in turn led to increased
demand by such banks for call loans from us to meet their liquidity requirements.

The increase in interest income from loans, investment securities and call loans and securities
purchased under resale agreements was partially oÅset by decreases in interest income on cash and
interest-bearing deposits in other banks and interest and dividend income on trading securities. Interest
income on cash and interest bearing deposits in other banks decreased from W104 billion in 1999 to
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W62 billion in 2000 primarily as a result of a decrease in average volume. The average volume of our cash
and interest bearing deposits in other banks decreased from W1,327 billion in 1999 to W796 billion in
2000. Interest and dividend income on trading securities decreased from W130 billion in 1999 to
W118 billion in 2000, as lower average yields more than oÅset higher average balances. The decline in
interest rates together with the general slowdown in the growth of the Korean economy resulted in lower
yielding assets in 2000.

Interest Expense. Interest expense increased 22.5% from W2,817 billion in 1999 to W3,452 billion in
2000, as a result of a W11,542 billion increase in the average volume of interest bearing liabilities from
W37,276 billion in 1999 to W48,818 billion in 2000, which more than oÅset a decline of 49 basis points in
the cost of interest bearing liabilities from 7.56% in 1999 to 7.07% in 2000.

Interest expense on deposits increased 26.4% from W2,277 billion in 1999 to W2,879 billion in 2000.
The increase was primarily the result of an increase in the average volume of interest bearing deposits,
which more than oÅset a decrease in the average interest rates paid on our interest bearing deposits. The
average volume of interest-bearing deposits increased 36.8% from W30,326 billion in 1999 to
W41,488 billion in 2000. The increase was primarily due to a 53.5% increase in the average volume of
time deposits other than certiÑcates from W18,159 billion in 1999 to W27,875 billion in 2000 and a 28.9%
increase in the average volume of interest bearing demand deposits from W6,370 billion in 1999 to
W8,212 billion in 2000. The increase in average deposits was primarily attributable to the recent diÇculties
in the Korean banking sector which has led many people to withdraw their deposits from banks they
perceive as weaker and deposit them with banks they perceive as stronger, such as ourselves. The average
interest rate paid on our time deposits other than certiÑcates, which accounted for 67.2% of our average
interest-bearing liabilities in 2000, decreased from 8.81% in 1999 to 8.00% in 2000. The average interest
rate paid on our interest-bearing demand deposits, which accounted for 19.8% of our average interest-
bearing liabilities in 2000, decreased from 2.65% in 1999 to 2.24% in 2000.

The average balance of other borrowed funds decreased 10% to W1,288 billion in 2000 from
W1,432 billion in 1999. As a result, interest expense on other borrowed funds decreased 4.5% to
W105 billion in 2000 from W110 billion in 1999. The average balance of secured borrowings increased
238.9% to W1,657 billion in 2000 from W489 billion in 1999, which resulted in an increase in interest
expense of 318.5% to W113 billion in 2000 from W27 billion in 1999. Secured borrowings consist primarily
of bonds collateralized by certain of our loans and securities, and secured deposits. In 2000, we entered
into three collateralized borrowing facilities totalling W519 billion, where we issued bonds collateralized by
certain of our loans and securities.

Interest expense on long-term debt decreased 15.1% from W384 billion in 1999 to W326 billion in
2000 as a result of decreases in volume, which more than oÅset an increase in interest rate by 49 basis
points. Our average borrowing rate increased because of our issuance of approximately W666 billion of
Ñnance debentures at rates between 8.65 and 9.65%. Interest expense from call money increased 52.6%
from W19 billion in 1999 to W29 billion in 2000, primarily as a result of increases in volume.

Net interest margin. Primarily as a result of falling interest rates in Korea, our net interest margin
decreased 3.9% from 3.58% in 1999 to 3.44% in 2000. The decrease was partially oÅset by an increase in
our volumes of credit card and other non-mortgage consumer lending which earn relatively higher rates of
interest.

Comparison of 1999 to 1998

Net interest income increased 3.9% from W1,371 billion in 1998 to W1,425 billion in 1999 as a result
of a 12.0% decrease in interest expense which more than oÅset a 7.2% decrease in interest income.

Interest income. Interest income decreased 7.2% from W4,571 billion in 1998 to W4,242 billion in
1999 as a result of the following factors:

‚ a decline of 220 basis points in the gross yield on interest earning assets from 12.86% in 1998 to
10.66% in 1999, partially oÅset by
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‚ a W4,231 billion increase in the average volume of interest earning assets from W35,547 billion in
1998 to W39,778 billion in 1999.

Interest and fees on loans decreased 5.4% from W3,462 billion in 1998 to W3,276 billion in 1999 as a
result of a decline in the gross yield from 13.02% in 1998 to 11.46% in 1999. The gross yield decreased as
a result of the decrease in the general levels of interest rates in Korea between 1999 and 1998 as economic
conditions in Korea improved. The decrease in gross yield was oÅset by a 7.4% increase in average loan
volume from W26,600 billion in 1998 to W28,575 billion in 1999. Our loan growth was principally due to
an increase in the average volume of our credit card loans and other non-mortgage consumer loans. These
loans increased from W2,885 billion in 1998 to W5,285 billion in 1999 due to increased loan demand as
economic conditions, and therefore consumer demand, in Korea improved and our increased eÅorts to
market our consumer loans.

Interest income on call loans and securities purchased under resale agreements decreased 84.4% from
W160 billion in 1998 to W25 billion in 1999. The decrease was due to a decrease in both gross yields and
average volumes. The gross yield decreased 63.2% from 16.31% in 1998 to 6.01% in 1999. The average
volume decreased 57.6% from W981 billion in 1998 to W416 billion in 1999 as a result of falling yields on
call loans and securities purchased under resale agreements, which made them relatively less attractive
than our other available uses of funds.

Interest income on investment securities decreased 11.7% from W766 billion in 1998 to W676 billion
in 1999. Our investment securities portfolio consists primarily of debt securities issued or guaranteed by
the Korean government and the decrease in interest income in 1999 was primarily due to a decrease in
gross yields on these securities. The gross yield on our investment securities decreased from 12.63% in
1998 to 9.20% in 1999. Gross yields decreased as a result of the general decline in interest rates in Korea.
In addition, we received a substantial amount of securities as a result of our contribution to the Bond
Market Stabilization Fund, which bear no interest. The impact of the decrease in gross yield was partially
oÅset by an increase in average volume. The average volume of investment securities increased 27.4% from
W5,953 billion in 1998 to W7,585 billion in 1999 as a result of the fact that our funding increased in 1999
due to an increase in deposits and we used a portion of the increase to invest in investment securities.

The decrease in interest income from loans, call loans and securities purchased under resale
agreements and investment securities was partially oÅset by an increase in interest and dividend income on
trading securities. Interest and dividend income on trading securities increased from W12 billion in 1998 to
W130 billion in 1999 primarily as a result of an increase in average volume. The average volume of our
trading securities increased from W214 billion in 1998 to W1,501 billion in 1999. This was due to the fact
that we began to expand our trading securities operations in October 1998 and therefore 1999 was the Ñrst
full year of expanded operations.

Interest Expense. Interest expense decreased 12.0% from W3,200 billion in 1998 to W2,817 billion in
1999, principally as a result of the following factors:

‚ a decline of 204 basis points in the cost of interest bearing liabilities from 9.60% in 1998 to 7.56%
in 1999, oÅset by

‚ a W3,944 billion increase in the average volume of interest bearing liabilities from W33,332 billion
in 1998 to W37,276 billion in 1999.

Interest expense on deposits decreased 1.6% from W2,315 billion in 1998 to W2,277 billion in 1999.
The decrease was primarily the result of the impact of a decrease in interest payable on interest bearing
deposits due to the improvement of economic conditions in Korea in 1999. The average interest rate paid
on our time deposits other than certiÑcates, which accounted for 48.7% of our average interest-bearing
liabilities in 1999, decreased from 10.85% in 1998 to 8.81% in 1999. The average interest rate paid on our
interest bearing demand deposits, which accounted for 17.1% of our average interest-bearing liabilities in
1999, decreased from 3.39% in 1998 to 2.65% in 1999.
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The decrease in interest rates payable on deposits more than oÅset a 21.4% increase in the average
volume of interest-bearing deposits from W24,973 billion in 1998 to W30,326 billion in 1999. The increase
was primarily due to a 33.7% increase in the average volume of time deposits other than certiÑcates from
W13,580 billion in 1998 to W18,159 billion in 1999 and a 39.4% increase in the average volume of interest
bearing demand deposits from W4,571 billion in 1998 to W6,370 billion in 1999. The increase in average
deposits was primarily attributable to the recent diÇculties in the Korean banking sector which has led
many people to withdraw their deposits from banks they perceive as weaker and deposit them with banks
they perceive as stronger, such as ourselves.

Interest expense on other borrowed funds, which consists primarily of borrowings from the BOK,
foreign currency borrowings, and borrowing from our trust accounts, decreased 63.0% from W370 billion in
1998 to W137 billion in 1999. The decrease in interest expense on other borrowings was due to a decrease
in both the volume of borrowing and the level of interest rates. Our average borrowings from the BOK
decreased from W1,403 billion in 1998 to W485 billion in 1999. The level of borrowings from the BOK
was higher in 1998 as a result of the fact that the BOK made low cost funding available on lending to the
Korean merchant banking sector in an eÅort to prevent a liquidity crisis. As a result, we increased the
level of our borrowing from the BOK in 1998. We repaid most of these loans in 1999. In addition, as a
result of the falling interest rate environment in Korea, the interest rate we paid on our borrowings from
the BOK decreased from 11.3% in 1998 to 3.3% in 1999.

Interest expense on long-term debt decreased 14.3% from W448 billion in 1998 to W384 billion in
1999 as a result of decreases in volume and rate. As interest rates decreased, we replaced maturing long
term debt with lower cost long term debt. Interest expense from call money decreased 71.6% from
W67 billion in 1998 to W19 billion in 1999, in each case, as a result of decreases in volume and rate.

Net interest margin. Primarily as a result of falling interest rates in Korea, our net interest margin
decreased 7.0% from 3.85% in 1998 to 3.58% in 1999. The decrease was partially oÅset by an increase in
our volumes of credit card and other non-mortgage consumer lending which earn relatively higher rates of
interest.

Allowance for Loan Losses

Our provision for loan losses (excluding provisions for guarantees and acceptances) decreased from
W433 billion in 1998 to W306 billion in 1999 as a result of the improvement in economic conditions in
Korea. However, provision increased to W378 billion in 2000 primarily due to the increase in loan volume.
The following table shows, for the periods indicated, certain information regarding our non-performing
loans.

As of December 31,

1998 1999 2000

(in W billion,
except percentages)

Total non-performing loans(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,628 2,440 2,104

Non-performing loans as a percentage of total loans(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10.0 7.6 4.6

Non-performing loans as a percentage of total assets(1)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6.5 5.4 3.5

Allowance for loan losses as a percentage of non-performing loans(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 47.9 52.7 62.6

Allowance for loan losses as a percentage of total loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4.8 4.0 2.9

(1) Non-performing loans are deÑned as those loans which are past due more than 90 days.

As of December 31, 2000, the balance of allowances for loan losses increased 2.3% from
W1,287 billion in 1999 to W1,327 billion in 2000 while loan volume increased 43.8%. The contributing
factors for these changes were an increase in loan charge-oÅs in 2000 and an increase in consumer loan
volume, which are reserved at lower ratios than commercial loans.
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The following table shows, for the periods indicated, our total loan loss allowance by category of
borrower.

As of December 31,

1998 1999 2000

(in W billion)

Commercial and industrial ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 844 871 1,063

Construction ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 301 237 43

Household

Residential mortgages ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 17 19 21

Other consumer loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 45 92 117

Credit cardsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 52 68 72

TotalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,259 1,287 1,317

The following table shows, for the periods indicated, certain information regarding our impaired loans
in the commercial and industrial sector, including the construction sector. Impaired loans are deÑned as
loans with respect to which we believe that it is probable that we will not collect all amounts due
according to the contractual terms of the loan. We use impaired loans to calculate our allowance for loan
losses on the commercial and industrial sector.

As of December 31,

1998 1999 2000

Impaired loans to total commercial loansÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 47.6% 38.9% 25.5%

Allowance for commercial loan losses to commercial loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 15.7% 15.4% 10.8%

Allowance for commercial loan losses to impaired loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 33.0% 39.6% 39.5%

For further information on the volume of lending to these individualized loan categories see, ""Item 4.
Information on the Company Ì Business Overview Ì Assets and Liabilities Ì Loan Portfolio''.

During 1998 there was a signiÑcant increase in the level of our impaired loans as a result of the
economic downturn in Korea. As a result of the unfavorable economic conditions in Korea, a number of
chaebols experienced Ñnancial diÇculties the most signiÑcant of which was the Daewoo Corporation.
During 1998 we made additional provisions of W115 billion against our loans to Daewoo Corporation. See
""Item 4. Information on the Company Ì Business Overview Ì Assets and Liabilities''. The economic
downturn also aÅected the construction sector in Korea. The construction sector experienced very high
levels of loan impairment in 1998. During 1998 we recorded loan loss allowances of approximately
W86 billion against our largest loans to the construction sector. In addition, we made a provision of
W35 billion against our exposure to the KHGC. See ""Item 4. Information on the Company Ì Business
Overview Ì Assets and Liabilities''. Our level of general loan loss reserves fell as a proportion of impaired
loans in 1998 due to the fact that an increased number of loans became speciÑcally identiÑed as impaired.

During 1999, the ratio of impaired loans to total loans fell as the Korean economy stabilized.
However, the credit quality of the construction sector remained poor and certain of the loans which had
become delinquent in 1998 deteriorated in 1999 thereby necessitating further provisions. We made
additional loan loss allowances against our exposure to the KHGC of W91 billion as well as additional
reserves of W33 billion against our largest construction exposures.

In May 1999, in response to the increased level of impaired loans, we adopted new loan underwriting
policies in order to move away from a ""collateral'' based lending practice and to implement a ""credit''
based lending practice. Thus, we implemented a corporate evaluation model into our corporate loan
approval procedures. Previously, loan approvals depended on the adequacy of the collateral provided,
except with respect to our best corporate borrowers. After the adoption of the corporate evaluation model,
the extension of credit depended on the corporate applicant's credit rating, which represents the repayment
capability of the corporate borrower.

In 1999, we further adjusted our loan underwriting practice. With the assistance of external
consultants we developed a new credit processing system that includes a credit rating system for small and
medium-sized enterprises. In addition, we enhanced our credit approval practice by segregating commercial
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loans into three groups, namely, large corporations loans, small and medium-sized enterprises loans and
loans to other small companies, and by applying diÅerent credit evaluation methodologies for diÅerent
groups of loans. Credit analysts perform individual credit analyses for large corporations using credit
evaluation models. The new practice mandates the use of the new credit rating system for small and
medium-sized enterprises. Other small companies without Ñnancial statements, to which the credit rating
system cannot give credit ratings, are manually evaluated based on simpliÑed credit rating tables.

Additionally, the new underwriting practice establishes an environment which makes the person who
approves a loan responsible for the decision. This is possible because we have implemented a system-based
credit approval procedure in which transparency in loan approval procedures is increased and employees
specialize in the credit approval procedures. In addition, we have started to assess interest rates
commensurate with the risks associated with the credit applicants. We believe that these changes in the
underwriting process resulted in tightened credit approval standards for marginal borrowers and will reduce
the level of impaired loans in our corporate loan portfolio.

During 2000, we experienced a signiÑcant decline in the level of our impaired loans. Factors
contributing to such decline include lower incidence of defaults, the results of our improved credit
evaluation model and new underwriting policies implemented in 1999, completion of an asset securitization
transaction, and implementation of government regulations which identiÑed impaired borrowers and
required charge-oÅ of these loans. Results of the underwriting policies implemented in 1999 have allowed
us to identify impaired loans more quickly and limit further credit extension to these borrowers as we
apply a more stringent credit analysis and have become more responsive to changes in the condition of the
borrower or its industry. We were also successful in completion of an asset securitization transaction in
December 2000. We sold W162 billion of non-performing loans to a special purpose vehicle in exchange
for cash proceeds of W76 billion, thereby decreasing the amount of impaired loans held at year end.
Furthermore, in accordance with a FSS mandate, all Korean banking institutions were required to charge-
oÅ loans to certain borrowers. Although we classiÑed these loans as impaired and had reserves against the
balances, this government-sponsored mandate decreased our impaired loans and related allowances and
contributed to our increase of loans charged oÅs. As a result, we experienced a signiÑcant increase in the
amount of commercial loans charged oÅ compared to 1999. In addition, the general slowdown in the
growth of the Korean economy in 2000 has allowed us to identify and focus on individual impaired
borrowers. We have assessed each borrower's ability to repay its outstanding loans and in some situations
have determined collection to be remote.

The following table shows, for the periods indicated, certain information regarding our non-performing
loans to the consumer sector including loans to individuals, credit card loans and residential mortgage
loans.

As of
December 31,

1998 1999 2000

Non-performing consumer loans to total consumer loansÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9.8% 6.6% 2.7%

Allowance for consumer loan losses to total consumer loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.6% 0.7% 0.6%

Allowance for consumer loan losses to non-performing consumer loansÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6.1% 10.8% 21.6%

During 1998 the loan loss allowance on consumer loans increased due to the increase in non-
performing loans resulting from the economic downturn in Korea. During 1999, the proportion of non-
performing loans as a percentage of the portfolio decreased as a result of improving economic conditions.
However, the proportion of the loan loss allowance to total non-performing loans increased from 6.1% in
1998 to 10.8% in 1999 due to the change in our lending mix towards credit cards and other non-mortgage
consumer loans which have a higher loss rate than mortgage loans and the further deterioration of
delinquent loans carried forward from 1998. In 2000, we charged oÅ W92 billion in non-performing
consumer loans. Due to these additional charge-oÅs, the proportion of non-performing consumer loans to
total consumer loans decreased from 6.6% in 1999 to 2.7% in 2000. The proportion of allowances for
consumer loan losses to total consumer loans decreased slightly but the proportion of allowances for
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consumer loan losses to non-performing consumer loans increased to 21.6% due to the reduced non-
performing loan balance following the a signiÑcant charge-oÅs.

During 2000, the ratio of allowance for loan loss to total loans for credit card and other retail loans
fell as a result of a signiÑcant increase in new loans, most of which were current as of December 31, 2000
and the improvement in the quality of our consumer loans due to improved economic conditions.

Non-Interest Income

The following table sets forth for the periods indicated the components of our non-interest income.

Year Ended Year Ended
December 31, December 31,

1998 1999 2000 1998/1999 1999/2000

(in W billion) (% change)

Trust fees ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 156 162 106 3.8 (34.6)

Commission received on management of the NHF and other fundsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 146 156 163 6.8 (4.5)

Other fees and commission incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 103 142 217 37.9 52.8

Net trading revenueÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 81 157 154 93.8 (1.9)

Net gain (loss) on securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 16 53 (131) 231.3 (347.2)

Other non-interest income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 29 121 127 317.2 5.0

Total non-interest incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 531 791 636 49.0 (19.6)

Comparison of 2000 to 1999

Our non-interest income decreased 19.6% from W791 billion in 1999 to W636 billion in 2000. We
had net losses on securities of W131 billion in 2000 compared to a net gain of W53 billion in 1999. In
2000, our capital market activities incurred net losses due to the negative performance of the stock market
in Korea. In addition, losses on impairment of debt securities increased 358% in 2000 primarily due to
debt securities holdings in Daewoo and Samsung Motors.

Trust fees, which consist of fees we receive for managing trust account assets and penalty payments
we receive when customers terminate their trust accounts prior to the end of the Ñxed term, decreased
34.6% from W162 billion in 1999 to W106 billion in 2000 due primarily to a 25.7% decrease in the
balance of our trust account assets from W8,279 billion in 1999 to W6,151 billion in 2000. The decrease
was the result of a number of factors which made investing in trust accounts less attractive, including:

‚ regulatory changes which prohibited the sale of interest guaranteed money trusts;

‚ exclusion of performance money trusts from KDIC's insurance coverage; and

‚ a drop in yields as a result of a decrease in interest rates.

Other fees and commission income increased 52.8% from W142 billion in 1999 to W217 billion in
2000. The main contributing factor for this increase resulted from fees and commissions income related to
our credit card operations. The credit card average balance increased 110.5% to Won 1,993 billion in 2000
from Won 947 billion in 1999.

Net trading revenue decreased 1.9% from W157 billion in 1999 to W154 billion in 2000. Net trading
revenue represents net realized and unrealized gains on securities and derivatives in our trading portfolio.

Commissions received on management of the NHF and other funds increased 4.5% from
W156 billion in 1999 to W163 billion in 2000. These commissions consist primarily of the commissions we
receive for managing the NHF. These commissions increased from W152 billion in 1999 to W159 billion
in 2000 as a result of an increase in the assets of the NHF.

Other non-interest income increased from W121 billion in 1999 to W127 billion in 2000.
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Comparison of 1999 to 1998

Our non-interest income increased 49.0% from W531 billion in 1998 to W728 billion in 1999.

Net trading revenue increased 93.8% from W81 billion in 1998 to W157 billion in 1999. The increase
in revenue in 1999 was the result of a general increase in prices of securities in Korea in 1999 as economic
conditions improved. The increase in the prices of securities also led to an increase in a net gain on sales
of securities available for sale from W16 billion in 1998 to W53 billion in 1999. In 1999 we sold
government securities to realize gains resulting from the increase in the prices of these securities.

Trust fees increased 3.8% from W156 billion in 1998 to W162 billion in 1999. Trust account
management fees, which are based on assets under management and the performance of the trusts,
increased 62.7% from W83 billion in 1998 to W135 billion in 1999 as a result of the better performance of
our trust accounts in 1999. This increase was partially oÅset by a signiÑcant decrease in termination
payments from W73 billion in 1998 to W27 billion in 1999. In 1998, we introduced higher yielding trust
products which led to a large number of customers terminating their existing accounts early and investing
in the higher yielding accounts. See ""Item 4. Information on the Company Ì Business Overview Ì Other
Businesses Ì Trust Account Management Services''.

Other fees and commission income increased 37.9% from W103 billion in 1998 to W142 billion in
1999. The increase was primarily due to an increase in the merchant fees receivable through our credit
card operations.

Commissions received on management of the NHF and other funds increased 6.8% from
W146 billion in 1998 to W156 billion in 1999. These commissions consist primarily of the commissions we
receive for managing the NHF. These commissions increased from W137 billion in 1998 to W152 billion
in 1999 as a result of an increase in the assets of the NHF.

Non-Interest Expense

The following table shows, for the periods indicated, the components of our non-interest expense.

Year Ended Year Ended
December 31, December 31,

1998 1999 2000 1998/1999 1999/2000

(in W billion) (% change)

Salaries and employee beneÑts ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 610 518 509 (15.1) (1.7)

Trust performance payments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 206 53 95 (74.3) 79.2

Equity net loss of aÇliates ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6 20 3 233.3 (84.8)

Depreciation and amortization ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 62 76 107 22.6 40.8

Administrative expensesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 126 159 238 26.2 49.7

Loss on sale of loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 61 1 20 (98.4) 1,900.0

Credit card fees ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 14 20 37 42.9 85.0

Other fees and commission expenses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 87 109 162 25.3 48.6

Taxes and dues ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 31 33 37 6.5 12.1

Other non-interest expenses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 71 120 101 69.0 (15.8)

Total non-interest expenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,274 1,109 1,309 (13.0) 18.0

Comparison of 2000 to 1999

Non-interest expense increased 18.0% from W1,109 billion in 1999 to W1,309 billion in 2000. The
increase was primarily due to substantial increases in administration expenses, loss on sale of loans, trust
performance guarantees and depreciation and amortization.

Administrative expenses, which include professional fees, consulting fees, marketing expenses and data
processing costs, increased 49.7% from W159 billion in 1999 to W238 billion in 2000 due to our utilization
of additional consulting services, our increased marketing activities and the upgrade of our information
technology.
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Our loss on sale of loans of W20 billion in 2000 primarily relate to losses recognized on the sale of
non-performing loans through an asset-backed facility.

Trust performance payments expense increased from W53 billion in 1999 to W95 billion in 2000.
These expenses relate to our guarantee of the principal amount and, in some cases, a Ñxed rate of interest
on an investment in certain of the trust accounts we manage. The expense in 2000 related to amounts we
paid under these guarantees to reimburse investors for losses they experienced as a result of a weaker stock
market in Korea. Depreciation and amortization increased 40.8% from W76 billion in 1999 to W107 billion
in 2000. In 2000, we purchased approximately W104 billion of equipment including our computer systems,
which led to increased depreciation. In addition, amortization expense for the goodwill of Jooeun Leasing
Co. was W10.9 billion in 2000.

Salaries and employee beneÑts decreased 1.7% from W518 billion in 1999 to W509 billion in 2000.
The number of our regular employees decreased from 8,286 employees as of December 31, 1999 to 8,145
employees as of December 31, 2000, and the number of our contractual employees decreased from 4,165
contractual employees as of December 31, 1999 to 3,711 contractual employees as of December 31, 2000.

Other non-interest expense decreased 15.8% from W120 billion in 1999 to W101 billion in 2000,
primarily due to reduced expenses related to costs of homes sold by Jooeun Industrial from W62 billion in
1999 to W50 billion in 2000.

Comparison of 1999 to 1998

Non-interest expense decreased 13.0% from W1,274 billion in 1998 to W1,109 billion in 1999. The
decrease was primarily due to a decrease in trust performance guarantees and loss on sale of loans. The
decrease in these items was partially oÅset by an increase in expenses relating to other fees and
commission expenses, depreciation and amortization and administrative expenses.

Non-interest expense from trust performance guarantees decreased from W206 billion in 1998 to
W53 billion in 1999. See ""Item 4. Information on the Company Ì Business Overview Ì Other
Businesses Ì Trust Account Management Services''. The expense in 1998 related to amounts we paid
under these guarantees to reimburse investors for losses they experienced as a result of the impact of the
general economic condition in Korea. In 1999, we made no guarantee payments as a result of the
improved performance in our trust accounts as the Korean economy improved.

Salaries and employee beneÑts decreased 15.1% from W610 billion in 1998 to W518 billion in 1999.
The rationalization program in 1998, which resulted in 3,500 of our employees accepting oÅers of early
retirement, incurred special severance beneÑts for early retirement in the amount of W125 billion. The
program helped us to control salary costs in 1999 and lead to the recognition of an additional pension cost
in 1999 compared to 1998. The absence of special severance beneÑts in 1999 was oÅset in part, however,
by pay increases and bonuses for our permanent employees and the recruitment of temporary contract
staÅ. Expenses related to losses on sale of loans decreased 98.4% from W61 billion in 1998 to W1 billion
in 1999. These expenses primarily relate to losses recognized on the sale of non-performing loans to
KAMCO in accordance with the government's program to assist Ñnancial institutions in Korea. See
""Overview Sales of Substandard or Below Loans to KAMCO''. The decrease in 1999 results from the fact
that we sold signiÑcantly fewer loans to KAMCO in 1999 as compared to 1998.

Administrative expenses, depreciation and amortization and other fees and commission expenses
increased during 1999. Administrative expenses increased 26.2% from W126 billion in 1998 to
W159 billion in 1999 due to our acquisition of additional consulting services, our increased marketing
activities and the upgrade of our information technology. Other fees and commission expenses, which
consist primarily of fees paid to KDIC for deposit insurance and related fees, increased 25.3% from W87
billion in 1998 to W109 billion in 1999 due to the higher volume of customer deposits taken by us in
1999. Depreciation and amortization increased 22.6% from W62 billion in 1998 to W76 billion in 1999 as
a result of acquisitions of furniture, equipment and leasehold improvements.
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Other non-interest expenses increased 69.0% from W71 billion in 1998 to W120 billion in 1999.
Expenses of our investment trust management subsidiary increased because it compensated its customers
for losses incurred as a result of trust investments in debt securities issued by the Daewoo Group.

Income Tax Expense

Comparison of 2000 to 1999

Income tax expense decreased from W268 billion in 1999 to W244 billion in 2000 as a result of our
decreased income. The statutory tax rate was 30.8% in each of 1999 and 2000. Our eÅective rate of
income tax decreased slightly from 33.1% in 1999 to 32.4% in 2000.

As a result of the above, our net income was W506 billion in 2000 as compared to W541 billion in
1999.

Comparison of 1999 to 1998

Income tax expense increased from W102 billion in 1998 to W268 billion in 1999 as a result of our
increased income. The statutory tax rate was 30.8% in each of 1998 and 1999.

Our eÅective rate of income tax decreased from 44.1% in 1998 to 33.1% in 1999. The principal reason
for this decrease was the fact that the amounts of tax losses carried forward for which a valuation
allowance was provided was higher as a proportion of the total tax charge for the year in 1998 as
compared to 1999. Such valuation allowance was required because we are unable to oÅset the losses of our
loss making subsidiaries against our proÑtable entities for tax purposes. In addition, the level of tax
deductible items was higher in 1999 than in 1998.

As a result of the above, our net income was W541 billion in 1999 as compared to W128 billion in
1998.

Results by Principal Business Segment

We are organized into four major business segments: Retail Banking, Credit Card, Corporate Banking
and Treasury and Investment Management. We did not classify Credit Card as a separate segment until
2000. Financial information for 1999 has been restated for comparison purposes. Separate segment
Ñnancial information for credit cards in 1998 is not available. The following discussion is based upon our
non-consolidated Korean GAAP Ñnancial information, which we use to manage our business. For a
summary of our results by segment see our U.S. GAAP Ñnancial statements.

Retail Banking
Year Ended

December 31, Year Ended December 31,

1998(1) 1999 2000 1998(1)/1999 1999/2000

(in W billion) (% change)

Interest income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,450 2,298 3,061 (6.2) 33.2

Interest expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,317) (1,309) (1,841) (0.6) 40.6

Provision for loan losses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (74) (18) (69) (75.7) 283.3

Non-interest income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 46 Ì 2

Non-interest expense including depreciation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (797) (616) (659) (22.7) 7.0

Segment result ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 308 355 494 15.3 39.2

(1) The result of the Credit Card operations is included in retail banking in 1998.

Comparison of 2000 to 1999

Our Retail Banking segment products include consumer loans and mortgages, deposits and other
savings and investment products. Our overall segment result increased 39.2% from W355 billion in 1999 to
W494 billion in 2000.
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Interest income from retail banking activities increased 33.2% from W2,298 billion in 1999 to W3,061
billion in 2000. We have continued to carry out aggressive consumer loan sales activities that were
facilitated by improvements in our credit-rating systems for loans and automatic appraisal of collateral.
These marketing eÅorts led to a signiÑcant increase in consumer loans during the year.

Interest expense increased 40.6% from W1,309 billion in 1999 to W1,841 billion in 2000. The volume
of deposit and savings products has increased signiÑcantly as customers continue to withdraw their deposits
from banks they perceive to be weaker, and open accounts with banks they perceive to be stronger, such as
us. However, this was partially oÅset by the lower interest rates paid on these products as the general level
of interest rates fell.

Non-interest income increased from W0 billion in 1999 to W2 billion in 2000.

Non-interest expense, which includes depreciation, increased by 7.0% from W616 billion in 1999 to
W659 billion in 2000.

Comparison of 1999 to 1998

Our overall Retail Banking segment result increased 15.3% from W308 billion in 1998 to W355 billion
in 1999. Had we included the result of our Credit Card segment in 1999, our overall Retail Banking
segment result would have been W429 billion.

Interest income from retail banking activities decreased 6.2% from W2,450 billion in 1998 to W2,298
billion in 1999. Had we included the result of Credit Card segment in 1999, our interest income would
have been W2,461 billion. Lower lending rates in the domestic market resulting from stabilized market
conditions after the economic crisis of 1997 and 1998 oÅset a signiÑcant increase in consumer loans during
the year. We have carried out aggressive consumer loan sales activities, that were facilitated by
improvements in our credit-rating systems for loans and automatic appraisal of collateral.

Interest expense decreased 0.6% from W1,317 billion in 1998 to W1,309 billion in 1999. Had we
included the result of our Credit Card segment in 1999, our interest expense would have been W1,377
billion. The volume of deposit and savings products has increased signiÑcantly as customers have
withdrawn their deposits from banks they perceive to be weaker, and opened accounts with banks they
perceive to be stronger, such as us. However, this was oÅset by the lower interest rates paid on these
products as the economy improved and the general level of interest rates fell.

Non-interest income decreased from W46 billion in 1998 to none in 1999. Had we included the result
of our Credit Card segment in 1999, our non-interest income would have been W63 billion. This was
primarily due to increased commissions from increased ATM and fund transfer services we provide to
customers.

Non-interest expense, which includes depreciation, decreased 22.7% from W797 billion in 1998 to
W616 billion in 1999. Had we included the result of Credit Card segment in 1999, our non-interest
expense would have been W687 billion. We had lower severance beneÑt liabilities in 1999 following the
fall in headcount at the end of 1998.

Credit Cards

Year Ended Year Ended
December 31, December 31,

1999 2000 1999/2000

(in W (% change)
billion)

Interest incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 162 333 105.6

Interest expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (68) (135) 98.5

Provision for loan lossesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (13) (45) 246.2

Non-interest income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 66 108 63.6

Non-interest expense including depreciationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (73) (98) 34.2

Segment result ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 74 163 120.3
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Comparison of 2000 to 1999

Our Credit Card segment handles domestic as well as overseas credit and debit card operations. Our
overall segment result increased by 120.3% from W74 billion in 1999 to W163 billion in 2000 due to the
110.5% increase in average credit card balance discussed below.

Interest income increased 105.6% from W162 billion in 1999 to W333 billion in 2000 due to a 110.5%
increase in average credit card balance from W947 billion in 1999 to W1,993 billion in 2000, together with
higher average yield.

Interest expense increased 98.5% from W68 billion in 1999 to W135 billion in 2000 due to an
increased average credit card balance described above. Interest expense is calculated based on internal
transfer cost for the use of funds.

Non-interest income increased 63.6% from W66 billion in 1999 to W108 billion in 2000. Non-interest
income is derived from commissions and fees which are charged based on the balance of credit and the
frequency of usage, both of which increased. Non-interest expense, which includes depreciation, increased
34.2% from W73 billion in 1999 to W98 billion in 2000 due to the increased fees and commissions paid to
other banks and credit card companies for our credit card transactions.

Corporate Banking

Year Ended Year Ended
December 31, December 31,

1998 1999 2000 1998/1999 1999/2000

(in W billion) (% change)

Interest income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 968 655 825 (32.3) 26.0

Interest expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (663) (410) (563) (38.2) 37.3

Provision for loan losses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (749) (302) (287) (59.7) (5.0)

Non-interest income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 664 359 364 (46.0) 1.4

Non-interest expense including depreciation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (429) (236) (356) (45.0) 50.8

Segment result ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (209) 66 (17) 131.6 (125.8)

Comparison of 2000 to 1999

Our Corporate Banking segment handles our transactions with private and public enterprises.
Activities within the segment include direct debit facilities, current accounts, deposits, overdrafts, loan and
other credit facilities, and foreign currency activities. Our overall segment result went from a proÑt of W66
billion in 1999 to a loss of W17 billion in 2000.

The segmental loss in 2000 was due to the provision for losses against our commercial loans,
guarantees and acceptances.

Interest income increased 26.0% from W655 billion in 1999 to W825 billion in 2000 due to higher
volumes of corporate lending, which was partially oÅset by lower interest rates. Interest expense represents
the internal transfer cost for the use of funds. As a result, increased volume caused interest expense to
increase by 37.3% from W410 billion in 1999 to W563 billion in 2000.

Non-interest income increased 1.4% from W359 billion in 1999 to W364 billion in 2000.

Non-interest expense, which includes depreciation, increased 50.8% from W236 billion in 1999 to
W356 billion in 2000, primarily due to increases in expenses related to 43.8% increase in corporate loan
volume. In addition, contributions to Credit Guarantee Fund increased 77.8% in 2000.

Comparison of 1999 to 1998

Our overall Corporate Banking segment result improved from a loss of W209 billion in 1998 to a
proÑt of W66 billion in 1999.
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The segmental loss in 1998 was due to the provision for losses against our commercial loans,
guarantees and acceptances. This was not repeated in 1999 as the credit quality of our portfolios improved.

Interest income decreased 32.3% from W968 billion in 1998 to W655 billion in 1999 due to lower
interest rates and lower volumes on our corporate lending. Interest expense decreased 38.2% from
W663 billion in 1998 to W410 billion in 1999 due to lower borrowings and lower funding costs due to the
reduction in the overall level of interest rates.

Non-interest income decreased 46.0% from W664 billion in 1998 to W359 billion in 1999 due
primarily to lower exchange gains on our foreign currency liabilities as the appreciation of the Won against
the US dollar was less signiÑcant in 1999 compared to 1998.

Non-interest expense, which includes depreciation, decreased 45.0% from W429 billion in 1998 to
W236 billion in 1999 due to lower exchange losses on our foreign currency assets as the appreciation of
the Won against the US dollar was less signiÑcant in 1999 compared to 1998.

Treasury and Investment Management

Year Ended Year Ended
December 31, December 31,

1998 1999 2000 1998/1999 1999/2000

(in W billion) (% change)

Interest income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 904 872 910 (3.5) 4.4

Interest expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (823) (897) (905) 9.0 0.9

Provision for loan losses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 25 Ì 100.0

Non-interest income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 160 217 274 35.6 26.3

Non-interest expense including depreciation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (388) (268) (227) (30.9) (15.3)

Segment result ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (147) (76) 77 48.3 201.3

Comparison of 2000 to 1999

Our Treasury and Investment Management segment handles our treasury activities and dealing of
trading and investment securities. Our overall segment result improved from a loss of W76 billion in 1999
to a proÑt of W77 billion in 2000.

Interest income increased 4.4% from W872 billion in 1999 to W910 billion in 2000. Our investments
in interest-bearing securities increased as a result of increased funding available from our deposit base,
which more than oÅset lower yields as a result of declining interest rates in Korea.

Interest expense increased by 0.9% from W897 billion to W905 billion, as higher funding levels were
partially oÅset by reduction in interest rates.

Non-interest income increased 26.3% from W217 billion in 1999 to W274 billion in 2000 due to
increased gains on our securities portfolios. Non-interest expense, which includes depreciation, decreased
15.3% from W268 billion in 1999 to W227 billion in 2000 due to lower administrative expenses in 2000
which resulted from the transfer of our trading activity to Jooeun Investment Management Trust Co., Ltd..
Administration expenses incurred by Jooeun Investment Management Trust Co., Ltd. are included in our
""Other'' segment.

Comparison of 1999 to 1998

Our Treasury and Investment Management segment result improved from a loss of W147 billion in
1998 to a loss of W76 billion in 1999.

Interest income decreased 3.5% from W904 billion in 1998 to W872 billion in 1999. Our investments
in interest-bearing securities increased as a result of increased funding available from our deposit base.
However, this was more than oÅset by lower yields as a result of declining interest rates in Korea. Interest
income on call loans and other short-term money market investments also fell due to lower volumes and
lower yields.
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Interest expense increased 9.0% from W823 billion to W897 billion. The increase due to higher
funding levels was partially oÅset by the reduction in funding costs due to the reduction in the overall level
of interest rates.

Non-interest income increased 35.6% from W160 billion in 1998 to W217 billion in 1999 due to
increased gains on our securities portfolios. Non-interest expense, which includes depreciation, decreased
30.9% from W388 billion in 1998 to W268 billion in 1999 due to lower losses on our trading activities in
1999 as a result of improving market conditions in 1999.

Financial Condition

Assets

The following table sets forth, for the periods indicated, the principal components of our assets.

Year Ended Year Ended
December 31, December 31,

1998 1999 2000 1998/1999 1999/2000

(in W billion) (% change)

Cash and due from banks and other Ñnancial institutions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,665 1,281 1,154 (23.1) (9.9)

Restricted deposits ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 663 931 426 40.4 (54.2)

Interest-bearing deposits in other banksÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 206 318 330 54.4 3.8

Call loans and securities purchased under resale agreements ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 467 76 720 (83.7) 847.4

Trading assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,184 2,371 2,549 100.3 7.5

Securities available for sale ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7,768 4,360 5,782 (43.9) 32.6

Held-to-maturity securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 225 2,660 2,182 1,082.2 (18.0)

Loans(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 26,354 32,134 46,208 21.9 43.8

Premises and equipment, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 677 744 827 9.9 11.2

Due from customers on acceptances ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 382 265 363 (30.6) 37.0

Accrued interest and dividend receivableÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 485 378 381 (22.1) 0.8

Security depositsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 566 511 517 (9.7) 1.2

Other assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 939 512 798 (45.5) 55.9

Total assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 41,581 46,541 62,237 11.9 33.7

(1) Before adjustment for deferred origination costs and allowance for loan losses.

Our assets increased from W41,581 billion in 1998 to W46,541 billion in 1999 and W62,237 billion in
2000 principally due to increased lending. Our loans increased from W26,354 billion in 1998 to
32,134 billion in 1999 and W46,208 billion in 2000. This increase was due largely to an increase in
consumer lending. Consumer lending increased from W19,061 billion in 1998 to W24,938 billion in 1999
and W35,627 billion in 2000. Residential mortgage lending increased from W15,890 billion in 1998 to
W17,246 billion in 1999 and W20,987 billion in 2000. Installment loans to individuals increased from
W302 billion in 1998 to W2,266 billion in 1999 and W4,675 billion in 2000. Commercial lending
decreased from W7,292 billion in 1998 to W7,196 billion in 1999 but increased to W10,581 billion in 2000.
The increase in overall lending was due mainly to the increase in consumer spending as a result of the
recovering domestic economy, growing demands for consumer loans and new business development.

Our held-to-maturity securities increased from W225 billion in 1998 to W2,660 billion in 1999 as a
result of our use of the funds available due to the increase in our deposit base but decreased to
W2,182 billion in 2000 generally resulting from maturities and redemptions of such securities. Our trading
assets increased from W1,184 billion in 1998 to W2,371 billion in 1999 and W2,548 billion in 2000. The
Ñrst full year of our expanded securities trading activities was 1999.

The growth in these assets was oÅset, in part, by a decrease in securities available for sale from
W7,768 billion in 1998 to W4,360 billion in 1999. The decrease was due to sales of government securities
in 1999 to realize gains resulting from the increase in prices of securities in 1999. In 2000, our securities
available for sale increased to W5,782 billion primarily due to the reinvestment of proceeds from held-to-
maturity securities and purchases of securities from increased funding sources. Cash and due from banks
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and other Ñnancial institutions decreased from W1,665 billion in 1998 to W1,281 billion in 1999 and
W1,154 billion in 2000.

For further information on our assets, see ""Item 4. Information on the Company Ì Business
Overview Ì Assets and Liabilities Ì Loan Portfolio'' and ""Investment Ì Portfolio''.

Liabilities

The following table sets forth, for the periods indicated, the principal components of our liabilities.

Year Ended Year Ended
December 31, December 31,

1998 1999 2000 1998/1999 1999/2000

(in W billion) (% change)

Due to depositors

Non-interest bearingÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 177 109 94 (38.4) (13.8)

Interest bearingÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 27,367 33,270 47,185 21.6 41.8

Call money ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 179 758 51 323.5 (93.3)

Trading liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 19 4 31 (78.9) 675.0

Other borrowed funds ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,879 1,466 2,216 (49.1) 51.2

Acceptances outstanding ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 382 265 364 (30.6) 37.4

Accrued interest and dividends payableÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,333 2,523 2,678 8.1 6.1

Other liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,133 816 1,024 (28.0) 25.5

Secured borrowings ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 437 534 1,247 22.2 133.5

Long-term debtÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,759 3,775 3,703 (14.5) (1.9)

Total liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 39,228 43,521 58,593 10.9 34.6

Minority interest ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6 Ì 7 (100.0) 100.0

Total stockholders' equity ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,103 1,756 2,356 43.6 34.2

Total liabilities, minority interest, and stockholders' equityÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 40,337 45,277 60,956 12.2 34.6

Our total liabilities increased from W39,228 billion in 1998 to W43,521 billion in 1999 and
W58,593 billion in 2000. The increase was primarily due to an increase in interest bearing deposits and, to
a lesser extent, secured borrowings which was partially oÅset by a decrease in long term debt.

Our interest bearing deposits increased from W27,367 billion in 1998 to W33,270 billion in 1999 and
W47,185 billion in 2000 primarily due to the recent diÇculties in the Korean banking sector which led
many people to withdraw their deposits from banks they perceive as weaker and deposit them with banks
they perceive as stronger, such as ourselves. Our secured borrowings increased more than 134% from
W534 billion in 1999 to W1,247 billion in 2000, as we entered into three collateralized borrowing facilities
totalling W519 billion where we issued bonds collateralized by certain of our loans and securities.

Our long term debt decreased from W4,759 billion in 1998 to W3,775 billion in 1999 and W3,703
billion in 2000. This was due primarily to the maturing of domestic and foreign currency debt and the
weakening of the Won against the remainder of our foreign currency portfolio.

Our total stockholders' equity as of December 31, 1998 and 1999 included 59,300,000 shares of
preferred stock issued to the KDIC in connection with the acquisition of DongNam Bank. As of
December 31, 2000, the number of shares of such preferred stock decreased to 17,790,000. However, our
investment in KDIC bonds oÅsets the preferred stock since both instruments are related to the same
transaction. In January and February 2000, we purchased 41,510,000 shares of preferred stock from KDIC
and we have the right to repurchase the remainder prior to January 31, 2004.

For further information on our sources of funding, see ""Item 4. Information on the Company Ì
Business Overview Ì Funding''.

Capital

The following discussion and the Ñgures included therein are based upon the Korean GAAP statistics
prepared by us for the purposes of local regulatory reporting. We are subject to the capital adequacy
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requirements of the FSS, which have been formulated based on the capital adequacy accord reached by
the Basle Committee of Banking Supervision, Bank for International Settlements in 1988. We are required
to maintain a minimum ratio of total capital to risk weighted assets, as determined by a speciÑed formula,
of 8.0%.

Capital adequacy is measured by calculating our Tier I and Tier II capital as a percentage of our risk-
weighted assets. Tier I capital is our core capital and consists of paid-in capital, capital surplus, retained
earnings, minority interest in consolidated subsidiaries and unpaid dividends minus deductions. Tier II
capital is our supplementary capital and includes allowances for loan losses for credits classiÑed as normal
or special mention up to 1.25% of risk-weighted assets, subordinated debt with a maturity of at least Ñve
years and revaluation surplus. The amount of our risk weighted assets is determined by adding (1) the risk
weighted assets on our balance sheet and (2) our oÅ balance sheet risk weighted assets multiplied by a
rate determined by the FSS.

The following table sets forth for the periods indicated, our risk-based capital, risk weighted assets and
risk-based capital adequacy ratios computed in accordance with the applicable FSS and BIS guidelines.

Year Ended Year Ended
December 31, December 31,

1998 1999 2000 1998/1999 1999/2000

(in W billion) (% change)

Tier 1 capitalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,113 1,794 2,088 61.2 16.4

Tier 2 capitalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,014 1,244 1,739 22.7 39.8

Less: Investment in non-consolidated subsidiaryÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (47) 100.0

Total capital ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,127 3,037 3,780 42.8 24.5

On-balance sheet risk weighted assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 18,563 24,927 35,596 34.3 42.8

OÅ-balance sheet risk weighted assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,141 944 2,507 (17.3) 165.6

Total risk weighted assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 19,704 25,871 38,103 31.3 47.3

Tier I capital adequacy ratio ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5.64 6.93 5.48

Tier II capital adequacy ratio ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5.15 4.81 4.57

Total capital adequacy ratio ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10.79 11.74 9.92(1)

(1) We have a minority equity investment in 2000 in ING Life Insurance Korea Co., which is deducted from total capital pursuant

to the guidelines of the FSS instead of being deducted directly from Tier 1 or Tier 2.

We plan to repurchase all of the remaining 17,790,000 shares of preferred stock for W89 billion issued
to KDIC in connection with our acquisition of DongNam Bank, prior to the applicable deadlines for such
repurchases. If we do so, it will reduce our capital base and our capital adequacy ratios. In addition, our
capital base and our capital adequacy ratios have decreased since the year end due to the continued
increase in our deposit base.

Liquidity

Starting from January 1, 1999, the FSS requires each Korean bank to maintain speciÑc Won and
foreign currency liquidity ratios. These ratios require us to keep the ratio of liquid assets to liquid liabilities
above certain minimum levels.

For a description of these requirements, see ""Item 4. Information on the Company Ì Business
Overview Ì Supervision and Regulation Ì Principal Regulations Applicable to Banks in Korea''.

We are exposed to liquidity risk arising from the funding of our lending, trading and investment
activities and in the management of trading positions. The goal of liquidity management is for us to be
able, even under adverse conditions, to meet all of our liability repayments on time and fund all investment
opportunities. For an explanation of how we manage our liquidity risk, see ""Item 4. Information on the
Company Ì Business Overview Ì Risk Management Ì Liquidity Risk''.

108



  BOWNE OF HONG KONG 06/28/2001 11:10 NO MARKS NEXT PCN: 113.00.00.00 -- Page is valid, no graphics U98001  112.00.00.00  19

Our primary source of funding as a retail bank has historically been and continues to be customer
deposits. Deposits amounted to W27,543 billion, W33,379 billion and W47,279 billion in 1998, 1999 and
2000, which represented approximately 78%, 84% and 87% of our total funding, respectively. Deposits
represent a high percentage of our total funding because many people have withdrawn their deposits from
banks they perceive to be weaker, and opened accounts with banks they perceive as stronger, such as
ourselves. We have been able to use these changes in the Korean banking sector to Ñnance our operations
through a reduction in other funding sources, which we have traditionally used for our daily operations.
Secondary funding sources include call money, borrowings from the Bank of Korea and other short-term
borrowings which amounted to W3,059 billion, W2,379 billion and W2,266 billion for 1998, 1999 and 2000
and represented 9%, 6% and 4% of our total funding, respectively. These types of borrowings have
maturities of less than one year. Other sources of funding daily operations have been through Housing
Debentures, which were issued under special government regulations to provide loans to low income
households. These borrowings amounted to W2,228 billion, W1,998 billion and W2,030 billion for 1998,
1999 and 2000 and represented 47%, 49% and 55% of our total long term debt or 6%, 5% and 4 % of our
total funding, respectively.

Selected Financial Information Under Korean GAAP

The selected consolidated Ñnancial and other data shown below have been derived from our
consolidated Ñnancial statements, prepared in accordance with Korean GAAP.

Under Korean GAAP, consolidated Ñnancial statements include the accounts of fully or majority
owned subsidiaries and substantially controlled aÇliates that have assets in excess of W7 billion.
Substantial control is deemed to exist when the investor is the largest shareholder and owns more than
30% of the investee's voting shares. Korean GAAP does not require the consolidation of subsidiaries, or
substantially controlled aÇliates, where activities are dissimilar from ours.

Until December 31, 1998, our Ñnancial statements were prepared in accordance with the Ñnancial
accounting standards generally accepted in the Republic of Korea issued by the Financial Supervisory
Commission, as modiÑed by the accounting and reporting guidelines prescribed by the OÇce of Banking
Supervision. Beginning January 1, 1999, the Ñnancial statements are prepared in accordance with Ñnancial
accounting standards generally accepted for banking institutions issued by the Korean Securities and
Futures Commission.

Capital adequacy ratios have been calculated from the consolidated Ñnancial statements prepared in
accordance with Korean GAAP and using the guidelines issued by the FSC.

Because of signiÑcant changes in Korean GAAP which were applied by us in 1998 and 1999, the
Ñnancial information included herein for those years is not directly comparable with previous periods. We
have included narrative disclosure in the footnotes to more clearly identify where signiÑcant accounting
policy changes have taken place, which line items would be aÅected and how the balances would be
aÅected. The areas where such signiÑcant changes have occurred are as follows:

‚ Trading and investment securities;

‚ Deferred taxation;

‚ Guarantees and acceptances (including allowances for losses); and

‚ Provision for loan loss allowances.
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Consolidated income statement data:

Year Ended December 31,

1996 1997 1998 1999 2000 2000(1)

(in W billion, except per common share (in US$ million,
data) except per common

share data)

Interest income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,600 3,204 4,664 4,265 4,873 3,846

Interest expenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (2,061) (2,412) (3,481) (3,030) (3,537) (2,792)

Net interest incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 539 792 1,183 1,235 1,336 1,054

Provision for possible loan losses(2) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (79) (229) (1,115) (393) (469) (370)

Net interest income after provision for possible loan losses ÏÏÏÏÏÏÏÏ 460 563 68 842 867 684

Non-interest revenue(3)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 490 1,552 1,560 1,274 1,389 1,096

Non-interest expense(4)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (837) (1,978) (1,870) (1,396) (1,553) (1,226)

Operating income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 113 137 (242) 720 703 554

Non-operating loss, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4 22 (178) (79) 17 13

Income before income tax expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 117 159 (420) 641 720 567

Income tax expense(5)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (26) (57) (9) (219) (210) (165)

Minority interest in earnings of consolidated subsidiaries, net ÏÏÏÏÏÏ Ì 4 12 30 (2) (1)

Other(6)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2 2 3 3 6 5

Net income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 93 108 (414) 455 514 406

Per common share data:

Earnings per share-basic (W/US$) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,095 2,141 5,073 4,862 4,701 3.71

Earnings per share-diluted(7) (W/US$)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì 4,862 3,937 3.11

Cash dividends per common share(8)

To the public (W/US$) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 600 500 Ì 150 150 0.118

To the government (W/US$)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 500 500 Ì 150 150 0.118

(1) Won amounts are expressed in US dollars at the rate of W1,267/US$, the noon buying rate in eÅect on December 31, 2000.

(2) The methodology we use to calculate the provision for loan losses was revised in 1998, which resulted in the recognition of a

signiÑcantly higher provision. The revised guidelines require the application of a higher provision against loans classiÑed as

special attention loans. The eÅect of adopting the change was to increase the net loss in 1998 by W381 billion.

(3) Non-interest revenue includes fees & commission income, dividends on securities, gains on security valuations and disposals,

gains on foreign currency transaction and gains from derivative transactions.

(4) Non-interest expense is composed of fees & commissions paid or payable, general & administrative expenses, losses on security

valuations and disposals, losses on foreign currency transactions and losses from derivative transactions.

(5) Prior to 1999, there was no requirement to use a deferred method of accounting for income taxes. The cumulative eÅect of

adopting the revised standards as of January 1, 1999 was to credit opening retained earnings by W16 billion, which reÖected the

deferred tax asset that would have been recognized as of December 31, 1998. We did not restate prior periods. The eÅect of

adopting the revised standards for the year ended December 31, 1999 was to increase net income by W104 billion and to

recognize a deferred tax asset of W120 billion as of December 31, 1999.

(6) Other includes equity in unconsolidated subsidiaries and related goodwill amortization.

(7) A diluted earnings per share measure was only required to be disclosed from 1999. Prior to this, only a basic earnings per share

amount was required to be disclosed.

(8) Under Korean GAAP beginning in 1997, dividends declared after the year end are recorded in the period to which they relate.

Prior to 1997, dividends were recorded in the period in which they were declared. The above ratios represent the periods to

which the dividends relate.
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Consolidated balance sheet data:

As of December 31,

1996 1997 1998 1999 2000 2000(1)

(in W billion) (in US$ million)

Cash and due from banks ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,277 3,339 2,601 2,840 2,050 1,618

Foreign exchange(2) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 231 911 565 Ì Ì Ì

Loans(3) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 19,674 23,299 25,309 32,964 46,656 36,824

Less: allowance for doubtful accounts(4) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì (1,634) (1,270) (1,002)

Call Loans(5) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 560 673 841 Ì Ì Ì

Trading securities(6) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 9,980 3,284 3,236 2,554

Investment securities(6) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,086 5,486 884 7,404 8,069 6,369

Customers' liabilities on guarantees(7) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 229 1,251 936 Ì Ì Ì

Credit card accounts(8)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 662 725 812 Ì Ì Ì

Premises and equipment(9) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,574 1,696 1,680 944 1,014 800

Other assets(10) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,281 2,029 3,703 2,870 2,131 1,682

Total assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 30,574 39,409 47,311 48,672 61,886 48,845

Deposits ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 21,289 23,830 29,822 34,358 47,821 37,743

Borrowings(11) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,101 2,514 4,269 4,142 3,569 2,817

Call money(12) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 310 1,571 179 Ì Ì Ì

Guarantees outstanding(7) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 229 1,251 936 Ì Ì Ì

Provisions(13) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 899 1,442 2,468 Ì Ì Ì

Bonds payable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,732 3,528 2,978 2,434 3,248 2,564

Other liabilities(14) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,955 3,972 5,327 5,586 4,700 3,710

Total liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 29,515 38,108 45,979 46,520 59,338 46,834

Minority interests in consolidated subsidiaries(15) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 23 26 8 Ì 7 6

Shareholders' equity ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,036 1,275 1,324 2,152 2,541 2,005

Total liabilities, minority interest and shareholders' equity ÏÏÏÏÏÏÏÏÏÏ 30,574 39,409 47,311 48,672 61,886 48,845

(1) Won amounts are expressed in US dollars at the rate of W1,267/US$, the noon buying rate in eÅect on December 31, 2000.

(2) Foreign exchange represents holdings of foreign currency and bills bought in foreign currencies. From 1999, holdings of foreign

currency and bills bought in foreign currencies are included in cash and due from banks and loans, respectively. The amount of

foreign currency and bills bought in foreign currencies as at December 31, 1999 was W34 billion and W380 billion, respectively.

For December 31, 2000 it was W44 billion and W470 billion, respectively.

(3) Loans represent the gross amount of loans, before adjustment for the allowance for loan losses. Accrued interest income is

included within other assets.

(4) The amount of allowance for doubtful accounts as at December 31, 1996, 1997 and 1998 was W182 billion, W371 billion and

W1,652 billion, respectively. The allowance was disclosed within provisions until 1999. The allowance for loan losses prior to

December 31, 1998 was provided based on credit risk classiÑcations of the loan portfolio in accordance with guidelines issued

by the FSS. Estimated loan losses were determined by applying certain percentages to each credit risk classiÑcation. Under

revised Korean GAAP, eÅective as at December 31, 1999, (although it was also applied by us in 1998), the FSS requires

allowances to fully reÖect a borrower's future capacity to repay using forward looking criteria, rather than solely past

performance, by applying the internal credit grading system developed by the reporting bank. The forward looking criteria are

applied only to our corporate loans. Other loans with homogeneous characteristics, such as household loans, are classiÑed and

provided for based on past payment history and delinquency status. Pursuant to the FSS regulations, loans are classiÑed as

normal, special attention, substandard, doubtful or loss, and the allowance for loan losses is determined by applying a

percentage within a certain range to those classiÑcations. The revised guidelines require a higher provision rate to be applied

against loans classiÑed as special attention loans. The eÅect of adopting the change was to increase net loss by W381 billion in

1998.

(5) Call loans are included in loans as of December 31, 1999,and 2000. The amount of call loans at that date was W97 billion, and

W428 billion respectively.

(6) Prior to 1998, there was no requirement to separately account for trading and investment securities. Securities are all included

in investment securities in the above table for those years. Under Korean GAAP eÅective until the end of 1997, equity

securities denominated in Won were stated at the lower of costs or market value (or the investor's share of the investee's net

book value for non-listed companies). The resulting allowance was included in provisions within liabilities. The amounts of

provisions for 1996 and 1997 were W121 billion and W239 billion, respectively. Debt securities denominated in Won were

stated at acquisition cost. Under Korean GAAP eÅective in 1998 and until the following revision, debt securities denominated

in Won were stated at acquisition cost. We accounted for all other debt and marketable equity securities on a basis similar to

U.S. GAAP. The eÅect of changing the valuation method for equity securities from the lower of cost or market value to

market value was to decrease the net loss in 1998 by W28 billion and to increase shareholders' equity by W11 billion. Under

Korean GAAP eÅective for periods beginning after December 12, 1998, all debt securities and marketable debt securities are
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accounted for on a similar basis to U.S. GAAP. However, adjustments for impairment can be reversed up to the original cost

of the investment.

(7) Guarantees and acceptances, for which the amounts were determined had been recorded as customers' liabilities on guarantees

and guarantees outstanding on the balance sheets until 1998. From 1999, such amounts do not appear on the balance sheet but

are recorded as an oÅ-balance item in the notes to our Ñnancial statements. The amount of guarantees and acceptances at

December 31, 1999, was W531 billion.

(8) Credit card accounts were included in loans as of December 31, 1999 and 2000. The amount of credit card loans at that date

was W1,237 billion, and W2,911 billion, respectively.

(9) Leasehold deposits were recorded as other assets on the balance sheets until 1995. From 1996 to 1998 such amounts were

recorded as premises and equipment. From 1999, such amounts are recorded as other assets on the balance sheet. Accumulated

depreciation was recorded within provisions until 1998; but from 1999 such amounts are recorded as a deduction from premises

and equipment. The amounts of accumulated depreciation for 1996, 1997 and 1998 were W222 billion, W270 billion and

W312 billion, respectively.

(10) Other assets include leasehold deposits, accounts receivables, accrued interest income, prepaid expenses and unsettled debit of

domestic exchange (which represents outstanding balances due from other banks generated in the process of fund settlements

of domestic exchange, such as checks, bills, drafts, remittance exchange, ATM use and credit card network).

(11) Borrowings consist mainly of borrowings from Bank of Korea, the Korean government and the National Housing Fund.

(12) Call money is included in borrowings at December 31, 1999 and 2000. The balance of call money at that date was

W758 billion, and W135 billion, respectively.

(13) Allowance for possible loan losses and accumulated depreciation were recorded as provisions until 1998 but from 1999, such

amounts are recorded as deductions from the loans and premises and equipment balances, respectively. Unrealized losses on

securities were also included as provisions until 1997. From 1998, such amounts are recorded as deductions from the carrying

amounts of securities.

(14) Under Korean GAAP, eÅective as of December 31, 1999, (although we adopted the method in 1998) contingent losses with

respect to guarantees and acceptances are recognized by applying the same classiÑcation methods and provision percentages

used in determining the allowance for loan losses. Provisions are only applied to acceptances and guarantees classiÑed as

substandard, doubtful and estimated loss. The amounts of provisions as of December 31, 1998 and 1999 were W104 billion and

W30 billion, respectively. These amounts are included in the provisions in 1998 and other liabilities in 1999.

(15) The minority interests in consolidated subsidiaries were nil in 1999 as operations of subsidiaries were not proÑtable in that year.

ProÑtability ratios

As of December 31,

1996 1997 1998 1999 2000

(percentages)

Net income as a percentage of:

Average total assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.33 0.34 (0.95) 0.91 0.92

Average stockholders' equity ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10.87 9.38 (31.86) 26.15 21.84

Dividend payout ratio(1)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 26.28 29.62 Ì 14.26 13.83

Net interest spread(2) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2.33 2.73 3.33 2.97 2.55

Net interest margin(3) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2.20 2.86 3.35 3.12 2.67

Cost-to-income ratio(4)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 81.34 84.37 68.17 55.62 56.98

Cost-to average assets ratio(5) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2.95 6.27 4.29 2.81 2.80

(1) The dividend payout ratio represents the ratio of total dividends paid on common stock as a percentage of net income

attributable to common stock. There was no dividend paid in 1998.

(2) Net interest spread represents the diÅerence between the yield on average interest earning assets and cost of average interest

bearing liabilities.

(3) Net interest margin represents the ratio of net interest income to average interest earning assets.

(4) Cost-to-income ratio represents the ratio of non-interest expense to the sum of net interest income, dividends and non-interest

income.

(5) Cost-to-average-assets ratio represents the ratio of non-interest expense to average total assets.
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Capital ratios

As of December 31,

1996 1997 1998 1999 2000

(in percentages)

Total capital adequacy (BIS) ratio(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 8.27 10.29 10.79 11.74 9.92(2)

Tier I ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5.59 5.45 5.64 6.93 5.48

Tier II ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2.68 4.84 5.15 4.81 4.57

Average stockholders' equity as a percentage of average total assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3.03 3.66 2.98 3.50 4.23

(1) The capital adequacy ratios are computed in accordance with the guidelines issued by the FSS. The computation is prepared on

a consolidated Korean GAAP basis.

(2) We have a minority equity investment in 2000 in ING Life Insurance Korea Co., which is deducted from total capital pursuant

to the guidelines of the FSS instead of being deducted directly from Tier 1 or Tier 2.

Asset quality ratios

As of December 31,

1996 1997 1998 1999 2000

(in W billion, except percentages)

Non-performing loans(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 326 497 2,973 2,512 2,284

Non-performing loans as a percentage of total loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1.64 2.05 10.42 7.62 4.90

Non-performing loans as a percentage of total assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1.09 1.34 6.70 5.16 3.69

Allowance for loan losses as a percentage of non-performing loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 55.73 74.65 52.06 63.46 52.40

Allowance for loan losses as a percentage of total loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.92 1.53 5.42 4.84 2.57

(1) Non-performing loans are deÑned in accordance with regulatory guidance in Korea. Until 1997 we classiÑed credit quality into

the following Ñve categories according to standards deÑned by the OÇce of Bank Supervision Ì normal, special mention,

substandard, doubtful and loss. Non-performing loans were deÑned as loans classiÑed as substandard, doubtful and loss. In 1998

as well as classifying credit quality into the Ñve categories in accordance with standards deÑned by the FSS, we also took into

account the repayment capability of borrowers. Since 1999, the FSS has changed the deÑnition of non-performing loans based on

new classiÑcation criteria for the soundness of a bank's assets. Non-performing loans are still deÑned as substandard, doubtful

and loss but certain adjustments are now made to substandard credits. The portion of special mention loans of work-out

companies, which are in default on interest payments are included but the portion of losses and doubtful credits that are paying

interest are excluded. See ""Item 4. Information on the Company Ì Business Overview Ì Supervision and Regulation Ì

Principal Regulations Applicable to Banks in Korea Ì Asset ClassiÑcation''.

Reconciliation with Korean Generally Accepted Accounting Principles

Our consolidated Ñnancial statements are prepared in accordance with accounting principles and
policies as summarized in note 1 to the consolidated Ñnancial statements. These principles and policies
diÅer in some respect from generally accepted accounting principles applicable in Korea. The following are
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reconciliations of net income and shareholders' equity of the consolidated Ñnancial statements with Korean
GAAP.

2000

(in W million)

Income statement

Net income as reported ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 506,061

Adjustments:

Item No.

1. Provision for loan losses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (47,888)

2. Loan sale accounting ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 49,214

3. Deferred loan costs ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (13,765)

4. Valuation of investment securities and derivatives ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10,500

5. Depreciation of Ñxed assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (3,410)

6. Capitalization of software costs ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (5,820)

7. Sale of subsidiary ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (23,709)

8. Jooeun Leasing Goodwill ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10,920

11. Other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,919)

(25,877)

Tax eÅect of adjustments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 33,383

Adjusted net income according to Korean GAAP ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 513,567

Adjusted net income per share (in W)

Basic ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,700.77

Fully dilutedÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,937,40

Weighted average number of shares (in millions) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 109,063

Shareholders' equity as reported ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,355,971

Adjustments:

Item No.

1. Allowance for loan losses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (119,139)

2. Loan sale accounting ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (9,969)

3. Deferred loan costs ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (35,809)

4. Valuation of investment securities and hedging derivatives accounting ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (70,596)

5. Revaluation of Ñxed assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 207,249

6. Capitalization of software costs ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (5,820)

9. Reversal of dividend ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (17,249)

10. KDIC bonds purchased in connection with preferred sharesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 88,950

11. Other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 32,357

69,974

Tax eÅect of adjustments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 115,974

Adjusted shareholders' equity according to Korean GAAP ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,541,919

The following is a summary of the signiÑcant adjustments made to consolidated net income and
shareholders' equity to reconcile the U.S. GAAP results with Korean GAAP. The numbered paragraphs
below refer to the corresponding item numbers set forth above.

(1) We have established the U.S. GAAP loan loss allowance for impaired nonhomogeneous
loans based on the present value of expected future cash Öows discounted at the loan's eÅective
interest rate, or based on the fair value of the collateral if the loan is collateral dependent. For small
homogeneous loan portfolios, we have established the allowance for loan losses based on evaluation of
the historical performance of the loan portfolios.

Under Korean GAAP, the allowance for loan losses is generally established based on FSS guidelines,
which require that the minimum allowance be established based on the classiÑcation of the loan. We used
these guidelines in establishing the minimum reserves. Starting in 1998, we also established voluntary
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additional reserves on individual credits to be more in line with international banking practice. Our reserve
is established based on the following percentages as of December 31, 2000:

2000

(percentages)

Normal ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.5

Special Mention ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2 to 19

Substandard ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 20 to 49

Doubtful ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 50 to 99

LossÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 100

(2) Under U.S. GAAP, the transfer of loans is recorded as a sale if speciÑc criteria are met
relating to the relinquishment of control. If these criteria are not met, the transfer is treated as a
secured borrowing. Under Korean GAAP, the transfer of loans is not subject to as severe of criteria
and, therefore, certain loan transactions resulted in a sale and accordingly, in the recognition of a gain
or loss.

For transfers that do qualify as a loan for U.S. GAAP, we would recognize any beneÑcial interest
in the securitization trust and derecognize the loans where we have surrendered control. The basis of
our retained beneÑcial interest and the sold loan interests are based upon a relative fair value
allocation of the basis of the loans transferred.

(3) Under U.S. GAAP loan origination fees and the related costs are deferred and amortized
over the life of the loan as an adjustment to the yield of the loan. Korean GAAP requires origination
fees to be recognized in income when received or paid and does not provide for the deferral of related
costs.

(4) In order for a derivative to be considered a hedge under U.S. GAAP, it must be eÅective in
reducing the risk associated with the exposure being hedged, be designated as a hedge at the
beginning of the contract and be highly correlated with the underlying hedged item for the life of the
contract. Certain of our hedging contracts do not meet these criteria. Under Korean GAAP such
direct linkage is not required and as a result, certain derivatives utilized by us as hedging instruments
are accounted for as hedges and aÅorded accrual accounting.

Under U.S. GAAP, investment securities which experience an ""other than temporary
impairment'' are required to be written down to their impaired amount. Korean GAAP does not have
a speciÑc requirement; however, management does periodically adjust the carrying value of its
investment securities when it deems them permanently impaired.

Also, under U.S. GAAP, investments are accounted for under the provisions of SFAS No. 115,
which requires investments to be categorized as ""trading'', ""available for sale'' or ""held to maturity''.
Under Korean GAAP, the accounting and categorization of investments were diÅerent until 1999,
when similar provisions were adopted as for U.S. GAAP. The cumulative eÅect of the change in
accounting for Korean GAAP purposes was recognized as an adjustment to equity.

(5) In 1995, we revalued certain of our Ñxed assets in accordance with Korean GAAP with the
revaluation increment credited to capital surplus. As a result of this revaluation, depreciation expense
on these assets was adjusted. Under U.S. GAAP such a revaluation is not permitted and depreciation
expense is based on historical cost.

(6) Under U.S. GAAP, all computer software costs from technological feasibility established to
be marketable are capitalized and amortized over greater of either current revenue divided by total
estimated revenue or straight line method. Korean GAAP requires software costs to be expensed
when paid and no capitalization is required for the related costs.

(7) Under U.S. GAAP, sales of investee shares by the investor are accounted for as gain or
losses equal to the diÅerence between the selling price and carrying amount (under the equity
method) of the stock sold. Korean GAAP accounts for the diÅerence through additional-paid-in
capital.
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(8) Under U.S. GAAP, the acquisition of Jooeun Leasing is treated as a purchase whereupon
goodwill is recorded equal to the diÅerence between the fair value of the shares at the date of
acquisition and the consideration given over the net assets acquired. Korean GAAP accounted for this
diÅerence as additional-paid-in capital.

(9) Dividend payable are recognized in the period in which they are declared and approved for
U.S. GAAP. Under Korean GAAP, they are recognized in the period in which they are announced.

(10) Under U.S. GAAP, we disclose that the KDIC bonds purchased in connection with
preferred shares issued net against the corresponding preferred shares balance in stockholders' equity.
We must net the investment against the preferred shares because certain criteria that would allow us
to show the KDIC bonds gross were not met. Under Korean GAAP, the respective KDIC bonds are
included within securities available for sale.

(11) Other represents various items, including such items as stock options, amortization of
intangibles, lease accounting, interest recognition on restructured loans, foreign currency transactions,
stock issue costs and consolidation, where Korean GAAP diÅers from U.S. GAAP. These items have
been aggregated as they are individually insigniÑcant in both their nature and amount.

Recent Accounting Pronouncements

SFAS No. 133 ""Accounting for Derivative Instruments and Hedging Activities''

In June 1998, the Federal Accounting Standards Board (FASB) issued Statement of Financial
Accounting Standards No. 133, ""Accounting for Derivative Instruments and Hedging Activities'' (SFAS
No. 133) as amended by Statement of Financial Accounting Standards No. 137 ""Accounting for
Derivative Instruments and Hedging Activities Ì Deferral of EÅective Date of Financial Accounting
Standards Board Statement No. 133'', and Statement of Financial Accounting Standards No. 138,
""Accounting for Certain Derivative Instruments and Certain Hedging Activities Ì an amendment of
SFAS No. 133.'' SFAS No. 133 establishes accounting and reporting standards for derivative Ñnancial
instruments, including certain derivatives used for hedging activities and derivatives embedded in other
contracts. SFAS No. 133 is eÅective for us beginning January 1, 2001. Adjustments resulting from initial
adoption of the new standards will be reported in a manner similar to the cumulative eÅect of a change in
accounting principle and will be reÖected in net income or accumulated other comprehensive income
based upon existing hedging relationships, if any.

SFAS No. 133 requires all derivatives to be recognized on the balance sheet at fair value. Changes in
the fair value of derivatives are recorded each period in current earnings or other comprehensive income,
depending on whether a derivative is designated as part of a hedge transaction and, if it is, depending on
the type of hedge transaction. Derivatives which are not designated as hedging instruments are adjusted to
fair value through current-period earnings.

For fair-value hedge transactions in which H&CB is hedging changes in an asset's, liability's, or Ñrm
commitment's fair value, changes in the fair value of the derivative instrument should generally be oÅset
in the income statement by changes in the hedged item's fair value for the risk being hedged.

For cash-Öow hedge transactions in which H&CB is hedging the variability of cash Öows related to a
variable-rate asset, liability, or a forecasted transaction, changes in the fair value of the derivative
instrument are reported in other comprehensive income. The gains and losses on the derivative instrument
that are reported in other comprehensive income are reclassiÑed as earnings in the periods in which
earnings are impacted by the variability of the cash Öows of the hedged item. The ineÅective portion of all
hedges will be recognized in current-period earnings.

We may make changes to risk management strategies outside of our trading activities, and it also
anticipates a signiÑcant increase in the complexity of the accounting and record keeping requirements for
these hedging activities.
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The FASB and the Derivative Implementation Group continue to deliberate additions to SFAS
No. 133. Their conclusions and the eÅects may require changes in H&CB's interpretation of the standard
and aÅect our accounting in this area. Adoption of this standard may cause volatility in quarterly earnings
and equity, prospectively, due to the methods used to measure hedges and our decision to no longer apply
hedge accounting to certain business strategies.

SFAS No. 140 ""Accounting for Transfers and Servicing of Financial Assets and Extinguishment of
Liabilities''

In September 2000, the FASB issued SFAS No. 140, ""Accounting for Transfers and Servicing of
Financial Assets and Extinguishment of Liabilities Ì a replacement of SFAS No. 125''. SFAS No. 140
revises the standards for accounting for securitisations, other transfers of Ñnancial assets, collateral and
restricts the use of special purpose vehicles in transfers. SFAS No. 140 requires certain new disclosures,
but it carries over most of SFAS No. 125's provisions without reconsideration. Generally, the new
provisions of this standard are to be applied prospectively and became eÅective March 31, 2001. However,
certain recognition and classiÑcation requirements for collateral and disclosures for collateral and
securitisation transactions are required as of December 31, 2000 and have been adopted by H&CB.
Adoption of the remaining provisions of this revised accounting standard is not expected to have a material
impact on H&CB.

Jooeun Leasing

On January 20, 2000, H&CB acquired an additional 35% of Jooeun Leasing Co., Ltd. (""Jooeun
Leasing'') through a debt to equity swap bringing H&CB's total ownership to 85%. The swap was the
result of a memorandum of understanding between Jooeun Leasing and its creditors. H&CB converted its
loans to Jooeun Leasing to an equity investment in the amount of W82.3 billion on January 20, 2000 and,
correspondingly, Jooeun Leasing issued 16.4 million shares of its common stock to H&CB.

As of December 31, 2000 H&CB holds 85% and included the net assets of the Jooeun Leasing and
related minority interest in its consolidated balance sheet as of the acquisition date. The purchase of the
additional 35% has been accounted for under the purchase method and accordingly, the results of
operations for Jooeun Leasing have been incorporated in H&CB's consolidated statement of income from
the date of acquisition.

Net liabilities of Jooeun Leasing at the date of acquisition was W37.0 billion. The excess of
consideration given over the net assets acquired has been recorded as goodwill of W54.6 billion. The
goodwill will be amortised using the straight-line method over a period of 5 years. In accordance with the
memorandum of understanding related to the transaction, Jooeun Leasing's maturities on debt of
W244.2 billion were extended until the end of 2005.

The memorandum of understanding requires H&CB to provide additional loans in the amount of
W100 billion upon request by Jooeun Leasing. Loans totalling W47 billion have been extended as of
March 31, 2001. The remaining W53 billion will be granted during the year following March 31, 2002.
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The following unaudited pro forma consolidated statements of income are presented as if the
acquisition of the majority interest in Jooeun Leasing had occurred at the beginning of the period
presented.

1999

(all amounts expressed in millions of Won, except per share data) (unaudited)

Revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,267,189

Net incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 485,068

Earnings per share: (W)

Basic ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,264.41

Diluted ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,795.83

The unaudited pro forma consolidated results of operation include adjustments to give eÅect to
amortisation of goodwill and related income tax eÅects. The unaudited pro forma information is not
necessarily indicative of the results of operations that would have occurred had the purchase occurred at
the beginning of the years presented or of future consolidated results.

118



  BOWNE OF HONG KONG 06/28/2001 11:10 NO MARKS NEXT PCN: 123.00.00.00 -- Page is valid, no graphics U98001  122.00.00.00  14

Item 6. DIRECTORS, SENIOR MANAGEMENT AND EMPLOYEES

DIRECTORS AND SENIOR MANAGEMENT

Board of Directors

Our board of directors, which consists of three executive directors and 12 non-executive directors, has
the ultimate responsibility for the management of our aÅairs. Our three executive directors consist of the
chairman, president and CEO, one director and executive vice president and one auditor and executive
director.

Our articles of incorporation provide for no more than 20 directors and the number of executive
directors must be less than 40% of the total number of directors.

Each executive director is elected for a three year term of oÇce and each non-executive director is
elected to a one year term. Terms are renewable and are subject to the Commercial Code of Korea, the
Bank Act and related regulations. Our board of directors meets on a regular basis, on average once every
three months, to discuss and resolve material corporate matters. Additional extraordinary meetings can also
be convened at the request of the chairman or one-third or more of the directors.

The names and positions of our directors are set forth below. The business address of all of the
directors is our registered oÇce at 36-3, Yoido-dong, Youngdeungpo-gu, Seoul, 150-758 Korea.

Executive Directors

Our current executive directors are as follows:

Name Age Position

Jung-Tae Kim(1)(4) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 53 Chairman, President & CEO
Choul-Ju Lee(2)(4) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 61 Auditor and Executive Director
Jan Op de Beeck(3)(4) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 48 Director & Executive Vice President

(1) Member of Steering Committee of the Board of Directors.

(2) Member of Audit Committee.

(3) Appointed by ING. As long as ING owns 9.99% of our shares of common stock, it will be entitled to nominate one executive

director for appointment to our board of directors, subject to shareholder approval.

(4) The person beneÑcially owns less than one percent of the outstanding common shares of H&CB.

None of the executive directors have any signiÑcant activities outside H&CB.

Jung-Tae Kim, Chairman, President and CEO, joined H&CB in 1998. He was elected as a Director
in 1998 and became Chairman, President and CEO in 1998. Mr. Kim received a BA in Business
Administration as well as an MBA from Seoul National University. Prior to joining H&CB, he was an
executive director for Daeshin Securities Co., Ltd. and the CEO for Dongwon Securities Co., Ltd.

Choul-Ju Lee, Auditor and Executive Director, joined H&CB in 1999 and became Statutory Auditor
in 1999 and automatically became a Director and executive Audit Committee member in 2000 without an
election process when we amended our articles of incorporation to replace the oÇce of the statutory
auditor with the audit committee. Mr. Lee received a BA in Business Administration from Seoul National
University. Prior to joining H&CB, he was a director and executive vice president for Hanil Bank.

Jan Op de Beeck, Director and Executive Vice President, joined H&CB in 1999 and was elected as a
Director in 1999. He received an MA in Economics from Ghent University. Prior to becoming a director,
he was the head of the domestic banking department of Bank Brussels Lambert in Belgium.

Non-Executive Directors

Our non-executive directors are selected based on the candidates' talents and skills in diverse areas,
such as law, Ñnance, economy, management and accounting. Currently, 12 non-executive directors are in
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oÇce. Of our 12 non-executive directors, eight directors were nominated by shareholder representatives
and the remaining four directors were nominated by our board of directors.

Our current non-executive directors are as follows:

Name Age Position

Sun-Jin Kim(1)(2)(5)(7) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 58 Non-Executive Director
Kuk-Ju Kwon(1)(2)(4)(7) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 56 Non-Executive Director
Kyung-Hee Yoon(3)(5)(7) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 54 Non-Executive Director
Woon-Youl Choi(2)(7) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 51 Non-Executive Director
Ju-Hyun Yoon(3)(5)(7) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 47 Non-Executive Director
Won-Bae Yoon(2)(4)(7) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 54 Non-Executive Director
Jae-Kyu Lee(3)(5)(7) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 49 Non-Executive Director
Chul-Soo Ahn(2)(4)(7)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 39 Non-Executive Director
Moon-Soul Chung(1)(2)(4)(7) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 63 Non-Executive Director
Sung-Hee Jwa(3)(4)(7)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 55 Non-Executive Director
Joon Park(4)(5)(7) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 46 Non-Executive Director
Bruce G. Willison(1)(2)(7)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 52 Non-Executive Director

(1) Member of Steering Committee of the Board of Directors.

(2) Member of Managerial Strategy Committee.

(3) Member of Risk-Management Committee.

(4) Member of Compensation Committee.

(5) Member of Audit Committee.

(6) Appointed by ING. As long as ING owns 9.99% of our shares of common stock, it will be entitled to nominate one non-

executive director for appointment to our board of directors, subject to shareholder approval.

(7) The person beneÑcially owns less than one percent of the outstanding common shares of H&CB.

Substantially all of the non-executive directors hold positions with companies or organizations other
than ours.

Sun-Jin Kim has been a Non-Executive Director since 1999. Mr. Kim currently serves as the CEO of
Yuhan Co. He received an MBA from Korea University, and prior to becoming CEO of Yuhan Co.,
Mr. Kim served as vice president of that company.

Kuk-Ju Kwon has been a Non-Executive Director since 1999. Mr. Kwon is currently the president
and CEO of Nong Sim Ga Co., Ltd. He received a BA in Business Administration from Yonsei
University, and in the past has served as CEO of Shinsegae Department Store Co.

Kyung-Hee Yoon has been a Non-Executive Director since 1999. He is currently working as Country
Manager and Managing Director of ING Barings, Limited, Korea. He received a BA in Law from Seoul
National University. Mr. Yoon has worked in the past as a director and branch manager of ING Barings
Limited.

Woon-Youl Choi has been a Non-Executive Director since 1999. Mr. Choi is currently a professor at
Sogang University. He received a BA in Business Administration from Seoul National University and an
MA and Ph.D. in Business Administration from the University of Georgia. Mr. Choi has also served as
chairman for the KOSDAQ Committee as well as president of the Korea Securities Research Institute.

Ju-Hyun Yoon has been a Non-Executive Director since 1999. Ms. Yoon is currently a research
fellow at the Korea Research Institute for Human Settlements. Her educational background consists of
a BA in Applied Statistics, received from Yonsei University, an MS received from KAIST, Korea
Advanced Institute of Science and Technology and a PhD in Economics, received from University of
Southern California. Ms. Yoon has also served as a senior researcher for the Korea Development Institute
and a non-executive director of Korea Electric Power Corporation.

Won-Bae Yoon has been a Non-Executive Director since 2001. Mr. Yoon is currently the Dean of
College of Economics and Commerce at Sookmyung Women's University. He received a BA in economics
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from Seoul National University and awPhD in economics from Northwestern University. Mr. Yoon has
also served as the Vice Chairman of the Financial Supervisory Commission and the Chairman of the
Stock and Futures Transaction Commission.

Jae-Kyu Lee has been a Non-Executive Director since 2001. Mr. Lee is currently a professor at the
Korea Advanced Institute of Science and Technology and the director of the International Center for
Electronic Commerce. He received a BA from Seoul National University, an MS from Korea Advanced
Institute of Science and Technology and a PhD from Wharton School, University of Pennsylvania.

Chul-Soo Ahn has been a Non-Executive Director since 2001. Mr. Ahn is currently the president and
CEO of Ahnlab, Inc. He received a BS, an M.S. and a PhD from the College of Medicine of Seoul
National University and an EMTM in Management of Technology from the University of Pennsylvania.
Mr. Ahn is currently serving as the chairman of the Software Venture Association.

Moon-Soul Chung has been a Non-Executive Director since 2000. He is currently counsel of Mirae
Corporation. He received a BA in Religion and Philosophy from Won Kwang University.

Sung-Hee Jwa has been a Non-Executive Director since 1998. Mr. Jwa is currently the president of
the Korea Economic Research Institute. He received both a BA and an MA in Economics from Seoul
National University as well as a PhD in Economics from UCLA. Mr. Jwa has also been a team leader for
the KDI Globalization Team and a member of the Presidential Advisory Committee.

Joon Park has been a Non-Executive Director since 1999. He is currently working as an attorney at
the Ñrm of Kim & Chang, and he received a BA in Law from Seoul National University and an LLM
from Harvard Law School. Mr. Park has worked in the past as an attorney at the New York law Ñrm of
Sullivan & Cromwell.

Bruce G. Willison has been a Non-Executive Director since 1999. Mr. Willison currently serves as the
Dean of Anderson Business School. His educational background consists of a BA in Economics, which he
received from UCLA, and an MA in Economics, which he received from USC. Mr. Willison has served
as chairman and CEO of First Interstate Bank of California, and he was also the president and CEO of
Home Savings of America.

In addition to the executive directors who are also our executive oÇcers, we currently have the
following executive oÇcers:

Name Age Position

Young-Jo Joo(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 54 Executive Vice President
Je-Hyung Jo(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 53 Executive Vice President
Bong-Hwan Cho(1)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 50 Executive Vice President
Woo-Jung Lee(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 51 Executive Vice President
Sung-Chul Kim(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 47 Executive Vice President
Young-Il Kim(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 47 Executive Vice President
Jong-In Park(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 47 Executive Vice President

(1) The person beneÑcially owns less than one percent of the outstanding common shares of H&CB.

None of the executive oÇcers have any signiÑcant activities outside H&CB.

Young-Jo Joo, Executive Vice President, joined H&CB in 1975 and was appointed as an Executive
Director in 1998 and Executive Vice President in 2000. He received a BA in German Literature from
Korea University. Prior to becoming an executive oÇcer, Mr. Joo was the general manager of the trust
banking department of H&CB.

Je-Hyung Jo, Executive Vice President, joined H&CB in 1973 and was appointed as an Executive
Vice President in 1999. He received a BA in Economics from Kon Kuk University. Prior to becoming an
executive oÇcer, Mr. Jo was the general manager of the personnel department of H&CB.
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Bong-Hwan Cho, Executive Vice President, joined H&CB in 1975 and was appointed as an Executive
Vice President in 1999. Mr. Cho received a BA in Science of Agriculture from Seoul National University
and an MA in Literature at Seoul National University. He also received an MS in Business
Administration from Sogang University. Prior to becoming an executive oÇcer, Mr. Cho served as a
general manager in the planning department of H&CB.

Woo-Jung Lee, Executive Vice President, joined H&CB in 2000 and was appointed as an Executive
Vice President in 2000. Mr. Lee received a BA in Social Science from Seoul National University as well
as an MS in Economics from Vanderbilt University. Prior to becoming an executive oÇcer, he served as a
director general in the Government Properties Division in the Ministry of Finance and Economy.

Sung-Chul Kim, Executive Vice President, joined H&CB in 1972 and was appointed as an Executive
Vice President in 2000. He graduated from Mockpo commercial high school. Prior to becoming an
executive oÇcer, Mr. Kim was the general manager of the corporate banking department of H&CB.

Young-Il Kim, Executive Vice President, joined H&CB in 1981 and was appointed as an Executive
Vice President in 2000. Mr. Kim received a BA in Science Education from Seoul National University.
Prior to becoming an executive oÇce, Mr. Kim served as a general manager of both the Strategic
Planning Team and the Risk Management Team of H&CB.

Jong-In Park, Executive Vice President, joined H&CB in 2000 and was appointed as an Executive
Vice President in 2000. Mr. Park received a BA and an MA in Business Administration from Yonsei
University. Prior to becoming an executive oÇcer, he served as a general manager in the credit risk
management department of Hyundai Capital.

COMPENSATION

The aggregate of the remuneration paid and beneÑts-in-kind paid by us and our subsidiaries to the
President and CEO, our other executive directors, our non-executive directors and our executive oÇcers
for the year ended December 31, 2000, was W3,434 million. This amount is stated on an accrual basis and
includes bonus payments and retirement beneÑts. The aggregate amount set aside or accrued by us to
provide pension and retirement beneÑts to such persons was W204 million in 2000.

Our directors and executive oÇcers and their related interests were indebted to us in the aggregate
amount of W37,239 million and W47,380 million as of December 31, 2000 and 1999, respectively. In
2000, our directors and executive oÇcers and their related interests borrowed W34,860 million and repaid
W30,943 million.

In addition, we have granted stock options to our Chairman, President and CEO and other directors
and oÇcers as described in ""Ì Share Ownership''.

BOARD PRACTICES

Currently, we have Ñve management committees serving under the board: the Steering Committee of
the Board of Directors, the Managerial Strategy Committee, the Risk-Management Committee, the Audit
Committee and the Compensation Committee. Each committee member is appointed and organized by
the board of directors.

Steering Committee of the Board of Directors

Consisting of four non-executive directors and our President, the Steering Committee of the Board of
Directors is responsible for ensuring the eÇcient operations of the board and the facilitation of the board's
functions. The committee is responsible for both recommending and reviewing candidates for directors and
recommending candidates for the committee. The committee also reviews and assesses the director
compensation programs and retainer arrangements to attract qualiÑed directors. The committee's
responsibilities also include reviewing and assessing the board's structure and the eÅectiveness of that
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structure in fulÑlling the board's Ñduciary responsibilities. The committee's regular meeting is held every
quarter.

Managerial Strategy Committee

Consisting of seven non-executive directors, the Managerial Strategy Committee oversees our long
term strategy formulation and it reviews the management's proposals of new strategic businesses. The
committee also reviews any other strategy and performance related matters which the committee deems
necessary. The committee's regular meeting is held every quarter.

Risk Management Committee

Consisting of four non-executive directors, the Risk Management Committee's function is to discuss,
decide and supervise all issues necessary for comprehensive risk management. In order to ensure our stable
Ñnancial condition and to maximize our proÑts, this committee monitors our overall risk exposure and
review or compliance with risk policies and risk limits. In addition, the committee reviews risk and control
strategies and policies, evaluates whether each risk is at an adequate level, establishes or abolishes risk
management divisions, reviews risk-based capital allocations, and reviews the plans and evaluation of
internal control. The Committee's regular meeting is held every quarter.

Audit Committee

The Bank Act as amended in January 2000 requires banks to replace their statutory auditors with an
audit committee on or prior to the annual shareholders' meeting to be held in 2000. Under the amended
Bank Act, at least 2/3 of the members of an audit committee must be non-executive directors. Consisting of
Ñve non-executive directors and one executive director, our Audit Committee oversees our Ñnancial
reporting and interacts with statutory auditors, compliance oÇcers, management personnel and other
committee advisors. The committee also reviews our Ñnancial information, auditor's examinations, key
Ñnancial statement issues and the administration of our aÅairs by the board of directors and examines the
agenda for, and Ñnancial statements and other reports to be submitted by the board of directors to the
general meeting of shareholders. The committee's regular meeting is held every quarter.

Compensation Committee

Consisting of six non-executive directors, the Compensation Committee's function is to oversee our
overall compensation strategy and ensure that our executives are compensated in a manner consistent with
the strategy and requirements of the appropriate regulatory bodies. The committee is also responsible for
reviewing and approving the executives' compensation criteria and levels as well as the fringe beneÑt plans
and overseeing the overall succession planning for executives. The committee's regular meeting is held
every six months.

EMPLOYEES

As of December 31, 2000, H&CB had 8,145 regular employees compared to 8,286 employees as of
December 31, 1999 and 8,591 employees as of December 31, 1998. In addition, we had 3,711 contractual
employees with terms ranging from one to Ñve years as of December 31, 2000 compared to 4,165
contractual employees as of December 31, 1999 and 2,208 contractual employees as of December 31,
1998. In addition, we had 3,462 employees in managerial or executive positions as of December 31, 2000
compared to 3,801 employees in managerial or executive positions as of December 31, 1999 and 3,349
employees in managerial or executive positions as of December 31, 1998.

We consider our relations with our employees to be satisfactory. At December 31, 1998, 1999 and
2000, 7,209, 7,421 and 7,196 of H&CB's employees belonged to a union. Our strategy of merging with
Kookmin Bank has met with signiÑcant opposition from our labor union. Our labor union members have
recently staged various protests in our headquarters and some of our employees have carried out work
stoppages.
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Our subsidiaries had 201 employees as of December 31, 2000, 165 employees as of December 31,
1999, and 190 employees as of December 31, 1998.

We structure compensation packages and provide incentives to enhance performance. EÅective
January 1, 1999, we introduced a performance-based group reward system. Under this system, we pay our
employees an annual base salary together with a periodic bonus which is dependent on the performance of
each Division or Business Unit. In the future, we plan to introduce an individual performance-based
reward system.

In addition to basic compensation, we provide a wide range of beneÑts to our employees including our
executive directors, which cover housing subsidies, medical care assistance and educational and training
opportunities. We have established an employee welfare fund to provide our employees with subsidies to
Ñnance certain educational expenditures.

Pursuant to the Korean National Pension Law, we prepay a portion of our accrued severance
liabilities to the Korean National Pension Corporation at the rate of 4.5% of our employee's wages. Upon
termination, our employees are entitled to receive an annuity and lump sum severance payment. The
amount of the annuity and severance payment is based on the average wage of all subscribers to the
pension, the average wage of the employee and the length of the employee's payment to the fund.

We have training programs designed to meet the changing skill requirements of our employees. We
provide internal training, external training, overseas training and correspondence training. These training
programs include orientation sessions for new employees and management development programs for mid-
level and senior executives. We also oÅer training programs at the Korea Banking Institute. Our training
programs are conducted for developing functional as well as managerial skills. In addition, through our
strategic alliance with ING, our employees will be able to participate in certain of ING's training
programs.

SHARE OWNERSHIP

Our Chairman, President and CEO has an option to purchase a total of 300,000 shares at an exercise
price of W5,000 per share. He will also have the option to purchase an additional 100,000 shares at an
exercise price of W5,000 per share if the average closing price of our stock between August 1, 2001 and
October 31, 2001 (or during the three months prior to his resignation if he resigns before August 2001) is
higher than the stock prices of any other bank listed on the Korea Stock Exchange.

Each of our two other executive directors has an option to purchase 30,000 shares, one at an exercise
price of W13,900 per share and the other at an exercise price of W27,600 per share. Each of our executive
oÇcers has the option to purchase 30,000 shares, and the exercise price is W13,900 per share for seven of
them and W27,600 per share for two of them, and one former executive oÇcer has the option to purchase
10,000 shares at the exercise price of W13,900 per share.

Each of the non-executive directors has an option to purchase 7,000 shares at an exercise price of
W27,600 per share, except for Mr. Bruce G. Willison, who has an option to purchase 10,000 shares at an
exercise price of W13,900 per share.

Each of our ten general managers for regional headquarters has an option to purchase 10,000 shares
at an exercise price of W27,600 per share.

All the stock options are exercisable at any time during a three-year period starting from the third
anniversary of the option grant date. The options to purchase shares at an exercise price of W13,900 per
share were granted on February 27, 1999 and the options to purchase shares at an exercise price of
W27,600 were granted on February 28, 2000. However, under the merger agreement between Kookmin
Bank and us, the exercise price, exercise period and other terms relating to stock options granted to the
oÇcers and employees of us or Kookmin Bank before the merger agreement may be adjusted by mutual
agreement between the two banks.
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In addition, all of our employees are eligible to participate in our employee stock ownership
association. We are not required to, and do not, make contributions to this plan. Members of the employee
stock ownership association have certain pre-emptive rights in relation to our shares that are public oÅered
under the Korean Securities and Exchange Act, as described in ""Item 10. Additional Information Ì
Articles of Incorporation Ì Preemptive Rights and Issuance of Additional Shares''.
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Item 7. MAJOR SHAREHOLDERS AND RELATED PARTY TRANSACTIONS

MAJOR SHAREHOLDERS

The following table presents information regarding the beneÑcial ownership of our shares at
December 31, 2000 (the latest practicable date before the date of this document), by each person known
by us to own beneÑcially more than 5% of our outstanding shares.

Except as otherwise indicated, each shareholder identiÑed by name has:

‚ sole voting and investment power with respect to its shares; and

‚ record and beneÑcial ownership with respect to its shares.

Percent of Total
Number of Shares of Outstanding Shares of

Common Stock Common Stock

The Government of Korea(1)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 15,814,107 14.50%

The Bank of New York(2) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 16,752,251 15.36%

ING Insurance International B.V. ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10,906,254 9.99%

(1) KDIC currently owns 17,790,000 shares of our preferred stock, which, unless repurchased by us, can be converted into common

stock. See ""Item 5. Operating and Financial Review and Prospects Ì Trend Information Ì The Acquisition of DongNam

Bank''.

(2) As depositary bank.

As of December 31, 2000, directors, including the Chairman, President and CEO, collectively owned
25,579 shares of our common stock and our oÇcers, other than our Chairman, President and CEO,
collectively own 23,292 shares of our common stock.

Other than as set forth above, no other person known by us to be acting in concert, directly or
indirectly, jointly or separately, owned more than 5.0% of the outstanding common shares or exercised
control or could exercise control over us as of December 31, 2000.

RELATED PARTY TRANSACTIONS

We have entered into a number of transactions with entities aÇliated with the government, which
owns 14.50% of our common shares. For a description of such transactions, see ""Item 4. Information on
the Company Ì Business Overview Ì Other Business Ì Management of the National Housing Fund'',
and ""Ì Assets and Liabilities Ì Loan Portfolio'', and ""Item 5. Operating and Financial Review and
Prospects Ì Trend Information Ì The Acquisition of DongNam Bank'', ""Ì Sales of Substandard Loans
to KAMCO'' and ""Ì Housing Finance Credit Guarantee Fund (HFCGF)''.

As of December 31, 1998, 1999 and 2000, respectively, we had an aggregate of W10,017 million,
W118.4 million and W14,019 million in loans outstanding to our oÇcers and directors. In 1998, 1999 and
2000 there were no other loans outstanding from us or our subsidiaries or to the directors. Neither we nor
our subsidiaries provide guarantees for the beneÑt of any of our directors or senior management. None of
our directors or oÇcers have or had any interest in any transaction eÅected by us which are or were
unusual in their nature or conditions or signiÑcant to our business which were eÅected during the current
or immediately preceding year or were eÅected during an earlier year and remain in any respect
outstanding or unperformed.
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Item 8. FINANCIAL INFORMATION

CONSOLIDATED STATEMENTS AND OTHER FINANCIAL INFORMATION

See ""Item 18 Ì Financial Statements'' and pages F-1 through F-52.

Legal Proceedings

We are involved in a number of legal proceedings in the ordinary course of our business. Excluding
the legal proceedings discussed below, we and our subsidiaries are not a party to any proceedings and no
proceedings are known by any of us or our subsidiaries to be contemplated by governmental authorities or
third parties, which, if adversely determined, may have a material adverse eÅect on our consolidated
Ñnancial condition or results of operations.

Following our acquisition of DongNam Bank, 1,104 former employees of DongNam brought a suit
against us seeking to require us to employ them and to receive money damages. The claim is based on the
argument that the acquisition of DongNam Bank was a business transfer in nature, triggering the
requirement that all employees of DongNam be given the option to work with us after the acquisition. On
May 25, 2000, Seoul District Court Southern Branch decided the case in our favor. The former employees
of DongNam Bank appealed to the Seoul High Court on June 12, 2000. On February 2, 2001, the Seoul
High Court declined to hear the appeal. However, the former employees of DongNam Bank appealed the
decision of the Seoul High Court to the Supreme Court on March 13, 2001. If the case is ultimately
decided against us, we could be forced to employ these former employees of DongNam and pay monetary
damages. The amount of monetary damages we could be required to pay could be as much as W73 billion.

Dividend Policy

Dividends must be approved by the shareholders at the annual general meeting of shareholders which
is held within three months of the end of the Ñscal year. Cash dividends may be paid out of retained
earnings that have not been appropriated to statutory reserves. See ""Item 10. Additional Information Ì
Articles of Incorporation Ì Dividends''.

The table below sets forth, for the periods indicated, the dividend per share of common stock and the
total amount of dividends payable determined on a Korean GAAP basis in Won and US dollars, using the
noon buying rate in eÅect on the date the dividends were approved. The dividends set out for each of the
years below were paid in the immediately following year.

Dividends Per Dividends Per Average Dividend Total Amount of Cash
Fiscal Year Share to Government Share to Public Per Share Dividends Declared

(in W billion) (in US$ million)

1996ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ W500(US$0.57) W600(US$0.68) W550(US$0.63) 17 19

1997ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ W500(US$0.30) W500(US$0.30) W500(US$0.30) 32 19

1998ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ W0(US$0) W0(US$0) W0(US$0) 0 0

1999ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ W150(US$0.13), plus W150(US$0.13), plus W150(US$0.13), plus

10% in share dividends 10% in share dividends 10% in share dividends 15 13

2000ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ W150(US$0.11), plus W150(US$0.11), plus W150(US$0.11), plus

10% in share dividends 10% in share dividends 10% in share dividends 16 12

Future dividends will depend upon our revenues, cash Öow, Ñnancial condition and other factors. As
an owner of American depositary shares, you will be entitled to receive dividends payable in respect of the
shares of common stock represented by such American depositary shares. See ""Item 10. Additional
Information Ì Articles of Incorporation Ì Description of Capital Stock Ì Dividends'' for a description of
the payment and distribution of dividends.

For a description of the tax consequences of dividends paid to our shareholders, see ""Item 10.
Additional Information Ì Taxation Ì United States Ì Taxation of Dividends'' and ""Item 10. Additional
Information Ì Taxation Ì Korea Ì Dividends on Shares of Common Stock or American Depositary
Shares''.
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Item 9. THE OFFER AND LISTING

MARKET PRICE INFORMATION AND TRADING MARKET

Our shares of common stock were listed on the Korea Stock Exchange, Korea on March 7, 1996. The
Korea Stock Exchange is the principal trading market for our shares of common stock. The table below
shows the high and low closing prices and the average daily volume of trading activity on the Korea Stock
Exchange for our shares of common stock since January 1, 1998.

Average Daily
Period High Low Trading Volume

(W) (shares)

1996 (from March 7)

Pre-existing sharesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 23,000 11,500 4,139

Newly issued ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 23,000 11,100 149,561

1997 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 17,800 6,920 145,747

1998 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 14,900 2,960 1,035,161

First Quarter ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 14,500 8,570 575,038

Second Quarter ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9,850 4,570 629,010

Third QuarterÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,510 2,960 665,997

Fourth QuarterÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 14,900 3,540 2,362,837

1999 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 41,000 14,000 876,547

First Quarter ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 27,000 14,000 1,261,610

Second Quarter ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 41,000 24,600 875,338

Third QuarterÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 36,900 23,500 777,400

Fourth QuarterÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 36,000 22,500 617,863

2000 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 36,000 14,100 996,567

First Quarter(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 36,000 19,750 779,581

Second Quarter ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 26,700 14,100 1,437,121

Third QuarterÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 27,800 20,950 718,755

Fourth QuarterÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 30,500 24,200 1,087,414

December ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 28,900 24,200 1,162,674

2001 (through June 26) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 33,200 19,000 817,122

First Quarter ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 33,200 21,100 860,877

January ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 33,200 27,900 1,094,996

February ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 29,700 26,700 745,499

March ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 27,200 21,100 758,939

Second Quarter (through June 26)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 29,000 19,000 772,626

April ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 25,050 19,000 1,218,397

MayÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 28,700 24,900 617,304

June (through June 26) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 29,000 26,400 449,195

(1) We issued 10,906,255 shares on March 24, 2001, as stock dividends to shareholders as of December 31, 2000. January 2, 2000,

was the ex-rights date to adjust the market price for the stock dividends.

As of December 31, 2000, the sole trading market for our American depositary shares, each
representing one-half of one share of our common stock, is the New York Stock Exchange, Inc. The table
below shows the high and low closing prices and the average daily volume of trading activity on the New
York Stock Exchange for the American depositary shares since November 1, 2000.
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Average Daily
Period High Low Trading Volume

(US$) (ADRs)

2000

Fourth QuarterÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 12.44 8.81 121,621

NovemberÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 12.44 9.26 69,504

December ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 11.25 8.81 278,711

2001

First Quarter ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 12.94 7.75 115,470

January ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 12.94 11.00 141,352

February ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 11.80 10.57 106,421

March ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10.85 7.75 98,636

Second Quarter (through June 26)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 11.18 7.35 139,645

April ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9.60 7.35 282,465

MayÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 11.18 9.60 60,209

June (through June 26) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 11.17 10.40 76,261
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MARKETS

The Korean Securities Market

The Korea Stock Exchange

The Korea Stock Exchange began its operations in 1956. Currently it is the only stock exchange in
Korea. It has a single trading Öoor located in Seoul. The Korea Stock Exchange is a non-proÑt making
organization privately managed by its members, consisting of all Korean securities companies and some
Korean branches of foreign securities companies.

As of December 31, 2000, the aggregate market value of equity securities listed on the Korea Stock
Exchange was approximately W186 trillion. The average daily trading volume of equity securities for 2000
was approximately 306 million shares with an average transaction value of W2,602 billion.

The Korea Stock Exchange has the power in some circumstances to suspend trading in the shares of
a given company or to de-list a security. The Korea Stock Exchange also restricts share price movements.
All listed companies are required to Ñle accounting reports annually, semiannually and quarterly and to
release immediately all information that may aÅect trading in a security.

The Government has in the past exerted, and continues to exert, substantial inÖuence over many
aspects of the private sector business community which can have the intention or eÅect of depressing or
boosting the market. In the past, the Government has informally both encouraged and restricted the
declaration and payment of dividends, induced mergers to reduce what it considers excess capacity in a
particular industry and induced private companies to oÅer publicly their securities.

The Korea Stock Exchange publishes the Korea Composite Stock Price Index (KOSPI) every
minute, which is an index of all equity securities listed on the Korea Stock Exchange. On January 1, 1983,
the method of computing KOSPI was changed from the Dow Jones method to the aggregate value
method. In the new method, the market capitalizations of all listed companies are aggregated, subject to
certain adjustments, and this aggregate is expressed as a percentage of the aggregate market capitalization
of all listed companies as of the base date, January 4, 1980.
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Movements in KOSPI are set out in the following table together with the associated dividend yields
and price earnings ratios.

Period Average

Dividend Price
Yield(1) Earnings

Opening High Low Closing (percent) Ratio(2)

1979ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 131.28 131.28 104.38 118.97 17.8 3.8

1980 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 100.00 119.36 100.00 106.87 20.9 2.6

1981 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 97.95 165.95 93.14 131.37 13.2 3.1

1982 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 123.60 134.49 106.00 127.31 10.5 3.4

1983 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 122.52 134.46 115.59 121.21 6.9 3.8

1984 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 116.73 142.46 114.37 142.46 5.1 4.5

1985 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 139.53 163.37 131.40 163.37 5.3 5.2

1986 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 161.40 279.67 153.85 272.61 4.3 7.6

1987 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 264.82 525.11 264.82 525.11 2.6 10.9

1988 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 532.04 922.56 527.89 907.20 2.4 11.2

1989 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 919.61 1,007.77 844.75 909.72 2.0 13.9

1990 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 908.59 928.82 566.27 696.11 2.2 12.8

1991 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 679.75 763.10 586.51 610.92 2.6 11.2

1992 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 624.23 691.48 459.07 678.44 2.2 10.9

1993 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 697.41 874.10 605.93 866.18 1.6 12.7

1994 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 879.32 1,138.75 855.37 1,027.37 1.2 16.2

1995 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,013.57 1,016.77 847.09 882.94 1.2 16.4

1996 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 888.85 986.84 651.22 651.22 1.3 17.8

1997 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 653.79 792.29 350.68 376.31 1.5 17.0

1998 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 385.49 579.86 280.00 562.46 1.9 10.8

1999 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 587.57 1,028.07 498.42 1,028.07 1.1 13.5

2000 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,059.04 1,059.04 500.60 504.62 1.6(3) 18.6(3)

2001 (through June 26) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 520.95 632.05 491.21 588.71 1.9(3) 14.7(3)

Source: The Korea Stock Exchange

(1) Dividend yields are based on daily Ñgures. Before 1983, dividend yields were calculated at the end of each month. Dividend

yields after January 3, 1984 include cash dividends only.

(2) The price earnings ratio is based on Ñgures for companies that record a proÑt in the preceding year.

(3) Starting in April 2000, dividend yield and price earnings ratio of KOSPI 200, an index of 200 equity securities listed on the

Korea Stock Exchange. Starting in April 2000, excludes classiÑed companies, companies which did not submit annual reports to

the Korea Stock Exchange, and companies which received disqualiÑed opinion from external auditors.

Shares are quoted ""ex-dividend'' on the Ñrst trading day of the relevant company's accounting period;
since the calendar year is the accounting period for the majority of listed companies, this may account for
the drop in KOSPI between its closing level at the end of one calendar year and its opening level at the
beginning of the following calendar year.

With certain exceptions, principally to take account of a share being quoted ""ex-dividend'' and ""ex-
rights'', permitted upward and downward movements in share prices on any day are limited under the rules
of the Korea Stock Exchange to 15.0% of the previous day's closing price of the shares, rounded down as
set out below:

Rounded Down
Previous Day's Closing Price to Won

Less than 5,000 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5

5,000 to less than 10,000 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10

10,000 to less than 50,000 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 50

50,000 to less than 100,000 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 100

100,000 to less than 500,000 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 500

500,000 or more ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,000

As a consequence, if a particular closing price is the same as the price set by the Öuctuation limit, the
closing price may not reÖect the price at which persons would have been prepared, or would be prepared
to continue, if so permitted, to buy and sell shares. Orders are executed on an auction system with priority
rules to deal with competing bids and oÅers.
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Due to a recent deregulation of restrictions on brokerage commission rates, the brokerage commission
rate on equity securities transactions may be determined by the parties, subject to commission schedules
being Ñled with the Korea Stock Exchange by the securities companies. In addition, a securities
transaction tax will generally be imposed on the transfer of shares or certain securities representing rights
to subscribe for shares. A special agricultural and Ñshery tax of 0.15% of the sales prices will also be
imposed on transfer of these shares and securities on the Korea Stock Exchange. See ""Item 10. Additional
Information Ì Taxation Ì Korea''.

The number of companies listed on the Korea Stock Exchange, the corresponding total market
capitalization at the end of the periods indicated and the average daily trading volume for those periods
are set forth in the following table:

Market Capitalization
on the Last Day of Each Period

Average Daily Trading Volume, ValueNumber
of Listed (Millions (Thousands Thousands (Millions (Thousands

Year Companies of Won) of Dollars)(1) of Shares of Won) of Dollars)(1)

1979 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 355 2,609,414 5,391,351 5,382 4,579 4,641

1980 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 352 2,526,553 3,828,691 5,654 3,897 5,905

1981 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 343 2,959,057 4,224,207 10,565 8,708 12,433

1982 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 334 3,000,494 4,407,711 9,704 6,667 8,904

1983 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 328 3,489,654 4,386,743 9,325 5,941 7,468

1984 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 336 5,148,460 6,222,456 14,847 10,642 12,862

1985 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 342 6,570,404 7,380,818 18,925 12,315 13,834

1986 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 355 11,994,233 13,924,115 31,755 32,870 38,159

1987 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 389 26,172,174 33,033,162 20,353 70,185 88,584

1988 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 502 64,543,685 94,348,318 10,367 198,364 289,963

1989 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 626 95,476,774 140,489,660 11,757 280,967 414,431

1990 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 669 79,019,676 110,301,055 10,866 183,692 256,500

1991 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 686 73,117,833 96,182,364 14,022 214,263 281,850

1992 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 688 84,7171,982 107,502,515 24,028 308,246 391,175

1993 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 693 112,665,260 139,419,948 35,130 574,048 676,954

1994 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 699 151,217,231 191,729,721 36,862 776,257 984,223

1995 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 721 141,151,399 182,201,367 26,130 487,762 629,614

1996 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 760 117,369,988 139,031,021 26,571 486,834 575,733

1997 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 776 70,988,897 50,161,742 41,525 555,759 392,707

1998 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 748 137,798,451 114,090,455 97,716 660,429 471,432

1999 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 725 349,503,966 305,137,040 278,551 3,481,620 3,039,654

2000 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 704 188,041,490 150,162,898 306,163 2,602,211 2,078,028

2001 (through June 26)ÏÏÏÏÏÏÏÏÏÏÏ 693 233,886,868 180,065,338 421,918 2,021,331 1,556,187

Source: The Korea Stock Exchange

(1) Converted at the Concentration Base Rate of The Bank of Korea or the Market Average Exchange Rate, as the case may be, at

the end of the periods indicated.

The Korean securities markets are principally regulated by the FSC and the Securities and Exchange
Act. The Securities and Exchange Act was amended fundamentally numerous times in recent years to
broaden the scope and improve the eÅectiveness of oÇcial supervision of the securities markets. As
amended, the law imposes restrictions on insider trading and price manipulation, requires speciÑed
information to be made available by listed companies to investors and establishes rules regarding margin
trading, proxy solicitation, takeover bids, acquisition of treasury shares and reporting requirements for
shareholders holding substantial interests.

Further Opening of the Korean Securities Market

A stock index futures market was opened on May 3, 1996, and a stock index option market was
opened on July 7, 1997, in each case at the Korea Stock Exchange. Foreigners are permitted to invest in
stock index futures and options without any investment ceiling. Remittance and repatriation of funds in
connection with investment in stock index futures and options are subject to regulations similar to those
that govern remittance and repatriation in the context of foreign investment in Korean stocks.
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Starting from May 1, 1996, foreign investors were permitted to invest in warrants representing the
right to subscribe for shares of a company listed on the Korea Stock Exchange or registered on the
KOSDAQ, subject to certain investment limitations. A foreign investor may not acquire such warrants
with respect to shares of a class of a company for which the ceiling on aggregate investment by foreigners
has been reached or exceeded.

As of December 30, 1997, foreign investors were permitted to invest in all types of corporate bonds,
bonds issued by national or local governments and bonds issued in accordance with certain special laws
without being subject to any aggregate or individual investment ceiling. The FSC sets forth procedural
requirements for such investments. The Government announced on February 8, 1998, its plans for the
liberalization of the money market with respect to investment in money market instruments by foreigners
in 1998. According to the plan, foreigners have been permitted to invest in money market instruments
issued by corporations, including commercial paper, starting February 16, 1998, with no restrictions as to
the amount. Starting May 25, 1998, foreigners have been permitted to invest in certiÑcates of deposit and
repurchase agreements.

Currently, foreigners are permitted to invest in certain securities including shares of all Korean
companies which are not listed on the Korea Stock Exchange nor registered on the KOSDAQ and in
bonds which are not listed.

Protection of Customer's Interest in Case of Insolvency of Securities Companies

Under Korean law, the relationship between a customer and a securities company in connection with
a securities sell or buy order is deemed to be consignment and the securities acquired by a consignment
agent (i.e., the securities company) through such sell or buy order are regarded as belonging to the
customer in so far as the customer and the consignment agent's creditors are concerned. Therefore, in the
event of a bankruptcy or reorganization procedure involving a securities company, the customer of the
securities company is entitled to the proceeds of the securities sold by the securities company.

When a customer places a sell order with a securities company which is not a member of the Korea
Stock Exchange and this securities company places a sell order with another securities company which is a
member of the Korea Stock Exchange, the customer is still entitled to the proceeds of the securities sold
received by the non-member company from the member company regardless of the bankruptcy or
reorganization of the non-member company.

Under the Securities and Exchange Act, the Korea Stock Exchange is obliged to indemnify any loss
or damage incurred by a counterparty as a result of a breach by its members. If a securities company
which is a member of the Korea Stock Exchange breaches its obligation in connection with a buy order,
the Korea Stock Exchange is obliged to pay the purchase price on behalf of the breaching member.
Therefore, the customer can acquire the securities that have been ordered to be purchased by the
breaching member.

When a customer places a buy order with a non-member company and the non-member company
places a buy order with a member company, the customer has the legal right to the securities received by
the non-member company from the member company because the purchased securities are regarded as
belonging to the customer in so far as the customer and the non-member company's creditors are
concerned.

As the cash deposited with a securities company is regarded as belonging to the securities company,
which is liable to return the same at the request of its customer, the customer cannot take back deposited
cash from the securities company if a bankruptcy or reorganization procedure is instituted against the
securities company and, therefore, can suÅer from loss or damage as a result. However, the Depositor
Protection Act provides that the KDIC will, upon the request of the investors, pay investors up to
W50 million in case of the securities company's bankruptcy, liquidation, cancellation of securities business
license or other insolvency events. Pursuant to the Securities and Exchange Act, as amended, securities
companies are required to deposit the cash received from its customers with the Korea Securities Finance
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Corporation, a special entity established pursuant to the Securities and Exchange Act. Set-oÅ or
attachment of cash deposits by securities companies is prohibited. The premiums related to this insurance
are paid by securities companies.
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Item 10. ADDITIONAL INFORMATION

ARTICLES OF INCORPORATION

Description of Capital Stock

This section provides information relating to our capital stock, including brief summaries of material
provisions of our articles of incorporation, the Korean Commercial Code of 1962, as amended (the
""Commercial Code''), the Securities and Exchange Act of 1976, as amended (the ""Securities and
Exchange Act'') and certain related laws of Korea, all as currently in eÅect. The following summaries are
subject to the articles of incorporation and the applicable provisions of the Securities and Exchange Act,
the Commercial Code, and certain other related laws of Korea.

General

As of December 31, 2000, our authorized share capital is 1,000,000,000 shares. Our articles of
incorporation provide that we are authorized to issue shares of preferred stock up to one-half of all of the
issued and outstanding shares of common stock. Furthermore, through an amendment of the articles of
incorporation, we may create new classes of shares, in addition to the common shares and the preferred
shares. See ""Ì Voting Rights''.

As of December 31, 2000, 109,062,554 shares of common stock and 17,790,000 shares of preferred
stock (excluding 41,510,000 shares of preferred stock which we hold as treasury stock) were issued and
outstanding. All of the issued and outstanding shares are fully-paid and non-assessable, and are in
registered form. In March 2001, we distributed 10,906,255 shares of common stock to our shareholders as
dividends. As a result, the number of our outstanding shares of common stock increased to 119,968,809
and our authorized but unissued share capital consists of 820,731,191 shares. We may issue the unissued
shares without further shareholder approval but subject to a board resolution as provided in the articles of
incorporation. See ""Ì Preemptive Rights and Issuance of Additional Shares'' and ""Ì Distribution of Free
Shares''.

On December 29, 1998, we issued 59,300,000 convertible preferred shares to KDIC. The preferred
shares are non-voting, have a non-cumulative and non-participating dividend and are comprised of
Ñve series which have diÅerent conversion dates. In January, 2000, we repurchased 41,510,000 preferred
shares from KDIC and we currently hold such shares as treasury stock. For a description of the terms of
the preferred shares, the circumstances of their issuance and the circumstances under which they can be
converted into common shares, see ""Item 5. Operating and Financial Review and Prospects Ì Acquisition
of DongNam Bank''.

Share certiÑcates are issued in denominations of one, Ñve, ten, 50, 100, 500, 1,000 and 10,000 shares.

Dividends

Dividends are distributed to shareholders in proportion to the number of shares of the relevant class of
capital stock owned by each shareholder following approval by the shareholders at an annual general
meeting of shareholders. We pay full annual dividends on newly issued shares (such as the shares
representing the American depositary shares) for the year in which the new shares are issued.

We declare our dividend annually at the annual general meeting of shareholders which is held within
three months after the end of the Ñscal year. The annual dividend must be paid to the shareholders of
record as of the end of the preceding Ñscal year within one month after the annual general meeting.
Annual dividends may be distributed either in cash or in shares provided that shares must be distributed at
par value and, if the market price of the shares is less than their par value, dividends in shares may not
exceed one-half of the annual dividend.

Under the Commercial Code we do not have an obligation to pay any annual dividend unclaimed for
Ñve years from the payment date.
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The Bank Act and the regulations thereunder provide that a bank shall not pay an annual dividend
unless it has set aside in its legal reserve an amount equal to at least one-tenth of its net income after tax
and shall set aside such amount in its legal reserve until its legal reserve reaches at least the aggregate
amount of its stated capital. Under the Bank Act and the regulations thereunder, we shall set aside
allowances for loan losses and reserves for retirement allowances in addition to the above legal reserve.

For information regarding Korean taxes on dividends, see ""Item 10. Other Information Ì Taxation Ì
Korea''.

Distribution of Free Shares

In addition to permitting dividends in the form of shares to be paid out of retained or current
earnings, the Commercial Code permits a company to distribute to its shareholders, in the form of free
shares, an amount transferred from the capital surplus or legal reserve to stated capital. These free shares
must be distributed to all of the shareholders pro rata. Our articles of incorporation provide that the types
of shares to be distributed to the holders of preferred shares will be determined by the board of directors.
For information regarding the treatment under Korean tax laws of free share distributions, see ""Item 10.
Other Information Ì Taxation Ì Korea''. Holders of American depositary receipts will be able to
participate in distributions of free shares to the extent described in ""Item 10. Other Information Ì
Description of the American Depositary Receipts Ì Share Dividends and Other Distributions''.

Preemptive Rights and Issuance of Additional Shares

Unless otherwise provided in the Commercial Code, a company may issue authorized but unissued
shares at such times and upon such terms as the board of directors of the company may determine. The
company must oÅer the new shares on uniform terms to all shareholders who have preemptive rights and
who are listed on the shareholders' register as of the record date. Our shareholders are entitled to
subscribe for any newly issued shares in proportion to their existing shareholdings. However, as provided in
the articles of incorporation, new shares that are (1) publicly oÅered pursuant to the Securities and
Exchange Act, (2) issued to our employee stock ownership association as described in the following
paragraph, (3) represented by depositary receipts, (4) issued to certain foreign or domestic investors
satisfying the requirement under the Bank Act and other relevant laws and regulations, (5) issued upon
exercise of stock options pursuant to the Securities and Exchange Act or (6) issued to the Government or
KDIC may be issued to persons other than existing shareholders pursuant to a resolution of the board of
directors.

Under the Commercial Code, a company may vary, without shareholders' approval, the terms of such
preemptive rights for diÅerent classes of shares. Public notice of the preemptive rights to new shares and
the transferability thereof must be given not less than two weeks (excluding the period during which the
shareholders' register is closed) prior to the record date. We will notify the shareholders who are entitled
to subscribe for newly issued shares of the deadline for subscription at least two weeks prior to the
deadline. If a shareholder fails to subscribe on or before such deadline, the shareholder's preemptive rights
will lapse. Our board of directors may determine how to distribute shares in respect of which preemptive
rights have not been exercised or where fractions of shares occur.

Under the Securities and Exchange Act, members of our employee stock ownership association,
whether or not they are shareholders, have a preemptive right, subject to certain exceptions, to subscribe
for up to 20% of the shares publicly oÅered pursuant to the Securities and Exchange Act. Furthermore,
this right is exercisable only to the extent that the total number of shares so acquired and held by such
members does not exceed 20% of the total number of shares then outstanding. As of December 31, 2000,
none of the outstanding common shares were held by such members.

General Meeting of Shareholders

There are two types of general meetings of shareholders: annual general meetings and extraordinary
general meetings. We are required to convene our annual general meeting within three months after the
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end of each Ñscal year. Subject to a board resolution or court approval, an extraordinary general meeting
of shareholders may be held when necessary or at the request of the holders of an aggregate of 3% or more
of our outstanding common shares or the holders of an aggregate of 0.75% or more of our outstanding
shares with voting rights, who have held those shares at least for six months. Under the Commercial Code,
an extraordinary general meeting of shareholders may also be convened at the request of our audit
committee, subject to a board resolution or court approval. Holders of non-voting shares may be entitled to
request a general meeting of shareholders only to the extent the non-voting shares have become
enfranchised as described under ""Ì Voting Rights'' below (hereinafter referred to as ""enfranchised non-
voting shares''). Meeting agendas are determined by the board of directors or proposed by holders of an
aggregate of 3% or more of the outstanding shares with voting rights or by holders of an aggregate of
0.25% or more of such shares for at least six months by way of a written proposal to the board of directors
at least six weeks prior to the meeting. Written notices stating the date, place and agenda of the meeting
must be given to the shareholders at least two weeks prior to the date of the general meeting of
shareholders; provided, that, notice may be given to holders of one per cent or less of the total number of
issued and outstanding shares which are entitled to vote, by placing at least two public notices at least
two weeks in advance of the meeting in at least two daily newspapers. Currently, we use The Korea Daily
News and The Naeway Economic Daily for the publication of such notices. Shareholders who are not on
the shareholders' register as of the record date are not entitled to receive notice of the general meeting of
shareholders, and they are not entitled to attend or vote at such meeting. Holders of enfranchised non-
voting shares who are on the shareholders' register as of the record date are entitled to receive notice of
the general meeting of shareholders and they are entitled to attend and vote at such meeting. Otherwise,
holders of non-voting shares are not entitled to receive notice of or vote at general meetings of
shareholders.

The general meeting of shareholders is held at our head oÇce (which is our registered head oÇce)
or, if necessary, may be held anywhere in the vicinity of our head oÇce.

Voting Rights

Holders of common shares are entitled to one vote for each share. However, voting rights with respect
to common shares that we hold and common shares that are held by a corporate shareholder, where more
than one-tenth of the outstanding capital stock is directly or indirectly owned by us, may not be exercised.
Unless stated otherwise in a company's articles of incorporation, the Commercial Code and Securities and
Exchange Act permits holders of an aggregate of 1% or more of the outstanding shares with voting rights
to request cumulative voting when electing two or more directors. Our articles of incorporation currently
prohibit cumulative voting. The Commercial Code and the articles of incorporation provide that an
ordinary resolution may be adopted if approval is obtained from the holders of at least a majority of those
common shares present or represented at such meeting and such majority also represents at least one-
fourth of the total of our issued and outstanding common shares. Holders of non-voting shares (other than
enfranchised non-voting shares) are not entitled to vote on any resolution or to receive notice of any
general meeting of shareholders unless the agenda of the meeting includes consideration of a resolution on
which such holders are entitled to vote. If our general shareholders' meeting resolves not to pay to holders
of preferred shares the annual dividend as determined by the board of directors at the time of issuance of
such shares, the holders of preferred shares will be entitled to exercise voting rights from the general
shareholders' meeting following the meeting adopting such resolution to the end of a meeting to declare to
pay such dividend with respect to the preferred shares. Holders of enfranchised preferred shares have the
same rights as holders of common shares to request, receive notice of, attend and vote at a general
meeting of shareholders.

The Commercial Code provides that to amend the articles of incorporation (which is also required for
any change to the authorized share capital of the company) and in certain other instances, including
removal of a director of a company, dissolution, merger or consolidation of a company, transfer of the
whole or a signiÑcant part of the business of a company, acquisition of all of the business of any other
company or issuance of new shares at a price lower than their par value, a special resolution must be
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adopted by the approval of the holders of at least two-thirds of those shares present or represented at such
meeting and such special majority also represents at least one-third of the total issued and outstanding
shares with voting rights of the company.

In addition, in the case of amendments to the articles of incorporation or any merger or consolidation
of a company or in certain other cases which aÅect the rights or interest of the shareholders of the
preferred shares, a resolution must be adopted by a separate meeting of shareholders of the preferred
shares. Such a resolution may be adopted if the approval is obtained from shareholders of at least two-
thirds of the preferred shares present or represented at such meeting and such preferred shares also
represent at least one-third of the total issued and outstanding preferred shares of the company.

A shareholder may exercise his voting rights by proxy given to another shareholder. The proxy must
present the power of attorney prior to the start of the general meeting of shareholders.

Rights of Dissenting Shareholders

Pursuant to the Securities and Exchange Act, in certain limited circumstances (including, without
limitation, if we transfer all or any signiÑcant part of our business or if we merge or consolidate with
another company), dissenting holders of shares have the right to require us to purchase their shares. To
exercise such a right, shareholders must submit to us a written notice of their intention to dissent prior to
the general meeting of shareholders. Within 20 days after the date on which the relevant resolution is
passed at such meeting, such dissenting shareholders must request in writing that we purchase their shares.
We are obligated to purchase the shares of dissenting shareholders within one month after the end of such
request period at a price to be determined by negotiation between the shareholder and us. If we cannot
agree on a price with the shareholder through such negotiations, the purchase price will be the arithmetic
mean of (1) the weighted average of the daily share prices on the Korea Stock Exchange for two months
prior to the date of the adoption of the relevant board of directors' resolution, (2) the weighted average of
the daily share prices on the Korea Stock Exchange for one month prior to the date of the adoption of the
relevant board of directors' resolution and (3) the weighted average of the daily share prices on the Korea
Stock Exchange for one week prior to the date of the adoption of the relevant board of directors'
resolution. However, the FSC may adjust such price if we or at least 30% of the dissenting shareholders do
not accept such purchase price.

Register of Shareholders and Record Dates

We maintain the register of our shareholders at our oÇce in Seoul, Korea. We register transfers of
shares on the register of shareholders upon presentation of the share certiÑcates.

The record date for annual dividends is December 31. For the purpose of determining the holders of
shares entitled to annual dividends, the register of shareholders may be closed for the period following
December 31 and ending on January 31. Further, the Commercial Code and the articles of incorporation
permit us upon at least two weeks' public notice to set a record date and/or close the register of
shareholders for not more than three months for the purpose of determining the shareholders entitled to
certain rights pertaining to the shares. The trading of shares and the delivery of certiÑcates in respect
thereof may continue while the register of shareholders is closed.

Annual Report

At least one week before the annual general meeting of shareholders, we must make our annual report
and audited non-consolidated Ñnancial statements available for inspection at our principal oÇce and at all
of our branch oÇces. Copies of annual reports, the audited non-consolidated Ñnancial statements and any
resolutions adopted at the general meeting of shareholders will be available to our shareholders.

Under the Securities and Exchange Act, we must Ñle with the FSC and the Korea Stock Exchange
an annual report within 90 days after the end of our Ñscal year, a half-year report within 45 days after the
end of the Ñrst six months of our Ñscal year and quarterly reports within 45 days after the end of the Ñrst
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three months and nine months of our Ñscal year, respectively. Copies of such reports are available for
public inspection at the FSC and the Korea Stock Exchange.

Transfer of Shares

Under the Commercial Code, the transfer of shares is eÅected by the delivery of share certiÑcates. In
order to assert shareholders' rights against us, the transferee must have his name and address registered on
the register of shareholders. For this purpose, shareholders are required to Ñle with us their name, address
and seal. Non-resident shareholders must notify us of the name of their proxy in Korea to which our
notice can be sent. Under the FSC regulations, non-resident shareholders may appoint a standing proxy
and may not allow any person other than the standing proxy to exercise rights regarding the acquired share
or perform any task related thereto on his behalf, subject to certain exceptions. Under current Korean
regulations, certain qualiÑed securities companies and banks in Korea (including licensed branches of non-
Korean securities companies and banks) and the Korea Securities Depository are authorized to act as
agents and provide related services. Certain foreign exchange controls and securities regulations apply to
the transfer of shares by non-residents or non-Koreans. See ""Item 10. Additional Information Ì Exchange
Controls''. Except as provided in the Bank Act, the ceiling on the aggregate shareholdings of a single
shareholder and persons who stand in a special relationship with such shareholder is four per cent of each
class of our issued and outstanding shares.

Acquisition of our Shares

We generally may not acquire our own shares except in certain limited circumstances, including,
without limitation, a reduction in capital.

Notwithstanding the foregoing restrictions, pursuant to the Securities and Exchange Act and
regulations under the Bank Act, we may purchase our own shares on the Korea Stock Exchange or
through a tender oÅer, subject to the restrictions that (1) the aggregate purchase price of such shares may
not exceed the total amount available for distribution of dividends at the end of the preceding Ñscal year
and (2) the purchase of such shares shall meet the risk-adjusted capital ratio under BIS standards, and
subject to the FSC's approval.

In general, subsidiaries of which we own 40% or more are not permitted to acquire our shares.

Liquidation Rights

In the event we are liquidated, the assets remaining after the payment of all debts, liquidation
expenses and taxes will be distributed to shareholders in proportion to the number of shares held. Holders
of preferred shares have no preferences in liquidation.
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MATERIAL CONTRACTS

The Strategic Alliance Agreement with ING Groep N.V.

On July 15, 1999, we entered into a strategic alliance agreement with ING Insurance
International B.V., ING International Financial Holdings B.V., and ING Verzekeringen N.V. ING
Insurance International B.V. and ING International Financial Holdings B.V. acquired an aggregate of
9.99% of our outstanding shares of common stock. In addition, the agreement entails:

‚ ING's participation on our board of directors through the right to elect one executive director and
one non-executive director;

‚ ING providing technical and managerial support to our risk management, information technology,
sales & marketing and other key departments;

‚ ING providing assistance with various product groups, especially in the area of mortgage Ñnancing,
and the performance management evaluation of personnel; and

‚ ongoing cooperation between us and ING in pursuing opportunities for developing and serving other
products in the areas of insurance, securities, investment banking and asset management, including
setting up a number of joint ventures between us and ING.

In connection with the upcoming merger with Kookmin Bank, we plan to renegotiate the investment
agreement and the joint venture agreements.

The Merger Agreement with Kookmin Bank

On April 23, 2001, we and Kookmin Bank entered into a merger agreement pursuant to which the
two banks will be merged into a new entity which will retain the Kookmin Bank name. Under the
agreement, every two H&CB American depositary shares, which together represent one share of our
common stock, will be converted into one American depositary share of the combined bank, which will
represent one share of common stock of the combined bank. Each share of our preferred stock will be
converted into a substantially identical share of preferred stock of the combined bank. Merger ratios,
subject to adjustments, are as follows:

The combined bank will issue and deliver the following shares to the stockholders listed on the
stockholder registry of Kookmin Bank as of the date of the merger:

‚ one share of its common stock (par value W5,000) per 1.688346 shares of common stock (par
value W5,000) of Kookmin Bank.

‚ one share of its preferred stock (par value W5,000), with substantially identical terms and
conditions as those of Kookmin Bank's preferred stock, per one share of preferred stock (par value
W5,000) of Kookmin Bank.

The combined bank will issue and deliver the following shares to the stockholders listed on our
stockholder registry as of the date of the merger:

‚ one share of its common stock (par value W5,000) per one share of our common stock (par value
W5,000).

‚ one share of its preferred stock (par value W5,000), with substantially identical terms and
conditions as those of our preferred stock, per one share of our preferred stock (par value W5,000).

Under the merger agreement, we and Kookmin Bank have agreed that, during the period before
completion of the merger, we and Kookmin Bank will carry on our respective businesses in the ordinary
course of business consistent with past practice, and we and Kookmin Bank will use and preserve the
assets held by each party on the date of the merger agreement in good condition. We and Kookmin Bank
have also agreed that each party will not, without the written consent of the other party, engage in any sale
or purchase of any assets, or any incurrence of debt, that may have a material adverse eÅect on its
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Ñnancial condition, results of operations or business or on its ability to perform its obligations under the
merger agreement.

We have also agreed to use our best eÅorts to consult with ING Insurance International B.V., or
ING, in connection with amending the investment agreement entered into between ING and H&CB in
connection with ING's investment in H&CB to the extent necessary to ensure that such agreement does
not have a material adverse eÅect on the merger.

The date of the merger will be October 31, 2001, unless the conditions precedent to the merger have
not been satisÑed, in which case the date of the merger may be changed as agreed by us and Kookmin
Bank.
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EXCHANGE CONTROLS

General

The Foreign Exchange Transaction Act and the Presidential Decree and regulations under that Act
and Decree (collectively the ""Foreign Exchange Transaction Laws'') regulate investment in Korean
securities by non-residents and issuance of securities outside Korea by Korean companies. Under the
Foreign Exchange Transaction Laws non-residents may invest in Korean securities only to the extent
speciÑcally allowed by these laws or otherwise permitted by the Ministry of Finance and Economy. The
FSC has also adopted, pursuant to its authority under the Korean Securities and Exchange Act,
regulations that restrict investment by foreigners in Korean securities and regulate issuance of securities
outside Korea by Korean companies.

Under the Foreign Exchange Transaction Laws, if the Government deems that certain emergency
circumstances, including, but not limited to, sudden Öuctuations in interest rates or exchanges rates,
extreme diÇculty in stabilizing the balance of payments or a substantial disturbance in the Korean
Ñnancial and capital markets, are likely to occur, it may impose any necessary restrictions such as
requiring foreign investors to obtain prior approval from the relevant Korean authority or obligate a certain
portion of the foreign investor's holding to be deposited in Korea.

Government Review of Issuance of American Depositary Shares

In order for us to issue shares represented by American depositary shares in an amount exceeding
US$50 million, we are required to Ñle a prior report of the issuance with the Ministry of Finance and
Economy. No further Korean governmental approval is necessary for the initial oÅering and issuance of
the American depositary shares.

In order for a depositary to acquire any existing shares from holders of the shares other than from us,
for the purpose of issuing depositary receipts representing the shares, the depositary would be required to
obtain our consent for the number of shares to be deposited in any given proposed deposit which exceeds
the diÅerence between (1) the aggregate number of shares deposited by us for the issuance of American
depositary receipts (including deposits in connection with the initial and all subsequent oÅerings of
American depositary receipts and stock dividends or other distributions related to these American
depositary receipts) and (2) the number of shares on deposit with the depositary bank at the time of such
proposed deposit. We can give no assurance that we would grant our consent if our consent is required.
Therefore, a holder of American depositary receipts who surrenders American depositary receipts and
withdraws shares may not be permitted subsequently to deposit those shares and obtain American
depositary receipts.

Reporting Requirements for Holders of Substantial Interests

Any person whose direct or beneÑcial ownership of shares having voting rights whether in the form of
shares or American depositary shares, certiÑcates representing the rights to subscribe for shares and equity-
related debt securities including convertible bonds and bonds with warrants (collectively, the ""Equity
Securities'') together with the Equity Securities beneÑcially owned by certain related persons or by any
person acting in concert with the person accounts for 5% or more of the total outstanding Equity Securities
is required to report the status of the holdings to the FSC and the Korea Stock Exchange within
Ñve business days after the reaching the 5% ownership interest. In addition, any change in the ownership
interest subsequent to the report which equals or exceeds 1% of the total outstanding Equity Securities is
required to be reported to the FSC and the Korea Stock Exchange within Ñve business days from the date
of the change.

Violation of these reporting requirements may subject a person to criminal sanctions such as Ñnes or
imprisonment and may result in a loss of voting rights with respect to the ownership of Equity Securities
exceeding 5%. Further, the FSC may issue an order to dispose of non-reported Equity Securities.
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Restrictions Applicable to American Depositary Shares

No Korean governmental approval is necessary for the sale and purchase of American depositary
shares in the secondary market outside Korea or for the withdrawal of shares underlying American
depositary shares and the delivery inside Korea of shares in connection with the withdrawal, provided that
a foreigner who intends to acquire the shares must obtain an investment registration card from the FSS as
described below. The acquisition of the shares by a foreigner must be reported by the foreigner or his
standing proxy in Korea immediately to the Governor of the FSS.

Persons who have acquired shares as a result of the withdrawal of shares underlying the American
depositary shares may exercise their preemptive rights for new shares, participate in free distributions and
receive dividends on shares without any further governmental approval.

Restrictions Applicable to Shares

As a result of amendments to the Foreign Exchange Transaction Laws and FSC regulations
(together, the ""Investment Rules'') adopted in connection with the stock market opening from
January 1992 and after that date, foreigners may invest, with limited exceptions and subject to procedural
requirements, in all shares of Korean companies, whether listed on the Korea Stock Exchange or
registered on the KOSDAQ, unless prohibited by speciÑc laws. Foreign investors may trade shares listed
on the Korea Stock Exchange or registered on the KOSDAQ only through the Korea Stock Exchange or
the KOSDAQ, except in limited circumstances, including:

‚ odd-lot trading of shares;

‚ acquisition of shares (""Converted Shares'') by exercise of warrant, conversion right under
convertible bonds or withdrawal right under depositary receipts issued outside of Korea by a Korean
company;

‚ acquisition of shares as a result of inheritance, donation, bequest or exercise of shareholders' rights,
including preemptive rights or rights to participate in free distributions and receive dividends; and

‚ over-the-counter transactions between foreigners of a class of shares for which the ceiling on
aggregate acquisition by foreigners, as explained below, has been reached or exceeded.

For over-the-counter transactions of shares between foreigners outside the Korea Stock Exchange or
the KOSDAQ for shares with respect to which the limit on aggregate foreign ownership has been reached
or exceeded, a securities company licensed in Korea must act as an intermediary. Odd-lot trading of shares
outside the Korea Stock Exchange or the KOSDAQ must involve a licensed securities company in Korea
as the other party. Foreign investors are prohibited from engaging in margin transactions with respect to
shares which are subject to a foreign ownership limit.

The Investment Rules require a foreign investor who wishes to invest in shares on the Korea Stock
Exchange or the KOSDAQ (including Converted Shares) to register its identity with the FSS prior to
making any such investment; however, the registration requirement does not apply to foreign investors who
acquire Converted Shares with the intention of selling such Converted Shares within three months from
the date of acquisition of the Converted Shares. Upon registration, the FSS will issue to the foreign
investor an investment registration card which must be presented each time the foreign investor opens a
brokerage account with a securities company. Foreigners eligible to obtain an investment registration card
include foreign nationals who are individuals residing abroad for more than six months, foreign
governments, foreign municipal authorities, foreign public institutions, international Ñnancial institutions or
similar international organizations, corporations incorporated under foreign laws and any person in any
additional category designated by decree of the Ministry of Finance and Economy under the Securities and
Exchange Act. All Korean oÇces of a foreign corporation as a group are treated as a separate foreigner
from the oÇces of the corporation outside Korea. However, a foreign branch of a Korean securities
company, a foreign corporation or depositary issuing depositary receipts may obtain one or more
investment registration cards in its name in certain circumstances as described in the relevant regulations.
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Upon a foreign investor's purchase of shares through the Korea Stock Exchange or the KOSDAQ, no
separate report by the investor is required because the investment registration card system is designed to
control and oversee foreign investment through a computer system. However, a foreign investor's
acquisition or sale for shares outside the Korea Stock Exchange or the KOSDAQ (as discussed above)
must be reported by the foreign investor or his standing proxy to the Governor of the FSS at the time of
each such acquisition or sale; provided, however, that a foreign investor must ensure that any acquisition or
sale by it of shares outside the Korea Stock Exchange or the KOSDAQ in the case of trades in
connection with a tender oÅer, odd-lot trading of shares or trades of a class of shares for which the
aggregate foreign ownership limit has been reached or exceeded, is reported to the Governor of the FSS by
the securities company engaged to facilitate such transaction. A foreign investor must appoint one or more
standing proxies from among the Korea Securities Depository, foreign exchange banks, including domestic
branches of foreign banks, and securities companies, including domestic branches of foreign securities
companies, which will act as a standing proxy to exercise shareholders' rights or perform any matters
related to the foregoing activities if the foreign investor does not perform these activities himself. However,
a foreign investor may be exempted from complying with these standing proxy rules with the approval of
the Governor of the FSS in cases deemed inevitable by reason of conÖict between laws of Korea and the
home country of the foreign investor.

CertiÑcates evidencing shares of Korean companies must be kept in custody with an eligible custodian
in Korea. Only foreign exchange banks, including domestic branches of foreign banks, securities
companies, including domestic branches of foreign securities companies and the Korea Securities
Depository are eligible to act as a custodian of shares for a non-resident or foreign investor. A foreign
investor must ensure that his custodian deposits its shares with the Korea Securities Depository. However,
a foreign investor may be exempted from complying with this deposit requirement with the approval of the
Governor of the FSS in circumstances where compliance with that requirement is made impracticable;
including cases where compliance would contravene the laws of the home country of such foreign investor.

Under the Investment Rules, with certain exceptions, foreign investors may acquire shares of a
Korean company without being subject to any foreign investment ceiling. As one such exception,
designated public corporations are subject to a 40% ceiling on the acquisition of shares by foreigners in the
aggregate. Designated public corporations may set a ceiling on the acquisition of shares by a single person
within 3% of the total number of shares. Furthermore, an investment by a foreign investor of not less than
10% of the outstanding shares having voting rights of a Korean company is deÑned as a direct foreign
investment under the Foreign Investment Promotion Law, which is, in general, subject to the report to,
and acceptance, by the Ministry of Commerce, Industry and Energy. The acquisition of shares of a Korean
company by a foreign investor may also be subject to certain foreign shareholding restrictions in the event
that the restrictions are prescribed in each speciÑc law which regulates the business of the Korean
company.

Under the Foreign Exchange Transaction Laws, a foreign investor who intends to acquire shares must
designate a foreign exchange bank at which he must open a foreign currency account and a Won account
exclusively for stock investments. No approval is required for remittance into Korea and deposit of foreign
currency funds in the foreign currency account. Foreign currency funds may be transferred from the
foreign currency account at the time required to place a deposit for, or settle the purchase price of a stock
purchase transaction to a Won account opened at a securities company. Funds in the foreign currency
account maybe remitted abroad without any governmental approval.

Dividends on shares are paid in Won. No governmental approval is required for foreign investors to
receive dividends on, or the Won proceeds of the sale of, any shares to be paid, received and retained in
Korea. Dividends paid on, and the Won proceeds of the sale of, any shares held by a non-resident of
Korea must be deposited either in a Won account with the investor's securities company or his Won
Account. Funds in the investor's Won Account may be transferred to his foreign currency account or
withdrawn for local living expenses up to certain limitations. Funds in the Won Account may also be used
for future investment in shares or for payment of the subscription price of new shares obtained throughout
the exercise of preemptive rights.
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The securities companies and investment trust companies were allowed to open foreign currency
accounts with foreign exchange banks exclusively for accommodating foreign investor's stock investments
in Korea. Through these accounts, these securities companies and investment trust companies may enter
into foreign exchange transactions on a limited basis, such as conversion of foreign currency funds and
Won funds, either as a counterparty to or on behalf of foreign investors, without the investors having to
open their own accounts with foreign exchange banks.
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TAXATION

The following summary is based upon tax laws of the United States and the Republic of Korea as in
eÅect on the date of this Annual Report on Form 20-F, and is subject to any change in United States or
Korean law that may come into eÅect after such date. Investors in shares of common stock or American
depositary shares are advised to consult their own tax advisers as to the United States, Korean or other tax
consequences of the purchase, ownership and disposition of such securities, including the eÅect of any
national, state or local tax laws.

Korean Taxation

The following summary of Korean tax considerations applies to you so long as you are not:

‚ a citizen of Korea;

‚ a resident of Korea;

‚ a corporation organized under Korean law; or

‚ engaged in a trade or business in Korea through a permanent establishment or a Ñxed base.

Dividends on Shares of Common Stock or American Depositary Shares

We will deduct Korean withholding tax from dividends paid to you at a rate of 27.5%. If you are a
resident of a country that has entered into a tax treaty with Korea, you may qualify for a reduced rate of
Korean withholding tax. For example, if you are a qualiÑed resident of the United States for purposes of
the income tax treaty currently in eÅect between Korea and the United States and you are the ""beneÑcial
owner'' of a dividend, a reduced withholding tax rate of 16.5% will generally apply. You will not be
entitled to claim treaty beneÑts if you are not the beneÑcial owner of a dividend.

In order to obtain the beneÑts of a reduced withholding tax rate under a tax treaty, you must submit
to us, prior to the dividend payment date, such evidence of tax residence as may be required by the
Korean tax authorities. Evidence of tax residence may be submitted to us through the depositary bank.
Excess taxes withheld may not be recoverable even if you subsequently produce evidence that you were
entitled to have tax withheld at a lower rate.

If we distribute to you free shares representing a transfer of certain capital reserves or asset
revaluation reserves into paid-in-capital, that distribution may be deemed a dividend which is subject to
Korean tax.

Taxation of Capital Gains

You may be exempt from Korean taxation on capital gains recognized from the sale of our shares
eÅected through the Korea Stock Exchange, if you have owned, together with certain related parties, less
than 25% of our total issued and outstanding shares during the year of sale and the Ñve calendar years
before the year of sale. The Korean taxation authorities have also issued a tax ruling conÑrming that
capital gains earned by a non-Korean holder from the transfer of American depositary shares outside of
Korea are exempt from Korean taxation.

If you are subject to tax on capital gains with respect to a sale of American depositary shares, or of
shares of common stock which you acquired as a result of a withdrawal, your gain will be calculated based
on your cost of acquiring the American depositary shares although there are no speciÑc Korean tax
provisions or rulings on this issue. In the absence of the application of a tax treaty which exempts or
reduces the rate of tax on capital gains, the amount of Korean tax imposed on your capital gains will be
the lesser of 11.0% of the gross realization proceeds or, subject to the production of satisfactory evidence
of the acquisition cost of the American depositary shares, 27.5% of the net capital gain.

If you sell your shares of common stock or American depositary shares, the purchaser or, in the case
of the sale of shares of common stock on the Korea Stock Exchange or through a licensed securities
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company in Korea, the licensed securities company is required to withhold Korean tax from the sales price
in an amount equal to 11.0% of the gross realization proceeds and to make payment of this amount to the
Korean tax authorities, unless you establish your entitlement to an exemption or lower rate of taxation
under an applicable tax treaty or produce satisfactory evidence of your acquisition cost for the shares of
common stock or the American depositary shares. To obtain the beneÑt of an exemption or reduced rate
of tax pursuant to a tax treaty, you must submit to the purchaser or the securities company, or through the
depositary bank, as the case may be, prior to or at the time of payment, such evidence of your tax
residence as the Korean tax authorities may require in support of your claim for treaty protection. Excess
taxes withheld may not be recoverable even if you subsequently produce evidence that you were entitled to
have taxes withheld at a lower rate.

Inheritance Tax and Gift Tax

If you die while holding an American depositary share or donate an American depositary share, it is
unclear whether, for Korean inheritance and gift tax purposes, you will be treated as the owner of the
shares of common stock underlying the American depositary shares. If you are treated as the owner of the
shares of common stock, your heir or the donee (or in certain circumstances, you as the donor) will be
subject to Korean inheritance or gift tax presently at the rate of 10.0% to 50.0%.

If you die while holding a share of common stock or donate a share of common stock, your heir or
donee (or in certain circumstances, you as the donor) will be subject to Korean inheritance or gift tax at
the same rate as indicated above.

Securities Transaction Tax

You will not pay a securities transaction tax on your transfer of American depositary shares. If you
transfer shares of common stock, you will be subject to a securities transaction tax at the rate of 0.15%
and an agriculture and Ñshery special tax at the rate of 0.15% of the sale price of the shares of common
stock when traded on the Korea Stock Exchange. If your transfer is not made on the Korea Stock
Exchange, subject to certain exceptions, you will be subject to a securities transaction tax at the rate of
0.5% and will not be subject to an agriculture and Ñshery special tax.

United States Taxation

This summary describes the material U.S. federal income tax consequences for a U.S. holder (as
deÑned below) of owning and disposing of our shares of common stock or American depositary shares.
This summary applies to you only if you hold shares of common stock or American depositary shares as
capital assets for tax purposes. This summary does not apply to you if you are a member of a class of
holders subject to special rules, such as:

‚ a dealer in securities or currencies;

‚ a trader in securities that elects to use a mark-to-market method of accounting for your securities
holdings;

‚ a bank;

‚ a life insurance company;

‚ a tax-exempt organization;

‚ a person that holds shares of common stock or American depositary shares that are a hedge or that
are hedged against interest rate or currency risks;

‚ a person that holds shares of common stock or American depositary shares as part of a straddle or
conversion transaction for tax purposes;
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‚ a person whose functional currency for tax purposes is not the U.S. dollar; or

‚ a person that owns or is deemed to own 10% or more of any class of our stock.

This summary is based on laws, treaties and regulatory interpretations in eÅect on the date hereof, all
of which are subject to change, possibly on a retroactive basis.

Please consult your own tax advisers concerning the U.S. federal, state, local and other national tax
consequences of purchasing, owning and disposing of shares of common stock or American depositary
shares in your particular circumstances.

For purposes of this summary, you are a ""U.S. holder'' if you are a beneÑcial owner of a share of
common stock or an American depositary share that is:

‚ a citizen or resident of the United States;

‚ a U.S. domestic corporation; or

‚ otherwise subject to U.S. federal income tax on a net income basis with respect to income from the
share of common stock or American depositary share.

In general, if you hold American depositary shares, you will be treated as the holder of the shares of
common stock represented by those American depositary shares for U.S. federal income tax purposes, and
no gain or loss will be recognized if you exchange an American depositary share for the shares of common
stock represented by that American depositary share.

Dividends

The gross amount of cash dividends that you receive (prior to deduction of Korean taxes) generally
will be subject to U.S. federal income taxation as foreign source dividend income. Dividends paid in Won
will be included in your income in a U.S. dollar amount calculated by reference to the exchange rate in
eÅect on the date of your (or, in the case of American depositary shares, the depositary's) receipt of the
dividend, regardless of whether the payment is in fact converted into U.S. dollars.  If such a dividend is
converted into U.S. dollars on the date of receipt, you generally should not be required to recognize foreign
currency gain or loss in respect of the dividend income.

Distributions of additional shares in respect of shares of common stock or American depositary shares
that are made as part of a pro-rata distribution to all of our shareholders generally will not be subject to
U.S. federal income tax.

Sales and Other Dispositions

For U.S. federal income tax purposes, gain or loss you realize on the sale or other disposition of
shares of common stock or American depositary shares will be capital gain or loss, and will be long-term
capital gain or loss if the shares of common stock or American depositary shares were held for more than
one year. Your ability to oÅset capital losses against ordinary income is limited. Long-term capital gain
recognized by an individual U.S. holder generally is subject to taxation at a maximum rate of 20%.

Foreign Tax Credit Considerations

You should consult your own tax advisers to determine whether you are subject to any special rules
that limit your ability to make eÅective use of foreign tax credits, including the possible adverse impact of
failing to take advantage of beneÑts under the income tax treaty between the United States and Korea. If
no such rules apply, you may claim a credit against your U.S. federal income tax liability for Korean taxes
withheld from dividends on shares of common stock or American depositary shares, so long as you have
owned the shares of common stock or American depositary shares (and not entered into speciÑed kinds of
hedging transactions) for at least a 16-day period that includes the ex-dividend date. Instead of claiming a
credit, you may, at your election, deduct such Korean taxes in computing your taxable income, subject to
generally applicable limitations under U.S. tax law. Korean taxes withheld from a distribution of additional
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shares that is not subject to U.S. tax will be treated for U.S. federal income tax purposes as imposed on
""general limitation'' income. Such treatment may aÅect your ability to utilize any available foreign tax
credit in respect of such taxes.

Any Korean securities transaction tax or agriculture and Ñshery special tax that you pay will not be
creditable for foreign tax credit purposes.

The calculation of foreign tax credits and, in the case of a U.S. holder that elects to deduct foreign
taxes, the availability of deductions involve the application of complex rules that depend on a U.S. holder's
particular circumstances. You should consult your own tax advisers regarding the creditability or
deductibility of such taxes.

U.S. Information Reporting and Backup Withholding Rules

Payments in respect of the shares of common stock or American depositary shares that are made
within the United States or through certain U.S.-related Ñnancial intermediaries are subject to information
reporting and may be subject to backup withholding unless the holder (1) is a corporation or other exempt
recipient or (2) provides a taxpayer identiÑcation number and certiÑes that no loss of exemption from
backup withholding has occurred. Holders that are not U.S. persons generally are not subject to
information reporting or backup withholding. However, such a holder may be required to provide a
certiÑcation of its non-U.S. status in connection with payments received within the United States or
through a U.S.-related Ñnancial intermediary.

DOCUMENTS ON DISPLAY

We are subject to the information requirements of the U.S. Securities Exchange Act of 1934, as
amended, and, in accordance therewith, are required to Ñle reports, including annual reports on Form 20-F,
and other information with the U.S. Securities and Exchange Commission. These materials, including this
annual report and the exhibits thereto, may be inspected and copied at the Commission's public reference
rooms in Washington, D.C., New York, New York and Chicago, Illinois. Please call the Commission at
1-800-SEC-0330 for further information on the public reference rooms. As a foreign private issuer, we are
not required to make Ñlings with the Commission by electronic means, although we may do so. Any Ñlings
we make electronically will be available to the public over the Internet at the Commission's web site at
http://www.sec.gov.
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Item 11. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Information required by this Item is contained in ""Item 4. Information on the Company Ì Business
Overview Ì Risk Management Ì Market Risk''.

Item 12. DESCRIPTION OF SECURITIES OTHER THAN EQUITY SECURITIES

Description of American Depositary Receipts

American Depositary Receipts

The Bank of New York, as depositary for the American depositary receipt program, will execute and
deliver the American depositary receipts. Each American depositary receipt is a certiÑcate evidencing a
speciÑc number of American depositary shares. Each American depositary share will represent ownership
interests in one-half of one share (or the right to receive one-half of one share) deposited with Korea
Securities Depository, as agent of the depositary, also referred to as the custodian. Each American
depositary share will also represent any other securities, cash or other property which may be held by the
depositary under the deposit agreement. The deposited shares, together with any other securities, other
property or cash held by the depositary under the deposit agreement, are referred to as deposited
securities. Our application to have the American Depositary Shares approved for listing on the New York
Stock Exchange, Inc. under the symbol ""HCB'' has been approved. The depositary's oÇce is located at
101 Barclay Street, New York, New York 10286. The custodian's oÇce is located in Seoul, Korea.

You may hold American depositary shares either directly (by having an American depositary receipt
registered in your name) or indirectly through your broker or other Ñnancial institution. If you hold
American depositary shares directly, you are an American depositary receipt holder. This description
assumes you hold your American depositary shares directly. If you hold the American depositary shares
indirectly, you must rely on the procedures of your broker or other Ñnancial institution to assert the rights
of American depositary receipt holders described in this section. You should consult with your broker or
Ñnancial institution to Ñnd out what those procedures are.

As an American depositary receipt holder, we will not treat you as one of our shareholders and you
will not have shareholder rights. Korean law governs shareholder rights. The depositary will be the holder
of the shares underlying your American depositary shares. As a holder of American depositary receipts,
you will have American depositary receipt holder rights. A deposit agreement among us, the depositary,
you, as an American depositary receipt holder and the beneÑcial owners of American depositary receipts
sets out American depositary receipt holder rights as well as the rights and obligations of the depositary.
New York law governs the deposit agreement and the American depositary receipts.

The following is a summary of the material provisions of the deposit agreement. For more complete
information, you should read the entire deposit agreement and the form of American depositary receipt.

Share Dividends and Other Distributions

How will you receive dividends and other distributions on the shares?

The depositary has agreed to pay to you the cash dividends or other distributions it or the custodian
receives on shares or other deposited securities, after deducting its fees and expenses. You will receive
these distributions in proportion to the number of shares your American depositary shares represent.

‚ Cash. The depositary will convert, as promptly as practicable, any cash dividend or other cash
distribution we pay on the shares into U.S. dollars, if it can do so on a reasonable basis and can
transfer the U.S. dollars to the United States. If that is not possible or if any approval from the
Korean government is needed and cannot be obtained, the agreement allows the depositary to
distribute the Won only to those American depositary receipt holders who have requested the
distribution in writing. It will hold the Won it cannot convert for the account of the American
depositary receipt holders who have not been paid. It will not invest the Won and it will not be
liable for any interest.
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Before making a distribution, the depositary will deduct any withholding taxes that must be paid
under Korean law. See ""Item 7. Taxation Ì Korea Ì Dividend on Shares of Common Stock or
American Depositary Shares''. It will distribute only whole U.S. dollars and cents and will round
fractional cents to the nearest whole cent. If the exchange rates Öuctuate during a time when the
depositary cannot convert the Korean currency, you may lose some or all of the value of the
distribution.

‚ Shares. The depositary may distribute, as promptly as practicable, additional American depositary
shares representing any shares we distribute as a dividend or free distribution. The depositary may
require that we furnish it promptly with satisfactory evidence that it is legal to do so. The
depositary will only distribute whole American depositary shares. It will sell shares which would
require it to distribute a fractional American depositary share and distribute the net proceeds in the
same way as it does with cash. If the depositary does not distribute additional American depositary
shares, the outstanding American depositary shares will also represent the new shares.

‚ Rights to purchase additional shares. If we oÅer holders of our securities any rights to subscribe
for additional shares or any other rights, the depositary may make these rights available to you. The
depositary must Ñrst determine whether it is lawful and feasible to do so. If the depositary
determines that it is not lawful or feasible to make these rights available to you, the depositary will
use its best eÅorts that are reasonable to sell the rights and distribute the proceeds in the same way
as it would do with cash. The depositary may allow rights that are not distributed or sold to lapse.
In that case, you will receive no value for them.

If the depositary makes rights available to you, it will exercise the rights and purchase the shares on
your behalf. The depositary will then deposit the shares and deliver American depositary shares to you. It
will only exercise rights if you pay it the exercise price and any other charges the rights require you to pay.

If a registration statement under the Securities Act is required with respect to the securities to which
any rights relate in order for us to oÅer the rights to you and to sell the securities represented by the
rights, the depositary will not oÅer such rights to you unless and until such a registration statement is in
eÅect, or unless the oÅering and sale of such securities and such rights to you are exempt from or not
subject to the registration requirements of the Securities Act. If you request a distribution, notwithstanding
that there has been no such registration under the Securities Act, the depositary shall not eÅect such
distribution unless it has received an opinion from recognized counsel in the United States for us that such
distribution to you is exempt from such registration. The depositary will not be responsible for any failure
to determine that it may be lawful or feasible to make the rights available to you.

U.S. securities laws may restrict transfers and cancellation of the American depositary shares
represented by shares purchased upon exercise of rights. For example, you may not be able to trade these
American depositary shares freely in the United States. In this case, the depositary may deliver the
American depositary shares under a separate restricted deposit agreement which will contain the same
provisions as the deposit agreement, except for changes needed to put the necessary restrictions in place.

‚ Other Distributions. The depositary will send to you anything else we distribute on deposited
securities by any means it thinks is legal, fair and practical. If it cannot make the distribution in
that way, the depositary has a choice. It may decide to sell what we distributed and distribute the
net proceeds, in the same way as it does with cash. Or, it may decide to hold what we distributed,
in which case the American depositary shares will also represent the newly distributed property.

The depositary is not responsible if it decides that it is unlawful or impractical to make a distribution
available to any American depositary receipt holders. We have no obligation to register American
depositary shares, shares, rights or other securities under the Securities Act. We also have no obligation to
take any other action to permit the distribution of American depositary receipts, shares, rights or anything
else to American depositary receipt holders. This means that you may not receive the distributions we
make on our shares or any value for them if it is illegal or impractical for us to make them available to
you.
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Deposit, Withdrawal and Cancellation

How are American depositary shares issued?

The depositary will deliver American depositary shares if you or your broker deposit shares or
evidence of rights to receive shares with the custodian. Upon payment of its fees and expenses and of any
taxes or charges, such as stamp taxes or stock transfer taxes or fees, subject to applicable laws and
regulations of Korea and our articles of incorporation, the depositary will register the appropriate number
of American depositary shares in the names you request and will deliver the American depositary receipts
at its oÇce to the persons you request.

Under the deposit agreement, the depositary is not allowed to accept shares for deposit unless:

‚ we give our consent or

‚ we notify the depositary that Korean law no longer requires our consent.

We have consented to the deposit of up to 23,400,000 shares. Therefore, you may deposit shares only
to the extent that the number of shares held under the deposit agreement is less than 23,400,000.

How do American depositary share holders cancel an American depositary receipt and obtain shares?

You may turn in your American depositary receipts at the depositary's oÇce. Upon payment of its
fees and expenses and of any taxes or charges, such as stamp taxes or stock transfer taxes or fees, the
depositary will deliver the deposited securities represented by your American depositary shares (1) to an
account designated by you at Korea Securities Depository or (2) to your order at the custodian's oÇce in
Korea. Or, at your request, risk and expense, the depositary will deliver the deposited securities at its
oÇce, if it is permitted to do so by applicable law.

Voting Rights

How do you vote?

You may instruct the depositary to vote the shares underlying your American depositary shares. As
soon as practicable, after it receives notice of a meeting from us, and upon our written request, the
depositary will send a notice to you of the upcoming vote and arrange to deliver our voting materials to
you. The materials will (1) describe the matters to be voted on, (2) contain a statement that the holders
as of the close of business on a speciÑed record date will be entitled to instruct the depositary as to how to
exercise their voting rights for the number of shares of common stock or other deposited securities
represented by their American depositary shares, subject to the provisions of applicable Korean law and
our articles of incorporation, which provisions, if any, will be summarized in the notice to the extent that
they are material and (3) explain how you may instruct the depositary to vote the shares or other
deposited securities underlying your American depositary shares as you direct. For instructions to be valid,
the depositary must receive them in writing on or before the date speciÑed. The depositary will try, as far
as practical, subject to Korean law and the provisions of our articles of incorporation, to vote or to have its
agents vote the shares or other deposited securities as you instruct in writing. If you do not provide the
depositary with your voting instructions, the depositary will vote your shares in the same manner and in
the same proportion as all other shares, which are voted on the matter in question, are voted.

We can not assure you that you will receive the voting materials in time to ensure that you can
instruct the depositary to vote your shares. In addition, the depositary and its agents are not responsible for
failing to carry out voting instructions or for the manner of carrying out voting instructions. This means
that you may not be able to exercise your right to vote and there may be nothing you can do if your
shares are not voted as you requested.

You will not be entitled to instruct the depositary as to the exercise of voting rights with respect to
any shares of common stock or other deposited securities represented by your American depositary shares
which, when taken together with all other shares of common stock beneÑcially owned by you and certain
of your aÇliates, exceed 4% of the total number of shares of common stock at the time issued and
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outstanding, or any other limit under the articles of incorporation or applicable law of which we may from
time to time notify the depositary.

Fees and Expenses

American depositary receipt holders must pay: For:

$5.00 (or less) per 100 American depositary shares ‚ Each issuance of American depositary shares,
including as a result of a distribution of shares or
rights or other property

‚ Each cancellation of American depositary shares
for the purpose of withdrawal, including if the
deposit agreement terminates

$.02 (or less) per American depositary share (to ‚ Any distribution of cash to you
the extent permitted by the rules of any stock
exchange on which American depositary shares are
listed for trading)

A fee equivalent to the fee that would be payable ‚ Distribution of securities distributed to holders of
upon deposit of shares for issuance of American deposited securities which are distributed by the
depositary shares depositary to American depositary receipt holders

Registration or transfer fees Transfer and registration of shares from your name
to the name of the depositary or its agent when you
deposit or from the depositary's name to your name
when you withdraw

Expenses of the depositary Conversion of Won to U.S. dollars

Expenses of the depositary Cable, telex and facsimile transmission expenses (if
expressly provided in the deposit agreement)

Taxes and other governmental charges the ‚ As necessary
depositary or the custodian have to pay on any
American depositary receipt or share underlying an
American depositary receipt, for example, stock
transfer taxes, stamp duty or withholding taxes

Any charges payable by the depositary or its agents ‚ As incurred
in connection with servicing the deposited securities

Payment of Taxes, Governmental Charges or Expenses

The depositary may deduct the amount of any taxes, governmental charges or expenses owed from
any payments to you. It may also sell deposited securities, by public or private sale, to pay any taxes,
governmental charges or expenses owed. You will remain liable if the proceeds of the sale are not enough
to pay the taxes, governmental charges or expenses. If the depositary sells deposited securities, it will, if
appropriate, reduce the number of American depositary shares to reÖect the sale and pay to you any
proceeds, or send to you any property, remaining after it has paid the taxes, governmental charges or
expenses.

ReclassiÑcations, Recapitalizations and Mergers

If we:

‚ Change the nominal or par value of our shares

‚ Reclassify, split up or consolidate any of the deposited securities
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‚ Distribute securities on the shares that are not distributed to you

‚ Recapitalize, reorganize, merge, liquidate, sell all or substantially all of our assets, or take any
similar action

Then:

The cash, shares or other securities received by the depositary will become deposited securities. Each
American depositary share will automatically represent its equal share of the new deposited securities.

The depositary may, and will if we ask it to, distribute some or all of the cash, shares or other
securities it received. It may also deliver new American depositary receipts or ask you to surrender
your outstanding American depositary receipts in exchange for new American depositary receipts
identifying the new deposited securities.

Disclosure of BeneÑcial Ownership of American Depositary Shares

We have a right to request you tell us who beneÑcially owns your American depositary shares and the
capacity in which those American depositary shares are owned. The depositary has agreed to help us get
this information.

Limitations on Ownership of Shares and American Depositary Shares

We have the right to block transfers of our shares to prevent violation of limitations on ownership that
are set forth in our articles of incorporation and applicable law. We describe these limitations under
""Item 1. Description of Business Ì Supervision and Regulation Ì Principal Regulations Applicable to
Banks in Korea Ì Restrictions on Bank Ownership''.

For purposes of the ownership limitations referred to above, we consider ownership of American
depositary shares to be the same as ownership of the underlying shares. Under the deposit agreement, we
have a right to block transfers of American depositary shares to prevent violation of the ownership
limitations. We may direct the depositary to take actions to eliminate ownership in violation of applicable
limitations, including canceling American depositary shares and selling the underlying shares. However, the
depositary will only take these actions if they are permitted by applicable law.

Amendment and Termination

How may the deposit agreement be amended?

We may agree with the depositary to amend the deposit agreement and the American depositary
receipts without your consent for any reason. If the deposit amendment adds or increases fees or charges,
except for taxes and other governmental charges or certain expenses of the depositary, or prejudices a an
important right of American depositary receipt holders, it will only become eÅective 30 days after the
depositary notiÑes you of the amendment. At the time an amendment becomes eÅective, you are
considered, by continuing to hold your American depositary receipt, to agree to the amendment and to be
bound by the American depositary receipts and the deposit agreement as amended.

How may the deposit agreement be terminated?

The depositary will terminate the deposit agreement if we ask it to do so. The depositary may also
terminate the deposit agreement if it has told us that it would like to resign and we have not appointed a
new depositary bank within 90 days. In either case, the depositary must notify you at least 30 days before
termination.

After termination, the depositary and its agents will do the following under the deposit agreement but
nothing else:

‚ advise you that the deposit agreement is terminated,

‚ to sell rights as provided in the deposit agreement,
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‚ collect distributions on the deposited securities and any other property represented by the
outstanding American depositary receipts, and

‚ deliver shares and other deposited securities upon cancellation of American depositary receipts.

On and after the date of termination, you will be entitled to receive the amount of deposited securities
underlying an American depositary receipt upon (1) surrender of the American depositary receipt at the
corporate trust oÇce of the depositary, (2) payment of the fees of the depositary for the surrender of the
American depositary receipt and (3) payment of any applicable taxes or governmental charges.

One year after termination, the depositary may sell any remaining deposited securities by public or
private sale. After that, the depositary will hold the money it received on the sale, as well as any other
cash it is holding under the agreement for the pro rata beneÑt of the American depositary receipt holders
that have not surrendered their American depositary receipts. It will not invest the money and has no
liability for interest. The depositary's only obligations will be some indemniÑcation obligations and to
account for the money and other cash or property. After termination our only obligations will be to
indemnify the depositary for losses and to pay the depositary's expenses.

Limitations on Obligations and Liability

Limits on our Obligations and the Obligations of the Depositary; Limits on Liability to Holders of
American depositary receipts

The deposit agreement expressly limits our obligations and the obligations of the depositary. It also
limits our liability and the liability of the depositary. We and the depositary:

‚ are only obligated to take the actions speciÑcally set forth in the deposit agreement without
negligence or bad faith;

‚ are not liable if either of us is prevented or delayed by law or circumstances beyond our control
from performing our obligations under the deposit agreement;

‚ are not liable if either of us exercises discretion permitted under the deposit agreement;

‚ have no obligation to become involved in a lawsuit or other proceeding related to the American
depositary receipts or the deposit agreement on your behalf or on behalf of any other party; and

‚ may rely upon any documents we believe in good faith to be genuine and to have been signed or
presented by the proper party.

In the deposit agreement, we agree to indemnify the depositary for acting as depositary, except for
losses caused by the depositary's own negligence or bad faith, and the depositary agrees to indemnify us
for losses resulting from its negligence or bad faith.

Requirements for Depositary Actions

Before the depositary will deliver American depositary shares or register a transfer of an American
depositary receipt, make a distribution on an American depositary receipt, or permit withdrawal of shares,
the depositary may require:

‚ payment of stock transfer or other taxes or other governmental charges and transfer or registration
fees charged by third parties for the transfer of any shares or other deposited securities;

‚ satisfactory proof of the identity and genuineness of any signature or other information it deems
necessary or proper or as we may require; and

‚ compliance with regulations it may establish, from time to time, consistent with the deposit
agreement, including presentation of transfer documents.

The depositary may refuse to deliver American depositary shares or register transfers of American
depositary receipts generally when the transfer books of the depositary, our transfer books or the Korea
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Securities Depository are closed or at any time if the depositary or we think it necessary or advisable to do
so.

Your Right to Receive the Shares Underlying your American Depositary Receipts

You have the right to cancel your American depositary receipts and withdraw the underlying shares at
any time except:

‚ When temporary delays arise because:

Ì the depositary has closed its transfer books or we have closed our transfer books;

Ì the transfer of shares is blocked to permit voting at a shareholders' meeting; or

Ì we are paying a dividend on the shares.

‚ When you or other American depositary receipt holders seeking to withdraw shares owe money to
pay fees, taxes and similar charges.

‚ When it is necessary to prohibit withdrawals in order to comply with any laws or governmental
regulations that apply to American depositary receipts or to the withdrawal of shares or other
deposited securities.

This right of withdrawal may not be limited by any other provision of the deposit agreement.

Pre-release of American Depositary Receipts

The depositary may deliver American depositary receipts before deposit of the underlying shares. This
is called a pre-release of the American depositary receipt. The depositary may also deliver shares upon
cancellation of pre-released American depositary receipts (even if the American depositary receipts are
canceled before the pre-release transaction has been closed out). A pre-release is closed out as soon as the
underlying shares are delivered to the depositary. The depositary may receive American depositary receipts
instead of shares to close out a pre-release. The deposit agreement permits pre-release of American
depositary receipts only under the following conditions:

‚ before or at the time of the pre-release, the person to whom the pre-release is being made must
represent to the depositary in writing that it or its customer owns the shares or American depositary
receipts to be deposited;

‚ the pre-release must be fully collateralized with cash, U.S. government securities or such other
collateral as the depositary determines, in good faith, will provide similar liquidity and security;

‚ the depositary must be able to close out the pre-release on not more than Ñve (5) business days'
notice; and

‚ the pre-release is subject to further indemnities and credit regulations as the depositary deems
appropriate.

In addition, the depositary will limit the number of American depositary shares that may be
outstanding at any time as a result of pre-release, although the depositary may disregard the limit from
time to time, if it thinks it is reasonably appropriate to do so.
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Items 13 to 17. Not applicable.

Item 18. FINANCIAL STATEMENTS

Reference is made to Item 19(a) for a list of all Ñnancial statements Ñled as part of this registration
statement.

Item 19. EXHIBITS

(a) List of Financial Statements:

Page

Audited consolidated Ñnancial statements prepared in accordance with U.S. GAAP
Report of Independent Accountants on the consolidated Ñnancial statements ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ F-1
Consolidated balance sheets as of December 31, 2000 and 1999 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ F-2
Consolidated statements of income for the years ended December 31, 2000, 1999 and 1998 ÏÏÏÏÏÏÏÏ F-3
Consolidated statements of changes in stockholders' equity for the years ended December 31, 2000,

1999 and 1998 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ F-5
Consolidated statements of cash Öows for the years ended December 31, 2000, 1999 and 1998 ÏÏÏÏÏ F-6
Notes to the consolidated Ñnancial statements ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ F-8

(b) Exhibits

1.1 Articles of Incorporation (in English and Korean)*
2.1 Form of Common Stock CertiÑcate (in English and Korean)*
2.2 Form of Deposit Agreement*
4.1 Investment Agreement among H&CB, ING Insurance International B.V., ING International

Financial Holdings B.V. and ING Verzekeringen N.V. dated July 15, 1999, as amended
August 16, 1999*

4.2 Merger Agreement between H&CB and Kookmin Bank dated April 23, 2001 (in English and
Korean)

8.1 List of Subsidiaries of H&CB
10.1 Korean Banking Act (in English and Korean)
10.2 Korean Commercial Act (in English and Korean)*
10.3 Korean Securities and Exchange Act (in English and Korean)
10.4 Korean Trust Business Act (in English and Korean)*

* Incorporated by reference to the H&CB Registration Statement on Form 20-F (File No. 001-15140)
Ñled on September 29, 2000.
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REPORT OF INDEPENDENT ACCOUNTANTS

To the Board of Directors and Stockholders of H&CB:

We have audited the accompanying consolidated balance sheets of H&CB and its subsidiaries (the
""Bank'') as of December 31, 2000 and 1999, and the related consolidated statements of income, of
changes in stockholders' equity, and of cash Öows for each of the years in the three year period ended
December 31, 2000. These Ñnancial statements are the responsibility of the Bank's management. Our
responsibility is to express an opinion on these Ñnancial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the Ñnancial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the Ñnancial statements. An
audit also includes assessing the accounting principles used and signiÑcant estimates made by
management, as well as evaluating the overall Ñnancial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

As more fully discussed in Note 1 to the Ñnancial statements, the Bank has been signiÑcantly
aÅected, and may continue to be aÅected for the foreseeable future, by the general adverse economic
conditions in the Republic of Korea and in the Asia PaciÑc region.

In our opinion, the consolidated Ñnancial statements referred to above present fairly, in all material
respects, the Ñnancial position of the Bank at December 31, 2000 and 1999, and the results of its
operations and its cash Öows for each of the years in the three year period ended December 31, 2000, in
conformity with accounting principles generally accepted in the United States of America.

PricewaterhouseCoopers
Seoul, Korea
June 12, 2001
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H&CB

CONSOLIDATED BALANCE SHEETS

December 31,

Note 2000 1999

(All amounts expressed
in millions of

Korean Won (""Won''),
except share data)

ASSETS
Cash and due from banks and other Ñnancial institutions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,154,195 1,280,960
Restricted deposits ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 8 425,937 930,967
Interest-bearing deposits in other banksÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 329,696 318,110
Call loans and securities purchased under resale agreements ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 719,679 75,621
Trading assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9 2,548,546 2,371,009
Securities available for sale ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10 5,782,117 4,359,742
Held-to-maturity securities (fair value of 2,240,415 in 2000 and 2,659,216 in 1999) ÏÏ 10 2,182,085 2,659,657
Loans (net of allowance for loan losses of 1,317,026 in 2000 and 1,286,552 in 1999)ÏÏ 12 44,926,644 30,869,296
Premises and equipment, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 13 827,378 744,636
Due from customers on acceptances ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 363,455 264,966
Accrued interest and dividends receivable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 381,062 378,076
Security deposits ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 516,891 511,076
Other assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 798,235 512,508

Total assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 60,955,920 45,276,624

LIABILITIES
Due to depositors:

Noninterest bearing ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 15 93,926 109,385
Interest bearing ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 15 47,185,091 33,269,948

Call money ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 51,323 758,000
Trading liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9 31,197 3,950
Other borrowed fundsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 16 2,215,503 1,466,361
Acceptances outstanding ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 363,455 264,966
Accrued interest payable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,678,396 2,523,475
Other liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,023,604 815,711
Secured borrowingsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 17 1,247,319 533,684
Long-term debt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 18 3,703,420 3,775,520

Total liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 58,593,234 43,521,000

Commitments and contingencies (Notes 6, 11, 28, 29, 30 and 36)
Minority interest ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,715 Ì

STOCKHOLDERS' EQUITY
Preferred stock, (5,000 Won par value, authorized 1,000,000,000 shares; Issued and

outstanding 17,790,000 shares in 2000 and 59,300,000 shares in 1999)ÏÏÏÏÏÏÏÏÏÏÏÏ 19 88,950 296,500
Less: KDIC bonds (at par value) purchased in connection with preferred shares

issued ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (88,950) (296,500)
Common stock, (5,000 Won par value, authorized 1,000,000,000 shares; Issued and

outstanding 119,968,809 shares in 2000 and 109,062,555 shares in 1999 (adjusted
for each 10% stock dividend approved March 24, 2001 and February 28, 2000)) ÏÏÏ 20 599,844 545,313

Additional paid-in capitalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,060,241 838,878
Deferred stock compensationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (205) (725)
Retained earnings ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 21 563,620 349,450
Accumulated other comprehensive income, net of taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 132,471 22,708

Total stockholders' equity ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,355,971 1,755,624

Total liabilities, minority interest, and stockholders' equity ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 60,955,920 45,276,624

The accompanying notes are an integral part of these consolidated Ñnancial statements.
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H&CB

CONSOLIDATED STATEMENTS OF INCOME

For the year ended
December 31,

Note 2000 1999 1998

(All amounts expressed
in millions of

Korean Won (""Won''),
except per share data)

Interest and dividend income

Interest and fees on loansÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,228,630 3,276,334 3,462,238

Interest and dividends on investment securities:

Interest ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 794,163 674,442 765,677

Dividends ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9,126 1,543 368

Interest and dividends on trading securities:

Interest ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 116,547 128,989 11,347

Dividends ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,422 1,042 911

Call loans and securities purchased under resale agreements ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 36,114 25,228 159,564

Interest from deposits in other banks ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 61,947 104,279 122,425

Other interest income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,808 30,611 48,149

Total interest and dividend income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,254,757 4,242,468 4,570,679

Interest expense

Deposits ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,879,536 2,277,467 2,315,087

Call moneyÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 28,936 18,502 67,322

Other borrowed funds ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 104,616 109,896 296,051

Long-term debt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 326,062 383,816 447,783

Secured borrowings ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 112,604 27,639 74,155

Total interest expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,451,754 2,817,320 3,200,398

Net interest income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,803,003 1,425,148 1,370,281

Provision for loan losses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 12 378,000 306,151 433,228

Provision for guarantees and acceptancesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 12 (788) (7,966) (37,398)

Net interest income after provision for loan losses, guarantees and acceptancesÏÏÏÏÏÏÏÏÏÏÏ 1,425,791 1,126,963 974,451

Noninterest income

Trust fees ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 106,275 161,507 155,699

Commission received on funds management ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 162,720 156,304 145,737

Other fees and commission incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 217,255 141,586 102,858

Net trading revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 153,429 156,961 80,501

Net (loss) gain on securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (131,245) 53,333 16,688

Other noninterest incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 127,693 120,702 29,451

Total noninterest income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 636,127 790,393 530,934

Noninterest expense

Salaries and employee beneÑts ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 509,178 517,746 609,331

Trust performance payments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 35 95,001 53,006 206,427

Equity in net loss of aÇliatesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,991 19,714 6,311

Depreciation and amortizationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 107,560 76,795 61,097

Administrative expenses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 237,366 158,869 126,303

Loss on sale of loansÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 19,633 1,046 61,155

Credit card fees ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 37,349 19,850 13,693

Other fees and commissionsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 162,286 108,729 87,290

Taxes and dues ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 37,308 33,091 31,211

Other noninterest expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 100,969 120,349 70,901

Total noninterest expenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,309,641 1,109,195 1,273,719
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H&CB

CONSOLIDATED STATEMENTS OF INCOME Ì (Continued)

For the year ended
December 31,

Note 2000 1999 1998

(All amounts expressed
in millions of

Korean Won (""Won''),
except per share data)

Income before income taxes and minority interest ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 752,277 808,161 231,666

Income tax expenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 24 243,657 267,504 102,058

Income before minority interest ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 508,620 540,657 129,608

Less: Minority interest income (loss)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,559 (8) 1,698

Net income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 506,061 540,665 127,910

Net income applicable to common stockholders ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 506,061 540,665 127,910

Net income per common share:ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 25

Basic: ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,218.26 4,753.18 1,248.50

Diluted:ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,569.39 3,116.28 1,242.32

The accompanying notes are an integral part of these consolidated Ñnancial statements.
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H&CB

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY

December 31,

Note 2000 1999 1998

(All amounts expressed
in millions of

Korean Won (""Won''))

Preferred Stock
Balance, beginning of yearÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 296,500 296,500 Ì
Issuance of stockÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 296,500
Redemption of stockÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (207,550) Ì Ì

Balance, end of year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 88,950 296,500 296,500

KDIC Bonds, at par value
Balance, beginning of yearÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (296,500) (296,500) Ì
KDIC bonds purchased ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì (296,500)
Redemption of bonds ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 207,550 Ì Ì

Balance, end of year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (88,950) (296,500) (296,500)

Common Stock
Balance, beginning of yearÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 545,313 446,165 321,165
Issuance of stockÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 49,574 125,000
Stock dividendÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 54,531 49,574 Ì

Balance, end of year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 599,844 545,313 446,165

Additional Paid-in Capital
Balance, beginning of yearÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 838,878 284,263 242,371
Issuance of stockÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 275,462 41,763
Stock dividendÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 222,194 274,639 Ì
Stock options granted, net of change in variable plan compensation ÏÏÏÏÏÏÏÏ (730) 4,514 129
Stock options forfeited ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (101) Ì Ì

Balance, end of year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,060,241 838,878 284,263

Deferred Stock Compensation
Balance, beginning of yearÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (725) (116) Ì
Stock options grantedÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (1,414) (129)
Amortization of deferred stock compensation expenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 470 805 13
Stock options forfeited ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 50 Ì Ì

Balance, end of year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (205) (725) (116)

Retained Earnings
Balance, beginning of yearÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 349,450 132,998 37,205
Net income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 506,061 540,665 127,910
Cash dividends declared:

Common stock ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (14,871) Ì (32,117)
Stock dividendÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (277,020) (324,213) Ì

Balance, end of year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 563,620 349,450 132,998

Accumulated Other Comprehensive Income, net of taxes
Balance, beginning of yearÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 22,708 239,282 (327,070)
Other comprehensive income (loss)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 22 109,763 (216,574) 566,352

Balance, end of year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 132,471 22,708 239,282

Total stockholders' equity ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,355,971 1,755,624 1,102,592

Comprehensive Income
Net income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 506,061 540,665 127,910
Other comprehensive income (loss), net of taxesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 109,763 (216,574) 566,352

Comprehensive income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 615,824 324,091 694,262

The accompanying notes are an integral part of these consolidated Ñnancial statements.
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H&CB

CONSOLIDATED STATEMENTS OF CASH FLOWS

For the year ended December 31,

2000 1999 1998

(All amounts expressed
in millions of

Korean Won (""Won''))

Cash Öows from operating activities:

Net incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 506,061 540,665 127,910

Adjustments to reconcile net income to net cash provided by operating activities:

Provision for loan losses, guarantees and acceptancesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 377,212 298,185 395,830

Depreciation and amortization ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 107,560 76,795 61,097

Amortization of loan origination costsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 20,718 15,021 9,517

Amortization of discounts on borrowings ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 109,318 102,873 68,425

Net loss (gain) on securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 131,245 (53,333) (16,688)

Equity in net loss of aÇliatesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,991 19,714 6,311

Net loss on sales of loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 19,633 1,046 61,155

Net (gain) loss on disposal of property and equipment ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,122) 2,023 76

Deferred income taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (10,273) (45,426) 148,180

Unrealized foreign exchange gain ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (44,578) (88,592) (311,749)

Stock compensation expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (311) 3,905 13

Minority interest in net income of consolidated subsidiaries ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,559 (8) 1,698

Net change in

Trading assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (173,782) (1,186,660) (15,674)

Accrued interest and dividend receivable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (2,986) 107,085 (159,828)

Other assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (65,770) 405,655 (146,588)

Trading liabilitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 27,247 (15,176) (255,148)

Accrued interest payableÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 150,952 189,961 (158,288)

Other liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (133,198) (175,757) (822,153)

Net cash provided by (used in) operating activities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,023,476 197,976 (1,005,904)

Cash Öows from investing activities:

Net change in interest-bearing deposits in other banks and Ñnancial institutions ÏÏÏÏÏÏÏÏÏÏÏ 34,457 (111,755) 1,144,907

Net change in restricted depositsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 505,093 (267,904) (60,075)

Net change in call loans and securities purchased under resale agreements ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (637,864) 390,928 205,667

Net change in security deposits ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (3,681) 55,143 2,060

Proceeds from sales of securities available for sale ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,176,639 2,707,230 761,920

Redemption and maturities of securities available for saleÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7,259,148 9,271,636 17,395,253

Purchases of securities available for sale ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (10,790,045) (8,642,402) (20,651,059)

Proceeds from maturities, prepayments, and calls of held-to-maturity securitiesÏÏÏÏÏÏÏÏÏÏÏÏ 2,156,690 39,305 15,139

Purchases of held-to-maturity securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,690,397) (2,474,236) (194,008)

Cash acquired as part of acquisition ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 17 Ì 484,120

Net proceeds on sales of loansÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 162,272 220,453 2,160

Net originations and repayments of loansÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (14,244,416) (6,480,190) 1,665,799

Additions to premises and equipment ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (298,159) (256,055) (117,793)

Disposals of premises and equipment ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 120,263 110,717 11,949

Net cash (used in) provided by investing activities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (15,249,983) (5,437,130) 666,039

Cash Öows from Ñnancing activities:

Net increase in deposits ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 13,877,519 5,835,867 1,968,900

Net increase in secured borrowingsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 713,635 533,684 Ì

Net (decrease) increase in call money ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (706,677) 578,863 (1,622,786)

Net (decrease) increase in short-term borrowings ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (113,136) (1,413,085) 279,729

Proceeds from issuance of long-term debt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,628,814 849,487 927,985

Repayment of long-term debt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (2,288,713) (1,846,813) (1,516,701)

Proceeds from preferred stock issuance ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 296,500

Proceeds from common stock issuanceÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 325,036 166,763

Cash dividends paid on common stocks ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (14,871) Ì (32,117)

OtherÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (296) (6,429) (5,373)

Net cash provided by Ñnancing activities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 14,096,275 4,856,610 462,900
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H&CB

CONSOLIDATED STATEMENTS OF CASH FLOWS Ì (Continued)

For the year ended December 31,

2000 1999 1998

(All amounts expressed
in millions of

Korean Won (""Won''))

EÅect of exchange rate changes on cash ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,467 (1,159) (123)

Net (decrease) increase in cash and cash equivalents ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (126,765) (383,703) 122,912

Cash and cash equivalents, beginning of year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,280,960 1,664,663 1,541,751

Cash and cash equivalents, end of year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,154,195 1,280,960 1,664,663

Supplemental disclosure of cash Öow information:

Cash paid during the year for interestÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,307,847 2,627,394 3,357,005

Cash paid during the year for income taxesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 322,950 47,350 106,295

Supplemental schedule of noncash investing and Ñnancing activities:

Acquisitions

Fair value of assets acquired ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 287,648 Ì 4,861,524

Less: liabilities assumed ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 324,623 Ì 5,854,236

Cash acquired ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 17 Ì 484,120

Acquisitions, net of cash acquired ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (36,992) Ì (1,476,832)

KAMCO and KDIC Bonds received in connection with acquisition ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 540,100

Stock dividend ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 277,020 324,213 Ì

Subordinated bonds issued in exchange for KDIC bondsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 148,000

Loans (repurchased from) sold to KAMCO in exchange for bonds (Note 6) ÏÏÏÏÏÏÏÏÏÏÏÏÏ (21,814) (17,784) 128,473

Repurchase of preferred stock held against KDIC bonds (Note 19) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 207,550 Ì Ì

Transfer of securities available for sale to the trading portfolio ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 979,746

Increase (decrease) in unrealized gains (losses) on securities available for sale, net of tax ÏÏ 105,458 (215,213) 566,177

Increase (decrease) in foreign currency translation adjustments, net of tax ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,260 (1,159) (123)

Transfer of held-to-maturity securities to securities available for sale due to other than

temporary impairment (Note 10) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,134 Ì Ì

Bonds and securities received in connection with loan restructuring (Note 12) ÏÏÏÏÏÏÏÏÏÏÏÏ 21,300 99,119 Ì

The accompanying notes are an integral part of these consolidated Ñnancial statements.
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H&CB

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
All amounts are expressed in millions of Korean Won (""Won'') unless otherwise noted.

1. General information and summary of signiÑcant accounting policies

H&CB, formerly the Housing and Commercial Bank of Korea, was established in 1967 under the
Korea Housing Bank Act to support the formation of funds for housing projects for low and moderate
income households and to promote an eÇcient supply and management of housing funds. In 1997, the
Commercial Code of the Republic of Korea was passed repealing the Korea Housing Bank Act and in
August 1997, H&CB became a commercial bank governed by the Banking Act.

H&CB and its subsidiaries (the ""Bank'') operate through 552 local branches and three overseas
branches as of December 31, 2000. The Bank is engaged in the commercial banking business under the
Banking Act and in the trust business according to the Trust Business Act and other related laws.

At December 31, 2000, the Korean government and foreign investors owned 14.5% and 66.4%,
respectively, of the outstanding common shares of the Bank.

On December, 22, 2000, the Bank entered into a memorandum of understanding for a merger with
Kookmin Bank and signed a merger agreement with Kookmin Bank on April 23, 2001. The merger is
scheduled to be completed in the fourth quarter of 2001 (See Note 36).

Risk and uncertainties

In connection with the Asian Ñnancial crisis which began in 1997, the Korean economy as well as
other economies in the Asia PaciÑc region experienced economic contractions, a reduction in the
availability of credit, increased interest rates, increased inÖation, negative Öuctuations in currency exchange
rates, increased numbers of bankruptcies, increased unemployment and labor unrest. Such conditions have
had a signiÑcant adverse eÅect on the operations of the Bank.

While economic conditions in the Republic of Korea may have improved since the Ñnancial crisis,
and some of the trends and conditions noted above may have reversed, the Bank and its customers may
continue to be aÅected for the foreseeable future by the general adverse economic conditions in the
Republic of Korea and in the Asia PaciÑc region.

During 2000, the economic recovery in the Republic of Korea slowed compared to 1999 and in
particular, the economic indicators for the fourth quarter of 2000 dropped unfavorably. The economic
indicators in the Ñrst quarter of 2001 have been mixed, and it is uncertain as to how the Korean economy
will perform in the near term. Should economic indicators in Korea perform unfavorably in the short term
and other external factors become negative, such as the degree of success of government-sponsored or
brokered restructurings of large troubled companies, or the success of the restructuring of the Korean
Ñnancial sector, then the Bank could be required to make adjustments to the carrying amount of its loans
and investments in the near term in amounts that could be material to the Ñnancial statements.

Basis of presentation

The accounting and reporting policies of the Bank conform with accounting principles generally
accepted in the United States of America (""US GAAP''). The preparation of Ñnancial statements in
conformity with US GAAP requires management to make estimates and assumptions that aÅect the
reported amounts of assets, liabilities, revenue and expense and disclosure of contingent assets and
liabilities. Actual results could diÅer from these estimates.

The policies, which are followed by the Bank to determine its Ñnancial position, results of operations
and cash Öows, are summarized below.
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Principles of consolidation

The consolidated Ñnancial statements of the Bank include the accounts of H&CB and its wholly-
owned and majority-owned subsidiaries (Note 33). Equity investments of 20 to 50 percent ownership
interests are accounted for using the equity method of accounting and are reported in "Other assets'. The
Bank's proportional share of earnings and losses of these companies is included in "Equity in net loss of
aÇliates'. All signiÑcant inter-company transactions and balances have been eliminated on consolidation.

Foreign currency translation

Foreign currency translation, which represents the eÅects of translating into Korean Won, at exchange
rates at the end of the Ñscal year, Ñnancial results from entities outside Korea who have a functional
currency other than Korean Won, is recorded as a component of cumulative other comprehensive income
within stockholders' equity, net of income tax eÅects. The eÅects of translating Ñnancial results of
transactions denominated in foreign currencies by entities with Korean Won as a functional currency are
included in other income, except for gains and losses arising from translation of securities available for sale
which are included as a component of other comprehensive income.

Foreign currency transactions in the domestic banking branches are accounted for at the exchange
rates prevailing on the dates of the transactions; gains and losses resulting from the settlement of such
transactions and from the translation of monetary assets and liabilities denominated in foreign currencies
are recognized in the income statement.

Cash and cash equivalents

For the purpose of reporting cash Öows, cash and cash equivalents are comprised of cash and amounts
due from banks and other Ñnancial institutions with an original maturity of 90 days or less.

Resale and repurchase agreements

The Bank enters into short-term purchases of securities under agreements to resell (""resale
agreements'') and sales of securities under agreements to repurchase (""repurchase agreements'') of
substantially identical securities. Resale agreements and repurchase agreements are accounted for as
secured lending and secured borrowing transactions, respectively, when certain criteria are met. If the
criteria are not met, then the Bank accounts for its resale agreements as purchases of securities with
related forward commitments to resell and accounts for its repurchase agreements as sales of securities
with related forward commitments to repurchase. It is the Bank's policy to take possession of securities
under agreements to resell. The Bank minimizes the credit risk associated with these transactions by
monitoring its aggregate credit exposure to each counterparty and by monitoring collateral value and
requiring the counterparty to deposit additional collateral with the Bank when deemed necessary.

The amount advanced under resale agreements accounted for as secured lending transactions and the
amounts borrowed under repurchase agreements accounted for as secured borrowings transactions are
carried on the balance sheet at the amount advanced or borrowed plus accrued interest. Interest earned on
resale agreements and interest incurred on repurchase agreements are reported as interest income and
interest expense, respectively.

Trading assets and liabilities

Trading assets include securities held in anticipation of short-term market movements. Trading
liabilities include obligations to deliver securities not yet purchased. Trading positions are carried at fair
value and recorded on a trade date basis. The Bank recognizes changes in the fair value of trading
positions as they occur in net trading revenue. Trading assets and liabilities also include derivatives used
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for trading purposes, which the Bank carries at fair value. The Bank recognizes changes in the fair value of
trading derivatives as they occur in net trading revenue. Trading securities and derivative Ñnancial
instruments are valued using quoted market prices, including quotes from dealers in those securities or
instruments, when available. If quoted market prices are not available, the fair value is estimated by using
pricing models, quoted prices of instruments with similar characteristics or discounted cash Öows.

Derivatives used for nontrading purposes

The Bank uses various derivatives, primarily interest rate and currency swaps, as an end-user to hedge
interest rate and foreign currency exposures and to modify the interest rate characteristics of related
balance sheet instruments. These derivatives are accounted for on an accrual basis and unrealized gains
and losses are not recognized in income. Swaps used to manage the interest rate and foreign exchange risk
of securities available for sale are carried at fair value with unrealized gains and losses, net of income
taxes, recorded in accumulated other comprehensive income, a separate component of stockholders' equity.
The realized gains or losses on these swaps are recognized together with the realized gains or losses on the
underlying instruments in the income statement.

Derivatives used as hedges must be eÅective at reducing the risk associated with the exposure being
hedged. Each derivative must be designated as a hedge at the beginning of the contract and must be
highly correlated with the underlying hedged item for the life of the contract. Derivative contracts that
subsequently fail to meet the above criteria are redesignated as trading derivatives. Any gain or loss
realized on the early termination of a hedging derivative is deferred and recognized over the life of the
underlying item.

Securities available for sale

Securities are classiÑed as available for sale when management intends to hold the securities for an
indeÑnite period of time or when the securities may be utilized for tactical asset/liability purposes and may
be sold from time to time to eÅectively manage interest rate exposure and resultant prepayment risk and
liquidity needs. Premiums and discounts for foreign denominated securities are amortized or accreted,
respectively, using the straight-line method. The amount of interest recognized using this method is not
materially diÅerent than the interest that would have been recognized if the eÅective interest rate method
were used. Premiums and discounts for domestic securities are amortized or accreted, respectively, using
the eÅective interest rate method. Realized gains and losses on the sales of securities are determined using
the speciÑc identiÑcation method. Securities available for sale are reported at fair market value. Unrealized
gains and losses on securities available for sale are excluded from earnings and reported as accumulated
other comprehensive income, net of taxes. Declines in fair value of individual securities available for sale
below their cost that are other than temporary result in write-downs of the individual securities to their fair
value. The related write-downs are included in earnings as realized losses.

Held-to-maturity securities

Securities, which the Bank has the positive ability and intent to hold to maturity, are recorded at cost,
adjusted for accretion/amortization of discounts and premiums. Premiums and discounts for foreign
denominated securities are amortized or accreted, respectively, using the straight-line method. The amount
of interest recognized using this method is not materially diÅerent than the interest that would have been
recognized if the eÅective interest rate method were used. Premiums and discounts for domestic securities
are amortized or accreted, respectively, using the eÅective interest rate method. Declines in fair value of
individual held-to-maturity securities below their cost that are other than temporary result in write-downs
of the individual securities to their fair value. The related write-downs are included in earnings as realized
losses.
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Venture capital activities

Certain of the Bank's subsidiaries engage exclusively in venture capital activities. Venture capital
investments are carried in the balance sheet at fair value in "Other assets,' with net changes in fair value
recognized in "Net gain (loss) on securities'. The fair values of publicly-traded securities held by these
subsidiaries are generally based on quoted market prices. Securities that are held by these subsidiaries that
are not publicly traded are originally recorded at cost, which is deemed to be fair value as of the
acquisition date. Subsequent to that date, management estimates fair value based on investee transactions
with unaÇliated parties, or evidence of an other-than-temporary decline in value from management's
review of the investee's Ñnancial results and condition. Any other-than-temporary impairment is recognized
in "Net gain (loss) on securities'.

Equity securities without readily determinable fair values

The Bank holds certain equity securities that do not have readily determinable fair values. Those
equity securities are recorded as "Other assets' in the balance sheet and are accounted for at cost, with any
other-than-temporary impairment recorded as "Net gain (loss) on securities'.

Loans

Loans are reported at the principal amount outstanding adjusted for charge-oÅs, the allowance for
loan losses and any net loan origination costs. Interest on loans is accrued at the eÅective rate and credited
to income based on the principal amount outstanding.

It is the policy of the Bank to cease the accrual of interest when principal or interest payments
become one day past due. Any unpaid interest previously accrued on such loans is reversed from income,
and thereafter interest is recognized only to the extent payments are received. Loans are returned to
accrual status when all the principal and interest amounts contractually due are brought current. In
applying payments on delinquent loans, payments are applied Ñrst to the delinquent interest, normal
interest, and then to the loan balance until it is paid in full.

Securities received by the Bank involving loans that are restructured or settled are recorded at a cost
basis equal to the fair market value of the security at the date of restructuring or settlement. Any
diÅerence between the security's fair value and the net carrying amount of the loan is recorded as a
charge-oÅ or recovery on the loan through the allowance for loan losses.

The Bank provides equipment Ñnancing to its customers through a variety of lease arrangements.
Direct Ñnancing leases are carried at the aggregate of lease payments/receivables plus estimated residual
value of the leased property, less unearned income. Unearned income is recognized using the eÅective
interest method.

Allowance for loan losses

The allowance for loan losses is available to absorb management's estimate of incurred loan losses in
the loan portfolio. Additions to the allowance for loan losses are made by changes to the provision for loan
losses. Credit exposures deemed to be uncollectible are charged against the allowance for loan losses.
Recoveries of previously charged oÅ amounts are credited to the allowance for loan losses.

The level of the allowance is based on an evaluation of the risk characteristics of the loan portfolio
and considers factors such as past loss experience and migration of loans, the Ñnancial condition of the
borrower and current economic conditions.

Commercial loans are generally evaluated individually due to a general lack of uniformity among
individual loans within each loan type. If necessary, an allowance for loan losses is established for
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individual impaired loans. A loan is considered impaired when, after consideration of current information
and events, it is probable that the Bank will be unable to collect all amounts, including principal and
interest, according to the contractual terms of the agreement. Once a loan is identiÑed as impaired,
management measures the loan based on the present value of expected future cash Öows discounted at the
loan's eÅective interest rate or, as a practical expedient, at the loan's observable market price or the fair
value of the collateral if the loan is collateral dependent. If the resulting value is less than the carrying
value of the loan, an allowance is established for the amount deemed uncollectible.

The allowance for loan losses on commercial loans which are not deemed to be impaired is
established for such loans as an aggregate pool based upon historical loss trends.

Due to their homogeneous nature, consumer loans and certain smaller loans, which includes
household mortgages, credit cards and other household loans, are generally evaluated for loan loss reserve
purposes as a group, based on individual loan type. This evaluation is based primarily on historical loss
trends.

Allowance for guarantees and acceptances

The Bank analyzes its oÅ-balance sheet legally binding commitments for possible losses associated
with such commitments. The Bank reviews the ability of the counterparty of the underlying credit
commitment to perform under the proposed commitment. If it is determined that a loss is probable and
estimable, the Bank will record a liability for other credit exposures in a similar manner as if a loan was
granted under the terms of the commitment. The allowance for guarantees and acceptances is reÖected in
other liabilities.

Deferred loan origination costs

The Bank recognizes certain employee compensation and payroll-related beneÑt costs associated with
originating loans as a yield adjustment over the life of the loan net of any related fees received. These
expenses include direct loan origination costs and other costs directly related to speciÑed activities
performed by the Bank which includes evaluating the prospective borrower's Ñnancial condition, recording
guarantees, collateral, and other security arrangements, negotiating loan terms, preparing and processing
loan documents and closing the transaction. The Bank does not have any signiÑcant related fee income.
All other lending-related costs, including costs related to activities performed by the Bank for advertising,
soliciting potential borrowers, servicing existing loans, and other ancillary activities related to establishing
and monitoring credit policies, supervision, and administration, are expensed as incurred.

Foreclosed land and buildings

Foreclosed assets acquired through or in lieu of loan foreclosure are initially recorded at their fair
value at the date of acquisition. After acquisition, the asset is carried at the lower of its carrying amount or
fair value determined by its estimated public auction price, net of selling costs.

Secured borrowings

Loans or securities that are transferred where the Bank retains the control of assets transferred are
retained on the balance sheet and treated as collateralized borrowings. The liability for funds received
under the loan sale agreement is included within secured borrowings.

Collateral

The Bank pledges loans as collateral for certain borrowings. These borrowings are structured as
transfers of loans through asset securitization although they are retained on the balance sheet, as the Bank

F-12



  BOWNE OF HONG KONG 06/28/2001 10:54 NO MARKS NEXT PCN: 414.00.00.00 -- Page is valid, no graphics U98001  413.00.00.00  9

H&CB

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Ì (Continued)

retains control of the assets transferred. The Bank also pledges securities as collateral, primarily for certain
deposit transactions and borrowings structured as a transfer of securities through asset securitization. The
Bank retains control of the securities and retains them on the balance sheet. Securities pledged against
deposits cannot be sold or re-pledged by the Bank. However, the Bank has the right to substitute the
collateral provided that this is not to the detriment of the depositor.

Accounting for securitizations

The Bank periodically transfers loans and other assets through an asset securitization structure where
such transfer qualiÑes as a sale transaction. The Bank maintains a residual interest in these loans and
services these loans. In addition, the Bank may extend certain limited recourse over the assets sold. In
calculating the gain or loss on the sale, the Bank allocates the cost basis of the loans sold between the
assets sold, the retained interest and servicing rights based on their relative fair values at the date of the
sale. A gain or loss is recognized as the diÅerence between the cash proceeds from the sale and the
allocated cost basis of the assets sold, less the estimated fair value of any recourse.

The retained interest represents subordinated bonds, classiÑed as available for sale and is subsequently
valued at estimated market value using the present value of future cash Öows considering fees paid to the
senior bond holders and certain administrative fees and expenses. The Bank recognizes interest income on
retained interests using the eÅective yield method.

Property and equipment

Premises, equipment and leasehold improvements are stated at cost less accumulated depreciation and
amortization. Depreciation of buildings is computed on a straight-line basis over the estimated useful lives
of the assets. Depreciation of equipment and vehicles is computed on a declining balance basis over the
useful lives of the assets. Amortization of leasehold improvements is computed on a straight-line basis over
the lives of the related leases, if shorter. Gains or losses on disposal of property and equipment are
determined by reference to their carrying amount. Maintenance and repairs are charged to expense as
incurred.

The estimated useful lives of premises and equipment are as follows:

Buildings ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5-40 years
Equipment and vehiclesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5 years
Leasehold improvements ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5 years

All leases entered into by the Bank as lessee qualify as operating leases. Payments made under
operating leases are charged to income on a straight-line basis over the periods of the leases. Any payment
made to the lessor by way of penalty for early termination of operating leases is recognized as an expense
in the period in which termination takes place.

Stock based compensation

The Bank accounts for its employee stock-based compensation plans using the intrinsic-value based
method in accordance with Accounting Principles Board Opinion No. 25 ""Accounting for Stock Issued to
Employees''. Compensation expense is the number of shares under option times the diÅerence between the
quoted market price of the stock at the measurement date, the date on which the number of shares and
the exercise price are Ñxed, less the exercise price that the employee is required to pay. Compensation
expense is recognized over the vesting period in which an employee performs the services related to the
option awards.

F-13



  BOWNE OF HONG KONG 06/28/2001 10:54 NO MARKS NEXT PCN: 415.00.00.00 -- Page is valid, no graphics U98001  414.00.00.00  9

H&CB

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Ì (Continued)

Interest expense

Interest expense is recognized on an accrual basis. For deposits where a portion of the interest
payments are linked to the Bank's stock price, interest is recognized based on the price of the Bank's stock
at the end of the period.

Advertizing costs

Advertizing costs are expensed as incurred and are included in the Statement of Income in
"Administrative expenses'.

Trust fees and compensation to the trust accounts

The Bank receives fees for its management of trust assets and operations, and is entitled to receive
performance-based fees for certain trust accounts, in accordance with the relevant laws and regulations
applicable to trust operations. These fees, if earned, are recognized at the end of the performance period.

The Bank is liable to compensate trust account holders for losses incurred in certain trust accounts
subject to minimum return and principal guarantees. Such losses are settled as of the end of each
applicable year.

Other fees and commissions income

Fees and commissions primarily consist of fees from trust investment management, deposit accounts,
mortgage servicing, loan commitments, credit card interchange income and cash advance fees. Such fees
are recognized when earned.

Income taxes

Deferred income tax is provided, by using the liability method, for all temporary diÅerences arising
between the tax bases of assets and liabilities and their carrying values for Ñnancial reporting purposes.
Currently enacted tax rates are used to determine deferred income tax.

Temporary diÅerences arise from diÅerences in the recognition of certain revenues and expenses
between Ñnancial and tax reporting. Such diÅerences include the recognition of losses and impairments on
loans and investments, recognition of interest income, and valuation diÅerences recognized for trading
securities. Deferred tax assets, including the carry-forward of unused tax losses, are recognized to the
extent that it is more likely than not that the deferred tax assets will be realized. To the extent that
deferred tax assets are not realizable, a valuation allowance is recognized.

Goodwill and impairment of goodwill

Goodwill, which is recognized as the excess of cash paid or liabilities assumed over net assets
acquired, is being amortized on a straight-line basis over its estimated useful life.

The carrying amount of goodwill is reviewed annually for impairment. If this review indicates that the
carrying amount of goodwill may not be recoverable, as determined based on the estimated undiscounted
cash Öows of the entity acquired over the remaining economic period, then the carrying amount will be
adjusted.

Earnings per common share

Earnings per common share for all periods presented is computed by dividing net income, reduced by
dividends on preferred stock by the weighted average number of common shares issued and outstanding.
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Diluted earnings per common share is computed by dividing net income available to common stockholders,
adjusted for the eÅect of assumed conversions, by the weighted average number of common shares issued
and outstanding and dilutive potential common shares, which include convertible preferred stock and stock
options. Dilutive potential common shares are calculated using the treasury method.

ReclassiÑcation

Certain reclassiÑcations have been made in the 1999 and 1998 Ñnancial statements to conform to the
2000 presentation for comparability purposes.

2. Recent accounting pronouncements

SFAS No. 133 ""Accounting for Derivative Instruments and Hedging Activities''

In June 1998, the Financial Accounting Standards Board (""FASB'') issued Statement of Financial
Accounting Standards No. 133, ""Accounting for Derivative Instruments and Hedging Activities'' (SFAS
No. 133) and Statement of Financial Accounting Standards No. 138, ""Accounting for Certain Derivative
Instruments and Certain Hedging Activities Ì an amendment of SFAS No. 133'' (collectively, ""SFAS
No. 133''). SFAS No. 133 establishes accounting and reporting standards for derivative Ñnancial
instruments, including certain derivatives used for hedging activities and derivatives embedded in other
contracts. SFAS No. 133 is eÅective for the Bank from January 1, 2001. Adjustments resulting from
initial adoption of the new standards will be reported in a manner similar to the cumulative eÅect of a
change in accounting principle and will be reÖected in net income or accumulated other comprehensive
income based upon existing hedging relationships, if any.

SFAS No. 133 requires all derivatives to be recognized on the balance sheet at fair value. Changes in
the fair value of derivatives are recorded each period in current earnings or other comprehensive income,
depending on whether a derivative is designated as part of a hedge transaction and, if it is, depending on
the type of hedge transaction. Derivatives which are not designated as hedging instruments are adjusted to
fair value through current-period earnings.

For fair-value hedge transactions in which the Bank is hedging changes in an asset's, liability's, or
Ñrm commitment's fair value, changes in the fair value of the derivative instrument should generally be
oÅset in the income statement by changes in the hedged item's fair value for the risk being hedged.

For cash-Öow hedge transactions in which the Bank is hedging the variability of cash Öows related to
a variable-rate asset, liability, or a forecasted transaction, changes in the fair value of the derivative
instrument are reported in other comprehensive income. The gains and losses on the derivative instrument
that are reported in other comprehensive income are reclassiÑed as earnings in the periods in which
earnings are impacted by the variability of the cash Öows of the hedged item. The ineÅective portion of all
hedges will be recognized in current-period earnings.

The Bank estimates that the impact at the date of initial application will result in a net-of-tax
reduction to income of 312 million Won and a reduction to shareholders' equity of 194 million Won. The
reduction in income is primarily attributable to derivative contracts which are currently designated as
hedging (and accounted for on an accrual basis) which would be accounted for as trading under SFAS
No. 133.

As a result of this standard, management may make changes to risk management strategies outside of
its trading activities, and it also anticipates a signiÑcant increase in the complexity of the accounting and
record keeping requirements for these hedging activities.
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Adoption of this standard may cause volatility in quarterly earnings and equity, prospectively, due to
the methods used to measure hedges and management's decision to no longer apply hedge accounting to
certain business strategies.

SFAS No. 140 ""Accounting for Transfers and Servicing of Financial Assets and Extinguishment of
Liabilities''

In September 2000, the FASB issued SFAS No. 140, ""Accounting for Transfers and Servicing of
Financial Assets and Extinguishment of Liabilities Ì a replacement of SFAS No. 125''. SFAS No. 140
revises the standards for accounting for securitizations, other transfers of Ñnancial assets and collateral, and
restricts the use of special purpose vehicles in transfers. SFAS No. 140 requires certain new disclosures,
but it carries over most of SFAS No. 125's provisions without reconsideration. Generally, the new
provisions of this standard are to be applied prospectively and become eÅective March 31, 2001. However,
certain recognition and classiÑcation requirements for collateral and disclosures for collateral and
securitization transactions are required as of December 31, 2000. These have been adopted by the Bank.
Adoption of the remaining provisions of this revised accounting standard is not expected to have a material
impact on the Bank.

3. Acquisition of Jooeun Leasing

On January 20, 2000, the Bank acquired an additional 35% of Jooeun Leasing Co., Ltd. (""Jooeun
Leasing'') through a debt to equity swap bringing the Bank's total ownership to 85%. The swap was the
result of a memorandum of understanding between Jooeun Leasing and its creditors. The Bank converted
its loans to Jooeun Leasing to an equity investment in the amount of 82,300 million Won on January 20,
2000 and, correspondingly, Jooeun Leasing issued 16.4 million shares of its common stock to the Bank.

As of December 31, 2000, the Bank holds 85% of the outstanding shares of Jooeun Leasing. The
Bank included the net assets of Jooeun Leasing and the related minority interest in its consolidated
balance sheet as of the acquisition date. The purchase of the additional 35% has been accounted for under
the purchase method and accordingly, the results of operations for Jooeun Leasing have been incorporated
in the Bank's consolidated statement of income from the date of acquisition.

The net liabilities of Jooeun Leasing at the date of acquisition were 36,975 million Won. The excess
of consideration given over the net liabilities assumed has been recorded as goodwill of 54,602 million
Won. The goodwill is being amortized using the straight-line method over a period of 5 years. The
amortization period is consistent with the Bank's current strategy to run oÅ the current portfolio of leases
and customers. In accordance with the memorandum of understanding related to the transaction, Jooeun
Leasing's maturities on debt of 244,234 million Won were extended until the end of 2005.

The memorandum of understanding requires the Bank to provide two additional loans in the amount
of 100 billion Won upon request by Jooeun Leasing. A loan totaling 47 billion Won has been extended as
of March 2001. The remaining 53 billion Won will be granted during the twelve-month period ending
March 31, 2002.

The following unaudited pro forma consolidated statement of income of the Bank is presented as if
the acquisition of the majority interest in Jooeun Leasing had occurred at the beginning of the period
presented.
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1999

(all amounts expressed
in millions of Won

except per share data)
(unaudited)

Revenue ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,267,189

Net incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 485,068

Earnings per share: (in Won)

Basic ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,264.41

Diluted ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,795.83

The unaudited pro forma consolidated statement of income includes adjustments to give eÅect to
amortization of goodwill and related income tax eÅects. The unaudited pro forma information is not
necessarily indicative of the results of operations that would have occurred had the purchase occurred at
the beginning of the year presented or of future consolidated results.

4. Acquisition of DongNam Bank

In accordance with the purchase and assumption arrangement eÅective June 29, 1998, the Bank
purchased certain assets and assumed substantially all of the liabilities of DongNam Bank and its
subsidiary, DongNam Finance Limited (collectively, ""DNB''). In addition, the Bank retained the right to
transfer any purchased assets which became non-performing within a year after the purchase date to the
Korea Asset Management Corporation (""KAMCO'') on condition that the Bank was not found to be
negligent in the management of those assets.

On the date of acquisition, the Bank acquired from DNB assets of 5,345,644 million Won and
liabilities of 5,854,236 million Won including deposits of 3,111,878 million Won. This acquisition was
accounted for under the purchase method and the results of operations have been included in the Bank's
results of operations since June 29, 1998.

Additionally, at March 31, 1999, the Bank transferred to KAMCO 321,841 million Won of loans
related to the DNB acquisition in accordance with the purchase and assumption agreement. At March 30,
1999, June 30, 1999 and September 30, 1999, the Bank received compensation of 7,764 million Won,
2,136 million Won, and 24,368 million Won, respectively, in accordance with the purchase and assumption
agreement reÖecting the identiÑcation of requirements for additional loss allowances on certain loans
acquired from DNB over and above those recognized on June 29, 1998. This amount was recorded as an
increase in the allowance for loan losses and restored the Bank to an overall neutral position on the
transaction. No additional compensation was received during 2000.

5. Securitization of non-performing loans

During 2000, the Bank established H&CB 0004 ABS Specialty Co., Ltd. (""HAS-4''), a special
purpose vehicle, together with one investor in order to securitize certain assets of the Bank.

On December 6, 2000, the Bank sold non-performing and other loans to HAS-4, which in turn issued
bonds in the amount of 97,000 million Won collaterized by such loans. In accordance with SFAS No. 125
""Accounting for Transfers and Servicing of Financial Assets and Extinguishment of Liabilities,'' this
transaction was accounted for as a sale.

In conjunction with the sale, the Bank recognized cash proceeds of 75,752 million Won and de-
recognized 162,272 million Won of loans (net of allowance of 48,529 million Won). The Bank also
recognized a liability in the amount of 1,148 million Won related to certain recourse provisions associated
with the transfer and retained a junior bond interest in the special purpose vehicle of 71,112 million Won
determined on a relative fair market value basis. The Bank recognized a loss on the sale of loans totaling
16,557 million Won.
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As a result of the sale, the Bank retained interest in the loans through its investment in junior bonds.
The cash Öows from the junior bonds represent residual interest remaining in the special purpose vehicle
after payment of senior bond interest and principal and payment of certain fees and expenses. The Bank
determined the fair value of the junior bonds using present value of future cash Öows taking into
consideration the priority of payments. The key economic assumptions used in estimating the fair value of
retained interests capitalized during the year ended December 31, 2000 are as follows:

2000

Weighted average life (in years) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1.42

Weighted average collection ratioÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 65.81%

Reinvestment ratio ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5.00%

Weighted average asset cash Öows discounted at ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 12.63%

The Bank recognized an impairment charge of 12,020 million Won at December 31, 2000 to reÖect
the then market value, which was less than the relative fair market value calculated at the transfer date.

The Bank entered into a servicing arrangement contract whereby the Bank will service and maintain
the records for these loans. In exchange, the Bank receives 0.5% of the outstanding securitized bond
balance of the beginning of every quarter as quarterly servicing fees.

The Bank received cash Öows from the special purpose vehicle for the period from transfer to the end
of the year as follows:

2000

(all amounts expressed
in millions of Won)

Proceeds from new securitizationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 75,752

Servicing fees received ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 101

At December 31, 2000, the key economic assumptions and the sensitivity of the current fair value of
residual cash Öows to immediate 10 percent and 20 percent adverse changes in those assumptions are as
follows:

10% Impact 20% Impact

(all amounts expressed
in millions of Won)

Estimated fair value of junior bond ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 47,000 32,979

Weighted average collection ratio ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 59.23% 52.65%

Reinvestment ratio ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5.00% 5.00%

Weighted average asset cash Öows discounted at ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 12.10% 12.00%

These sensitivities are hypothetical and should be used with caution. The changes in fair value based
on a variation in assumptions may not be extrapolated because the relationship of the change in
assumption to the change in fair value may not be linear. Also, in this table, the eÅect of a variation in a
particular assumption on the fair value of the retained interest is calculated without changing any other
assumption; in reality, changes in one factor may result in changes in another, which might magnify or
counteract the sensitivities.

Given the nature of these assumptions, it is at least reasonably possible that changes in actual results
or future changes in assumptions could materially aÅect the short-term carrying value of the junior bonds
and the related results of the Bank's operations.

6. Other KAMCO loan sales

The Bank sold to KAMCO certain non-performing loans to increase the liquidity of the Bank in the
net aggregate principal amount (net of related allowances for loan losses) of 2 billion Won and 208 billion
Won for a sales price of 142 million Won and 144 billion Won in 1999 and 1998, respectively. The sales
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price takes into account adjustments made to the purchase price of the Bank's loans after the initial
payment by KAMCO, as governed by each sales contract. After considering the eÅect of loans
repurchased by the Bank and recourse liabilities for certain loan guarantees, such sales resulted in losses of
1.6 billion Won and 61.2 billion Won for 1999 and 1998, respectively.

Notwithstanding the sale and elimination of these assets from the Bank's balance sheet, the Bank was
obligated under the provisions of the sales agreement, to repurchase certain loans at the option of
KAMCO. The Bank repurchased loans of 23,967 million Won pursuant to these provisions during 2000.
The Bank also received certain settlement payments related to prior period sales or recourse obligations of
8,637 million Won. In addition, the Bank has guaranteed the realization of the transfer price in the
individual adjustment contract of certain loans identiÑed under the terms of the agreement. As of
December 31, 2000, 59,396 million Won is guaranteed against which the Bank has 3,683 million Won as a
recourse liability.

7. Other investing activities

On January 11, 2000, in accordance with the share transfer and joint venture agreements, the Bank
purchased one million shares of common stock of ING Life Insurance Company, Korea, Ltd. (""ING
Life'') for 41,384 million Won. This represents 20% of the total outstanding common shares of ING Life
Insurance Company, Korea, Ltd. As part of this purchase, the Bank recognized goodwill totaling
37,173 million Won as its cost exceeded its share of the carrying value of ING Life's equity. This goodwill
is being amortized over 5 years and relates primarily to the future cash Öows from insurance premiums.

As part of the same agreement, ING Insurance International B.V. acquired 1.2 million common
shares of Jooeun Investment Trust Management Co., Ltd., a consolidated subsidiary of the Bank, for
27,840 million Won, which represents 20% of the total outstanding common shares. The Bank recognized
a gain of 23,709 million Won on the sale which is reported as "Other noninterest income' on the income
statement.

8. Restricted deposits

The following table presents restricted deposits as of December 31, 2000 and 1999.

2000 1999

(all amounts
expressed

in millions of
Won)

Reserve deposits with the Bank of KoreaÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 169,665 652,216

Sinking Funds deposited with the Bank of Korea ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 14,293

Deposits for severance payments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 255,289 263,500

Other deposits ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 983 958

Total restricted deposits ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 425,937 930,967

Reserve deposits with the Bank of Korea represent amounts required to be kept on deposit under the
Banking Act for payment of deposits. Deposits for severance payments are made under a group severance
beneÑt plan, and any withdrawal other than for the actual payment of severance beneÑts is subject to tax
under Korean Tax Law.

F-19



  BOWNE OF HONG KONG 06/28/2001 10:54 NO MARKS NEXT PCN: 421.00.00.00 -- Page is valid, no graphics U98001  420.00.00.00  12

H&CB

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Ì (Continued)

9. Trading assets and liabilities

The following table presents trading assets and trading liabilities for December 31, 2000 and 1999.

2000 1999

(all amounts
expressed

in millions of Won)

Trading assets:

Debt securities

Korean Treasury and government agency securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10,048 2,025,304

Corporate debt securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 60,080

Debt securities issued by Ñnancial institutions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 47,510

Other debt securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,397,336 10,807

Equity securitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 31,949 122,335

Total debt and equity instruments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,439,333 2,266,036

Derivative Ñnancial instruments:

Cross currency contractsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 106,294 101,134

Interest rate contracts ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 789 Ì

Foreign exchange contracts ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,130 3,839

Total derivative Ñnancial instruments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 109,213 104,973

Total trading assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,548,546 2,371,009

Trading liabilities:

Derivative Ñnancial instruments:

Interest rate contracts ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 22 972

Foreign exchange contracts ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 31,175 2,978

Total trading liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 31,197 3,950

Average trading assets and liabilities were as follows for December 31, 2000 and 1999:

2000 1999

(all amounts
expressed

in millions of Won)

Total trading assets Ì debt and equity instruments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,346,352 1,504,044

Total trading assets Ì derivative Ñnancial instruments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 104,157 120,906

Total trading liabilities Ì derivative Ñnancial instruments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,864 5,642
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10. Securities

At December 31, 2000, the amortized cost and estimated fair value of the Bank's securities available
for sale and held-to-maturity securities and the related unrealized gains and losses were as follows:

December 31, 2000

Gross Gross
Amortized Unrealized Unrealized Fair

Cost Gains Losses Value

(all amounts expressed in millions of Won)

Securities available for sale:

Debt securities

Korean Treasury and government agency securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,558,383 98,709 658 2,656,434

Corporate debt securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 326,118 11,037 4,974 332,181

Mortgage-backed securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 802,895 21,420 1,637 822,678

Debt securities issued by Ñnancial institutions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 363,897 14,576 371 378,102

Other debt securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,458,162 81,674 Ì 1,539,836

Equity securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 85,438 Ì 32,552 52,886

Total securities available for sale ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,594,893 227,416 40,192 5,782,117

Held-to-maturity securities:

Korean Treasury and government agency securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,502,572 42,589 1,069 1,544,092

Corporate debt securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 322,164 7,317 1,122 328,359

Mortgage-backed securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 180,000 6,566 Ì 186,566

Debt securities issued by Ñnancial institutions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 174,864 4,077 Ì 178,941

Debt securities issued by foreign governments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,485 Ì 28 2,457

Total held-to-maturity securitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,182,085 60,549 2,219 2,240,415

During the year ended December 31, 2000, the Bank recognized other-than-temporary impairment
losses on securities available for sale and held-to-maturity securities of 120,810 million Won and
5,144 million Won, respectively. As discussed in Note 1 and Note 12, Korean companies may continue to
be adversely aÅected by adverse trends in the Korean economy which may result in additional decreases in
the carrying amounts of securities other than those issued by governmental entities. During 2000, the Bank
transferred held-to-maturity securities with an amortized cost of 12,856 million Won and an other-than-
temporary impairment loss of 6,722 million Won to securities available for sale. The transfer of these
securities was due to signiÑcant deterioration in the issuers' credit worthiness.
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At December 31, 1999, the amortized cost and estimated fair value of the Bank's securities available
for sale and held-to-maturity securities and the related unrealized gains and losses were as follows:

December 31, 1999

Gross Gross
Amortized Unrealized Unrealized Fair

Cost Gains Losses Value

(all amounts expressed in millions of Won)

Securities available for sale:

Debt securities

Korean Treasury and government agency securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,541,897 10,865 26,868 2,525,894

Corporate debt securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 302,924 5,460 2,422 305,962

Mortgage-backed securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 128,845 1,111 Ì 129,956

Debt securities issued by Ñnancial institutions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 485,951 15,507 9,477 491,981

Other debt securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 750,699 40,242 77 790,864

Equity securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 114,378 8,527 7,820 115,085

Total securities available for sale ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,324,694 81,712 46,664 4,359,742

Held-to-maturity securities:

Korean Treasury and government agency securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,235,159 3,353 12,940 1,225,572

Corporate debt securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 399,834 2,822 7,523 395,133

Debt securities issued by Ñnancial institutions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 152,143 51 2,479 149,715

Debt securities issued by foreign governments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,384 Ì 27 2,357

Bond Market Stabilization Fund (Note 11) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 870,137 16,302 Ì 886,439

Total held-to-maturity securitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,659,657 22,528 22,969 2,659,216

During the year ended December 31, 1999, the Bank recognized impairment losses on securities
available for sale and held-to-maturity securities of 22,580 million Won and 1,899 million Won,
respectively, where decreases in values were deemed to be other-than-temporary.

Gross unrealized losses on interest rate swaps related to securities available for sale at December 31,
2000 and 1999 were 168 million Won and 391 million Won, respectively.

For the years ended December 31, 2000 and 1999, proceeds from sales of securities available for sale
amounted to 2,176,639 million Won and 2,707,230 million Won, respectively. For the years ended
December 31, 2000 and 1999, gross realized gains amounted to 54,176 million Won and 126,396 million
Won, and gross realized losses amounted to 31,266 million Won and 73,063 million Won, respectively for
such securities.

The amortized cost and estimated fair value of the Bank's debt securities available for sale and held-
to-maturity securities at December 31, 2000 by contractual maturity are shown below. Expected maturities
may diÅer from contractual maturities because borrowers may have the right to call or prepay obligations
with or without call or prepayment penalties.

At December 31, 2000

Securities available Held-to-maturity
for sale securities

Amortized Estimated Amortized Estimated
Cost Fair Value Cost Fair Value

(all amounts expressed in millions of Won)

Due in one year or lessÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,818,256 1,859,230 424,118 428,878

Due after one year through Ñve yearsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,671,989 3,846,864 1,725,822 1,778,815

Due after Ñve years through ten years ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 19,210 23,137 32,145 32,722

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,509,455 5,729,231 2,182,085 2,240,415
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11. Bond market stabilization fund

On September 21, 1999, at the request of the government, forty Korean Ñnancial institutions
established the Bond Market Stabilization Fund (""the Fund'') to stabilize the market prices of debt
securities and interest rates in Korea through, among other means, open market purchases and sales of
debt securities. The Bank contributed 872,200 million Won in cash to the Fund. In exchange for the
contribution, the Bank received an 8.1% interest in the Fund.

On March 27, 2000 (the ""dissolution date''), the government elected to dissolve the Fund in advance
of the scheduled maturity and sell most of the securities held within the Fund to the participating Ñnancial
institutions. The Bank received cash of 872,200 million Won and purchased certain securities
totaling 846,700 million Won previously held by the Fund. The total fair value of all investments sold to
participating Ñnancial institutions was approximately 26.6 trillion Won. These securities consisted of
national and local government bonds, Ñnancial debentures issued by government-invested corporations and
corporate bonds with credit ratings of mostly A or higher as rated by the Korean credit rating agencies.

On dissolution of the Fund, a portion of the securities previously held by the Fund were transferred to
two trusts (""the Trusts'') and the Bank received a 100% of the interest in one of the trusts (""Trust I'').
Trust I is separately identiÑable from the other trust (""Trust II''), is managed by a third party and
received 23.6 billion Won of assets from the Fund. The Bank manages Trust II which is beneÑcially
owned by the other participating Ñnancial institutions. Trust II received 273.4 billion Won of assets from
the Fund. The Bank consolidates Trust I.

As part of the dissolution agreement, the participating Ñnancial institutions agreed that any losses
experienced by the participants on their share of investments purchased from the Fund would be shared
with the other participating Ñnancial institutions according to their share of the Trusts until August 31,
2002, the scheduled maturity of the Trusts. The mechanism by which this operates is that in the event
that any of the purchased investments go through court receivership, workout or mediation, the
participating Ñnancial institutions holding those securities are able to sell these securities to the Trusts at
the fair value calculated using the yield on the dissolution date. The Money Trust Committee, consisting
of six participating Ñnancial institutions including the Bank, has the authority to approve the repurchase of
securities by the Trusts. As the Bank owns approximately 7.94% of the Trusts in total, the Bank is exposed
to 7.94% of the potential loss on securities which are sold back to the Trusts. The dissolution agreement
does not address commitments to purchase investments which exceed the assets of the Trusts.

In April 2001, the Money Trust Committee approved a repurchase by the Trusts of securities issued
by Hyundai Engineering & Construction Co., Ltd. with a total face amount of 234.0 billion Won for
238.0 billion Won.
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12. Loans

The composition of the loan portfolio as of December 31, 2000 and 1999 was as follows:

2000 1999

(all amounts expressed
in millions of Won)

Consumer:

Residential mortgages ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 20,987,156 17,246,119

Installment loans to individuals ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,675,442 2,265,976

Credit cards ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,881,259 1,216,213

Other consumer(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7,082,964 4,209,623

Commercial:

Commercial and industrial ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,357,724 3,944,406

Construction loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 771,173 1,601,338

Lease Ñnancing ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 263,724 Ì

Other commercial(2) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,188,419 1,650,129

Gross loansÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 46,207,861 32,133,804

Deferred origination costsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 35,809 22,044

Less: Allowance for loan losses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,317,026) (1,286,552)

Total loans, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 44,926,644 30,869,296

(1) Other consumer loans include personal overdrafts, consumer loans collaterized by real estate, loans with principal due at

maturity, auto installment loans and loans for low-income housing leases.

(2) Other commercial loans include commercial bills discounted, overdrafts, and loans to public agencies.

During 2000, the Bank received convertible debt securities, marketable equity securities and non-
marketable equity securities having a fair market value of 3,405 million Won, 14,226 million Won, and
1,490 million Won, respectively, through restructuring of eleven loans having an aggregate net book value
of 34,627 million Won. The Bank recognized aggregate charge-oÅs of 19,807 million Won and recoveries
of 4,300 million Won associated with these transactions.

Directors and executive oÇcers of the Bank and their related interests were indebted to the Bank in
the aggregate amounts of 37,239 million Won and 47,380 million Won at December 31, 2000 and 1999,
respectively. From January 1, 2000, through December 31, 2000, directors and executive oÇcers of the
Bank and their related interests borrowed 34,860 million Won and repaid 30,943 million Won. In the
opinion of management, these loans do not involve more than a normal risk of uncollectibility.

The following table sets forth information about the Bank's impaired loans as of December 31, 2000
and 1999. Impaired loans are those on which the Bank believes it is not probable that it will be able to
collect all amounts due according to the contractual terms of the loan.

2000 1999

(all amounts
expressed

in millions of Won)

Impaired loans with an allowance ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,097,618 2,063,915

Impaired loans without an allowance ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 398,517 736,505

Total impaired loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,496,135 2,800,420

Allowance for impaired loans under SFAS 114ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 987,102 1,061,085

Average balance of impaired loans during the yearÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,922,831 3,521,344

Interest income recognized on impaired loans during the year(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 26,913 65,371

(1) Had the impaired loans performed in accordance with their original terms, additional interest income of 117,728 million Won,

22,588 million Won and 33,028 million Won would have been recorded in 2000, 1999 and 1998, respectively.
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As discussed in Note 1, adverse economic conditions in the Korean economy may continue to have an
adverse eÅect on debtors of the Bank. The Bank owns investment securities of, and has loans outstanding
to, a number of Korean companies that have experienced Ñnancial diÇculties. The ultimate collectibility of
these amounts is subject to a number of factors, including the successful performance of the debtors under
various restructuring plans in place or in process of negotiation and their ability to perform on loan and
debt obligations given the status of the Korean economy and the potential continuation of the adverse
trends or other unfavorable developments. Consequently, it is reasonably possible that adjustments could
be made to the reserves for impaired loans and to the carrying amount of investments in the near term in
amounts that may be material to the Bank's Ñnancial statements.

The table below summarizes the changes in the allowance for loans, guarantees and acceptances:

2000 1999

Guarantees & Guarantees &
Loans acceptances Total Loans acceptances Total

(all amounts expressed in millions of Won)

Allowance at January 1,ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,286,552 31,938 1,318,490 1,258,592 39,904 1,298,496

Allowance from acquisition of Jooeun Leasing ÏÏÏÏÏÏÏ 49,668 Ì 49,668 Ì Ì Ì

Provision for loan losses, guarantees and acceptances 378,000 (788) 377,212 306,151 (7,966) 298,185

Allowance relating to loans repurchased from (sold

to) KAMCOÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 29,178 Ì 29,178 (5,744) Ì (5,744)

Allowance relating to loans sold to other companies ÏÏ (48,529) Ì (48,529) (17,071) Ì (17,071)

Allowance relating to loans transferred to KAMCO in

relation to DongNam ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì (61,466) Ì (61,466)

Other compensation received on DongNam loans ÏÏÏÏ Ì Ì Ì 34,269 Ì 34,269

Charge-oÅs ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (423,190) Ì (423,190) (244,186) Ì (244,186)

Recoveries ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 29,647 Ì 29,647 16,420 Ì 16,420

Foreign currency translation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 15,480 2,286 17,766 7,000 Ì 7,000

Other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 220 (189) 31 (7,413) Ì (7,413)

Allowance at December 31,ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,317,026 33,247 1,350,273 1,286,552 31,938 1,318,490

The allowance for guarantees and acceptances in the above table is included in "Other liabilities' in
the consolidated balance sheet.

Investment in capital leases

The Bank originates direct Ñnancing leases on certain machinery, computers, and various other
equipment for customers in variety of industries throughout Korea. Income attributable to the leases is
initially recorded as unearned income and subsequently recognized as interest income using the straight-
line method, which approximates the eÅective interest method, over the term of leases. The terms of
leases are generally from 3 to 12 years. The components of the net investment in direct Ñnancing leases at
December 31, 2000, which are included in "Loans,' are as follows:

2000

(all amounts expressed
in millions of Won)

Gross lease payment receivable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 324,465

Estimated unguaranteed residual values ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 8,811

Unearned incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (69,552)

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 263,724
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The scheduled maturities of minimum lease payments outstanding at December 31, 2000, expressed
as a percentage of total, are due approximately as follows:

2000

Within 12 monthsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 27.1%

13 to 24 months ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 20.3%

25 to 36 months ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 14.0%

37 to 48 months ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 12.6%

After 48 months ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 26.0%

TotalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 100.0%

13. Premises and equipment

Premises and equipment at December 31, 2000 and 1999 were as follows:

2000 1999

(all amounts
expressed

in millions of Won)

Land ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 187,193 187,453

Building and leasehold improvements ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 645,689 558,139

Equipment and furnitureÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 397,306 338,722

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,230,188 1,084,314

Less: Accumulated depreciation and amortization ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (402,810) (339,678)

Premises and equipment, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 827,378 744,636

The Bank incurred depreciation expense of 96,559 million Won, 75,957 million Won and
60,599 million Won for the years ended December 31, 2000, 1999 and 1998, respectively.

14. Investments in aÇliates

The equity method of accounting is used for the Bank's investment in companies in which the Bank's
ownership interest is greater than twenty but less than or equal to Ñfty percent (""AÇliates''). Equity in net
income or loss of the AÇliates is presented separately in the consolidated statements of income.

On January 20, 2000, the Bank acquired an additional 35% ownership in Jooeun Leasing Co., Ltd.,
bringing its total ownership to 85%. As a result, Jooeun Leasing Co., Ltd. was consolidated during 2000,
while it was accounted for under the equity method in 1999. The table below presents summarized
Ñnancial information for the Bank's investments accounted for under the equity method during 2000 and
1999.

The Bank's investments in AÇliates, accounted for under the equity method were as follows:

Country of Percentage of
incorporation ownership

As of December 31, 2000:

Jooeun Credit Information Co., Ltd. ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Korea 50%

ING Life Insurance Korea Co., Ltd. ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Korea 20%

Korea Asset Investment Co., Ltd.ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Korea 25%

As of December 31, 1999:

Jooeun Credit Information Co., Ltd. ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Korea 50%

Jooeun Leasing Co., Ltd. ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Korea 50%

The net undistributed losses of these AÇliates were 16.0 billion Won and 164.3 billion Won as of
December 31, 2000 and 1999, respectively. The Bank recognizes its share of cumulative net income
subsequent to the acquisition date. A gain of 3.4 billion Won and a loss of 82.0 billion Won were recorded
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as of December 31, 2000 and 1999, respectively. Investments in and loans to these AÇliates, included in
"Other assets,' as of December 31, 2000 and 1999 were 45.0 billion Won and 109.9 billion Won,
respectively, after recognition of the Bank's share of AÇliates' gains (losses).

Summary Ñnancial information of AÇliates at December 31, 2000 and 1999 is presented below:

2000 1999

(all amounts
expressed

in millions of
Won)

Balance sheet

Assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 623,642 292,842

Liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 561,586 418,918

Stockholders' equity (deÑcit)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 62,056 (126,076)

Statement of Income

Net interest income (loss) after provision for credit losses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 17,647 (45,055)

Noninterest income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 415,392 24,336

Noninterest expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 415,769 18,594

Income (loss) before income taxÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 17,270 (39,313)

Income tax expenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,300 115

Net income (loss)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 14,970 (39,428)

15. Deposits

Due to depositors as of December 31, 2000 and 1999, and the weighted average interest rates on
deposits at December 31, 2000, were as follows:

Weighted Average
2000 1999 Rate Paid for 2000

(all amounts expressed in millions of Won)

Interest-bearing deposits:

Interest-bearing demand deposits ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 8,943,541 7,394,239 2.44%

Savings deposits ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,002,483 920,111 3.28%

CertiÑcate of deposit accounts ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 149,643 41,225 6.11%

Other time deposits ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 32,647,156 20,075,244 7.84%

Mutual installment depositsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,442,268 4,839,129 8.98%

Total interest-bearing depositsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 47,185,091 33,269,948 6.87%

Noninterest bearing deposits:

Demand accounts ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 93,926 109,385

Total due to depositorsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 47,279,017 33,379,333

Mutual installment deposits are interest-bearing accounts oÅered by the Bank which enable customers
to become eligible for mortgage and other consumer loans while maintaining an account with the Bank.
The customer's account does not secure loan amounts once made. Prior to qualifying for a loan, a
customer must make required monthly deposits to the mutual installment account for a contracted term of
less than Ñve years. A customer is not required to fulÑll the deposit term prior to requesting a loan from
the Bank, but loan amounts and terms may not be as favorable as those associated with a loan requested
after the completion of the deposit contract term.
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The contractual schedule of maturities of certiÑcate of deposits, other time deposits, and mutual
installment deposits at December 31, 2000 was as follows:

2000

(all amounts expressed
in millions of Won)

2001ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 30,733,318

2002ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,028,645

2003ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,637,378

2004ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 326,936

2005ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 265,609

Thereafter ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 247,181

Total deposits ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 37,239,067

Deposit insurance is provided by the KDIC under the Depositor Protection Act. Currently, deposits
made on or before July 31, 1998 are insured for the entire principal amount plus an agreed interest rate.
Deposits made after July 31, 1998 greater than 20 million Won are insured for their full principal amount.
Starting January 1, 2001, the KDIC insures up to a total of 50 million Won per depositor in each bank,
regardless of the timing or size of the deposits.

16. Other borrowed funds

A summary of other borrowed funds at December 31, 2000 and 1999 is presented below:

2000 1999

Outstanding(1) Weighted Average Outstanding(1) Weighted Average
Balance Interest Rate Balance Interest Rate

(all amounts expressed in millions of Won, except interest rate data)

H&CB

Borrowings from the Bank of Korea ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 151,564 3.71% 71,431 6.11%

Borrowings in foreign currencyÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 823,705 6.62% 686,706 7.73%

Short-term Ñnance debentures in foreign currency ÏÏÏ 81,788 7.51% 106,522 6.82%

Other borrowings ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 953,265 6.21% 300,407 8.08%

Total H&CB other borrowed funds ÏÏÏÏÏÏÏÏÏÏ 2,010,322 6.24% 1,165,066 7.64%

Subsidiaries

Borrowings from H&CB Trust Accounts ÏÏÏÏÏÏÏÏÏÏÏ 39,700 12.70% 87,250 11.46%

Borrowings from other Ñnancial institutions ÏÏÏÏÏÏÏÏÏ 165,481 10.75% 214,045 9.22%

Total subsidiaries' other borrowed funds ÏÏÏÏÏÏ 205,181 11.36% 301,295 9.87%

Total other borrowed fundsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,215,503 6.69% 1,466,361 8.10%

(1) Original maturities of less than one year.

17. Secured borrowings

During 2000 and 1999, the Bank transferred certain non-performing loans and impaired bonds to four
special purpose entities. In accordance with SFAS No. 125, ""Accounting for Transfers and Servicing of
Financial Assets and Extinguishments of Liabilities,'' these transactions have been accounted for as
secured borrowings.
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The following table is a summary of secured borrowings (net of unamortized original issue discount)
at December 31, 2000 and 1999.

2000 1999

Collateral Maturity Borrowing Borrowing

(all amounts expressed in millions of Won)

9.74%-10.54% Senior Mortgage-backed securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 121,802 2001 40,000 85,000

9.98% Senior Collateralized bond obligationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2001 177,000 Ì

13.00%-13.50% Subordinated Collateralized bond obligation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 273,506 2003-2004 64,400 Ì

1.00% Subordinated Collateralized bond obligationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2005 20,300 Ì

9.62%-10.12% Senior Mortgage-backed securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 232,164 2001-2002 72,000 Ì

9.24%-9.54% Senior Mortgage-backed securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 152,944 2001 85,000 Ì

4.9%-6.2% Secured DepositsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,259,170 2001 788,915 449,420

Gross secured borrowings ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,247,615 534,420

Less: Unamortized discount ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (296) (736)

Total secured borrowings ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,039,586(1) 1,247,319 533,684

(1) Collateral consists of non-performing loans and impaired bonds. Amounts are disclosed at par value.

18. Long-term debt

The following table is a summary of long-term debt (net of unamortized original issue discount) at
December 31, 2000 and 1999.

Maturity 2000 1999
Date Total Total

(all amounts expressed
in millions of Won)

Senior

H&CB:

Won currency:

5.0%-6.5% Ministry of Finance and Economy notes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2001-2019 288,798 302,312

3.0% National Housing Fund notes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2001 Ì 397,267

8.0% National Housing Fund notes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2001-2009 9,901 10,000

4.0%-9.5% Industrial Bank of Korea notes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2001-2008 156,798 192,725

6.1%-11.99% H&CB Finance Debentures ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2001-2003 515,000 329,000

5.5%-16.46% Housing Debentures ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2001-2005 207,931 718,341

7.51%-9.3% Floating rate Housing Debentures(2)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2001 50,000 90,900

3.5%-9.76% Notes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2001-2010 127,532 154,984

SubtotalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,355,960 2,195,529

Foreign currency:

5.0% -7.91% Floating rate Finance Debentures(2) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2003 326,497 114,540

0.53%-8.8% Other Öoating rate notes(1)(2)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2001-2006 200,396 515,418

SubtotalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 526,893 629,958

Subsidiaries:

3.0%-9.0% National Housing Fund notes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2001-2027 126,596 111,689

9.38% National Housing Fund notes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2001-2006 106,277 6,558

3.0%-8.5% Notes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2002-2014 82,185 1,164

SubtotalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 315,058 119,411
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Maturity 2000 1999
Date Total Total

(all amounts expressed
in millions of Won)

Subordinated

H&CB:

Won currency:

9.0% Handuk Life Insurance notes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2004 Ì 10,000

8.69% Daehan Life Insurance notesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2007 150,000 150,000

8.5% Kyobo Life Insurance notesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2007 100,000 100,000

8.65%-15.02% H&CB Finance Debentures ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2003-2009 174,900 174,900

15.30% H&CB Finance DebenturesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2002 40,000 40,000

7.51%-8.51% Floating rate H&CB Finance Debentures(2) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2003-2004 348,200 348,200

7.51%-8.51% Floating rate Housing Debentures(2)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2003-2004 79,000 79,000

8.65%-9.65% H&CB Finance Debentures ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2006-2010 666,026 Ì

SubtotalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,558,126 902,100

Gross long-term debtÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,756,037 3,846,998

Less: Unamortized discount ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (52,617) (71,478)

Total long-term debt, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,703,420 3,775,520

(1) During 2000, the Bank redeemed all of its remaining redeemable long-term debt of 492,984 million Won.

(2) Interest rates on Öoating rate debt are those rates in eÅect at December 31, 2000.

Long-term debt is predominately denominated in Won, U.S. dollars, or Japanese Yen with both Ñxed
and Öoating interest rates. Floating rates are generally determined periodically by formula based on certain
money market rates tied to the six-month London Inter-bank OÅered Rate (""LIBOR'') and the monthly
Public Fund Prime Rate published by the Korean Government and are reset on a semi-annual and
monthly basis, respectively.

Housing Debentures were issued under special government regulations to obtain funding to provide
loans to low-income households. The availability of this funding was discontinued in 1998. Prior to its
discontinuance, this was a primary source of funding for the Bank.

Ministry of Finance and Economy Notes are borrowings from the Korean Government for the
purpose of lending to small and medium size businesses or loans for the improvement of low-income
housing.

National Housing Fund Notes are discounted borrowings from the National Housing Fund, a Korean
Government Agency, for the purpose of making small-scale housing loans to low income households and
to contractors for the construction of low-income housing projects.

H&CB Finance Debentures represent discounted borrowings issued under the Banking Act for the
purpose of general funding. It is intended to be a primary source of funding for the Bank in the future.

During 2000, the Bank retired early 3% National Housing notes and 9.0% Handuk Life Insurance
notes at par. As the retirements were at par, no gain or loss was recognized.
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The combined aggregate amount of contractual maturities of all long-term debt at December 31, 2000
was as follows:

2000

(all amounts expressed
in millions of Won)

Due in 2001 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 485,786

Due in 2002 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 365,392

Due in 2003 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,175,973

Due in 2004 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 264,220

Due in 2005 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 87,682

Thereafter ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,376,984

Total long-term debt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,756,037

19. Preferred stock

The number of preferred shares outstanding at December 31, 2000 and 1999 was as follows:

2000 1999

(all amounts
expressed

in thousands)

Beginning balance ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 59,300 59,300

Redemption of shares ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (41,510) Ì

Ending balance ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 17,790 59,300

On December 28, 1998, in connection with the purchase and assumption arrangement related to
DNB, the Bank issued 59.3 million non-cumulative and non-participating redeemable preferred shares with
a par value of 5,000 Won per share to Korea Deposit Insurance Corporation (""KDIC''). KDIC purchased
the shares for 296.5 billion Won and in turn, the Bank purchased marketable, non-callable bonds having a
face amount of 296.5 billion Won issued by KDIC.

The preferred shares were issued at par value and have scheduled redemption dates through 2004.
Any shares that are not redeemed at the scheduled redemption dates will be converted into the Bank's
common shares. The preferred shares have priority over the Bank's common shares in the event of
liquidation.

The KDIC bonds are guaranteed by the Republic of Korea and have a maturity of January 31, 2004.
Interest on the bonds is paid quarterly and principal is payable in full at maturity. The bonds are
redeemable at the option of the Bank halfway through the scheduled maturity.

Both instruments bear interest of 1% per annum. Preferred shares that are not redeemed at the
scheduled redemption date are subject to an increased interest rate equal to the current market rate of the
KDIC bonds at such date.

At December 31, 2000 and 1999, the KDIC bonds were netted against the preferred shares in
stockholders' equity since both instruments related to the same transaction.

At the Annual Shareholders Meeting in February 1999, it was determined that the holders of
preferred shares would not be paid a cash dividend. As a result, the preferred shares became entitled to
voting rights equivalent to those of holders of the same number of common shares, and had retained such
rights until it was determined that the preferred shareholders would receive dividends. At the Annual
Shareholders Meeting in February 2000, cash dividends were declared and paid to the holders of preferred
share. Therefore, preferred shares no longer retain such voting rights.
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The Bank repurchased 41.5 million preferred shares at par value from KDIC on January 31, 2000 and
February 1, 2000, for 207.6 billion Won. Subsequent to the redemption of the preferred shares, KDIC
redeemed 207.6 billion Won of its corporate bonds.

20. Common stock

The number of common stock outstanding at December 31, 2000 and 1999 was as follows:

2000 1999

(all amounts
expressed

in thousands)

Beginning balance ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 109,063 89,233

Issuance of shares ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 9,915

Stock dividend ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10,906 9,915

Ending balance ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 119,969 109,063

On July 15, 1999, ING Insurance International B.V. (""III''), ING International Financial Holdings
B.V., and ING Verzekeringen N.V. (collectively ""ING'') and the Bank entered into an investment
agreement whereby ING purchased 9,914,777 newly issued common shares of the Bank, representing
approximately 10% of the total outstanding shares, at a price of 33,500 Won per share. Pursuant to the
related investment agreement, III acquired the common shares on August 17, 1999 and the Bank recorded
49,574 million Won and 275,713 million Won as share capital and additional paid-in capital, respectively.
Under the agreement, ING is not permitted to dispose of its investment in the Bank during the Ñve years
following the acquisition of the shares.

Further, ING holds certain rights under the investment agreement which provide ING with the
ability to prevent dilution to its percentage ownership.

Provisions of certain agreements related to this transaction permit ING to appoint one standing
executive director and one non-standing executive director to the board of directors of the Bank. In
conjunction with the share transfer and joint venture agreements entered into by III and the Bank on
November 24, 1999, the Bank on January 11, 2000 purchased one million common shares of ING Life
Insurance Company, Korea, Ltd. (""ILI'') while III purchased 1.2 million common shares of Jooeun
Investment Trust Management Co., Ltd. (""JIT''). In connection with the pending merger with Kookmin
Bank, the Bank and III have agreed to renegotiate the terms of the agreements.

21. Retained earnings

Retained earnings consist of the following as of December 31, 2000 and 1999:

2000 1999

(all amounts
expressed

in millions of
Won)

Appropriated retained earnings:

Legal reserve ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 221,165 169,000

Reserve for business rationalizationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 101 62

Reserve for overseas investment losses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,664 5,555

Other statutory reserves ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 25 23

Voluntary reserveÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 314,134 Ì

Unappropriated retained earnings ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 23,531 174,810

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 563,620 349,450
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The Banking Act requires the Bank to appropriate as a legal reserve an amount equal to a minimum
of 10% of annual net income until such reserve equals 100% of its paid-in capital. This reserve is not
available for payment of cash dividends but may be transferred to capital stock by an appropriate
resolution of the Bank's board of directors or used to reduce an accumulated deÑcit, if any, by appropriate
resolution of the Bank's shareholders.

Pursuant to the Special Tax Treatment Control Law, the Bank is required to appropriate, as a reserve
for business rationalization, amounts equal to the tax reductions arising from tax exemptions and tax
credits. This reserve is not available for payment of cash dividends, but may be transferred to capital stock
or used to reduce an accumulated deÑcit, if any.

Pursuant to the Korean tax laws, the Bank was allowed to claim the amount of retained earnings
appropriated to reserves for overseas investment losses as a deduction from taxable income for tax
reporting purposes. These reserves are not available for payment of dividends until used for the speciÑed
purpose or reversed.

The Bank's branch in Japan is required to appropriate, as a legal reserve, an amount equal to or less
than 10% of annual income, until such reserve equals two billion Japanese Yen. This reserve is used only
to reduce any accumulated deÑcit incurred by the Japanese branch.

The voluntary reserve does not have any speciÑed purpose and may be restored to unappropriated
retained earnings through shareholders' resolution.

22. Components of other comprehensive income (loss)

Comprehensive income includes net income plus transactions and other occurrences, which are the
result of non-owner changes in equity. For the years ended December 31, 2000 and 1999, the non-owner
equity changes are composed of foreign currency translation adjustments, minimum pension liability and
unrealized gains and losses on securities available for sale and related swaps. Below are the components of
other comprehensive income and the related tax eÅects allocated to each component:

2000 1999

(all amounts
expressed

in millions of
Won)

Foreign currency translation adjustments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,156 (1,675)

Tax (expense) beneÑt attributable to foreign currency translation adjustmentsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,896) 516

Net foreign currency translation adjustmentsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,260 (1,159)

Unrealized holding gains (losses) arising on

Equity investee securities available for sale during the yearÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 65 (418)

Tax (expense) beneÑt attributable to unrealized holding gains (losses) arisen during the year ÏÏÏÏ (20) 126

Net unrealized holding gains (losses)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 45 (292)

Unrealized holding gains (losses) arising on

Securities available for sale and related swaps during the year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 152,396 (310,872)

Tax (expense) beneÑt attributable to unrealized holding gains (losses) arisen during the year ÏÏÏÏ (46,938) 95,749

Net unrealized holding gains (losses)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 105,458 (215,123)

Total components of other comprehensive income (loss)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 109,763 (216,574)

23. Regulatory requirements

In conformity with the Financial Supervisory Services (""FSS'') and the Basle Committee on Banking
Regulations and Supervisory Practices/Bank for International Settlements (""BIS'') guidelines, the Bank
applied BIS risk-adjusted capital ratios to evaluate its capital adequacy. Banking organizations engaged in
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international banking are required to maintain a minimum 8 percent total risk-based capital ratio, the ratio
of total risk-adjusted capital divided by total risk-weighted assets, including a Tier 1 capital ratio of at least
4 percent. The capital ratios are calculated based on banks' consolidated balance sheets. In the event the
Bank does not maintain a consolidated BIS ratio of 8%, it is subject to corrective actions recommended by
the FSS based on the actual Ñnancial position and capital ratio of the Bank. Continued non-compliance
with these standards could potentially result in closure of the Bank.

The following capital ratios are calculated in accordance with the FSS guidelines, that are materially
consistent with BIS guidelines, utilizing the Bank's consolidated Ñnancial statements prepared in
accordance with accounting principles generally accepted in the Republic of Korea.

2000 1999

(all amounts
expressed

in billions of Won,
except capital

ratio)

Tier 1 Capital

Total Tier 1 Capital ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,087.7 1,793.7

Tier 2 Capital

Total Tier 2 Capital ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,739.8 1,243.5

Less: Investment in a non-consolidated aÇliate(1)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 47.2 Ì

Total risk-adjusted Capital ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,780.3 3,037.2

Total Risk-Weighted Assets

On-balance sheet assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 35,596.1 24,927.3

OÅ-balance sheet assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,507.0 943.9

Total risk-weighted assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 38,103.1 25,871.2

Total AssetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 61,886.5 46,651.3

Capital Adequacy Ratio(%)

Tier 1 capital ratio(%) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5.48 6.93

Tier 2 capital ratio(%) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4.57 4.81

Capital adequacy ratio(%) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9.92 11.74

(1) The Bank has a minority equity investment in 2000 in an insurance company, ING Life Insurance Korea Co., which is deducted

from total capital, not deducted directly from Tier 1 or Tier 2 pursuant to the guidelines of the FSS.

The Banking Act provides for a minimum paid-in capital of 100 billion Won for nationwide banks,
such as H&CB, and 25 billion Won for regional banks.

All banks, including foreign bank branches in Korea, are required to maintain a prescribed solvency
position in addition to the minimum capital requirements discussed above. Until March 31, 1999, a bank's
outstanding liabilities arising from guarantees and other contingent liabilities (except those speciÑcally
excluded under the Banking Act) were not permitted to exceed 20 times its equity capital amounts.
However, beginning on April 1, 1999, the limitation on guarantees and contingent liabilities was eliminated
and, for regulatory purposes, guarantees provided by banks are counted as an extension of credit and are
regulated accordingly.
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24. Income taxes

The components of income tax expense for the years ended December 31, 2000 and 1999 were as
follows:

For the year ended
December 31,

2000 1999

(all amounts
expressed

in millions of Won)

Federal:

Current ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 230,845 287,860

Deferred ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (9,339) (45,012)

Total federal income tax expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 221,506 242,848

Local:

Current ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 23,085 28,786

Deferred ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (934) (4,130)

Total local income tax expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 22,151 24,656

Total income tax expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 243,657 267,504

The preceding table does not reÖect the tax eÅects of unrealized gains and losses on securities
available-for-sale. The tax eÅects of these items are recorded directly in stockholders' equity.

Taxes are calculated for each individual entity in the group. As a result, losses incurred by subsidiaries
cannot be oÅset against proÑts earned by the parent company. The tax on the operating proÑt diÅers from
the theoretical amount that would arise at the basic tax rate of the home country of the parent as follows:

2000 1999

(all amounts
expressed

in millions of
Won)

ProÑt before tax for the year ended December 31, ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 752,277 808,161

Prima facie tax calculated at a statutory tax rate ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 231,701 248,914

Income not assessable for taxÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (7,257) (5,293)

Expenses not deductible for tax purposes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,373 6,954

Losses carried forward, not recognized ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 58,838 24,739

Adjustment for overseas tax rates ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (5,176) (12,049)

Equity in net income (loss) of AÇliates ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (40,415) 6,072

OtherÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,593 (1,833)

Income tax expenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 243,657 267,504

The tax eÅects of temporary diÅerences that give rise to signiÑcant portions of the deferred tax assets
and deferred tax liabilities at December 31, 2000 and 1999 are as follows. Certain items, including
valuation of securities available for sale are excluded from the calculation of deferred tax beneÑt
(expense).
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2000 1999

(all amounts
expressed

in millions of
Won)

Deferred tax assets:

Allowance for loan losses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 72,279 99,613

Allowance for guarantees and acceptances ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10,240 9,837

Impairment of securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 64,126 20,168

Amortization of securitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 24,402 Ì

Foreign exchange adjustments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 16,585

Retirement beneÑts ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 309 Ì

Other temporary diÅerencesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 19,600 24,912

Net operating loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 40,097 7,427

Total gross deferred tax assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 231,053 178,542

Less: valuation allowance ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (44,408) (8,219)

186,645 170,323

Deferred tax liabilities:

Interest income accrualÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 37,532 46,533

Derivatives valuation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,679 19,275

Valuation of trading securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 23,195 6,367

Foreign exchange adjustments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 149 Ì

Other temporary diÅerencesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 20,163 7,494

Total gross deferred tax liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 85,718 79,669

Net deferred tax assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 100,927 90,654

Deferred tax assets are recognized only to the extent that realization of the related tax beneÑt is more
likely than not. Nine subsidiaries have tax losses to carry forward against future taxable income that will
expire in various amounts over the next Ñve years. The full beneÑt of these losses has not been recognized
in the Ñnancial statements due to the uncertainty of their recovery. Under Korean Tax, the deductibility of
net operation losses expires 5 years subsequent to their origination.

25. Earnings per share

Basic earnings per share is calculated by dividing the net income applicable to common shares
outstanding by the weighted average number of common shares outstanding for the period. Diluted
earnings per share is computed using the same method as basic earnings per share, but reÖects the
potential dilution that could occur if convertible securities or other contracts to issue common stock were
converted or exercised into common stocks. Also, for purposes of diluted earnings per share, net income
available for common stock is adjusted, if applicable, for any convertible preferred stock dividends,
convertible debt interest or any other changes in income that could result from the assumed conversion of
securities and other contracts. The Bank has two categories of dilutive potential common shares: shares
issuable on exercise of share options granted to employees and shares issuable on conversion of convertible
preferred shares.

In the diluted earnings per share calculation, the convertible preferred shares are assumed to have
been converted into common shares and the net proÑt is adjusted to eliminate the applicable dividend. For
the share options, a calculation is done to determine the number of shares that could have been acquired
at market price (determined as the average annual share price of the Bank's shares) based on the
monetary value of the subscription rights attached to outstanding share options. This calculation serves to
determine the ""unpurchased'' shares to be added to the common shares outstanding for the purpose of
computing the dilution; for the share options calculation, no adjustment is made to net proÑt.
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On March 24, 2001, the shareholders approved a 10% stock dividend to be distributed in April 2001.
The stock dividend was recorded at fair value. All references to per common share amounts have been
restated to reÖect the eÅects of the stock dividend.

For the year ended
December 31,

2000 1999

(all amounts
expressed

in millions of Won,
except per share

data)

Basic Earnings Per Share:

Net income applicable to common stockholders ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 506,061 540,665

Weighted average number of common shares outstanding (in thousands)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 119,969 113,748

Net Income Per Share ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,218.26 4,753.18

Diluted Earnings Per Share:

Net income applicable to common stockholders ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 506,061 540,665

Weighted average number of common shares outstanding (in thousands)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 119,969 113,748

Dilutive eÅect of convertible preferred shares (in thousands) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 21,371 59,300

Dilutive eÅect of share options (in thousands) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 438 449

Dilutive weighted average common shares outstanding (in thousands) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 141,778 173,497

Net Income Per Share ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,569.39 3,116.28

The diluted share base for the year ended December 31, 2000 excludes incremental shares of 267,000
related to the stock option plans. These shares are excluded due to their antidilutive eÅect.

26. Employee beneÑt plan

Employees and directors with one or more years of service are entitled to receive a lump-sum
payment upon termination of their employment with the Bank, based on their length of service and rate of
pay at the time of termination. The employee beneÑt plan is funded in accordance with the National
Pension Act with a certain portion of the beneÑts, which was contributed to the National Pension Fund.

Accrued employee beneÑt plan obligations as of December 31, 2000 and 1999 are as follows:

2000 1999

(all amounts
expressed

in millions of
Won)

Balance at January 1, ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 339,791 348,795

BeneÑt plan expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 61,992 62,136

Plan payments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (84,423) (71,140)

Balance at December 31, ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 317,360 339,791

27. Stock-based compensation

Incentive Stock Option Plan

The Incentive Stock Option Plan (""Incentive Plan'') was established on October 31, 1998 after
adoption by the Board of Directors and approval by shareholders. The Incentive Plan provides for the grant
of stock options to certain directors and employees. In accordance with the Incentive Plan, options are
granted at a stated exercise price and vest over 3 years. Upon vesting, options may be exercised up to six
years from the grant date. If a director or an employee resigns or ceases to be employed by the Bank
during the vesting period, that director or employee retains the right to exercise options earned on a pro-

F-37



  BOWNE OF HONG KONG 06/28/2001 10:54 NO MARKS NEXT PCN: 439.00.00.00 -- Page is valid, no graphics U98001  438.00.00.00  11

H&CB

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Ì (Continued)

rata basis over the vesting period. Exercised options can be settled through the payment of cash or the
issuance of shares at the Bank's discretion.

On October 31, 1998, the Bank granted 300,000 share options at a price of 5,000 Won per share,
which expire on October 31, 2004. An additional 280,000 share options were granted on February 27, 1999
at a price of 13,900 Won per share and expire on February 27, 2005. On February 28, 2000, the Bank
granted an additional 267,000 share options at a price of 27,600 Won per share, which expire on
February 27, 2006. Also on February 28, 2000, a director who was granted 30,000 shares option resigned
and thereby, forfeited 20,000 of the total 30,000 options granted. The Bank has reduced compensation
expense by 51 million Won for this forfeiture.

President Stock Option Plan

The President Stock Option Plan (the ""President's Plan'') was established on October 31, 1998 after
adoption by the Board of Directors and approval by shareholders. The President's Plan provides for the
grant of stock options to the President if certain measurement criteria have been met. In accordance with
the President's Plan, 100,000 options will be granted if the stock price of the Bank is the highest among
the stocks of banks listed on the Korea Stock Exchange on the basis of average price of daily closing price
announced for three months (August 31, 2001 Ì October 31, 2001) prior to the launch of exercise period
(or in the case of premature retirement, prior to the date of retirement). These options vest over a three-
year period beginning on October 31, 1998 and may be exercised up to six years from the grant date.
Exercised options can be settled through the payment of cash or the issuance of shares at the Bank's
discretion.

For the year ended December 31, 2000, the Bank reduced compensation expense by 311 million Won
due to the decrease in stock price from 31,000 Won in December 31, 1999 to 23,700 Won in 2000.

The following table summarizes information about stock options outstanding and market value at
award date.

2000 1999 1998

Number of Number of Number of
Stock Options Stock Options Stock Options

Stock options outstanding,

Beginning of yearÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 580,000 300,000 Ì

Shares granted ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 267,000 280,000 300,000

Exercised ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì

Forfeited ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (20,000) Ì Ì

Stock options outstanding, end of year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 827,000 580,000 300,000

Market value at award date (Won) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 19,750 18,950 5,430

For the year ended December 31,1999, the Bank recognized 3,892 million Won in compensation
expense for the shares granted.

The following table summarizes information about stock options outstanding at December 31, 2000.
At December 31, 2000, 1999, and 1998, there were no exercisable options.

Options Outstanding Weighted Average
Weighted Average Weighted Average Fair Value

Exercise Prices (Won) Shares Remaining Contractual Life Exercise Price at Grant Date

5,000 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 300,000 2.8 Years 5,000 12,530

13,900 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 260,000 3.2 Years 13,900 27,195

27,600 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 267,000 4.2 Years 27,600 9,989

5,000-27,600 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 827,000 3.4 Years 15,095
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As permitted by SFAS No. 123, ""Accounting for Stock-Based Compensation,'' the Bank has chosen
to apply Accounting Principles Board Opinion No. 25, ""Accounting for Stock Issued to Employees'' and
related Interpretations in accounting for the Incentive Plan and the President's Plan. Had these plans been
determined in a manner prescribed by SFAS No. 123, using an option pricing model, intended to estimate
the fair value of the awards at the grant date, compensation expense recorded for stock options, net
income, and earnings per share data would have been as follows:

2000 1999 1998

As Reported Pro Forma As Reported Pro Forma As Reported Pro Forma

(all amounts expressed in millions of Won, except per share data)

Compensation expense related to

stock optionsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (311) 4,629 3,892 6,523 13 485

Net incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 506,061 502,643 540,665 538,844 127,910 127,583

Earnings per share:

Basic ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,218.26 4,189.77 4,753.18 4,737.17 1,248.50 1,245.30

Diluted ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,569.39 3,545.27 3,116.28 3,105.79 1,242.32 1,239.14

Solely for purposes of providing the disclosures required by SFAS No. 123, the fair value of each
option granted is estimated on the date of grant using the Black-Scholes option-pricing model. The
weighted average assumptions used for grants made in 2000, 1999, and 1998 are as follows:

Year Ended December 31

2000 Grants 1999 Grants 1998 Grants

Dividend yield ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3.90% 1.80% 0.00%

Expected volatility ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 79.79% 75.38% 77.13%

Risk-free interest rateÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 8.99% 10.05% 7.25%

Expected option life ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5.0 years 5.0 years 5.0 years

28. Fair value of Ñnancial instruments

The fair value of a Ñnancial instrument is the current amount that would be exchanged between
willing parties, other than in a forced sale or liquidation. Fair value is best determined based upon quoted
market prices. However, in many instances, there are no quoted market prices for the Bank's various
Ñnancial instruments. As a result, the fair values presented are estimates derived using present value or
other valuation techniques and may not be indicative of net realizable value. In addition, the calculation of
estimated fair value is based on market conditions at a speciÑc point in time and may not be reÖective of
future fair values. Certain Ñnancial instruments and all nonÑnancial instruments are excluded from the
scope of SFAS No. 107 ""Disclosure about Fair Value of Financial Instruments''. Accordingly, the fair
value disclosures required by SFAS No. 107 provide only a partial estimate of the fair value of the Bank.

Fair values among Ñnancial institutions are not comparable due to the wide range of permitted
valuation techniques and numerous estimates that must be made. This lack of objective valuation standard
introduces a great degree of subjectivity to these derived or estimated fair values. Therefore, readers are
cautioned in using this information for purposes of evaluating the Ñnancial condition of the Bank in
comparison with other Ñnancial institutions.

The following section summarizes and describes the methods and assumptions used by the Bank, by
Ñnancial instrument, in estimating fair value:

Assets and Liabilities for which fair value approximates carrying value. The carrying values of
certain Ñnancial assets and liabilities, including cash and due from banks and other Ñnancial institutions,
restricted deposits, accrued interest receivable and payable, dividends receivable and payable, call loans,
call money, and other borrowed funds, approximate their fair values due to their short-term nature and
negligible credit losses.
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Interest-bearing deposits in other banks. The fair value of Ñxed interest-bearing deposits are
estimated by discounting cash Öows based on current rates for similar types of deposits. The fair values of
variable rate interest-bearing deposits are considered to approximate to their carrying values.

Securities and trading liabilities. Fair values for trading assets, securities available for sale, held to
maturity securities and trading liabilities (including trading derivative Ñnancial instruments), are the
amounts recognized in the consolidated balance sheets, which are based on market prices, where available.
Fair values of held-to-maturity securities are also based on market prices, where available. If quoted
market prices are not available, fair values are based on quoted market prices of comparable instruments
except in the case of certain swaps where pricing models are used.

Nonmarketable equity investments. Non-marketable investments, which are recorded in "Other
Assets', consist primarily of private equity investments. The fair values of these investments are based on
factors such as the latest obtainable net asset value of the investee.

Loans receivable. Loans and advances are net of speciÑc and general provisions for impairment. The
fair value of Ñxed rate loans is estimated by discounting cash Öows based on current rates at which similar
loans would be made to borrowers for the same maturities. The fair value of variable rate loans that
reprice frequently with no signiÑcant changes in credit risk are considered to approximate their carrying
values in the consolidated balance sheet.

Deposit liabilities. The fair values of noninterest and variable rate interest bearing deposits
approximate their carrying values in the consolidated balance sheets. Fair values for Ñxed rate interest
bearing deposits are estimated using a discounted cash Öow calculation that applies interest rates currently
being oÅered for deposits with similar maturities.

Long-term debt. The aggregate fair values are based on quoted market prices where available. For
those notes and borrowings where quoted market prices are not obtainable, a discounted cash Öow model is
used based on the current rates for issues with similar maturities.

OÅ-balance sheet instruments. Fair values for oÅ-balance sheet derivative Ñnancial instruments held
for other than trading purposes are based on quoted market prices or dealer quotes where available,
otherwise pricing or valuation models are applied to current market information to estimate fair value.

Commitments to extend credit, letters of credit, and written Ñnancial guarantees. It was not
practicable to estimate the fair values of commitments to extend credit, letters of credit and Ñnancial
guarantees as estimated fair values are not readily ascertainable. The contract amount of commitments to
extend credit was 22,405 million Won for 1999. This amount was reduced to zero in 2000. The amounts of
unused line of credit were 12,976,751 million Won and 9,112,065 million Won for 2000 and 1999,
respectively. Letters of credit and Ñnancial guarantees had a combined contract value of 405,493 million
Won and 472,399 million Won for 2000 and 1999, respectively. These Ñnancial instruments are transacted
at the Bank's current pricing levels. The fair values of guarantees, commercial letters of credit, standby
letters of credit, and other lending commitments are immaterial to the Ñnancial statements.
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The estimated fair values of the Bank's Ñnancial instruments at December 31, 2000 and 1999 were as
follows:

2000 1999

Carrying Fair Carrying Fair
Amount Value Amount Value

(all amounts expressed in millions of Won)

Financial assets:

Cash and due from banksÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,154,195 1,154,195 1,280,960 1,280,960

Restricted depositsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 425,937 425,937 930,967 930,967

Interest-bearing deposits in other banks ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 329,696 330,093 318,110 312,702

Call loans and securities purchased under resale agreementsÏÏÏÏÏÏÏ 719,679 719,679 75,621 75,621

Trading account assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,548,546 2,548,546 2,371,009 2,371,009

Securities available for sale ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,782,117 5,782,117 4,359,742 4,359,742

Held-to-maturity securitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,182,085 2,240,415 2,659,657 2,659,216

Loans and leases, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 44,926,644 45,341,587 30,869,296 30,867,235

Accrued interest receivableÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 381,062 381,062 378,076 378,076

Other assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 798,235 815,240 512,508 515,660

Financial liabilities:

Noninterest-bearing deposits ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 93,926 93,926 109,385 109,385

Interest-bearing deposits ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 47,185,091 47,434,226 33,269,948 33,564,485

Call moneyÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 51,323 51,323 758,000 758,000

Trading account liabilitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 31,197 31,197 3,950 3,950

Other borrowed funds ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,215,503 2,215,503 1,466,361 1,466,361

Accrued interest and dividends payable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,678,396 2,678,396 2,523,475 2,523,475

Secured borrowings ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,247,319 1,257,925 533,684 533,684

Long-term debt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,703,420 3,820,193 3,775,520 3,724,124

Fair values for derivative Ñnancial instruments are disclosed in Note 29.

29. Derivative and foreign exchange contracts

In the normal course of meeting the Ñnancing needs of its customers and managing its own trading
and asset-liability management exposures to Öuctuations in interest rates and foreign exchange rates, the
Bank is a party to various Ñnancial instruments with oÅ-balance sheet risk. These instruments involve, to
varying degrees, elements of credit and market risk in excess of the amounts recognized in the Ñnancial
statements. The contract or notional amounts of these instruments, which are not included in the Ñnancial
statements, are indicators of the Bank's activities in particular classes of Ñnancial instruments, but are not
indicative of the associated risk which is generally a smaller percentage of the notional amount. In
addition, the measurement of market risk is meaningful only when all related and oÅsetting transactions
are taken into consideration. The notional principal amounts of the Bank's derivative and foreign exchange
products greatly exceed the possible credit and market loss that could arise from such transactions.

Market risk arises due to market price, interest rate and foreign exchange rate Öuctuations that may
result in a decrease in the market value of a Ñnancial instrument and/or an increase in its funding cost.
Exposure to market risk is managed through position limits and other controls and by entering into
hedging transactions.

Credit risk is the possibility that loss may occur from counterparty failure to perform according to the
terms of an agreed contract. Credit risk is controlled through credit approvals, limits and monitoring
procedures based on the same credit policies used for on-balance sheet instruments. Unless otherwise
noted below, collateral or other security is not required. The amount of collateral obtained, if any, is based
on the nature of the Ñnancial instrument and management's credit evaluation of each counterparty.

Interest rate swaps are contracts in which a series of interest rate Öows in a single currency are
exchanged over a prescribed period. The notional amount on which the interest payments are based is not
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exchanged. Most interest rate swaps involve the exchange of Ñxed and Öoating interest payments based on
a notional principal amount and agreed-upon Ñxed and Öoating rates. The Bank uses interest rate
derivatives principally to manage exposure to interest rate risk. Receive Ñxed interest rate swaps are used
to convert variable rate assets, principally loans and securities, into synthetic Ñxed rate instruments and to
convert Ñxed rate funding sources into synthetic variable rate funding instruments. Pay Ñxed interest rate
swaps are used to convert Ñxed rate loans and securities into synthetic variable rate instruments and to
convert variable rate funding sources into synthetic Ñxed rate funding instruments.

Cross-currency interest rate swaps are contracts that generally involve the exchange of both interest
and principal amounts in two diÅerent currencies. Cross-currency swaps are used by the Bank to convert
foreign currency denominated funding into Öoating rate US dollars. Certain of these hedging arrangements
do not meet the criteria for hedge accounting under US GAAP and are therefore shown within
""(a) Derivative financial instruments and foreign exchange contracts Ì trading activities'' below.

Foreign exchange contracts include spot, forward and option contracts and involve the exchange of
two currencies at a rate agreeable to the contracting parties. Spot contracts require the exchange of
currencies to occur within two business days of the contract date, while forward contracts settle three or
more business days from the contract date.

(a) Derivative Ñnancial instruments and foreign exchange contracts Ì trading activities

Gross notional (or contractual) amounts of derivative Ñnancial instruments held, issued or classiÑed
under US GAAP as being held for trading purposes as of December 31, 2000 are noted below:

2000

Estimated Estimated Average Average
Notional Fair Value Fair Value Fair Value Fair Value
Amount Assets Liabilities Assets Liabilities

(all amounts expressed in millions of Won)

Interest rate swaps(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 25,300 789 (22) 107 (232)

Cross-currency swaps(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 327,003 106,294 Ì 101,325 Ì

Foreign-exchange contracts:

Spot, forwards, and futures purchased ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 190,403 2,242 (210) 651 (969)

Spot, forwards, and futures sold ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 705,706 243 (31,435) 2,453 (5,040)

(1) Notional amounts in U.S. Dollar were converted into Won at December 31, 2000 at exchange rate of 1,265 Won.

Gross notional (or contractual) amounts of derivative Ñnancial instruments held, issued or classiÑed
under US GAAP as being held for trading purposes as of December 31, 1999 are noted below:

1999

Estimated Estimated Average Average
Notional Fair Value Fair Value Fair Value Fair Value
Amount Assets Liabilities Assets Liabilities

(all amounts expressed in millions of Won)

Interest rate swaps(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,420 Ì (972) Ì (972)

Cross-currency swaps(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 325,600 101,134 Ì 117,046 Ì

Foreign-exchange contracts:

Spot, forwards, and futures purchased ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 343,685 1,488 (1,865) 1,144 (3,067)

Spot, forwards, and futures sold ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 260,716 2,351 (1,113) 2,716 (1,603)

(1) Notional amounts in U.S. Dollar were converted into Won at December 31, 1999 at exchange rate of 1,140 Won.
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The results of the Bank's trading activities are summarized by category in the following table. Net
trading gain (loss) on foreign exchange contracts and derivative Ñnancial instruments is included in "Net
trading revenue' in the Consolidated Statements of Income as part of noninterest income.

2000 1999

(all amounts
expressed

in millions of
Won)

Interest rate and cross-currency swaps ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,383 7,087

Foreign-exchange contracts ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 67,559 25,219

Net trading gain on foreign exchange contracts and derivative Ñnancial instruments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 70,942 32,306

(b) Derivative Ñnancial instruments held for purposes other than trading

Gross notional (or contractual) amounts and fair values of derivative Ñnancial instruments held for
purposes other than trading are noted below:

2000 1999

Notional Unrealized Unrealized Notional Unrealized Unrealized
Amount(1) Gains Losses Amount(1) Gains Losses

(all amounts expressed in millions of Won)

Interest rate swapsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 19,861 Ì (445) 32,519 883 (913)

(1) Notional amounts in U.S. Dollar were converted into Won at December 31, 2000 and 1999 exchange rate of 1,265 and

1,140 Won, respectively.

30. Contingent liabilities and commitments

In the normal course of business, there are various outstanding commitments and contingent liabilities
that have not been reÖected in the consolidated Ñnancial statements. In addition, in the normal course of
business, there are various other outstanding legal proceedings. In the opinion of management, after
consultation with legal counsel, the Ñnancial position and results of operations of the Bank will not be
aÅected materially as a result of such commitments and contingent liabilities or by the outcome of such
legal proceedings.

The principal commitments and contingent liabilities of the Bank are discussed in the following
paragraphs.

Legal proceedings

The Bank settled with Morgan Guaranty Trust Company of New York (""MGT'') the legal claim
brought against the Bank in relation to guarantees provided to SK Securities Co., Ltd. (""SKS'') and to
other investment funds. In accordance with the Settlement and Release Agreement (the ""Settlement
Agreement'') between the Bank, MGT, SKS, and the other parties involved in the legal claim, the Bank
purchased 14.7 million common shares of SKS in the amount of 72,349 million Won (US$60 million) on
October 13, 1999. The Settlement Agreement generally prohibits the Bank from selling the investment for
two years from the date of the purchase. However, the Bank is allowed to sell up to 30% of the investment
after one year, or to sell 30% of the investment over the counter within a year from the purchase date. The
investment in SKS was included in securities available for sale as of December 31, 2000 and 1999.
Pursuant to the Settlement Agreement, the Bank purchased additional 490,170 shares of common stock of
SKS for US$2,130,759 which equals 2,405 million Won at the October 16, 2000 exchange rate. On
acquisition of the additional shares on October 16, 2000, the Bank recognized a loss of 1,341 million Won
due to the diÅerence between the acquisition price and the quoted market price on the date of acquisition.
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The Bank has also been named in a lawsuit by the former employees of DNB, seeking continued
employment and monetary damages. The case has been decided in favor of the Bank by the Seoul District
Court Southern Branch and the Seoul High Court. That decision is, however, being appealed to the
Supreme Court. Based on advice from the Bank's legal counsel, management does not believe that
liabilities arising from this matter, if any, will have a material adverse eÅect on the consolidated Ñnancial
position, liquidity or results of operations of the Bank.

Capital commitments

Capital expenditures contracted for at December 31, 2000 and 1999, but not recognized in the
Ñnancial statements, related to the purchase of property and equipment totaled 16,020 million Won and
4,908 million Won, respectively.

Purchase commitments

In connection with share transfer and joint venture agreements between the Bank and ING as of
November 24, 1999, subject to certain conditions including regulatory approval, the Bank purchased a 20%
interest in ING Life Insurance Company, Korea, Ltd. (""ILI'')and sold a 20% interest in Jooeun
Investment Trust Management Co., Ltd. (""JIT'') to ING Insurance International B.V. The Bank is
further obligated to purchase additional percentages of ILI and concurrently, sell equal percentages of JIT
to ING Insurance International B.V. at fair value. Under the terms of the agreements, each of the 20%
shareholdings will be increased by 15% after March 31, 2000 over the next 3 years, bringing total
ownership to 35%.

In addition, if the insurance business of ILI reaches certain levels, then the Bank will be obligated to
purchase up to 50% of ILI and ING Insurance International B.V. will be obligated to purchase up to 50%
of JIT. In connection with the pending merger with Kookmin Bank, additional purchases and the terms of
the share transfer and joint venture agreements will be renegotiated.

Credit-related commitments

The Bank is a party to credit related Ñnancial instruments with oÅ-balance sheet risk in the normal
course of business. The primary purpose of these instruments is to ensure that funds are available to a
customer as required. Guarantees, which represent irrevocable assurances that the Bank will make
payments in the event that a customer cannot meet its obligations to third parties, carry the same credit
risk as loans. Cash requirements under guarantees are considerably less than those under commitments
because the Bank does not generally expect the third party to draw funds under the agreement.

Commercial letters of credit, which are written undertakings by the Bank on behalf of a customer
authorizing a third party to draw drafts on the Bank up to a stipulated amount under speciÑc terms and
conditions, are collateralized by the underlying shipments of goods to which they relate and therefore have
signiÑcantly less risk.

Commitments to extend credit represent unused portions of authorizations to extend credit in the
form of loans, guarantees or letters of credit. With respect to credit risk on commitments to extend credit,
the Bank is potentially exposed to loss in an amount equal to the total unused commitments. However, the
likely amount of loss, though diÇcult to quantify, is considerably less than the total unused commitments
since most commitments to extend credit are contingent upon customers' maintaining speciÑc credit
standards. The Bank monitors the term to maturity of credit commitments because longer-term
commitments generally have a greater degree of credit risk than shorter-term commitments.

For credit-related Ñnancial instruments, the contractual amount of the Ñnancial instrument represents
the maximum potential credit risk if the counterparty does not perform according to the terms of the
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contracts. A large majority of these commitments expire without being drawn upon. As a result, total
contractual amounts are not representative of the Bank's actual future credit exposure or liquidity
requirements for these commitments.

Additionally, management computes speciÑc and expected loss components for credit-related
commitments. At December 31, 2000 and 1999, the allowance for credit losses on credit-related
commitments was 29,564 million Won and 31,938 million Won, respectively, which is reported in "Other
liabilities'.

At December 31, 2000 and 1999, the following Ñnancial instruments were outstanding whose contract
amounts represent credit risk to the Bank:

Contract Amount

2000 1999

(all amounts
expressed

in millions of Won)

Guarantees ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 255,563 278,512

Commercial letters of creditÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 149,930 193,887

Unused lines of credit:

Commercial ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,933,463 2,116,496

Consumer ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9,043,288 6,995,569

Commitments to extend credit:

Original term to maturity of more than one year ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 22,405

Interest rate swaps (unrealized gain) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 883

Lease commitments

Pursuant to the terms of noncancelable lease agreements in eÅect at December 31, 2000 pertaining to
oÇce space, premises and equipment, future minimum rent commitments under various operating leases
were as follows:

Year ended December 31,

2000

(all amounts expressed
in millions of Won)

2001ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,145

2002ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,361

2003ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,855

2004ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,202

2005ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,180

ThereafterÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,762

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 11,505

Total rental expense for the years ended December 31, 2000 and 1999 was 523 million Won and
4,424 million Won, respectively. In lieu of rent, certain lease agreements require the Bank to advance a
noninterest bearing refundable deposit to the landlord for the landlord's use during the lease term. The
amount of the advance is determined by the prevailing market rate. The additional rent expense under
such agreements is immaterial to the Ñnancial statements.

31. Credit risk concentrations

Concentrations of credit risk arise when a number of customers are engaged in similar business
activities, or activities in the same geographic region, or have similar economic features that would cause
their ability to meet their contractual obligations to be similarly aÅected by changes in economic
conditions.
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The Bank regularly monitors various segments of its credit risk portfolio to assess potential
concentration risks and to obtain collateral when deemed necessary.

The table below indicates major products including both on-balance sheet (principally loans) and oÅ-
balance sheet (principally unused credit lines) exposures:

2000 1999

Credit On-Balance OÅ-balance Credit On-Balance OÅ-balance
Exposure Sheet Sheet Exposure Sheet Sheet

(all amounts expressed in millions of Won)

Credit cards ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 11,248,013 2,881,259 8,366,754 7,232,431 1,216,213 6,016,218

Residential mortgages ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 20,987,156 20,987,156 Ì 17,246,119 17,246,119 Ì

Installment and other consumer loansÏÏ 12,606,096 11,758,406 847,690 7,454,950 6,475,599 979,351

Corporate loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 13,572,174 9,809,867 3,762,307 7,733,436 5,594,535 2,138,901

Commercial real estate loans ÏÏÏÏÏÏÏÏÏ 771,173 771,173 Ì 1,601,338 1,601,338 Ì

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 59,184,612 46,207,861 12,976,751 41,268,274 32,133,804 9,134,470

The Bank is exposed to a credit concentration with the Korea Housing Guarantee Co., Ltd.
(""KHGC''). The KHGC guarantees certain loans to the Bank's construction company customers and has
a liability to the Bank as a result of defaulted construction loans, which it guaranteed. This amount is
included as a loan to KHGC of 480 billion and 333 billion Won as of December 31, 2000 and 1999,
respectively. In addition, KHGC has guarantees outstanding on 44 billion and 147 billion Won of the
Bank's loans to construction companies, of which 25 billion and 97 billion Won are classiÑed as impaired
for December 2000 and December 1999, respectively. The Bank has provided for loan losses directly
associated with the KHGC of 153 billion and 126 billion Won at December 31, 2000 and 1999,
respectively. This calculation considers estimated future cash Öows from KHGC under the loan workout
plan and the estimated value of the Bank's equity investment as determined by the management of the
Bank. The Bank anticipates that the government of the Republic of Korea will inject cash of 1,279 billion
Won into KHGC which in turn will be used to pay oÅ debt to creditors of KHGC. In addition, the Bank
will convert its remaining debt to equity in KHGC. Should KHGC not perform under the loan workout
plan, additional provisions may be necessary in the short-term that are material to the Ñnancial statements
of the Bank. The Bank also holds 8.2 million shares of KHGC with no carrying value and a convertible
bond carried at 17.8 billion and 15.9 billion Won as of December 31, 2000 and 1999, respectively. These
securities were received on conversion of 82.2 billion Won of KHGC's loans as part of a previous loan
workout plan.

32. Related party transactions

A number of banking transactions are entered into with related parties in the normal course of
business. These include loans, deposits, and foreign currency transactions. These transactions are carried
out on commercial terms and conditions and at market rates.

National Housing Fund

The National Housing Fund (the ""NHF'') was established by the Korean Government to provide
Ñnancial aid in the form of small-scale housing loans to low-income households and to construction
companies that specialized in low-income housing projects. To manage the sources and uses of funds of
the NHF, the Korean Government designated the Bank as sole agent (consignee). The primary role of the
Bank is to manage the NHF fund in accordance with the mandate issued by the Korean Government. The
Bank is mandated by the Korean Government to borrow money from the NHF. The Bank's borrowing rate
from the NHF is 6.5% for the Low-Income Household loans and the Worker's Housing Loan. The Bank
is compensated through management fees on a quarterly basis.
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KDIC

On December 28, 1998, in connection with the purchase and assumption arrangement related to
DNB, the Bank issued 59.3 million noncumulative and nonparticipating redeemable preferred shares to
KDIC. In exchange, KDIC issued marketable, non-callable bonds (Note 19). The Bank repurchased
41.5 million preferred shares in total at par from KDIC on January 31 and February 1, 2000, respectively.
Corresponding amounts of the bonds were redeemed by KDIC on the same dates.

Housing Finance Credit Guarantee Fund

Prior to January 1, 1999, the Bank managed the Housing Finance Credit Guarantee Fund (the
""HFCGF''), which provides guarantees to mortgage lenders for defaults by borrowers if the borrower is
unable to provide collateral required by a bank. As part of the government's restructuring plan to merge
and dissolve various government funds, the management of the HFCGF was transferred to the Korea
Credit Guarantee Fund. The Bank received a management fee for managing the HFCGF until the end of
1998 equal to 1% per year of the average guarantee balance guaranteed by the HFCGF. The HFCGF
received an annual guarantee fee equal to between 0.3% and 0.5% of the guaranteed amount depending on
the size of the housing unit concerned. In the year ended December 31, 1998, the last year in which the
Bank managed the HFCGF, the Bank earned fees of 9 billion Won. The Bank continues to receive a fee
from the HFCGF for underwriting mortgage loans, which they guarantee. This fee is equal to 20% of the
annual guarantee fees (net of Ñnes and penalties) HFCGF receives on these loans. In the year ended
December 31, 2000 and 1999, these fees amounted to 4.5 billion Won and 4 billion Won, respectively.

The outstanding balances at December 31, 2000 and 1999 and the related expense and income for the
years then ended for related party transactions were as follows:

2000 1999

Trust Trust
KDIC Accounts(1) NHF HFCGF KDIC Accounts(1) NHF HFCGF

(all amounts expressed in millions of Won)

Investment securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,588,642 Ì Ì Ì 2,129,518 Ì Ì Ì

Loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 190,000 Ì Ì Ì 190,000 Ì Ì Ì

Receivable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10,703 Ì Ì Ì 15,191 Ì Ì Ì

Interest bearing demand deposits ÏÏÏÏÏ Ì 565,233 Ì Ì Ì 333,171 Ì Ì

BorrowingsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 9,901 Ì Ì Ì 407,266 Ì

Preferred stocksÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 88,950 Ì Ì Ì 296,500 Ì Ì Ì

Interest income on securitiesÏÏÏÏÏÏÏÏÏ 147,988 Ì Ì Ì 118,474 Ì Ì Ì

Interest income on loans ÏÏÏÏÏÏÏÏÏÏÏÏ 12,058 Ì Ì Ì 30,622 Ì Ì Ì

Fees and commission income ÏÏÏÏÏÏÏÏ Ì 63,939 158,546 4,495 Ì 74,788 152,141 4,163

Interest expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 18,552 5,360 Ì Ì 25,989 7,623 Ì

Trust performance payments ÏÏÏÏÏÏÏÏÏ Ì 95,001 Ì Ì Ì 53,000 Ì Ì

Fees and commission expenseÏÏÏÏÏÏÏÏ Ì Ì Ì 20,249 Ì Ì Ì 17,421

(1) See Note 35
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33. Principal subsidiary undertakings and minority interest

Country of Percentage
incorporation Ownership

Jooeun Investment Trust Management Co., Ltd.ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Korea 80%

Jooeun Real Estate Trust Co., Ltd. ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Korea 100%

Jooeun Industrial Co., Ltd.ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Korea 100%

H&CB Finance Ltd. (H.K.) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Hong Kong 100%

Jooeun Leasing Co., Ltd. ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Korea 85.4%

Frontier Investment Co., Ltd.ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Korea 100%

H&CB9901 ABS Specialty Co., Ltd. ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Korea 15%(1)

H&CB0002 ABS Specialty Co., Ltd. ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Korea 15%(1)

H&CB0003 ABS Specialty Co., Ltd. ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Korea 15%(1)

Jooeun Real Estate Co. (JERECO) Asset Securitization Specialty Co., Ltd.(2)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Korea 15%(1)

(1) H&CB ABS Specialty Co., Ltd. 1, 2, 3, and JERECO securitization vehicles, have been included in the consolidated Ñnancial

statements of the Bank at December 31, 2000 as the majority owner has only a nominal capital investment.

(2) JERECO Asset Securitization Specialty Co., Ltd., a subsidiary of Jooeun Real Estate Trust Co., Ltd., was established during

2000.

All holdings are in the common shares of the undertaking concerned.

34. Segment reporting

For management reporting purposes, only the Bank's business segment results under Korean Generally
Accepted Accounting Principles (""KGAAP'') are reported to management. The Bank is organized into
four major business segments: Retail Banking, Credit Card, Corporate Banking, and Treasury and
Investment Management. During 2000, management began to separately measure the performance of the
credit card business formerly included as part of the retail banking segment. As a result of this change in
internal organization, segment information has been adjusted to separately disclose the credit card business
for years ended December 31, 2000 and 1999. It is impracticable to present similar disclosures for the year
ended December 31, 1998.

The business divisions are based on the nature of the products and services provided, the type or class
of customer, and the Bank's management organization, and provide the basis on which the Bank reports its
primary segment information:

‚ Retail banking Ì The retail banking segment's assets and liabilities are mainly with individuals and
general households. The segment handles private customer current accounts, savings, deposits,
investment products, consumer loans and mortgages.

‚ Credit card Ì The credit card segment's asset and liabilities are mainly with individuals or
corporate cardholders and card merchants. The segment handles domestic as well as overseas credit
and debit card operations.

‚ Corporate banking Ì The business banking segment's assets and liabilities are mainly with private
and public enterprises. The activities within the segment include direct debit facilities, current
accounts, deposits, overdrafts, loan and other credit facilities, and foreign currency and derivative
products.

‚ Treasury and investment management Ì Activities within this segment include the Bank's own
asset-liability management, trading activities in securities and derivatives and activities involving
investment security portfolios.
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Other operations of the Bank comprise subsidiary activities, management services for the National
Housing Fund, lottery activities, trust account activities, and providing computer services, none of which
constitutes a separately reportable segment.

The accounting policies of the segments are principally the same as those of the Bank, as disclosed in
Note 1. Operating revenues and expenses directly associated with each respective segment are included in
determining their operating earnings. The provision for income taxes comprises of corporate income tax
and resident tax surcharges. The income tax expenses are allocated to the respective segment based upon
performance. The Bank does not allocate income tax expense to unproÑtable segments.

Transactions between the business segments are reÖected on normal commercial terms and conditions.
There are no material items of income or expense between the business segments. The carrying amount of
certain assets used jointly by two or more segments cannot be allocated to the segments and are included
in "Other'.

A summary of the business segment results is shown in the following table:

Treasury &
Retail Credit Corporate Investment

Banking Card Banking Management Other Total

(in millions of Won)

Year ended December 31, 2000

Operating income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,062,798 440,756 1,189,645 1,183,665 659,580 6,536,444

Operating expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,569,206 278,133 1,206,789 1,106,723 663,506 5,824,357

Segment operating result ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 493,592 162,623 (17,144) 76,942 (3,926) 712,087

Interest income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,060,507 333,233 825,275 909,644 138,380 5,267,039

Interest expenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,841,232 135,051 563,387 904,908 74,718 3,519,296

Net interest incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,219,275 198,182 261,888 4,736 63,662 1,747,743

Provision for loan losses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 69,416 44,924 287,156 (24,813) 66,301 442,984

Noninterest incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,291 107,523 364,370 274,021 521,200 1,269,405

Noninterest expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 594,136 91,204 348,451 225,548 477,413 1,736,752

Net noninterest income (expense) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (591,845) 16,319 15,919 48,473 43,787 (467,347)

DepreciationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 64,422 6,954 7,795 1,080 45,074 125,325

ProÑt (loss) before tax ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 493,592 162,623 (17,144) 76,942 (3,926) 712,087

Income tax expense (beneÑt) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 150,200 49,486 (5,217) 23,413 (1,934) 215,948

Net proÑt (loss) for the period ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 343,392 113,137 (11,927) 53,529 (1,992) 496,139

US GAAP adjustments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (26,903) 27,558 59,146 (51,675) 24,070 32,196

Intercompany transactions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (30,168) Ì (43,403) 44,220 7,077 (22,274)

Consolidated net proÑt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 286,321 140,695 3,816 46,074 29,155 506,061

Assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 34,059,640 2,916,732 10,638,336 11,849,966 2,540,987 62,005,661

US GAAP adjustments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (438,660) (66,529) 28,114 (45,775) (19,067) (541,917)

Intercompany transactions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (81,583) Ì (88,148) (414,828) 76,735 (507,824)

Consolidated assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 33,539,397 2,850,203 10,578,302 11,389,363 2,598,655 60,955,920

F-49



  BOWNE OF HONG KONG 06/28/2001 10:54 NO MARKS NEXT PCN: 451.00.00.00 -- Page is valid, no graphics U98001  450.00.00.00  11

H&CB

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Ì (Continued)

Treasury &
Retail Credit Corporate Investment

Banking Card Banking Management Other Total

(in millions of Won)

Year ended December 31, 1999

Operating income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,298,495 228,015 1,014,468 1,089,089 1,074,215 5,704,282

Operating expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,943,360 153,807 948,508 1,165,323 905,809 5,116,807

Segment operating result ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 355,135 74,208 65,960 (76,234) 168,406 587,475

Interest income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,298,495 162,497 655,316 872,507 304,274 4,293,089

Interest expenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,309,146 67,890 410,447 896,735 376,745 3,060,963

Net interest income (expense) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 989,349 94,607 244,869 (24,228) (72,471) 1,232,126

Provision for loan losses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 17,936 12,600 301,872 Ì 37,968 370,376

Noninterest incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 65,518 359,152 216,582 769,941 1,411,193

Noninterest expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 563,730 68,097 234,111 268,217 436,660 1,570,815

Net noninterest income (expense) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (563,730) (2,579) 125,041 (51,635) 333,281 (159,622)

DepreciationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 52,548 5,220 2,078 371 54,436 114,653

ProÑt (loss) before tax ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 355,135 74,208 65,960 (76,234) 168,406 587,475

Income tax expense (beneÑt) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 114,000 24,847 21,331 (24,654) 83,590 219,114

Net proÑt (loss) for the period ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 241,135 49,361 44,629 (51,580) 84,816 368,361

US GAAP adjustments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (65,274) (11,383) (6,197) 96,221 131,752 145,119

Intercompany transactions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 44,323 (12,735) (4,403) 27,185

Consolidated net proÑt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 175,861 37,978 82,755 31,906 212,165 540,665

Assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 24,814,561 1,007,539 7,512,626 10,392,070 3,992,267 47,719,063

US GAAP adjustments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7,915 (58,715) 276,121 (267,761) (1,906,549) (1,948,989)

Intercompany transactions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì (504,589) (28,823) 39,962 (493,450)

Consolidated assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 24,822,476 948,824 7,284,158 10,095,486 2,125,680 45,276,624

Treasury &
Retail Corporate Investment

Banking Banking Management Other Total

(in millions of Won)

Year ended December 31, 1998

Operating incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,495,633 1,632,064 1,064,132 1,388,561 6,580,390

Operating expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,187,720 1,841,315 1,211,388 1,729,559 6,969,982

Segment operating resultÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 307,913 (209,251) (147,256) (340,998) (389,592)

Interest incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,449,865 967,627 904,458 379,233 4,701,183

Interest expense ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,316,990 663,664 822,905 708,069 3,511,628

Net interest income (expense)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,132,875 303,963 81,553 (328,836) 1,189,555

Provision for loan lossesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 73,816 749,001 Ì 43,835 866,652

Noninterest income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 45,768 664,437 159,674 1,009,328 1,879,207

Noninterest expenseÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 750,452 426,979 388,185 892,656 2,458,272

Net noninterest income (expense)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (704,684) 237,458 (228,511) 116,672 (579,065)

Depreciation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 46,462 1,671 298 84,999 133,430

ProÑt (loss) before tax ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 307,913 (209,251) (147,256) (340,998) (389,592)

Income tax expense (beneÑt)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (9,736) 6,617 4,656 7,676 9,213

Net proÑt (loss) for the periodÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 317,649 (215,868) (151,912) (348,674) (398,805)

US GAAP adjustments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (148,701) 550,759 63,504 57,207 522,769

Intercompany transactionsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 17,681 Ì (13,735) 3,946

Consolidated net proÑtÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 168,948 352,572 (88,408) (305,202) 127,910

AssetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 19,638,891 7,550,683 10,572,994 4,158,400 41,920,968

US GAAP adjustments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (72,338) (781,170) 158,992 (388,066) (1,082,582)

Intercompany transactionsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (282,834) (143,160) (75,368) (501,362)

Consolidated assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 19,566,553 6,486,679 10,588,826 3,694,966 40,337,024
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The allowances for loan losses based on US GAAP allocated to each of the segments are as follows:

Treasury &
Retail Credit Corporate Investment

Banking Card Banking Management Other Total

(in millions of Won)

Allowances for loan losses

As of December 31, 2000 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 138,443 71,895 1,016,848 Ì 89,840 1,317,026

As of December 31, 1999 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 108,745 68,000 1,065,327 Ì 44,480 1,286,552

Geographic segment disclosures have been excluded as revenues and assets attributable to external
customers in foreign countries are not signiÑcant.

35. Trust accounts

The Bank manages funds on behalf of its customers through the operation of various trust accounts in
accordance with the Korean Trust Law and the Korean Trust Business Act. Trust assets and liabilities are
excluded from the consolidated Ñnancial statements of the Bank, and thus are recorded in separate
accounts from those of the banking business.

Some trusts require that the Bank guarantee the return of the principal amount invested at the
termination of a Ñxed term deposit. Additionally, the Bank guarantees a speciÑed rate of return on the
Fixed Rate Money Trusts. The Bank guarantees neither the principal amount nor rate of return on the
Securities Investment Trusts or the No Guarantee Money Trusts. The Bank charges investment
management fees to guaranteed principal trusts and other trusts, and receives commission income,
including penalty charges for early withdrawal of Ñxed term deposits.

The Bank recognized an expense related to the trust performance payments of 95,001 million Won
and 53,006 million Won for the years ended December 31, 2000 and 1999, respectively. Of these amounts,
trust performance guarantees comprised 85,001 million Won for the year ended December 31, 2000 while
no payment related to the trust guarantees for the year ended December 31, 1999. The remaining
payments represent the Bank's voluntary reimbursement of trust losses incurred primarily as a result of
holdings in the member companies of the Daewoo Group.

Details of the trust funds managed by the Bank at December 31, 2000 and 1999 based on accounting
principles generally accepted in the Republic of Korea are set out below:

Guaranteed Securities
Principal Fixed Rate Investments No Guarantee

Money Trusts Money Trusts Trusts Money Trusts Total

(all amounts expressed in millions of Won)

Trust net assets:

Assets:

Loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 197,624 172,349 Ì 1,610,210 1,980,183

Securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 679,106 252,569 15,499,589 3,437,095 19,868,359

Call loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 1,107,400 Ì 1,107,400

Other assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 70,490 7,600 1,657,507 399,805 2,135,402

Liabilities:

Accrued allocations payableÏÏÏÏÏÏÏÏÏÏÏÏÏ 14,409 6,741 1,592 97,192 119,934

Reserve for future trust losses ÏÏÏÏÏÏÏÏÏÏÏ 3,821 Ì Ì 4,203 8,024

Other liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 15,698 409,040 157,233 124,669 706,640

Net assets at December 31, 2000 ÏÏÏÏÏÏ 913,292 16,737 18,105,671 5,221,046 24,256,746
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H&CB

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Ì (Continued)

Guaranteed Securities
Principal Fixed Rate Investments No Guarantee

Money Trusts Money Trusts Trusts Money Trusts Total

(all amounts expressed in millions of Won)

Trust net assets:

Assets:

Loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 246,366 157,126 Ì 2,736,499 3,139,991

Securities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 552,055 570,025 13,718,070 4,186,567 19,026,717

Call loans ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 513,482 Ì 513,482

Other assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 75,846 99,794 530,984 478,076 1,184,700

Liabilities:

Accrued allocations payableÏÏÏÏÏÏÏÏÏÏÏÏÏ 15,784 132,404 803,181 181,162 1,132,531

Reserve for future trust losses ÏÏÏÏÏÏÏÏÏÏÏ 1,886 100 Ì 3,842 5,828

Other liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 27,423 154,312 124,636 306,309 612,680

Net assets at December 31, 1999 ÏÏÏÏÏÏ 829,174 540,129 13,834,719 6,909,829 22,113,851

36. Merger with Kookmin Bank

On December 22, 2000 the Bank entered into a Memorandum of Understanding related to a
contemplated merger with Kookmin Bank (""Kookmin''), which is engaged in the banking business in
accordance with the provisions of the General Banking Act of Korea.

On April 23, 2001 the Bank and Kookmin signed a merger agreement (the ""Merger Agreement'')
stipulating the terms of the merger. Currently, the eÅective date for consummation of the merger is
scheduled to be October 31, 2001. The Merger Agreement may be cancelled at any time prior to the
eÅective date of the merger if certain events occur. Such events include mutual agreement between the
Bank and Kookmin, a material breach of a representation or warranty by either party, or the failure of the
related registration statement to be Ñled with the Securities and Exchange Commission in the United
States of America to be declared eÅective by a certain date. The merger will be eÅected through the
creation of a new bank that acquires each bank through an exchange of shares. Shareholders of the Bank
and Kookmin will receive shares in the new bank in exchange for their shares in the Bank and Kookmin,
based on a pre-determined ratio. All of the Bank's and Kookmin's outstanding redeemable preferred stock
will be exchanged on a one-for-one basis for preferred shares in the new bank that have essentially the
same terms. After the merger the former shareholders of the Bank will own approximately 40.2% of the
merged bank, and the former shareholders of Kookmin will own approximately 59.8% of the merged bank.

It is currently contemplated that the merger will be accounted for as a purchase, with the Kookmin
being the acquirer for accounting purposes. The assets and liabilities of the Bank will be recorded at fair
value, with any excess of the purchase price over the fair value of the tangible and identiÑable intangible
assets and liabilities of the Bank being assigned to goodwill.

37. Other subsequent events

On May 28, 2001, the Bank issued subordinated bonds of 200 billion Won for the purpose of
enhancing the Bank's current BIS risk-adjusted capital ratio. The subordinated bonds consist of three
tranches: (1) paying interest on a monthly basis, (2) paying interest on a quarterly basis and (3) zero
coupon bonds. The eÅective yield on all the subordinated bonds is 7.87%. The term to maturity for all
tranches is 5 years and 9 months maturing on February 28, 2007.

F-52



  BOWNE OF HONG KONG 06/28/2001 10:55 NO MARKS NEXT PCN: 501.00.00.00 -- Page is valid, no graphics U98001  500.00.00.00  4

Appendix A

THE REPUBLIC OF KOREA

The information presented in this section has been extracted from publicly available documents which
have not been prepared or independently veriÑed by us, the underwriters or any of our or their aÇliates or
advisers.

Recent Economic DiÇculties

In 1997 and 1998, a number of developments described below adversely aÅected the Korean
economy. Korean companies, including the conglomerates known as ""chaebols'' that dominate the Korean
economy, banks and other Ñnancial institutions struggled Ñnancially, and a number of them have failed.
Factors that contributed to the Ñnancial diÇculties include excessive investment by Korean companies and
high levels of debt, including debt denominated in foreign currencies, incurred by Korean companies.

Aspects of the Republic's Ñnancial and economic diÇculties included:

‚ exchange rate Öuctuations;

‚ interest rate Öuctuations;

‚ reduced credit from foreign banks;

‚ reduced liquidity in the economy;

‚ volatile stock prices;

‚ reductions in the Republic's foreign currency reserves (which have largely been replenished);

‚ credit rating changes for the Republic, Korean Ñnancial institutions and companies; and

‚ higher unemployment.

The economic diÇculties of certain Southeast Asian countries beginning in 1997 also contributed to
Korea's problems. In 1999, the Korean economy rebounded from a recession in 1997 and 1998, achieving
an increase in GDP of 10.7% in 1999 at constant market prices, compared to a 6.3% contraction in GDP
in 1998 at constant market prices. In addition, the Republic recorded a trade surplus of US$28.4 billion in
1999 as the Republic's economic recovery led to a 29.0% increase in imports and an 8.6% increase in
exports. Based on preliminary data, the Republic recorded GDP growth of 8.8% in 2000 and 3.7% in the
Ñrst quarter of 2001, year-on-year.

The continuing weakness of the Japanese economy and the volatility of the Japanese Yen against the
U.S. dollar increase the uncertainty of economic stability in Asia in general and may hinder the Republic's
ability to recover more quickly from its own economic diÇculties. Future adverse developments in
Southeast Asia, Japan and elsewhere in the world could worsen Korea's economic diÇculties by, among
other things, aÅecting Korean Ñnancial institutions that have lent to borrowers in such countries, Korean
exporters that export to such countries and Korean companies and Ñnancial institutions that rely on credit
from Japanese lenders. Further, the wider opening of the domestic market and the on-going evolution of
information technology have led to increased synchronization between the Korean economy and foreign
economies, particularly that of the United States. Accordingly, the Republic has become more vulnerable
to external economic situations.

Financial DiÇculties of Korean Companies

Beginning in early 1997, a signiÑcant number of Korean companies, including member companies of
chaebol groups, have experienced Ñnancial diÇculties due to excessive investment in some industries, weak
export prices and high levels of debt and foreign currency exposure. The Financial Supervisory Service of
the Financial Supervisory Commission announced on March 29, 1998 that, as of December 31, 1997, the
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30 largest conglomerates in the Republic owed approximately W111.3 trillion in loans and payment
guarantees to Korean banks. In addition, the widespread practice of cross guarantees within chaebols
meant that the diÇculties of Ñnancially weaker companies threatened stronger ones as well. The reluctance
and reduced ability of banks to renew or extend additional credit made these problems worse.

Beginning in early 1997, a number of signiÑcant Korean companies failed. In January 1997, four
companies in the Hanbo Group applied to the courts for corporate reorganization, and in March 1997, Ñve
companies in the Sammi Group also Ñled for corporate reorganization. The creditors and the courts
approved reorganization plans for some of the companies in the Hanbo Group and Sammi Group in 1998.

Other corporate failures followed the Hanbo Group and Sammi Group bankruptcies. On April 15,
1998, Kia Motors and an aÇliate, Asia Motors Co., Ltd., came under court receivership. In July 1998, a
committee of creditors of Kia Motors and Asia Motors arranged for the sale of the two companies by
auction. In December 1998 Hyundai Motors signed an agreement to purchase new shares to be issued by
the two companies. The creditors and the court approved the reorganization plan for Kia Motors and Asia
Motors in December 1998.

Numerous other Korean companies have failed, including companies in the Jinro Group, the Dainong
Group, the Ssang Bang Wool Group, the New Core Group, the Tae-il Precision Group and the Halla
Group. The series of major corporate failures in 1997 and 1998 contributed to increases in the Republic's
unemployment rate, which rose to 8.5% as of January 31, 1999, but decreased to 5.3% as of January 31,
2000, and labor unrest.

In August 1999, Korean Ñnancial institutional creditors of Daewoo Group agreed to enter into
voluntary workout programs for twelve companies of Daewoo Group. By the end of February 2000, these
creditors approved the workout programs, which include spin-oÅs of certain Daewoo Group companies,
debt-to-equity swaps, deferment of principal and interest payments, reduction of interest rates and
provision by existing creditors of new credits. In addition, by March 2000, foreign Ñnancial institutional
creditors of certain Daewoo Group companies reached an agreement in principle to buy out their claims.
However, individual and non-Ñnancial institutional creditors, minority shareholders and labor unions of
Daewoo Group companies have not agreed on the terms of the restructuring programs. In April 2000, the
court suspended the implementation of the restructuring plans for Daewoo Heavy Industries and Daewoo
Electronics at the petition of minority shareholders. Further, Daewoo Motor, Korea's second-largest
automobile manufacturer, went under court receivership on November 8, 2000 after it had failed to obtain
additional loans from its main creditor, Korea Development Bank, and defaulted on its short-term payment
of obligations. It has been reported that Daewoo and its creditors are continuing their talks with General
Motors, a potential buyer of Daewoo Motor.

In addition to the signiÑcant uncertainties concerning the prospects of the restructuring of the Daewoo
Group companies discussed above, the possibility of Ñnancial diÇculties of other conglomerates as well as
Korean Ñnancial institutions may negatively aÅect the Korean economy. For instance, the Hyundai Group
has been reported to be struggling with its indebtedness, reported to amount to approximately
US$30 billion, and Hyundai Group's Hyundai Engineering & Construction and Hynix Semiconductor have
been reported to be experiencing liquidity problems. In March and May 2001, creditor Ñnancial institutions
of the Hyundai Group agreed to provide Ñnancial assistance by way of additional loans, extensions on
maturities of various outstanding payment obligations, debt-equity swap transactions, guarantees of
repayment obligations of overseas borrowings and injections of additional capital into the Hyundai
companies. In addition, the Korea Development Bank has established a program to stimulate the corporate
debenture market, the ""Fast Track Debenture Program''. Hynix Semiconductor and Hyundai Engineering
& Construction were selected as companies to be included in this program, which commenced in
January 2001. Under this bond purchase program, selected companies became eligible to re-Ñnance
through the Korea Development Bank up to 80% of the principal amount of their debentures maturing in
2001 through the issuance of new debentures to the Korea Development Bank at market interest rates.
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Worsened Financial Condition of Korean Banks and Other Financial Institutions

The capital adequacy and liquidity of most Korean banks and other Ñnancial institutions were hurt by:

‚ the Ñnancial diÇculties of corporate borrowers;

‚ high levels of short-term foreign currency borrowings from foreign Ñnancial institutions; and

‚ the consideration of non-market oriented factors in making lending decisions.

The Government in late 1997 and 1998 ordered many of the worst-aÅected Ñnancial institutions to
close. In addition, the Government took control of two large commercial banks, Seoul Bank and Korea
First Bank, by recapitalizing them; in December 1999, the Government sold a controlling interest in Korea
First Bank to Newbridge Capital and in April 2000, the Government entered into a management
agreement with Deutsche Bank in an eÅort to rehabilitate Seoul Bank.

Further, to enhance the competitiveness of the Republic's Ñnancial institutions, the Government
passed a law in October 2000, allowing Ñnancial holding companies. Based on this legal framework, a
Ñnancial holding company led by the Government was established, and such holding company currently
holds Hanvit Bank and several other Korean commercial banks. The Government has also encouraged
Korean banks to pursue mergers and acquisitions, and H&CB and Kookmin Bank signed a merger
agreement on April 23, 2001. Under the agreement, the merger is expected to be completed by
October 31, 2001. If completed, the merged entity will become the largest bank in the Republic.

The Government estimates that, as of December 31, 2000, banks and non-bank Ñnancial institutions
held non-performing assets deÑned to include loans and other credits on which interest had not been paid
for at least three months totaling approximately W50.2 trillion, compared to W51.3 trillion as of
December 31, 1999. By December 31, 2000, the Non-Performing Asset Management Fund managed by
the Korea Asset Management Corporation (""KAMCO'') had purchased W86.9 trillion of non-performing
assets of banks and non-bank Ñnancial institutions for W34.8 trillion. KAMCO began purchasing non-
performing assets on November 26, 1997.

Further Government Ñnancial support of Korean Ñnancial institutions may be necessary to enable
them to meet capital adequacy requirements. However, the Government may be unwilling to provide all of
the needed support. Continued poor Ñnancial condition of Korean Ñnancial institutions would likely reduce
the amount of credit otherwise available to Korean companies, impairing the prospects for economic
growth.

Concerns Regarding Liquidity and Foreign Currency Reserves

The Republic's foreign currency reserves fell 32.8%, to US$20.4 billion as of December 31, 1997 from
US$33.2 billion as of December 31, 1996, mostly due to:

‚ the repatriation by foreign investors of their investments in Korea;

‚ the repayment of a portion of the Republic's private and governmental external debt;

‚ the unavailability of credit from foreign sources; and

‚ the intervention in the foreign currency market to stabilize the Won.

The usable portion of the reserves, deÑned as the total foreign currency reserves less amounts on
deposit with overseas branches of Korean Ñnancial institutions and swap positions between The Bank of
Korea and other central banks, totaled only US$8.9 billion as of December 31, 1997. The Government's
usable foreign currency reserves increased to US$58.7 billion as of May 31, 1999 primarily due to balance
of trade surpluses and loans received from the International Monetary Fund (the ""IMF''), the World
Bank and the Asian Development Bank. As of January 31, 2001, the Government's foreign currency
reserves were US$95.4 billion.
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The Republic's total external liabilities, using standards set by the IMF, totaled US$159.2 billion as of
December 31, 1997, US$148.7 billion as of December 31, 1998, US$137.1 billion as of December 31,
1999 and US$136.3 billion as of December 31, 2000.

Credit Rating Changes

In October 1997, the Republic's long-term foreign currency rating ceiling on bond obligations, as
announced by Moody's, was A1 and its long-term foreign currency rating as announced by each of
Standard & Poor's and Fitch IBCA was AA-. Since that time, the rating agencies have changed the
country's ratings signiÑcantly. The table below charts the credit ratings downgrades for the Republic from
December 1997 to January 1998.

Rating

Date Rating Agency Instrument From To

December 1997 Moody's(1) Foreign currency rating on bond obligations Baa2 Ba1

Foreign currency rating for long-term bank deposits Ba2 B1

Standard & Poor's(2) Long-term foreign currency rating BBB- B°

Long-term local currency rating A- BBB-

Short-term foreign currency rating A-3 C

Short-term local currency rating A-2 A-3

Fitch IBCA(3) Long-term foreign currency rating BBB- B-

January 1998 Moody's(4) Foreign currency rating for bank deposits B1 Caa1

(1) Moody's noted Korea's short-term foreign currency needs and the diminished level of its foreign exchange reserves. It also noted

the generally deteriorating economic conditions in Asia.

(2) Standard & Poor's stated that the country's eÅorts to aid the banking sector threatened its own external position and conÖicted

with the spirit of the country's agreements with the IMF.

(3) Fitch IBCA noted the further fall in the country's foreign exchange reserve.

(4) Moody's viewed the forced rollover of interbank credits in late December 1997 as a default and noted that Korea's external

payments position, combined with regional factors, could prolong the rollover period.

The table below charts the credit rating upgrades for the Republic from February 1998 to
March 2000.

Rating

Date Rating Agency Instrument From To

February 1998 Standard & Poor's(1) Long-term foreign currency rating B° BB°

Long-term local currency rating BBB- BBB°

Short-term foreign currency rating C B

Short-term local currency rating A-3 A-2

Fitch IBCA(2) Long-term foreign currency rating B- BB°

January 1999 Standard & Poor's(3) Long-term foreign currency rating BB° BBB-

Long-term local currency rating BBB° A-

Short-term foreign currency rating B A-3

Fitch IBCA(4) Long-term foreign currency rating BB° BBB-

February 1999 Moody's(5) Foreign currency rating on bond obligations Ba1 Baa3

Foreign currency rating for long-term bank deposits Caa1 Ba2

June 1999 Fitch IBCA Long-term foreign currency rating BBB- BBB

November 1999 Standard & Poor's Long-term foreign currency rating BBB- BBB

December 1999 Moody's Foreign currency rating on bond obligations Baa3 Baa2

March 2000 Fitch IBCA Long-term foreign currency rating BBB BBB°

(1) Standard & Poor's also removed the ratings from CreditWatch. The upgrade reÖected the progress of the Government's reform

program and the expectation of an agreement extending the short-term external debt of Korean Ñnancial institutions.

(2) Fitch IBCA viewed the agreement on January 28, 1998 extending the short-term external debt of Korean Ñnancial institutions as

improving the country's external Ñnancing position.

(3) Standard's & Poor's cited the Government's progress in corporate and Ñnancial sector restructuring, as well as its improved

external debt position.
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(4) Fitch IBCA noted that the prospect of a repetition of Korea's liquidity crisis in 1997 was remote due to the country's improved

foreign currency reserves.

(5) Moody's noted the country's improved external liquidity position and a government policy stance that should foster continued

improvement in 1999. Moody's also changed the Republic's outlook to positive.

Credit downgrades hinder the ability of the Republic and Korean Ñnancial institutions and companies
to raise funds at favorable interest rates in the capital markets.

Interest Rate Fluctuations

Due to prevailing adverse economic conditions, the depreciation of the Won and the Government's
reform policy, interest rates payable by Korean borrowers Öuctuated substantially, both domestically and
externally, in late 1997 and 1998. The average annual interest rate on three-year Won-denominated, non-
guaranteed corporate bonds, rose from 12.6% as of September 30, 1997 to 29.0% as of December 31, 1997
but fell signiÑcantly during the fourth quarter of 1998 and was 8.12% as of December 31, 2000.
Internationally, the spreads over United States treasury bonds on benchmark dollar-denominated bonds
issued by the Republic and Korean Ñnancial institutions and companies have also Öuctuated considerably
since the second quarter of 1998, but have improved since the second half of 1998. If interest rates rise in
the future, the debt service costs of Korean borrowers and the possibility of defaults on debt repayments
would increase.

Exchange Rate Fluctuations

Due to adverse economic conditions and reduced liquidity, the value of the Won in relation to the
U.S. dollar and other major foreign currencies declined substantially in 1997 but generally rose in 1998.
Because of market pressure, on December 16, 1997 the Government allowed the Won to Öoat freely. The
Noon Buying Rate was W1,695 to US$1.00 on December 31, 1997, compared to W917 to US$1.00 on
September 30, 1997. As of June 27, 2001, the Noon Buying Rate was W1,300 to US$1.00.

Won depreciation increases substantially the amount of Won revenue needed by Korean companies to
repay foreign currency-denominated debt, increases the possibility of defaults, and results in higher prices
for imports, including key raw materials such as oil, sugar and Öour. On the other hand, Won appreciation
will have an adverse eÅect on the export by Korean companies.

Stock Market Volatility

The Korea Composite Stock Price Index declined by over 56% from 647.1 on September 30, 1997 to
280.0 on June 16, 1998. The index was 584.8 on June 27, 2001, representing an increase of 108.9% since
June 16, 1998.

SigniÑcant sales of Korean securities by foreign investors and the repatriation of the sales proceeds
could drive down the value of the Won, reduce the foreign currency reserves held by Ñnancial institutions
in the Republic and hinder the ability of Korean companies to raise capital.

Government Measures

The Government took a number of steps in response to its recent economic diÇculties, including the
following:

‚ negotiation with the IMF of the IMF Ñnancial aid package involving loans in an aggregate amount
of approximately US$58 billion;

‚ negotiation of an agreement with a substantial number of international creditors of Korean Ñnancial
institutions to extend the maturities of an aggregate of approximately US$21.8 billion of Korean
Ñnancial institutions' short-term foreign currency obligations owed to those international creditors by
exchanging the obligations for longer-term Öoating rate loans guaranteed by the Government;
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‚ the Government's issuance of Dollar-denominated bonds in the aggregate principal amount of
US$4 billion in April 1998; and

‚ the announcement and implementation of a number of important economic, Ñnancial sector, labor
and other reforms.

The Government may need to take further measures to adequately address the country's economic
diÇculties.

While the Government anticipates that its reforms of the Korean economy will alleviate its current
economic diÇculties and improve the economy over time, in the short term implementation of the reform
measures may:

‚ slow economic growth;

‚ cause a budget deÑcit because of a decrease in tax revenues and an increase in Government
expenditures;

‚ increase the rate of inÖation;

‚ increase the number of bankruptcies of Korean companies; and

‚ increase unemployment.

Continued implementation of certain elements of the Government reform plan may require further
action by the National Assembly, and political processes not directly within the control of the President or
the Government will likely aÅect at least some elements of the reform plan. Accordingly, the reforms may
not be fully implemented as currently contemplated. If the country fails to continue to implement reforms,
the IMF and other international lenders may determine to reduce or withdraw their Ñnancial support.
Declines in liquidity and availability of credit, further deterioration in the Republic's economy and
increased downward pressure on the value of the Won could result.

Land and History

Territory and Population

Located south of the 38th parallel, the Republic of Korea covers about 38,000 square miles,
approximately one-fourth of which is arable. The Republic's population of approximately 45 million has a
literacy rate of over 90%. The country's largest city, Seoul, has a population of about 11 million people.

Political History

Dr. Rhee Syngman, Korea's elected president in 1948, 1952, 1956 and 1960, dominated the years
after the Republic's founding in 1948. Shortly after President Rhee's resignation in 1960 in response to
student-led demonstrations, a group of military leaders headed by Park Chung Hee assumed power by
coup. The military leaders established a civilian government, and the country elected Mr. Park as
President in October 1963. President Park served until his assassination in 1979 following a period of
increasing strife between the Government and its critics. The Government declared martial law and formed
an interim government under Prime Minister Choi Kyu Hah, who became the next President. After
clashes between the Government and its critics, President Choi resigned, and General Chun Doo Hwan,
who took control of the Korean army, became President in 1980.

In late 1980, the country approved, by national referendum, a new Constitution, providing for indirect
election of the President by an electoral college and for certain democratic reforms, and shortly thereafter,
in early 1981, re-elected President Chun. Responding to public demonstrations in 1987, the legislature
revised the Constitution to permit direct election of the President. In December 1987, Roh Tae Woo won
the Presidency by a narrow plurality, after opposition parties led by Kim Young Sam and Kim Dae Jung
failed to unite behind a single candidate. In February 1990, two opposition political parties, including the
one led by Kim Young Sam, merged into President Roh's ruling Democratic Liberal Party.
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In December 1992, the country elected Kim Young Sam as President. The election of a civilian and
former opposition party leader considerably lessened the controversy concerning the legitimacy of the
political regime. President Kim's administration reformed the political sector and deregulated and
internationalized the Korean economy.

In late 1995 and early 1996, the Government charged former Presidents Roh and Chun with
accepting bribes from certain Korean companies and with sedition relating to a number of clashes between
the Government and its critics, including a 1980 confrontation between the Korean army and civilian
protesters in Kwangju, Korea. In April 1997, the Korean Supreme Court sentenced former President Roh
to 17 years in prison and former President Chun to life imprisonment and imposed severe Ñnes on each
defendant. No signiÑcant political or social unrest resulted from the trial, conviction or sentencing. The
Government pledged to uncover any other similar unlawful practices and to continue its anti-corruption
reforms generally. On December 22, 1997, former President Kim pardoned former Presidents Roh and
Chun following consultation with then President-elect Kim Dae Jung.

On December 18, 1997, the country elected Kim Dae Jung as President, and he started his term on
February 25, 1998. President Kim's party, the National Congress for New Politics, formed a coalition with
the United Liberal Democrats led by Kim Jong Phil. The coalition, which temporarily ended before the
election held on April 13, 2000, continued with the appointment of Lee Han Dong of the United Liberal
Democrats as the current prime minister in June 2000.

Government and Politics

Government and Administrative Structure

Governmental authority in the Republic is centralized and concentrated in a strong presidency. The
President is elected by popular vote, serves for a term of Ñve years and may not be re-elected. The
President chairs the State Council, which consists of the prime minister, the deputy prime ministers, the
heads of the Government ministries and ministers of state. The President can select the members of the
State Council and appoint or remove all other Government oÇcials, except for local oÇcials elected in
local elections.

The National Assembly exercises the country's legislative power. The Constitution provides for the
direct election of about 85% of the members of the National Assembly and the distribution of the
remaining seats proportionately among parties winning over 3% of the popular vote. National Assembly
members serve four year terms. The National Assembly enacts laws, ratiÑes treaties and approves the
national budget. The executive branch drafts most legislation and submits it to the National Assembly for
approval.

The country's judicial branch comprises the Supreme Court, the Constitutional Court and lower
courts of various levels. The President appoints the Chief Justice of the Supreme Court and appoints the
other Justices of the Supreme Court upon the recommendation of the Chief Justice. All appointments to
the Supreme Court require the consent of the National Assembly. The Chief Justice, with the consent of
the other Supreme Court Justices, appoints all the other judges in Korea. Supreme Court Justices serve
for six years; all other judges serve for ten years. Other than the Chief Justice, justices and judges may be
reappointed to successive terms.

The President formally appoints all nine judges of the Constitutional Court, but three judges must be
designated by the National Assembly and three by the Chief Justice of the Supreme Court. Constitutional
Court judges serve for six years and may be reappointed to successive terms.

Political Organizations

Currently, there are three main political parties:

‚ the Grand National Party (""GNP''), the former ruling party prior to the election of current
President Kim Dae Jung;
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‚ the Millenium Democratic Party (""MDP''), the current ruling party led by President Kim Dae
Jung; and

‚ the United Liberal Democrats (""ULD''), led by Kim Jong Phil.

The parties currently control the following number of seats in the National Assembly:

GNP MDP ULD Other Total

Number of SeatsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 133 115 20 5 273

Relations with North Korea

Relations between the Republic and North Korea have been tense over most of the Republic's
history. The Korean War of 1950-1953 began with the invasion of the Republic by communist forces from
North Korea and, following a military stalemate, resulted in an armistice establishing a demilitarized zone
monitored by the United Nations in the vicinity of the 38th parallel.

North Korea maintains a regular military force estimated at more than 1,000,000 troops, mostly
concentrated near the northern border of the demilitarized zone. The Republic's military forces, composed
of approximately 690,000 regular troops and almost 3.1 million reserves, maintain a state of military
preparedness along the southern border of the demilitarized zone. The United States currently maintains
approximately 37,000 troops in the Republic.

Since September 1990, representatives of the Republic and North Korea have from time to time met
in Seoul and Pyongyang. For example, on December 13, 1991, the two countries signed an ""Agreement on
Reconciliation, Nonaggression and Exchange and Cooperation'' which went into eÅect on February 19,
1992, agreeing, among other things, to move towards reconciliation and economic cooperation. Tension
between the two Koreas rose in March 1993 following North Korea's declaration of its intent to withdraw
from the Nuclear Non-Proliferation Treaty. Subsequent events, including North Korea's refusal to comply
with the Nuclear Non-Proliferation Treaty, and the death of North Korea's President Kim Il-Sung on
July 8, 1994 caused the level of tension to Öuctuate. An accord between the United States and North
Korea, reached on October 21, 1994, eased tensions. North Korea agreed to dismantle its plutonium
processing program in return for diplomatic recognition by the United States and economic undertakings
from the United States, the Republic and Japan, including commitments by the Republic and Japan to
assist North Korea's construction of two modern light-water nuclear reactors costing up to US$5 billion.
However, disagreements have arisen in implementing this accord.

Over the last few years, relations between the Republic and North Korea have generally improved,
despite occasional diÇcult periods. In 1995, the Republic agreed to donate 150,000 tons of rice to North
Korea without preconditions. Demonstrating the improved situation, in April 1996 the United States and
the Republic proposed talks with North Korea and China to secure peace on the Korean peninsula. In a
troubling incident in September 1996, a small group of North Korean armed troops inÑltrated the
Republic by submarine; North Korea later apologized for the incident, defusing tensions. On December 9,
1997, the Republic, the United States, China and North Korea began formal talks on a permanent peace
treaty.

Trade between the two Koreas, which totaled US$287 million in 1995, has increased to
US$425 million in 1999. On November 18, 1998, the Hyundai Group began operating tours for South
Koreans to visit the Mount Kumgang region of North Korea after reaching an agreement for such tours
with the North Korean government. On June 13, 2000, President Kim Dae Jung met with North Korea's
leader Kim Jong-Il in Pyongyang, North Korea. The summit meeting between the leaders of the Republic
and North Korea was the Ñrst since the nation was divided in 1945. The two leaders announced an accord
calling for the following points: (1) the autonomous pursuit of uniÑcation; (2) the reunion of separated
families; (3) the promotion of economic cooperation and exchange in various Ñelds; and (4) the
continuation of dialogue to implement the accord. Over the longer term, reuniÑcation of the two Koreas
could occur. ReuniÑcation would entail a signiÑcant economic commitment by the Republic.
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Foreign Relations and International Organizations

The Republic maintains diplomatic relations with most nations of the world, most importantly with
the United States with which it entered into a mutual defense treaty and several economic agreements.
The Republic also has an important relationship with Japan, its largest trading partner after the United
States.

The Republic belongs to a number of supranational organizations, including the IMF, the World
Bank, the Multilateral Investment Guarantee Agency, the International Finance Corporation, the
International Development Association, the Asian Development Bank, the African Development Bank, the
European Bank for Reconstruction and Development, the Bank for International Settlements and the
World Trade Organization.

In September 1991, the Republic and North Korea became members of the United Nations. During
the 1996 and 1997 terms, the Republic served as a non-permanent member of the United Nations
Security Council.

In March 1995, the Republic applied for admission to the Organization for Economic Cooperation
and Development (the ""OECD''), which it oÇcially joined as the twenty-ninth regular member on
December 12, 1996.

The Economy

Economic Policy

Since 1962, the Republic has shifted the focus of its economy from agricultural production and the
export of raw materials, textiles and clothing to the production and export of manufactured goods,
particularly electronic products, ships, machinery, automobiles and steel. During the two decades prior to
1998, the Republic's GDP increased at an average annual rate of approximately 9%, largely due to an
industrious and well-trained labor force and Government policies favoring export-led growth.

The Government, without owning the means of industry and commerce, has actively established and
implemented economic policy objectives to maintain national security, encourage industrial development
and improve living standards. The Government has inÖuenced the economy by controlling approvals and
licenses and allocating credit, although the Government expects its inÖuence to diminish because of its
recent reform policies.

Current Economic DiÇculties and Initial Reform EÅorts

As discussed in ""Recent Economic DiÇculties'', Korea experienced signiÑcant economic diÇculties in
1997 and 1998. In response, the Government has implemented a range of measures to restore the
conÑdence of Ñnancial market participants in Korea by strengthening the country's economic
fundamentals.

The Government has focused its reform measures on restructuring the country's Ñnancial sector. In
April 1997, a presidential committee introduced short-term reform measures, including:

‚ allowing commercial banks, securities Ñrms and insurance companies to compete;

‚ permitting the issuance of Ñnancial debentures by commercial banks and securities Ñrms;

‚ increasing the size of deposit insurance funds;

‚ improving public disclosure systems and accounting standards; and

‚ eliminating interest rate controls.

In June 1997, the Government announced medium- and long-term measures relating to the
restructuring of The Bank of Korea and Ñnancial institution supervisory systems. The Government
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accelerated implementation of these measures in connection with the IMF Ñnancial aid package and
related reforms.

To support troubled Ñnancial institutions and to stabilize the Republic's Ñnancial markets, on
August 25, 1997 the Government announced a Ñnancial aid package, including special loans and other
measures, for certain commercial and merchant banks with large amounts of bad loans. The Government
also announced measures to increase the Republic's foreign currency reserves, including guaranteeing the
overseas foreign currency borrowings of Korean commercial banks.

On October 19, 1997, the Ministry of Finance and Economy established the Non-Performing Asset
Management Fund to assist certain commercial banks and other Ñnancial institutions. The ministry
restructured and expanded KAMCO in November 1997 and mandated it to manage the Non-Performing
Asset Management Fund and purchase and dispose of non-performing assets of Ñnancial institutions. In
December 1998, the Government increased the size of the Non-Performing Asset Management Fund to
approximately W33.6 trillion, to be funded by W32.5 trillion in proceeds from the issuance of Government
guaranteed bonds, a W0.5 trillion loan from The Korea Development Bank and a W0.6 trillion
contribution from the Republic's Ñnancial institutions. The size of the Non-Performing Asset Management
Fund was approximately W21.6 trillion in February 2001. In 1997, the Non-Performing Asset
Management Fund purchased approximately W11 trillion worth of non-performing assets from commercial
and merchant banks for about W7 trillion. In 1998, the Non-Performing Asset Management Fund
purchased approximately W33 trillion worth of non-performing assets from commercial banks, specialized
banks and other forms of Ñnancial institutions for approximately W13.0 trillion. In 2000, the Non-
Performing Asset Management Fund purchased approximately W31 trillion worth of non-performing assets
from commercial banks and other forms of Ñnancial institutions for approximately W12 trillion. The fund
uses cash and three- to Ñve-year Government guaranteed notes to pay for its acquisitions.

As uncertainty about the stability of the Republic's Ñnancial markets persisted, in November 1997 the
Government announced additional comprehensive measures to aid the Ñnancial sector, including:

‚ providing faster settlement of bad loans purchased by KAMCO from Ñnancial institutions;

‚ oÅering incentives for Ñnancial institutions to merge;

‚ requiring the merger of certain troubled Ñnancial institutions with other Ñnancial institutions;

‚ monitoring the condition of individual Ñnancial institutions;

‚ insuring all amounts deposited with banks, non-bank Ñnancial institutions, and securities investment
companies, and all amounts due from life insurance companies, until the end of 2000;

‚ increasing the daily exchange rate band within which the Won may Öoat from 2.25% to 10% (the
band was subsequently removed); and

‚ exploring the expansion of the Republic's foreign currency borrowings from international capital
markets.

On December 12, 1997, The Bank of Korea approved approximately W11.3 trillion in aid to stabilize
the Ñnancial markets. Commercial banks, merchant banks and securities companies facing diÇculties
because of, among other things, the paralysis of the call loan market, received approximately W7.3 trillion
and troubled securities companies, merchant banks and investment trust companies facing liquidity
problems received about W4.0 trillion.

IMF Financial Aid Package

To help address the country's liquidity crisis and its generally diÇcult economic situation, the
Government sought assistance from the IMF on November 21, 1997 and reached agreement with the IMF
on an aid package on December 3, 1997. The aid package called for the Republic to receive loans totaling
US$58 billion from the IMF, the World Bank, the ADB and the governments of certain countries, subject
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to compliance with several conditions. The loans have helped to replenish the Republic's foreign currency
reserves and support the Republic's banking sector.

The aid package consists of US$21 billion over three years from the IMF in standby credits
(approximately US$18.8 billion of which had been disbursed as of December 31, 1998), US$7 billion from
the World Bank to support speciÑc structural reform programs (US$6 billion of which had been disbursed
as of December 31, 1998) and US$3.7 billion from the ADB to support policy and institutional reforms.
In addition, Japan, the United States, France, Germany, the United Kingdom, Italy, Australia, Canada,
Belgium, The Netherlands, Sweden, Switzerland and New Zealand pledged supplemental Ñnancing
totaling approximately US$23 billion; to date, Korea has not utilized any of the supplemental Ñnancing.

Korea has subsequently repaid much of the amounts borrowed from the IMF and the remaining
balance was US$1.74 billion as of May 23, 2001. As to the amounts borrowed from the World Bank and
the ADB, US$7 billion and US$3.7 billion were still outstanding as of May 29, 2001, respectively.

Post-IMF Reforms

Financial Sector Restructuring

Since December 1997, the Government has started restructuring and recapitalizing troubled Ñnancial
institutions, including closing insolvent Ñnancial institutions and those failing to carry out rehabilitation
plans within speciÑed periods. In particular:

‚ The Government took control of Korea First Bank and Seoul Bank by recapitalizing them. In
December 1999, the Government sold a controlling interest in Korea First Bank to Newbridge
Capital and in April 2000, the Government entered into a management agreement with Deutsche
Bank in an eÅort to rehabilitate Seoul Bank.

‚ The Government closed 16 of the country's 30 merchant banks and required the other 14 to
achieve a capital adequacy ratio of 8% by June 30, 1999 or be penalized. The Government monitors
progress of the remaining 14 in implementing their rehabilitation plans. The Government
established a bridge merchant banking corporation to acquire, manage and sell certain assets and
liabilities of the closed merchant banks. As of April 2001, Ñve merchant banks remain in operation.

‚ In June 1998, the Government closed two securities companies, one securities investment trust
company, 31 mutual savings and Ñnance companies and 50 credit unions and suspended operations
of two securities companies and a securities investment trust company. One securities company
decided to liquidate;

‚ In June 1998, the Financial Supervisory Commission, after reviewing the restructuring plans
submitted by 12 commercial banks (not including Seoul Bank and Korea First Bank) that failed to
meet Bank of International Settlement capital adequacy standards as of December 31, 1997,
ordered the suspension of operations of Ñve commercial banks and the assignment of their assets
and liabilities to Ñve other commercial banks and KAMCO. The Government provided certain tax
beneÑts to the Ñve banks that purchased and assumed the assets and liabilities of the banks being
closed. KAMCO granted the Ñve purchasing banks ""putback'' options if the assets deteriorated
within six months from the purchase. The Ñve banks could also request compensation from the
Korea Deposit Insurance Corporation for certain losses arising from the purchase and assumption of
the assets and liabilities. In addition, the Korea Deposit Insurance Corporation injected capital into
the purchasing banks by buying subordinated bonds or stocks. The Government allowed the seven
other commercial banks to continue operations after they submitted revised restructuring or
rehabilitation plans. The Government will monitor the implementation of the restructuring plans
and rehabilitation measures;

‚ In August 1998, the Financial Supervisory Commission, after reviewing the management
improvement plans submitted by 22 insurance companies (consisting of 18 life insurance companies
and four indemnity insurance companies), ordered the suspension of operations of four insurance
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companies for three months and the assignment of their assets and liabilities to four other insurance
companies; and

‚ In October 1998, after reviewing the rehabilitation plans submitted by four securities companies
that had failed to meet the Government's minimum capital adequacy ratios, the Government
suspended the operation of two and approved the rehabilitation of the other two under the condition
that they supplemented their rehabilitation plans and provided detailed implementation plans. The
two securities companies satisÑed the conditions imposed by the Financial Supervisory Commission.

In 1999, (1) Boram Bank merged into Hana Bank, (2) Kangwon Bank, Hyundai International
Merchant Bank and Chungbuk Bank merged into Cho Hung Bank, (3) Hanil Bank and the Commercial
Bank of Korea merged to form Hanvit Bank and (4) Korea Long Term Credit Bank merged into
Kookmin Bank. In 2000, in an eÅort to enhance international competitiveness, the Government announced
a plan to implement the second-phase restructuring of the country's banks and required six commercial
banks, into which the Government had injected public funds or which did not satisfy the minimum 8%
BIS capital adequacy ratio as of June 30, 2000, to submit their respective management improvement
plans. The Government thereafter approved the management improvement plans submitted by Cho Hung
Bank and Korea Exchange Bank. With respect to the management improvement plans submitted by the
remaining four commercial banks, the Government approved them on the condition that they become a
subsidiary of a Ñnancial holding company. Three of these four commercial banks became subsidiaries of a
Ñnancial holding company which was established in March 2001. The remaining commercial bank is
expected to become a subsidiary of a Ñnancial holding company that is scheduled to be established in
January 2002. The Government has also encouraged Korean banks to pursue mergers and acquisitions, and
H&CB and Kookmin Bank signed a merger agreement on April 23, 2001. The merger is expected to be
completed in the fourth quarter of 2001. If completed, the merged entity will become the largest bank in
the Republic.

In 2000, the Government announced its intention to restructure securities investment trust companies,
including the recapitalization of Korea Investment Trust Co., Ltd. and Daehan Investment Trust Co., Ltd.
The restructuring of securities investment trust companies may have a serious impact on the Korean
Ñnancial market.

Corporate Governance and Corporate Structure

In late 1997 and 1998, the National Assembly passed a broad range of measures restructuring the
corporate and Ñnancial sectors, including:

‚ providing tax beneÑts, such as tax deferrals or exemptions, for mergers and acquisitions occurring as
part of a corporate restructuring;

‚ rendering interest expenses on excessive corporate borrowing not deductible for tax purposes
beginning in the year 2000 to discourage excessive borrowing;

‚ raising the foreign investor shareholding threshold which triggers the requirement of board approval
from the target company from 10% to one-third of the company's outstanding shares, to facilitate
the acquisition of Korean companies by foreign investors (the board approval requirement was
subsequently abolished);

‚ repealing the mandatory tender oÅer rule, which previously had required any acquirer of 25% or
more of shares of a corporation listed on the Korea Stock Exchange or registered in KOSDAQ to
make a tender oÅer bid for more than 50% of the target company's shares;

‚ repealing the ceiling on the amount of its own shares that a listed company may hold;

‚ strengthening the legal protection for minority shareholder interests;

‚ requiring the preparation of combined Ñnancial statements for chaebols, commencing from Ñscal
year 1999;
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‚ amending the Republic's insolvency laws, including creating a ""management committee'' composed
of qualiÑed professionals to assist the district courts' handling of the management of insolvent
companies, limiting the availability of composition proceedings to large-sized companies by
reinforcing eligibility requirements and expediting the time frames applicable to corporate
reorganization and composition proceedings;

‚ eliminating the ceiling on equity investment by chaebols (which has been reinstated eÅective from
April 1, 2001);

‚ phasing out by March 2000 outstanding cross-guarantees by one chaebol member of its aÇliates'
indebtedness, and prohibiting the issuance of new cross-guarantees;

‚ adopting a new foreign investment law to facilitate foreign investment by streamlining the
investment procedure;

‚ adopting a law to facilitate the securitization of assets held by the Republic's corporations and
Ñnancial institutions; and

‚ providing the Financial Supervisory Commission with greater authority to require the restructuring
of the Republic's Ñnancial institutions.

Labor Market Reform

On February 6, 1998, a committee of representatives of labor unions, corporations and the
Government agreed to implement labor reform measures, including:

‚ amending the labor laws to enable corporations to lay oÅ workers for business reasons;

‚ permitting, starting July 1999, the formation of teachers' unions; and

‚ allocating up to W5 trillion to stabilize the labor market.

The agreement calls for companies to make all reasonable eÅorts to avoid layoÅs, consult with a
representative of the employees 60 days before the planned layoÅs, notify the Ministry of Labor about the
planned layoÅs, select workers to be laid oÅ based on a fair and rational standard and make an eÅort to
rehire the laid-oÅ workers when business conditions improve. The Government endorsed the agreement,
and the National Assembly passed legislation regarding the labor reform measures on February 14, 1998.

Gross Domestic Product and Major Financial Indicators

Gross Domestic Product

Gross domestic product, or GDP, measures the market value of all Ñnal goods and services produced
within a country for a given period and reveals whether a country's productive output rises or falls over
time. Economists present GDP in both current and constant market prices. GDP at current market prices
values a country's output using the actual prices of each year; GDP at constant market prices values
output using the prices from a base year, thereby eliminating the distorting eÅects of inÖation.

The following table sets out the composition of the Republic's GDP at current and constant 1995
market prices and the annual average increase in the Republic's GDP.

Gross Domestic As % of
Product(1) GDP

1996 1997 1998 1999 2000(2) 2000(2)

(billions of won)

Gross Domestic Product at Current Market Prices ÏÏÏÏÏÏÏ

Private Consumption ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 233,644.1 254,986.5 242,834.1 272,136.5 296,212.7 57.3

General Government Consumption ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 42,477.4 45,659.7 48,782.1 50,089.4 52,816.2 10.2

Gross Domestic Fixed Capital FormationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 153,975.6 159,110.4 132,307.5 134,151.8 148,448.8 28.7

Change in Inventories ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,792.9 (3,933.1) (38,252.7) (5,380.6) (246.3) (0.0)

Exports of Goods and ServicesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 123,468.3 157,413.3 220,960.8 204,377.6 232,591.1 45.0
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Gross Domestic As % of
Product(1) GDP

1996 1997 1998 1999 2000(2) 2000(2)

(billions of won)

Less Imports of Goods and Services ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (140,658.5) (162,031.0) (161,143.5) (171,277.7) (218,195.3) (42.2)

Statistical Discrepancy ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 779.2 2,070.7 (1,121.7) (352.8) 5,469.4 1.1

Expenditures on Gross Domestic ProductÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 418,479.0 453,276.4 444,366.5 482,744.2 517,096.6 100.0

Net Factor Income from the Rest of the World ÏÏÏÏÏÏÏÏÏ (1,370.6) (2,423.1) (7,724.7) (6,146.6) (2,461.2) (0.5)

Gross National Product(1)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 417,108.4 450,853.3 436,641.8 476,597.6 514,635.4 99.5

Gross Domestic Product at Constant 1995 Market Prices

Private Consumption ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 221,005.7 228,738.3 201,869.3 224,151.8 240,016.9 50.4

General Government Consumption ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 39,411.9 39,984.2 39,818.7 40,328.5 40,840.3 8.6

Gross Domestic Fixed Capital FormationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 148,579.8 145,294.6 114,563.5 118,772.9 131,883.2 27.7

Change in Inventories ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,914.4 (4,218.3) (27,626.2) (6,167.7) (10,316.2) (2.2)

Exports of Goods and ServicesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 126,750.4 153,930.9 175,640.5 203,443.5 247,303.2 51.9

Less Imports of Goods and Services ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (136,561.7) (140,905.2) (108,798.1) (141,443.0) (169,800.7) (35.7)

Statistical Discrepancy ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (279.2) 182.2 242.7 (1,376.7) (3,657.4) (0.8)

Expenditures on Gross Domestic ProductÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 402,821.2 423,006.7 394,710.4 437,709.4 476,269.3 100.0

Net Factor Income from the Rest of the World ÏÏÏÏÏÏÏÏÏ (1,302.6) (2,174.9) (6,589.7) (5,161.9) (2,019.5) (0.4)

Trading Gains and Losses from Changes in the Terms of

Trade ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (7,320.0) (18,176.4) (22,094.7) (32,026.3) (64,580.8) (13.6)

Gross National Income(3) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 394,198.6 402,655.4 366,026.0 400,521.2 409,669.0 86.0

Percentage Increase of GDP over Previous YearÏÏÏÏÏÏÏÏÏ

At Current PricesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10.8 8.1 (2.0) 8.6 7.1

At Constant 1995 Market Prices ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6.8 5.0 (6.3) 10.9 8.8

Source: National Accounts 2000 (Preliminary), April 2001; The Bank of Korea.

(1) GDP plus net factor income from the rest of the world is equal to the Republic's gross national product.

(2) Preliminary.

(3) GDP plus net factor income from the rest of the world and trading gains and losses from changes in the terms of trade is equal

to the Republic's gross national income.

In 1997, GDP growth declined to 5.0% from 6.8% in 1996, at constant market prices. The aggregate
of private and general government consumption expenditures grew only 3.2% in 1997. Gross domestic Ñxed
capital formation decreased by 2.2% in 1997, due to the continued sharp decline in facility investments,
which decreased by 8.7% in 1997.

GDP contracted 6.3% in 1998, at constant market prices. The aggregate of private and general
government consumption expenditures declined by 2.8% and gross domestic Ñxed capital formation
declined by 16.8%, as facility investments declined sharply by 21.1% compared with 1997, leading to the
6.3% contraction in GDP during 1998.

In 1999, GDP growth increased to 10.9% at constant market prices. The aggregate of private and
general government consumption expenditures increased by 9.9% and gross domestic Ñxed capital
formation increased 3.7%.

Based on preliminary data, GDP is estimated to have grown in 2000 by 8.8%, at constant market
prices. The aggregate of private and general government consumption expenditures increased by 8.3% and
gross domestic Ñxed capital formation increased 11.0%.
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Prices, Wages and Employment

The following table shows selected price and wage indices and unemployment rates:

Increase Increase Increase
Producer Over Consumer Over Over

Price Previous Price Previous Wage Previous Unemployment
Index(1) Year Index(1) Year Index(1)(2) year Rate(1)(3)

(1995•100) (%) (1995•100) (%) (1990•100) (%) (%)

1996 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 103.2 2.7 104.9 4.9 212.9 11.9 2.0

1997 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 107.2 3.9 109.6 4.5 227.8 7.0 2.6

1998 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 120.3 12.2 117.8 7.5 222.3 (2.5) 6.8

1999 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 117.8 (2.1) 118.8 0.8 249.1 12.1 6.3

2000 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 120.2 2.0 121.5 2.3 269.0 8.0 4.1

Source: The Bank of Korea; The National Statistical OÇce.

(1) Average for year.

(2) Nominal wage index of earnings in all industries.

(3) Expressed as a percentage of the economically active population.

Slower economic growth and the Government's economic policy has helped keep inÖation low. The
inÖation rate was 4.9% in 1996, 4.5% in 1997, 7.5% in 1998, 0.8% in 1999 and 2.3% in 2000.

Slower economic growth resulted in an increase in unemployment from 3.1% as of December 31, 1997
to 7.2% as of April 30, 1999. The level of unemployment remained high in 1999 and 2000.

Korea regards its well-educated labor force as one of its principal assets. From 1992 to 2000, the
economically active population of the Republic increased by 11.3% to 22.0 million, while the number of
employees increased 10.7% to 21.1 million. The economically active population over 15 years old as a
percentage of the total over-15 population has remained between 58% and 63% over the past decade.
Literacy among workers under 50 is almost universal.

Balance of Payments and Foreign Trade

Balance of Payments

The following table sets out certain information with respect to the Republic's balance of payments.

Balance of Payments

December 31,

ClassiÑcation 1996 1997 1998 1999 2000(3)

(millions of dollars)

Current Account ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (23,004.7) (8,166.7) 40,364.9 24,476.7 11,043.9

Goods ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (14,964.7) (3,179.1) 41,626.8 28,370.9 16,601.0

Exports(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 129,968.0 138,619.1 132,121.6 145,163.6 175,781.6

Imports(1) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 144,932.7 141,798.2 90,494.8 116,792.7 159,180.6

ServicesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (6,179.4) (3,200.3) 1,024.1 (651.0) (3,974.4)

Income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,814.5) (2,454.3) (5,638.3) (5,159.0) (2,199.6)

Current TransfersÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (46.1) 667.0 3,352.3 1,915.8 616.9

Capital and Financial AccountÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 23,326.8 1,314.4 (3,196.7) 2,040.3 11,726.8

Financial Account(2) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 23,924.4 1,922.0 (3,367.8) 2,429.6 12,266.5

Capital AccountÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (597.6) (607.6) 171.1 (389.3) (539.7)

Changes in Reserve AssetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,388.6) 11,921.7 (30,975.0) (22,982.9) (24,190.0)

Net Errors and Omissions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,066.5 (5,069.4) (6,193.2) (3,534.1) 1,419.3

Source: The Bank of Korea.

(1) These entries are derived from trade statistics and are valued on a free on board basis, meaning that the insurance and freight

costs are not included.

(2) Includes borrowings from the IMF, syndicated bank loans and short-term borrowings.

(3) The Ñgures for 2000 is preliminary.
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The Ñgures for 2000 indicate a current account surplus of US$11.0 billion. The amount of the current
account surplus in 2000 decreased in comparison with the amount of the current account surplus in 1999,
primarily resulting from increased imports.

Trade Balance

The following table summarizes the Republic's trade balance for the periods indicated:

Trade Balance Balance Exports as
Exports(1) Imports(1) of Trade % of Imports

(millions of dollars, except percentages)

1996 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 129,968.0 144,932.7 (14,964.7) 89.7

1997 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 138,619.1 141,798.2 (3,179.1) 97.8

1998 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 132,121.6 90,494.8 41,626.8 146.0

1999 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 145,163.6 116,792.7 28,370.9 124.3

2000 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 175,781.6 159,180.6 16,601.0 110.4

Source: The Bank of Korea.

(1) These entries are derived from trade statistics and are valued on a free on board basis.

The Republic, due to its lack of natural resources, relies on extensive trading activity for growth. The
country meets virtually all domestic requirements for petroleum, wood and rubber with imports, as well as
much of its coal and iron needs. Exports consistently represent a high percentage of GDP; accordingly, the
international economic environment is crucially importance to the Republic's economy.

From 1994 to 1997, export growth averaged 13.0% per annum. In 1998, however, exports decreased by
4.9% due to diÇcult economic conditions in Asia, which is one of Korea's major export markets. In 1998,
manufactured goods, machinery and transportation equipment constituted over 90% of Korea's exports,
whereas commodities such as oil and iron ore, represented the bulk of imports. Prior to 1998, imports of
consumer durables grew with the import liberalization policy imposed under the WTO regime.

In 1997, primarily because of a decline in imports, the Republic's trade deÑcit narrowed to US$3.2
billion. The Republic's economic diÇculties reduced imports of capital goods and food and consumer
goods. Exports grew by 5.0% due principally to increases in exports of electronics, chemical manufacturing
products and metal products resulting from the depreciation of the Won.

In 1998, the Republic recorded a trade surplus of US$41.6 billion due to a 35.5% decrease in imports.
The Republic's economic diÇculties drove down imports of all categories of goods. Exports decreased by
2.8% due to decreases in the country's major export categories.

In 1999, the Republic recorded a trade surplus of US$28.4 billion. Exports grew by 9.9% and imports
grew by 29.1%.

Based on preliminary data, the Republic recorded a trade surplus of US$16.6 billion in 2000. The
Republic's economic recovery led to a 36.3% increase in imports and a 21.1% increase in exports.

The Republic's largest trading partners, the United States and Japan accounted for the following
percentages of the country's imports and exports:

1997 1998 1999 2000

Exports Imports Exports Imports Exports Imports Exports Imports

United StatesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 15.9 20.8 17.3 21.9 20.5 20.8 21.8 18.2

Japan ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10.8 19.3 9.2 18.1 11.0 20.2 11.9 19.8

Non-Commodities Trade Balance

Korea's non-commodities trade deÑcit in its current account was US$8.0 billion in 1996, compared
with deÑcits of US$4.1 billion in 1995. In 1997, however, the non-commodities trade deÑcit narrowed to
US$5.0 billion, mainly due to a decline in overseas travel payments. In 1998, the Republic recorded a non-
commodities trade deÑcit in its current account of approximately US$1.3 billion. In 1999, the non-
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commodities trade deÑcit increased to US$3.9 billion. In 2000, the non-commodities trade deÑcit increased
to US$5.6 billion.

Monetary Policy

The Bank of Korea

Established in 1950, The Bank of Korea functions as the Korean central bank and the country's sole
currency issuing bank. A seven-member Monetary Board, chaired by the Governor of The Bank of Korea,
formulates and controls monetary and credit policies. The President may override any Monetary Board
decisions that conÖicts with the Government's economic policy.

The Bank of Korea implements monetary policy by inÖuencing the reserve positions of banks,
principally through the terms and conditions of discounts, open market operations and changes in reserve
requirements. The Bank of Korea may also set or alter maximum interest rates on certain deposits and
loans and, in periods of extreme monetary expansion, directly control the volume and nature of bank
credit. In practice, The Bank of Korea's power to impose direct credit controls has been the most eÅective
means of implementing monetary policy.

Interest Rates

In November 1991, the Government adopted a four-stage plan to deregulate interest rates gradually.
On July 7, 1997, the Government implemented the fourth phase of its program which liberalized interest
rates, with the exception of interest rates on demand deposits which has not yet been liberalized.

Money Supply

The following table shows the volume of the country's money supply:

Money Supply

December 31,

1996 1997 1998 1999 2000

(billions of won)

Money Supply (M1)(1)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 39,542.1 35,036.1 35,582.5 44,374.5 46,997.0

Quasi-money(2) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 138,769.5 168,495.4 222,955.9 284,942.9 366,051.8

Money Supply (M2)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 178,311.6 203,531.5 258,538.4 329,317.4 413,048.8

Percentage Increase Over Previous earÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 15.8% 14.1% 27.0% 27.4% 25.4%

Source: Principal Economic Indicators, February 2001, The Bank of Korea.

(1) Consists of cash and demand deposits.

(2) Includes time and savings deposits and residents' foreign currency deposits at Ñnancial institutions.

Exchange Controls

Authorized foreign exchange banks, as approved by the Ministry of Finance and Economy, handle
foreign exchange transactions. The ministry has designated other types of Ñnancial institutions to handle
foreign exchange transactions on a limited basis.

Korean laws and regulations generally require the approval of, or a report to, either the Ministry of
Finance and Economy, The Bank of Korea or authorized foreign exchange banks, as applicable, for
overseas payments, issuances of international bonds and other instruments, overseas investments and
certain other transactions involving foreign exchange payments.

The Government may impose foreign exchange restrictions, such as requiring approval to allow foreign
investors to acquire, or repatriate proceeds from, Korean securities, in emergency situations, including
sudden Öuctuations in interest rates or exchange rates, extreme diÇculty in stabilizing the balance of
payments or substantial disturbances in the Korean Ñnancial and capital markets.

A-17



  BOWNE OF HONG KONG 06/28/2001 10:55 NO MARKS NEXT PCN: 518.00.00.00 -- Page is valid, no graphics U98001  517.00.00.00  7

In 1994 and 1995, the Government relaxed regulations of foreign exchange position ceilings and
foreign exchange transaction documentation and created free won accounts. In December 1996, after
joining the OECD, the Republic freed the repatriation of investment funds, dividends and proÑts, as well
as loan repayments and interest payments. The Government continues to reduce exchange controls in
response to changes in the world economy, including the new trade regime under the WTO, anticipating
that such foreign exchange reform will improve the Republic's competitiveness and encourage strategic
alliances between domestic and foreign entities.

On September 2, 1998 the National Assembly passed the Foreign Exchange Transaction Laws, which
became eÅective from April 1, 1999. In principle, all currency and capital transactions, including, among
others, the following transactions have been liberalized:

‚ the borrowing or issuance of debentures by Korean companies from overseas having less than one-
year maturities;

‚ the investment in real property located overseas by Korean companies and Ñnancial institutions;

‚ the establishment of overseas branches and subsidiaries by Korean companies and Ñnancial
institutions;

‚ the investment by non-residents in deposits and trust products having more than one year
maturities; and

‚ the issuance of debentures by non-residents in the Korean market.

To minimize the adverse eÅects from further opening of Korean capital markets, the Ministry of
Finance and Economy is authorized to introduce a variable deposit requirement system to restrict the
inÖux of short-term speculative funds.

In addition to the above liberalization, the Government has embarked on a second set of liberalization
starting on January 1, 2001, under which ceilings on international payments for Korean residents have
been eliminated, including overseas travel expenses, overseas inheritance remittances and emigration
expenses. Overseas deposits, trusts, acquisitions of foreign securities and other foreign capital transactions
made by residents and the making of deposits in Korean currency made by non-residents have also been
liberalized. In line with the foregoing liberalization, measures will also be adopted to curb illegal foreign
exchange transactions and to stabilize the foreign exchange market.
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SIGNATURE

Pursuant to the requirements of Section 12 of the Securities Exchange Act of 1934, the registrant
certiÑes that it meets all of the requirements for Ñling on Form 20-F and has duly caused this registration
statement to be signed on its behalf by the undersigned, thereunto duly authorized.

H&CB

By: /s/ Jung-Tae Kim

Name: Jung-Tae Kim
Title: Chairman, President and Chief Executive

OÇcer

Date: June 28, 2001
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EXHIBIT INDEX

Exhibit
No. Description of Exhibit Page

1.1 Ì Articles of Incorporation (in English and Korean)*ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ
2.1 Ì Form of Common Stock CertiÑcate (in English and Korean)* ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ
2.2 Ì Form of Deposit Agreement* ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ
4.1 Ì Investment Agreement among H&CB, ING Insurance International B.V., ING

International Financial Holding B.V. and ING Verzekeringen N.V. dated July 15,1999, as
amended August 16, 1999* ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ

4.2 Ì Merger Agreement between H&CB and Kookmin Bank dated April 23, 2001 (in English
and Korean) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ

8.1 Ì List of Subsidiaries of H&CB ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ
10.1 Ì Korean Banking Act (in English and Korean) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ
10.2 Ì Korean Commercial Act (in English and Korean)*ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ
10.3 Ì Korean Securities and Exchange Act (in English and Korean) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ
10.4 Ì Korean Trust Business Act (in English and Korean)*ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ

* Incorporated by reference to the H&CB Registration Statement on Form 20-F (File No. 001-15140)
Ñled on September 29, 2000.


