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To the Shareholders and the Board of Directors of
Hankook Tire Co., Ltd.:

Report on the Consolidated Financial Statements

We have audited the accompanying consolidated financial statement of Hankook Tire Co., Ltd. and its subsidiaries
(collectively, the “Group”), which comprise the consolidated statement of financial position as of December 31,
2015 and 2014, and the related consolidated statement of comprehensive income, consolidated statement of changes
in shareholders’ equity and consolidated statement of cash flows, all expressed in Korean won, for the year ended
December 31, 2015 and 2014, and a summary of significant accounting policies and other explanatory information.

Management’s Responsibility for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial statements in
accordance with Korean International Financial Reporting Standards (“K-IFRS”) and for such internal control as
management determines is necessary to enable the preparation of consolidated financial statements that are free
from material misstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express an audit opinion on these consolidated financial statements based on our audit. We
conducted our audit in accordance with Korean Auditing Standards (“KSAs”). Those standards require that we
comply with ethical requirements and plan and perform the audit to obtain reasonable assurance about whether the
consolidated financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
consolidated financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the consolidated financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s preparation
and fair presentation of the consolidated financial statements in order to design audit procedures that are appropriate
in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal
control. An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of
accounting estimates made by management, as well as evaluating the overall presentation of the consolidated
financial statements.

We believe that the audit evidence obtained is sufficient and appropriate to provide a basis for our audit opinion.

Opinion

In our opinion, the consolidated financial statements present fairly, in all material respects, the financial position of
the Group as of December 31, 2015 and 2014, and its financial performance and its cash flows for the year ended
December 31, 2015 and 2014, in accordance with K-IFRS.

D,,é?ﬁ%/A?Y_FVV LLE

March 17,2016

This report is effective as of March 17, 2016, the auditor's report date. Certain subsequent events or
circumstances may have occurred between the auditor's report date and the time the auditor's report is read.
Such events or circumstances could significantly affect the accompanying consolidated financial statements
and may result in modifications to the auditor’s report.

Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited, a UK private company limited by guarantee (“DTTL”),

its network of member firms, and their related entities. DTTL and each of its member firms are legally separate and independent entities.

DTTL (also referred to as “Deloitte Global”) does not provide services to clients.
Please see www.deloitte.com/kr/about for a more detailed description of DTTL and its member firms.

Member of Deloitte Touche Tohmatsu Limited



HANKOOK TIRE CO., LTD. AND ITS SUBSIDIARIES
(the “GROUP”)

CONSOLIDATED FINANCIAL STATEMENTS
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The accompanying consolidated financial statements, including all footnote disclosures, were
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Chief Executive Officer
Hankook Tire Co., Ltd



HANKOOK TIRE CO., LTD. AND ITS SUBSIDIARIES

CONSOLIDATED STATEMENT OF FINANCIAL POSITION

AS OF DECEMBER 31, 2015 AND 2014

(Continued)

ASSETS Notes December 31, 2015 December 31, 2014
(Korean won in thousands)
CURRENT ASSETS:
Cash and cash equivalents 36,37 W 637,357,951 W 725,184,392
Short-term financial assets 4,37 118,040,408 446,827,604
Trade and other accounts receivable 5,16,35,37 1,130,711,982 1,206,949,830
Inventories 8,38 1,430,323,118 1,446,023,588
Other financial assets 7,35,37 3,944,355 9,066,672
Other current assets 9 68,403,240 45,733,337
TOTAL CURRENT ASSETS 3,388,781,054 3,879,785,423
NON-CURRENT ASSETS:
Long-term financial assets 4,37 61,230 64,114
AFS financial assets 6,37 3,605,155 3,490,327
Investments in associates 11 1,076,965,174 -
Property, plant and equipment 12,38 4,493,966,945 4,020,353,224
Investment property 13 107,619,249 108,575,912
Intangible assets 14 142,806,825 132,089,861
Other financial assets 7,35,37 17,313,308 16,627,700
Other non-current assets 9 119,823,672 60,987,478
Deferred tax assets 31 145,195,520 98,108,130
TOTAL NON-CURRENT ASSETS 6,107,357,078 4,440,296,746
TOTAL ASSETS W 9,496,138,132 W 8,320,082,169




HANKOOK TIRE CO., LTD. AND ITS SUBSIDIARIES

CONSOLIDATED STATEMENT OF FINANCIAL POSITION (CONTINUED)

AS OF DECEMBER 31, 2015 AND 2014

LIABILITIES AND SHAREHOLDERS’ EQUITY Notes December 31, 2015 December 31, 2014
(Korean won in thousands)

CURRENT LIABILITIES:
Trade and other accounts payable 15,35,37 W 1,059,042,177 W 990,792,850
Short-term borrowings and current
portions of long-term financial liabilities 16,35,37,38 1,631,119,200 1,844,116,273
Current tax liabilities 65,210,421 102,685,164
Other provisions 19 42,489,127 -
Other financial liabilities 17,37 3,763,492 60,954
Other current liabilities 20 105,256,587 131,689,041
TOTAL CURRENT LIABILITIES 2,906,881,004 3,069,344,282
NON-CURRENT LIABILITIES:
Long-term borrowings and debentures 16,35,37,38 1,264,550,630 579,491,514
Retirement benefit obligation 18 30,106,135 47,455,105
Other provisions 19,38 58,219,627 63,258,140
Other financial liabilities 17,37 950,498 4,773,505
Other non-current liabilities 20 80,121,776 39,286,445
Deferred tax liabilities 31 14,520,259 -
TOTAL NON-CURRENT LIABILITIES 1,448,468,925 734,264,709
TOTAL LIABILITIES 4,355,349,929 3,803,608,991
SHAREHOLDERS’ EQUITY:
Capital stock 21 61,937,535 61,937,535
Other paid-up capital 22 2,992,377,720 2,992,377,720
Retained earnings 23 2,134,050,379 1,542,406,544
Other equity 24 (54,012,127) (85,732,057)
Non-controlling interest 6,434,696 5,483,436
TOTAL SHAREHOLDERS’ EQUITY 5,140,788,203 4,516,473,178
TOTAL LIABILITIES
AND SHAREHOLDERS’ EQUITY W 9496,138,132 W 8,320,082,169
(Concluded)

See notes to consolidated financial statements.



HANKOOK TIRE CO., LTD. AND ITS SUBSIDIARIES

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

FOR THE YEAR ENDED DECEMBER 31, 2015 AND 2014

Notes 2015 2014
(Korean won in thousands)
SALES 25,3435 W 6,428,172,502 W  6,680,847,701
COST OF SALES 25,32,35 (4,084,045,633) (4,280,800,825)
GROSS PROFIT 2,344,126,869 2,400,046,876
Selling expenses 26,32 (722,151,451) (648,791,256)
Administrative expenses 26,32 (587,980,330) (564,324,786)
Research and development expenses 32 (149,005,001) (155,294,271)
OPERATING INCOME 884,990,087 1,031,636,563
Financial income 27 162,619,881 120,324,778
Financial expense 28 (223,774,569) (166,165,849)
Other operating income 29 170,038,467 160,896,622
Other operating expense 30 (168,218,720) (211,057,622)
Gain on investments in associates, net 11 13,718,757 -
INCOME BEFORE INCOME TAX EXPENSE 839,373,904 935,634,493
INCOME TAX EXPENSE 31 (182,869,663) (236,339,304)
NET INCOME W 656,504,241 W 699,295,189
OTHER COMPREHENSIVE INCOME (LOSS) W 17,351,856 W (57,416,749)
Items not to be reclassified subsequently to profit or
loss:
Remeasurements on retirement benefit obligation 23 (20,785,734) (23,475,482)
Changes in retained earnings of equity-accounted
investees, net 23 1,476,130 -
Tax effects on other comprehensive income (loss) 23,31 4,816,511 5,657,072
(14,493,094) (17,818,410)
Items to be reclassified subsequently to profit or loss:
Gains on valuation of AFS financial assets 24 W (19,377) W 164,483
Changes in share of earnings of equity-accounted
investees, net 24 29,901 -
Exchange differences on translating foreign operations 24 30,121,127 (42,346,903)
Tax effects on other comprehensive income (loss) 2431 1,713,299 2,584,081
31,844,950 W (39,598,339)
COMPREHENSIVE INCOME 673,856,097 W 641,878,440
NET INCOME ATTRIBUTABLE TO:
Owners of the Company W 655,427,623 W 700,360,439
Non-controlling interests 1,076,618 (1,065,250)

(Continued)



HANKOOK TIRE CO., LTD. AND ITS SUBSIDIARIES

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME (CONTINUED)

FOR THE YEAR ENDED DECEMBER 31, 2015 AND 2014

Notes 2015 2014

(Korean won in thousands,
except for income per share data)
COMPREHENSIVE INCOME ATTRIBUTABLE TO:

Owners of the Company W 672,904,837 W 642,993,876

Non-controlling interests 951,260 (1,115,436)
NET INCOME PER SHARE (Korean won)

Basic and diluted income per share 33 5,292 5,655
(Concluded)

See notes to consolidated financial statements.



As of January 1, 2014

Annual dividends

Comprehensive income:

Net income

Gain on valuation of AFS
financial assets, net

Exchange differences on
translating foreign operations

Remeasurements of retirement
benefit plan

As of December 31, 2014

As of January 1, 2015

Annual dividends

Comprehensive income:

Net income

Changes in retained earnings of

equity-accounted investees, net

Gain on valuation of AFS
financial assets, net

Changes in share of earnings of
equity-accounted investees, net

Exchange differences on
translating foreign operations

Remeasurements of retirement
benefit plan

As of December 31, 2015

HANKOOK TIRE CO., LTD. AND ITS SUBSIDIARIES

CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS’ EQUITY

FOR THE YEAR ENDED DECEMBER 31, 2015 AND 2014

Other paid-up capital

Additional paid-up

Non-controlling

Capital stock capital Treasury stocks  Retained earnings Other equity Controlling equity interests Total
(Korean won in thousands)

W 61,937,535 W 2,993,465,738 W (1,088,018) W 909,195,718 W (45,974,035) W 3,917,536,938 W 6,598,872 W 3,924,135_810
- - - (49,541,072) - (49,541,072) - (49,541,072)
- - - 682,751,898 (39,758,022) 642,993,876 (1,115,436) 641,878,440
- - - 700,360,439 - 700,360,439 (1,065,250) 699,295,189
- - - - 161,170 161,170 521 161,691
- - - - (39,919,192) (39,919,192) 159,162 (39,760,030)
- - - (17,608,541) - (17,608,541) (209,869) (17,818,410)

W 61,937,535 W 2993465738 W  (1,088,018) W 1,542406,544 W (85,732,057) W 4,510989,742 W 5483436 W 4,516,473,178

W 61,937,535 W 2,993.465,738 W (1,088,018) W 1,542,406,544 W (85,732,057) W 4,510,989,742 W 5483436 W 4,516,473,178
- - - (49,541,072) - (49,541,072) - (49,541,072)
- - - 641,184,907 31,719,930 672,904,837 951,260 673,856,097
- - - 655,427,623 - 655,427,623 1,076,618 656,504,241
- - - 1,226,073 - 1,226,073 - 1,226,073
- - - - (14,518) (14,518) (764) (15,282)
- - - - 24,836 24,836 - 24,836
- - - - 31,709,612 31,709,612 125,784 31,835,396
- - - (15,468,789) - (15,468,789) (250,379) (15,719,168)

W 61,937,535 W 2,993465,738 W (1,088,018) W 2,134,050,379 W (54,012,127) W 5,134,353,507 W 6,434,696 W 5140,788,203

See notes to consolidated financial statements.
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HANKOOK TIRE CO., LTD. AND ITS SUBSIDIARIES

CONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2015 AND 2014

2015 2014

(Korean won in thousands)
CASH FLOWS FROM OPERATING ACTIVITIES:

Cash generated from operating activities W 1,382,990,736 W 1,451,710,631,323

Net income 656,504,241 699,295,189

Adjustments:
Income tax expense 182,869,663 236,339,304
Gain on investments in associates (13,718,757) -
Interest income (19,032,190) (21,321,386)
Interest expense 43,822,267 49,886,950
Dividend income (49,400) (55,410)
Gains on foreign currency translation (92,978,749) (71,092,974)
Losses on foreign currency translation 130,442,130 109,709,447
Gains on disposal of AFS securities (1,380) (703)
Losses on disposal of AFS securities 8,539 14,995
Losses on valuation of inventories 2,918,071 (2,186,981)
Losses on abandonment of inventories 3,094,172 2,389,127
Losses on disposal of trade receivable 77,380 699,375
Provision (reversal of allowance) for doubtful accounts 77,571 (3,898,895)
Other provision for doubtful accounts - 590,694
Gains on disposal of property, plant and equipment (2,624,599) (2,329,879)
Gains on disposal of intangible assets (2,073) (1,555)
Losses on disposal of property, plant and equipment 5,132,171 8,293,686
Losses on property abandoned 23,979 1,515
Losses on impairment of property, plant and equipment - 2,977,847
Losses on disposition of investment real estate - 507,932
Losses on disposal of intangible assets 193 471
Casualty loss - 12,455,157
Depreciation of property, plant and equipment 445,508,673 416,866,761
Depreciation of investment property 956,663 975,615
Amortization of intangible assets 12,353,135 11,151,183
Provision for other allowance 121,963 (172,589)
Sales damage expense 60,414,364 19,204,682
Employee benefits 1,714,424 2,639,317
Provision for severance benefits 54,307,419 47,148,544
Gains on valuation of derivatives - (6,131,606)
Gains on transaction of derivatives (10,827,504) -
Losses on valuation of derivatives 38,427 60,846
Losses on transaction of derivatives 2,430,620

Changes in operating assets and liabilities:

807,077,172

814,721,470

Decrease (increase) in trade receivables 66,432,426 (84,648,733)
Decrease (increase) in other accounts receivables 23,453,399 12,610,909
Decrease (increase) in accrued income 5,106,935 (13,445,236)
Increase in advance payments (43,140,986) 27,526,976
Increase in prepaid expenses (19,466,547) (18,171,928)
Increase in deposits of acceptances and guarantees (988,588) (599,476)
Increase in inventories (4,618,448) 4,539,228
Increase in leasehold deposits provided (289,060) 495,422
Increase in other current assets (1,341,389) (2,825,813)
Decrease (increase) in other non-current assets 3,722,396 (717,092)

(Continued)



HANKOOK TIRE CO., LTD. AND ITS SUBSIDIARIES

CONSOLIDATED STATEMENT OF CASH FLOWS (CONTINUED)

FOR THE YEAR ENDED DECEMBER 31, 2015 AND 2014

Decrease in trade payables

Increase in other accounts payable
Increase(decrease) in accrued expenses
Increase (decrease) in advances receipts
Decrease in deposits provided

Increase in unearned revenue

Decrease in other current liabilities
Decrease in long-term debts for employees
Payment of severance indemnities
Increase in plan assets

Decrease in rental deposits
Compensation for sales damages
Increase in other non-current liabilities

Interest revenue received
Interest expense paid
Dividend income received
Income tax paid
Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Net change in short-term financial assets
Acquisition of AFS securities

Disposal of AFS securities

Acquisition of investments in associates
Acquisition of property, plant and equipment
Disposal of property, plant and equipment
Acquisition of intangible assets

Disposal of intangible assets

Settlement of derivatives

Net disposal of other financial assets

Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from short-term borrowings

Proceeds from long-term borrowings

Issuance of debentures

Repayment of short-term borrowings

Repayment of current portion of long-term borrowings
Repayment of long-term borrowings

Dividends payment

Net cash provided in financing activities

(Continued)

2015 2014

(Korean won in thousands)

(63,764,611) W 47,818,072
24,330,174 6,675,953
55,072,376 (12,641,366)

4,396,073 (14,212,468)
(12,950,289) 22,373,950
6,831,062 14,451,360
(9,378,934) 12,069,166
(1,064,517) (1,081,182)
(21,838,172) (16,546,223)
(66,351,494) (23,402,287)
(48,450) 96,867
(24,738,473) (22,973,655)
44,440 301,528

(80,590,677) (62,306,028)
23,255,352 26,578,524

(51,388,728) (34,520,354)

2,672 55,410
(241,164,679) (296,779,540)

1,113,695,353

1,147,044,671

331,542,388
(1,415,379)
1,413,635
(1,061,740,386)
(863,028,979)
14,024,368
(3,992,937)
35,474
14,412,021
(534,937,679)

37,231,911
(20,297,903)
20,276,331

(936,641,393)
10,693,379
(14,505,626)
1,555

(1,543,342)

(2,103,687,474)

(904,785,088)

2,520,543,746 129,697,516
318,941,376 194,526,129
666,449,705 81,504,058

(2,202,992,084) (382,996,872)

(157,936,199) (94,575,134)
(206,768,565) (74,483,601)
(49,538,642) (49,532,672)
888,699,337 (195,860,576)




HANKOOK TIRE CO., LTD. AND ITS SUBSIDIARIES

CONSOLIDATED STATEMENT OF CASH FLOWS (CONTINUED)

FOR THE YEAR ENDED DECEMBER 31, 2015 AND 2014

2015 2014

(Korean won in thousands)

NET INCREASE (DECREASE)

IN CASH AND CASH EQUIVALENTS W (101,292,784) W 46,399,007
CASH AND CASH EQUIVALENTS AT THE

BEGINNING OF THE YEAR 725,184,392 682,413,905
CHANGES IN CASH AND CASH EQUIVALENTS

DUE TO FOREIGN CURRENCY TRANSLATION 13,466,343 (3,628,520)
CASH AND CASH EQUIVALENTS AT THE

END OF THE YEAR W 637,357,951 W 725,184,392
(Concluded)

See notes to consolidated financial statements.



HANKOOK TIRE CO., LTD. AND ITS SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

AS OF AND FOR THE YEAR ENDED DECEMBER 31, 2015 AND 2014

1. THE GROUP:

Hankook Tire Co., Ltd. (Parent Company in conformity with K-IFRS 1110, the “Company”) and its subsidiaries
(the “Group”), was spun off on September 1, 2012, from Hankook Tire Worldwide Co., Ltd. (formerly, Hankook
Tire Co., Ltd.) to manufacture and sell tires, tubes and alloy-wheels. On October 4, 2012, the Company offered
its shares for public ownership and all of the Company’s shares were registered with the Korea Exchange. The
Company’s headquarters is located at Kangnam-Gu, Seoul, and two manufacturing factories are located in
Daejeon and Kum-san.

As of December 31, 2015 and 2014, the Company’s shareholders are as follows:

December 31, 2015 December 31, 2014

Number of Percentage of Number of Percentage of

shares owned ownership (%) shares owned ownership (%)
Hankook Tire Worldwide Co., Ltd. 31,174,527 25.16 30,962,895 25.00
Yang Rai Cho 13,007,897 10.50 13,007,897 10.50
Hyun Bum Cho 2,561,241 2.07 2,561,241 2.07
Hyun Shick Cho 799,241 0.65 799,241 0.65
Others ) 76,332,163 61.62 76,543,795 61.78
123,875,069 100 123,875,069 100.00

(*) Including 22,388 shares in treasury stock as of December 31, 2015.

The Group's consolidated financial statements for annual shareholders’ meeting have been confirmed by the
board of directors on March 17, 2016.

2. SIGNIFICANT ACCOUNTING POLICIES:

(1) Basis of preparing consolidated financial statements

The Group has prepared its consolidated financial statements in accordance with the Korean International
Financial Reporting Standards (“K-IFRS”) for the annual period beginning on September 1, 2012. Major
accounting policies used for the preparation of the consolidated financial statements are stated below.

The accompanying consolidated financial statements have been prepared on the historical cost basis except for
certain accounts and financial instruments that are measured at revalued amounts or fair values, as explained in
the accounting policies below. Historical cost is generally based on the fair value of the consideration given in
exchange for assets.

1) Newly adopted basic principles and the changes in accounting policy are as follows:

Amendments to K-IFRS 1019 — Employee Benefits

The amendments permit the Group to recognize amount of contributions as a reduction in the service cost in
which the related service is rendered if the amount of the contributions is independent of the number of years of
service. The application of these amendments has no significant impact on the disclosure in the Group’s
consolidated financial statements.



Annual Improvements to K-IFRS 2010-2012 - Cycle

The amendments to K-IFRS 1102 (i) change the definitions of ‘vesting condition’ and ‘market condition,” and
(i1) add definitions for ‘performance condition’ and ‘service condition’ that were previously included within the
definition of ‘vesting condition.” The amendments to K-IFRS 1103, Business Combinations, clarify the
classification and measurement of the contingent consideration in business combination. The amendments to
K-IFRS 1108 clarify that a reconciliation of the total of the reportable segments’ assets should only be provided
if the segment assets are regularly provided to the chief operating decision maker. The application of these
amendments has no significant impact on the disclosure in the Group’s consolidated financial statements.

Annual Improvements to K-IFRS 2011-2013 - Cycle

The amendments to K-IFRS 1103 clarify that it excludes the accounting for the formation of a joint arrangement
in the financial statement of the joint arrangement itself from the scope of K-IFRS 1103. The amendments to
K-IFRS 1113, ‘Fair Value Measurements,” and K-IFRS 1040, ‘Investment Properties,” exist. The application of
these amendments has no significant impact on the disclosure in the Group’s consolidated financial statements.

2) New and revised K-IFRSs in issue but not yet effective

The Group has not applied the following new and revised K-IFRSs that have been issued but are not yet
effective:

Amendments to K-IFRS 1001 — Presentation of Financial Statements

The amendments to K-IFRS 1001 clarify the concept of applying materiality in practice and restrict an entity
reducing the understandability of its financial statements by obscuring material information with immaterial
information or by aggregating material items that have different natures or functions. The amendments to K-
IFRS 1001 are effective for annual periods beginning on or after January 1, 2016.

Amendments to K-IFRS 1016 — Property, Plant and Equipments

The amendments to K-IFRS 1016 prohibit the Group from using a revenue-based depreciation method for items
of property, plant and equipment. The amendments are effective for the annual periods beginning on or after
January 1, 2016.

Amendments to K-IFRS 1038 — Intangible Assets

The amendments apply prospectively for annual periods beginning on or after January 1,2016. The
amendments to K-IFRS 38 do not allow presumption that revenue is an appropriate basis for the amortization of
intangible assets, which the presumption can only be limited when the intangible asset expressed as a measure of
revenue or when it can be demonstrated that revenue and consumption of the economic benefits of the intangible
asset are highly correlated.

Amendments to K-IFRS 1111 — Accounting for Acquisitions of Interests in Joint Operations

The amendments to K-IFRS 1111 provides guidance on how to account for the acquisition of a joint operation
that constitutes a business as defined in K-IFRS 1103. A joint operator is also required to disclose the relevant
information required by K-IFRS 1103 and other standards for business combinations. The amendments to K-
IFRS 1111 are effective for the annual periods beginning on or after January 1, 2016.

Amendments to K-IFRS 1109 — Financial Instruments

The amendments to K-IFRS 1109 contain the requirements for the classification and measurement of financial
assets and financial liabilities based on a business model whose objective is achieved both by collecting
contractual cash flows and selling financial assets and based on the contractual terms that give rise on specified
dates to cash flows, impairment methodology based on the expected credit losses, and broadened types of
instruments that qualify as hedging instruments and the types of risk components of non-financial items that are
eligible for hedge accounting and the change of the hedge effectiveness test. The amendments are effective for
annual periods beginning on or after 1 January 2018.
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Amendments to K-IFRS 1115 — Revenue from Contracts with Customers

The core principle under K-IFRS 1115 is that an entity should recognize revenue to depict the transfer of
promised goods or services to customers in an amount that reflects the consideration to which the entity expects
to be entitled in exchange for those goods or services. The amendments introduce a five-step approach to
revenue recognition and measurement: 1) Identify the contract with a customer, 2) Identify the performance
obligations in the contract, 3) Determine the transaction price, 4) Allocate the transaction price to the
performance obligations in the contract, 5) Recognize revenue when (or as) the entity satisfies a performance
obligation. This standard will supersede K-IFRS 1011 - Construction Contracts, K-IFRS 1018- Revenue, K-IFRS
2113 - Customer Loyalty Programmes, K-IFRS 2115-Agreements for the Construction of Real Estate, K-IFRS
2118 - Transfers of Assets from Customers, and K-IFRS 2031-Revenue-Barter Transactions Involving
Advertising Services. The amendments are effective for annual periods beginning on or after January 1, 2018.

Annual Improvements to K-IFRS 2012-2014 - cycle

The annual improvements include amendments to a number of K-IFRSs. The amendments introduce specific
guidance in K-IFRS 1105 - Non-current Assets Held for Sale and Discontinued Operations, when an entity
reclassifies an asset (or disposal group) from held for sale to held for distribution to owners (or vice versa), such
a change is considered as a continuation of the original plan of disposal not as a change to a plan of sale. Other
amendments in the annual improvements include K-IFRS 1107, Financial Instruments: Disclosures, K-IFRS
1019, Employee Benefits, and K-IFRS 1034, Interim Financial Reporting.

The Company does not anticipate that the above-mentioned enactments and amendments will have any
significant effect on the Company’s separate financial statements.

(2) Basis of Consolidation

The consolidated financial statements incorporate the financial statement of the Company and entities (including
structured entities) controlled by the Company (and its subsidiaries). Control is achieved where the Company
1) has the power over the investee, 2) is exposed, or has rights, to variable returns from its involvement with the
investee, and 3) has the ability to use its power to affect its returns. The Company reassesses whether or not it
controls an investee if facts and circumstances indicate that there are changes to one or more of the three
elements of control listed above.

When the Company has less than a majority of the voting rights of an investee, it has power over the investee
when the voting rights are sufficient to give it the practical ability to direct the relevant activities of the investee
unilaterally. The Company considers all relevant facts and circumstances in assessing whether or not the
Company's voting rights in an investee are sufficient to give it power, including:

. the size of the Company's holding of voting rights relative to the size and dispersion of holdings of the other
vote holders

. potential voting rights held by the Company, other vote holders or other parties

. rights arising from other contractual arrangements

. any additional facts and circumstances that indicate that the Company has, or does not have, the current
ability to direct the relevant activities at the time that decisions need to be made, including voting patterns at
previous shareholders' meetings

Income and expenses of subsidiaries acquired or disposed of during the year are included in the consolidated
statement of comprehensive income from the date the Company gains control until the date when the Company
ceases to control the subsidiary. Profit or loss and each component of other comprehensive income are
attributed to the owners of the Company and to the non-controlling interests. Total comprehensive income of
subsidiaries is attributed to the owners of the Company and to the non-controlling interests even if this results in
the non-controlling interests having a deficit balance.

When necessary, adjustments are made to the financial statement of subsidiaries to bring their accounting
policies in line with the Group’s accounting policies.

All intragroup transactions and related assets and liabilities, income and expenses are eliminated in full on
consolidation.
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Changes in the Group’s ownership interests in subsidiaries that do not result in the Group losing control over the
subsidiaries are accounted for as equity transactions. The carrying amounts of the Group’s interests and the
non-controlling interests are adjusted to reflect the changes in their relative interests in the subsidiaries. Any
difference between the amount by which the non-controlling interests are adjusted and the fair value of the
consideration paid or received is recognized directly in equity and attributed to owners of the Company.

When the Group loses control of a subsidiary, a gain or loss on disposal is calculated as the difference between
(1) the aggregate of the fair value of the consideration received and the fair value of any retained interest and (ii)
the previous carrying amount of the assets (including goodwill), and liabilities of the subsidiary and any non-
controlling interests. When assets of the subsidiary are carried at revalued amounts or fair values and the
related cumulative gain or loss has been recognized in other comprehensive income and accumulated in equity,
the amounts previously recognized in other comprehensive income and accumulated in equity are accounted for
as if the Company had directly disposed of the relevant assets (i.e., reclassified to profit or loss or transferred
directly to retained earnings). The fair value of any investment retained in the former subsidiary at the date
when control is lost is recognized as the fair value on initial recognition for subsequent accounting under K-IFRS
1039 or, when applicable, the cost on initial recognition of an investment in an associate or a joint venture.

(3) Business Combination

Acquisitions of businesses are accounted for using the acquisition method. The consideration transferred in a
business combination is measured at fair value, which is calculated as the sum of the fair values of the assets
transferred by the Group, liabilities incurred by the Group to the former owners of the acquiree and the equity
interests issued by the Group in exchange for control of the acquiree. Acquisition-related costs are generally
recognized in profit or loss as incurred.

At the acquisition date, the identifiable assets acquired and the liabilities assumed are recognized at their fair
value at the acquisition date, except that:

. deferred tax assets or liabilities and liabilities or assets related to employee benefit arrangements are
recognized and measured in accordance with K-IFRS 1012, Income Taxes, and K-IFRS 1019, respectively

. liabilities or equity instruments related to share-based payment arrangements of the acquiree or share-based
payment arrangements of the Group entered into to replace share-based payment arrangements of the
acquiree are measured in accordance with K-IFRS 1102 at the acquisition date

. assets (or disposal groups) that are classified as held for sale in accordance with K-IFRS 1105 are measured
in accordance with that standard

Goodwill is measured as the excess of the sum of: a) the consideration transferred, b) the amount of any non-
controlling interests in the acquiree, and c) the fair value of the acquirer's previously held equity interest in the
acquiree (if any); over the net of the acquisition-date amounts of the identifiable assets acquired and the liabilities
assumed. If] after reassessment, the net of the acquisition-date amounts of the identifiable assets acquired and
liabilities assumed exceeds the sum of a) the consideration transferred, b) the amount of any non-controlling
interests in the acquiree and c) the fair value of the acquirer's previously held interest in the acquiree (if any), the
excess is recognized immediately in profit or loss as a bargain purchase gain.

Non-controlling interests that present ownership interests and entitle their holders to a proportionate share of the
entity's net assets in the event of liquidation may be initially measured either at fair value or at the non-
controlling interests' proportionate share of the recognized amounts of the acquiree's identifiable net assets. The
choice of measurement basis is made on a transaction-by-transaction basis. Other types of non-controlling
interests are measured at fair value or, when applicable, on the basis specified in another K-IFRS.

When the consideration transferred by the Group in a business combination includes assets or liabilities resulting
from a contingent consideration arrangement, the contingent consideration is measured at its acquisition-date fair
value and included as part of the consideration transferred in a business combination. Changes in the fair value
of the contingent consideration that qualify as measurement-period adjustments are adjusted retrospectively, with
corresponding adjustments against goodwill. Measurement-period adjustments are adjustments that arise from
additional information obtained during the ‘measurement period’ (which cannot exceed one year from the
acquisition date) about facts and circumstances that existed at the acquisition date.
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The subsequent accounting for changes in the fair value of the contingent consideration that do not qualify as
measurement period adjustments depends on how the contingent consideration is classified. Contingent
consideration that is classified as equity is not remeasured at subsequent reporting dates and its subsequent
settlement is accounted for within equity. Contingent consideration that is classified as an asset or a liability is
remeasured at subsequent reporting dates in accordance with K-IFRS 1039, or K-IFRS 1037, Provisions,
Contingent Liabilities and Contingent Assets, as appropriate, with the corresponding gain or loss being
recognized in profit or loss.

When a business combination is achieved in stages, the Group's previously held equity interest in the acquiree is
remeasured to fair value at the acquisition date and the resulting gain or loss, if any, is recognized in profit or loss.
Amounts arising from interests in the acquiree prior to the acquisition date that have previously been recognized
in other comprehensive income are reclassified to profit or loss where such treatment would be appropriate if that
interest were disposed of.

If the initial accounting for a business combination is incomplete by the end of the reporting period in which the
combination occurs, the Group reports provisional amounts for the items for which the accounting is incomplete.
Those provisional amounts are adjusted during the measurement period (see above), or additional assets or
liabilities are recognized, to reflect new information obtained about facts and circumstances that existed at the
acquisition date that, if known, would have affected the amounts recognized at that date.

(4) Investments in associates and joint ventures

An associate is an entity over which the Group has significant influence. Significant influence is the power to
participate in the financial and operating policy decisions of the investee, but is not control or joint control over
those policies.

A joint venture is a joint arrangement whereby the parties that have joint control of the arrangement have rights
to the net assets of the joint arrangement. Joint control is the contractually agreed sharing of control of an
arrangement, which exists only when decisions about the relevant activities require unanimous consent of the
parties sharing control.

The results and assets and liabilities of associates or joint ventures are incorporated in these consolidated
financial statements using the equity method of accounting, except when the investment is classified as held for
sale, in which case it is accounted for in accordance with K-IFRS 1105. Under the equity method, an
investment in an associate or a joint venture is initially recognized in the consolidated statement of financial
position at cost and adjusted thereafter to recognize the Group's share of the profit or loss and other
comprehensive income of the associate or joint venture. When the Group's share of losses of an associate or a
joint venture exceeds the Group's interest in that associate or joint venture (which includes any long-term
interests that, in substance, form part of the Group's net investment in the associate or joint venture), the Group
discontinues recognizing its share of further losses. Additional losses are recognized only to the extent that the
Group has incurred legal or constructive obligations or made payments on behalf of the associate or joint venture.

Any excess of the cost of acquisition over the Group's share of the net fair value of the identifiable assets,
liabilities and contingent liabilities of an associate or a joint venture recognized at the date of acquisition is
recognized as goodwill, which is included within the carrying amount of the investment. Any excess of the
Group’s share of the net fair value of the identifiable assets, liabilities and contingent liabilities over the cost of
acquisition, after reassessment, is recognized immediately in profit or loss.

Upon disposal of an associate or a joint venture that results in the Group losing significant influence over that
associate or joint venture, any retained investment is measured at fair value at that date and the fair value is
regarded as its fair value on initial recognition as a financial asset in accordance with K-IFRS 1039. The
difference between the previous carrying amount of the associate or joint venture attributable to the retained
interest and its fair value is included in the determination of the gain or loss on disposal of the associate or joint
venture. In addition, the Group accounts for all amounts previously recognized in other comprehensive income in
relation to that associate or joint venture on the same basis we would be required if that associate or joint venture
had directly disposed of the related assets or liabilities. Therefore, if a gain or loss previously recognized in
other comprehensive income by that associate or joint venture would be reclassified to profit or loss on the
disposal of the related assets or liabilities, the Group reclassifies the gain or loss from equity to profit or loss (as
reclassification adjustment) when it loses significant influence over that associate or joint venture.
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When the Group reduces its ownership interest in an associate or a joint venture but continues to use the equity
method, the Group reclassifies to profit or loss the proportion of the gain or loss that had previously been
recognized in other comprehensive income relating to that reduction in ownership interest if that gain or loss
would be reclassified to profit or loss on the disposal of the related assets or liabilities. In addition, the Group
applies K-IFRS 1105 to a portion of investment in an associate or a joint venture that meets the criteria to be
classified as held for sale.

The requirements of K-IFRS 1039 are applied to determine whether it is necessary to recognize any impairment
loss with respect to the Group’s investment in an associate or a joint venture. When necessary, the entire
carrying amount of the investment (including goodwill) is tested for impairment in accordance with K-IFRS
1036 by comparing its recoverable amount (higher of value in use and fair value less costs to sell) with its
carrying amount, any impairment loss recognized forms part of the carrying amount of the investment. Any
reversal of that impairment loss is recognized in accordance with K-IFRS 1036 to the extent that the recoverable
amount of the investment subsequently increases.

The Group continues to use the equity method when an investment in an associate becomes an investment in a
joint venture or an investment in a joint venture becomes an investment in an associate. There is no
remeasurement to fair value upon such changes in ownership interests.

When a group entity transacts with an associate or a joint venture of the Group, profits and losses resulting from
the transactions with the associate or joint venture are recognized in the Group's consolidated financial
statements only to the extent of interests in the associate or joint venture that are not related to the Group.

(5) Goodwill

Goodwill arising on an acquisition of a business is carried at cost as established at the date of acquisition of the
business, less accumulated impairment losses, if any.

For the purpose of impairment testing, goodwill is allocated to each of the Group’s cost generating units
(“CGUs”) (or groups of CGUs) that is expected to benefit from the synergies of the combination.

A CGU to which goodwill has been allocated is tested for impairment annually, or more frequently, when there is
an indication that the unit may be impaired. If the recoverable amount of the CGU is less than its carrying
amount, the impairment loss is allocated first to reduce the carrying amount of any goodwill allocated to the unit
and then to the other assets of the unit on a pro rata basis based on the carrying amount of each asset in the unit.
Any impairment loss for goodwill is recognized directly in profit or loss. An impairment loss recognized for
goodwill is not reversed in subsequent periods.

On disposal of the relevant CGU, the attributable amount of goodwill is included in the determination of the
profit or loss on disposal.

The Group’s policy for goodwill arising on the acquisition of an associate is described at Note 2. (4).
(6) Non-current assets held for sale

Non-current assets and disposal groups are classified as held for sale if their carrying amount will be recovered
principally through a sale transaction rather than through continuing use. This condition is regarded as met only
when the sale is highly probable and the non-current asset (or disposal group) is available for immediate sale in
its present condition. Management must be committed to the sale, which should be expected to qualify for
recognition as a completed sale within one year from the date of classification.

When the Group is committed to a sale plan involving loss of control of a subsidiary, all of the assets and
liabilities of that subsidiary are classified as held for sale when the criteria described above are met, regardless of
whether the Group will retain a non-controlling interest in its former subsidiary after the sale.

When the Group is committed to a sale plan involving disposal of an investment, or a portion of an investment, in
an associate or joint venture, the investment or the portion of the investment that will be disposed of is classified
as held for sale when the criteria described above are met, and the Group discontinues the use of the equity
method in relation to the portion that is classified as held for sale. Any retained portion of an investment in an
associate or a joint venture that has not been classified as held for sale continues to be accounted for using the
equity method. The Group discontinues the use of the equity method at the time of disposal when the disposal
results in the Group losing significant influence over the associate or joint venture.
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After the disposal takes place, the Group accounts for any retained interest in the associate or joint venture in
accordance with K-IFRS 1039, unless the retained interest continues to be an associate or a joint venture, in
which case the Group uses the equity method.

Non-current assets (and disposal groups) classified as held for sale are measured at the lower of their previous
carrying amount and fair value less costs to sell.

(7) Revenue recognition

Revenue is measured at the fair value of the consideration received or receivable. Revenue is reduced for
estimated customer returns, rebates and other similar allowances. The Group recognizes revenue when the
amount of revenue can be reliably measured; when it is probable that future economic benefits will flow to the
entity; and when specific criteria have been met for each of the Group’s activities, as described below.

1) Sale of goods

Revenue from the sale of goods is recognized when the Group has transferred to the buyer the significant risks
and rewards of ownership of the goods. Sales of goods that result in award credits for customers, under the
Group’s Maxi-Points Scheme, are accounted for as multiple-element revenue transactions and the fair value of
the consideration received or receivable is allocated between the goods supplied and the award credits granted.
The consideration allocated to the award credits is measured by reference to their fair value — the amount for
which the award credits could be sold separately. Such consideration is not recognized as revenue at the time of
the initial sale transaction — but is deferred and recognized as revenue when the award credits are redeemed and
the Group’s obligations have been fulfilled.

2) Rendering of services

Revenue from a contract to provide services is recognized by reference to the stage of completion of the contract.
Depending on the nature of the transaction, the Group determines the stage of completion by reference to surveys
of work performed, services performed to date as a percentage of total services to be performed, or the proportion
that costs incurred to date bear to the estimated total costs of the transaction, as applicable.

3) Royalties

Royalty revenue is recognized on an accrual basis in accordance with the substance of the relevant agreement.

4) Dividend and interest income

Dividend income from investments is recognized when the shareholder’s right to receive payment has been
established.

Interest income is accrued on a time basis, by reference to the principal outstanding and at the effective interest
rate applicable, which is the rate that exactly discounts estimated future cash receipts through the expected life of
the financial asset to that of the asset’s net carrying amount on initial recognition.

5) Rental income
The Group’s policy for recognition of revenue from operating leases is described in Note 2 (9) below.
(8) Lease

Leases are classified as finance leases whenever the terms of the lease transfer substantially all the risks and
rewards of ownership to the lessee.  All other leases are classified as operating leases.

1) The Group as lessor

Amounts due from lessees under finance leases are recognized as receivables at the amount of the Group’s net
investment in the leases. Finance lease income is allocated to accounting periods so as to reflect a constant
periodic rate of return on the Group’s net investment outstanding in respect of the leases.

Rental income from operating leases is recognized on a straight-line basis over the term of the relevant lease.
Initial direct costs incurred in negotiating and arranging an operating lease are added to the carrying amount of
the leased asset and recognized on a straight-line basis over the lease term.
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2) The Group as lessee

Assets held under finance leases are initially recognized as assets of the Group at their fair value at the inception
of the lease or, if lower, at the present value of the minimum lease payments. The corresponding liability to the
lessor is included in the consolidated statement of financial position as a finance lease obligation.

Lease payments are apportioned between finance expenses and reduction of the lease obligation so as to achieve
a constant rate of interest on the remaining balance of the liability. Finance expenses are recognized immediately
in profit or loss, unless they are directly attributable to qualifying assets; in which case, they are capitalized in
accordance with the Group’s general policy (see Note 2 (10)) on borrowing costs. Contingent rentals are
recognized as expense in the period in which they are incurred.

Operating lease payments are recognized as an expense on a straight-line basis over the lease term, except where
another systematic basis is more representative of the time pattern in which economic benefits from the leased
asset are consumed. Contingent rentals arising under operating leases are recognized as an expense in the period
in which they are incurred.

In the event that lease incentives are received to enter into operating leases, such incentives are recognized as a
liability. The aggregate benefit of incentives is recognized as a reduction of rental expense on a straight-line basis,
except where another systematic basis is more representative of the time pattern in which economic benefits from
the leased asset are consumed.

(9) Foreign currencies

For the purpose of the consolidated financial statements, the results and financial position of the Group are
expressed in Korean won, which are the functional currency of the Group and the presentation currency for the
consolidated financial statements.

In preparing the financial statement of the individual entities, transactions in currencies other than the Group’s
functional currency (foreign currencies) are recognized at the rates of exchange prevailing at the dates of the
transactions. At the end of each reporting period, monetary items denominated in foreign currencies are
retranslated at the rates prevailing at that date. Non-monetary items carried at fair value that are denominated in
foreign currencies are retranslated at the rates prevailing at the date when the fair value was determined. Non-
monetary items that are measured in terms of historical cost in a foreign currency are not retranslated.

Exchange differences are recognized in profit or loss in the period in which they arise, except for:

. exchange differences on foreign currency borrowings relating to assets under construction for future
productive use, which are included in the cost of those assets when they are regarded as an adjustment to
interest costs on those foreign currency borrowings

. exchange differences on transactions entered into in order to hedge certain foreign currency risks (see Note
2, (23) below for hedging accounting policies)

. exchange differences on monetary items receivable from or payable to a foreign operation for which
settlement is neither planned nor likely to occur (therefore forming part of the net investment in the foreign
operation), which are recognized initially in other comprehensive income and reclassified from equity to
profit or loss on disposal or partial disposal of the net investment

For the purpose of presenting consolidated financial statements, the assets and liabilities of the Group’s foreign
operations are expressed in Korean won, using exchange rates prevailing at the end of the reporting period.
Income and expense items are translated at the average exchange rates for the period, unless exchange rates
fluctuated significantly during that period; in which case, the exchange rates at the dates of the transactions are
used. Exchange differences arising, if any, are recognized in other comprehensive income and accumulated in
equity (attributed to non-controlling interests, as appropriate).

On the disposal of a foreign operation (i.e., a disposal of the Group’s entire interest in a foreign operation or a
disposal involving loss of control over a subsidiary that includes a foreign operation, loss of joint control over a
jointly controlled entity that includes a foreign operation or loss of significant influence over an associate that
includes a foreign operation), all of the accumulated exchange differences with respect to that operation
attributable to the Group are reclassified to profit or loss. Any exchange difference that have previously been
attributed to non-controlling interests are derecognized, but they are not reclassified to profit or loss.
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In the case of a partial disposal (i.e., no loss of control) of a subsidiary that includes a foreign operation, the
proportionate share of accumulated exchange differences are reattributed to non-controlling interests in equity
and are not recognized in profit or loss. For all other partial disposals (i.¢., of associates or jointly controlled
entities not involving a change in accounting basis), the proportionate share of the accumulated exchange
differences is reclassified to profit or loss.

Goodwill and fair value adjustments arising on the acquisition of a foreign operation are treated as assets and
liabilities of the foreign operation and translated at the closing rate. Exchange difference arising are recognized in
other comprehensive income.

(10) Borrowing costs

Borrowing costs directly attributable to the acquisition, construction or production of qualifying assets, which are
assets that necessarily take a substantial period of time to get ready for their intended use or sale, are added to the
cost of those assets, until such time as the assets are substantially ready for their intended use or sale.

Investment income earned on the temporary investment of specific borrowings pending their expenditure on
qualifying assets is deducted from the borrowing costs eligible for capitalization.
All other borrowing costs are recognized in profit or loss in the period in which they are incurred.

(11) Government grants

Government grants are not recognized until there is reasonable assurance that the Group will comply with the
conditions attached to them and that the grants will be received.

The benefit of a government loan at a below-market rate of interest is treated as a government grant, measured as
the difference between proceeds received and the fair value of the loan based on prevailing market interest rates.

Government grants whose primary condition is that the Group should purchase, construct or otherwise acquire
assets are recognized as deferred revenue in the consolidated statement of financial position and transferred to
profit or loss on a systematic and rational basis over the useful lives of the related assets.

Other government grants are recognized as revenue over the periods that correspond to the costs that the Group
intends to compensate, on a systematic basis. Government grants that are receivable as compensation for
expenses or losses already incurred or for the purpose of giving immediate financial support to the Group with no
future related costs are recognized in profit or loss in the period in which they become receivable.

(12) Retirement benefit costs

Contributions to defined contribution retirement benefit plans are recognized as an expense when employees
have rendered service entitling them to the contributions.

For defined benefit retirement benefit plans, the cost of providing benefits is determined using the projected unit
credit method, with actuarial valuations being carried out at the end of each reporting period. Remeasurement,
comprising actuarial gains and losses, the effect of the changes to the asset ceiling (if applicable) and the return
on plan assets (excluding interest), is reflected immediately in the consolidated statement of financial position
with a charge or credit recognized in other comprehensive income in the period in which they occur.
Remeasurement recognized in other comprehensive income is reflected immediately in retained earnings and will
not be reclassified to profit or loss. Past service cost is recognized in profit or loss in the period of a plan
amendment. Net interest is calculated by applying the discount rate at the beginning of the period to the net
defined benefit liability or asset. Defined benefit costs are composed of service cost (including current service
cost, past service cost, as well as gains and losses on curtailments and settlements), net interest expense (income),
and remeasurement.

The Group presents the service cost and net interest expense (income) components in profit or loss, and the
remeasurement component in other comprehensive income. Curtailment gains and losses are accounted for as
past service costs.

The retirement benefit obligation recognized in the consolidated statement of financial position represents the
actual deficit or surplus in the Group’s defined benefit plans. Any surplus resulting from this calculation is
limited to the present value of any economic benefits available in the form of refunds from the 