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Management’s Discussion and Analysis

Review of Operations

In fiscal year 2000, the Korean non-life insurance industry reported a net loss of around 550 billion due to the
aggravated loss ratio for auto insurance and a sharp decrease in investment income, which was affected by the
continued fall in interest rates and the slowed stock market in general. The market condition deteriorated further
with the designation of a number of non-life insurance companies as insolvent and the increase in competition with
the appearance of single-product insurance companies. Nevertheless, Dongbu Insurance (“the Company”) reported
net earnings of 4.1 billion for fiscal year 2000, the seventh consecutive year of profit since the launch of a
management reform drive in 1994.

Direct premiums written in fiscal year 2000 totaled 2,196 billion, an increase of 14.3% from 1,922 in fiscal year
1999. This result was due to the Company’s continued efforts to reform the management structure through the
application of advanced management systems such as the ““Success Recruit Process”, which is designed for selection

of superior sales forces, and through the strengthening of underwriting criteria to emphasize profitability.

In fiscal year 2000, the underwriting loss was reduced by 45 billion from a 168 billion loss in fiscal year 1999.
This improvement was the result of the Company’s on-going strategy to improve underwriting profitability by
strengthening the existing underwriting criteria and organizational structure.

In response to changes in the industry such as the full liberalization of auto insurance premium rates starting August,
2001, the Company streamlined its organizational structure to improve the productivity of both sales management
teams and sale forces with the aim of improving the Company’s cost competitiveness. During fiscal year 2000, the
Company reduced the number of branches and sales offices by 15 and 95 respectively, and added 6 large sales
offices.

Another area the Company is strategically focusing on is differentiated customer services. In order to provide
customers with differentiated compensation services, the Company operates a 24-hour emergency service for
accidents through the Mobile Office System and GIS, the Geographical Information System, as well as a video

conferencing system that enables face-to-face communication with the clients on demand.

The Company continues to prepare for the anticipated increase in competition that will occur with the entry of
foreign insurance firms and the appearance of single-product insurance firms. Preparation includes strengthening
technology-based operating systems such as building a database for comprehensive client management and a web-
based client management and service system. In addition, to effectively confront the digitalized business environment,
the Company plans to adopt an Enterprise Resource Planning (ERP) system to improve the management structure
and increase productivity and efficiency.
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Product Composition ()

FY1999 FY1998

Long-term 50.9% Auto 41.8% Long-term 52.3% Auto 40.2% Long-term 53.0% Auto 39.6%

Commercial 7.3% Commercial 7.5% Commercial 7.4%

Note: Percentages are based on direct premiums written

Dongbu is the third largest insurer of autos in Korea with market share of 14.1%. In fiscal year 2000, Auto Lines
direct premiums written increased 18.7% to 918 billion from 773 billion in fiscal year 1999, while average
growth rate for the industry was 17.3%. The growth in the Company premium revenue was mainly due to sales of
high coverage products and the improvement in the renewal rate. The Company expects continued improvements in

premium revenues with the government policy on liberalizing auto rates.

The Commercial Lines consist of four operational segments : Fire, Marine, Casualty and Overseas. For this report, the
Overseas insurance direct premiums written is included in the Casualty insurance. In fiscal year 2000, the Fire
insurance, which accounted for 25.2% of the Commercial Lines, reported direct premiums written of 41 billion in
fiscal year 2000, an increase of 11.2% from 37 billion in fiscal year 1999. Direct premiums written for Marine
insurance was 29 billion, an increase of 4.6% compared to 27 billion in fiscal year 1999 and Casualty insurance
direct premiums written increased by 12 billion, or 15.3% in fiscal year 2000 from 80 billion in 1999. Commercial

Lines market share for fiscal year 2000 increased to 9.1% from 8.6% in fiscal year 1999.

The Long-term Lines are an important source of premium revenue in insurance operations and the Company’s focus
on long-term protection-type products over the savings-type products resulted in an increase of 112 billion to

1,117 billion in direct premiums written in fiscal year 2000 from 1,005 billion in fiscal year 1999. The 11.1%
increase in premium revenue was due primarily to the increase in sales of individual annuities and health insurance
products during fiscal year 2000. The Long-term Lines accounted for 50.9% of total direct premiums written in
insurance operations. The strong performance in this area is expected to continue in future years as the Company
continues to follow a policy of emphasizing protection-type products that are less sensitive to interest rate
fluctuations.
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Management’s Discussion and Analysis

Auto Lines Commercial Lines
(Billions of Korean Won, %) (Billions of Korean Won, %)
0 290 490 690 890 1090 0 59 1q0 ‘I?O 290
FY1998 FY1998
FY1999 FY1999
—
Long-term Lines All Lines
(Billions of Korean Won) (Billions of Korean Won)
0 4q0 890 1%00 0 590 1090 1 590 2090 25‘00
FY1998 FY1998
FY1999 FY1999
— —
Loss Ratio

In fiscal 2000, the Company’s total loss ratio posted 80.9%, a 0.6%P year-on-year improvement, boosted by the
improvements in loss ratio in the Auto and Long-Term Lines.

In the Auto Lines, the Company was able to manage a favorable loss ratio of 70.9% despite the industry-wide
increase in loss ratios due to rise in accidents, repairs and medical fees. The improvement can be attributed to the
strengthened underwriting policy focusing on loyal customers. Compensation quality assurance, which is an “on the
spot” Compensation Services System, differentiated the Company from others in the industry and enhanced the

Company’s reputation for customer value and service competitiveness.

The loss ratio in the Commercial Lines also improved by 11.0%P on the previous year, apparently due to the
improvement in loss ratio of Casualty and Marine insurance. Marine insurance recorded a loss ratio of 26%, a 3.9%P

decrease on the previous year.
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Looking at results for the Long-term Lines, the Company outperformed the industry average (92.9%) in loss ratio by
a margin of 2.7%P with 90.2% for fiscal year 2000. This improvement can be attributed to the improved loss ratio of
protection premiums, which recorded a loss ratio of 77.7%, while the industry recorded an average of 82.2%. The
loss ratio on the Long-term Lines appeared to be positively affected by the increased share of protection-type
insurance that occupied 75.1% of new contracts as of the end of March 2001.

Auto 70.9 72.8 71.5 72.4 58.9 61.6

Fire 52.0 65.1 77.5 60.3 58.4 56.4

Marine 26.0 41.2 29.9 38.8 44.8 37.1

Casualty 59.7 69.7 67.4 67.4 58.3 55.3

Long-term 90.2 92.9 92.4 94.8 93.5 95.4
Investment

The Company maintains an investment portfolio with a wide variety of investment products, ranging from short-term

fixed income to medium and long-term fixed income funds, to provide liquidity while maximizing profits and

preserving assets and shareholders’ equity. These products include stocks, public and government bonds, special

bonds, corporate bonds, and beneficiary certificates. In fiscal year 2000, total invested assets increased 8.1% to
2,334 billion, while the Company reported net investment income of 127 billion.

In fiscal year 2000, the Company continued to increase the portion of bonds in the investment securities portfolio to
provide greater security and to reduce risks associated with investment activities. At March 31, 2001, bonds, which
represented 55.7% of total invested assets, increased by 18.9% to 1,299 billion from 1,092 billion. Bonds
consisted of 8.0% government and public bonds, 10.9% special bonds, 18.8% corporate bonds, 13.9% beneficiary
certificates, and 4.0% overseas securities and others of the invested assets. In fiscal year 2000, net profit from
investment in bonds was 90 billion with a 7.8% yield. In addition, in order to maintain a sound financial position
and minimize potential negative effects from an unpredictable external business environment, the Company
maintained the share of marketable stocks excluding those of related companies at 3.6% of total invested assets.
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Loans comprised 12.4% of invested assets and yielded an average of 10% in fiscal year 2000. The loan portfolio
consisted of 26.8% policy loans, 30.7% secured loans, and 42.5% unsecured loans.

Investment Portfolio )

Cash and Deposits 12.7%
Stocks 8.7%

Loans (12.4%

‘/ Bonds 55.7%

Real Estate 10.6%

FY1999 Cash and Deposits 24.4%
————————————————————————————— - Stocks 74%

Securities

Loans, 9.2% Bonds 50.6%

Real Estate 8.4%

FY1998 Cash and Deposits 16.4%

) Securities
Loans} 13.2% 61.2% __ Bonds 47%

Real Estate 9.

2%
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ANNUAL REPORT 2001

Over the past three years, the Company has achieved a favorable return on investments in marketable securities

including stocks and bonds. The Company will continue its policy of increasing loans and increasing the proportion of
bonds in the investment portfolio.

Investment Income and Ratio
(Billions of Korean Won, %)
0 2.?% 5% 7.§°A 19%
l 127

——

FY1999 ) 288
g

FY1998 | 136

——

Average Investment Yield by Category (FY 2000)
%)

-0.2% 2% 4% 6% 8% 19%
Cash and ) 6.5%
Deposits
Securities ) 5.6%

_
11.2%
Loans
A

® Dongbu
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Financial Statements

Balance Sheets

. CASH AND DEPOSITS 296,498 527,929 $ 222,346 $ 395,897
(1) Cash and deposits 287,564 507,840 215,646 380,832
1. Cash 100 161 75 121
2. Deposits 268,938 465,733 201,678 349,256
3. Short-term bills 18,527 41,946 13,894 31,455
(2) Money in trust 8,813 16,381 6,609 12,284
(3) Deposits for severance benefits - 3,690 - 2,767
(4) Deposits for futures trading 120 19 90 14
. MARKETABLE SECURITIES 940,549 1,017,848 705,323 763,290
1. Stocks 59,365 41,681 44,518 31,257
2. Government and public bonds 116,933 172,393 87,689 129,279
3. Special bonds 162,546 242,836 121,894 182,104
4. Corporate bonds 257,954 140,439 193,441 105,316
5. Beneficiary certificates 251,922 153,134 188,918 114,836
6. Overseas securities 81,647 170,116 61,228 127,571
7. Other securities #1 10,181 97,248 7,635 72,927
. INVESTMENT SECURITIES 560,563 233,139 420,370 174,832
1. Stocks 142,771 117,162 107,065 87,861
2. Invested fund 2,592 2,043 1,944 1,532
3. Government and public bonds 69,479 35,781 52,103 26,832
4. Special bonds 91,109 40,092 68,323 30,065
5. Corporate bonds 181,612 37,972 136,192 28,476
6. Beneficiary certificates 72,999 88 54,742 66
. LOANS 295,153 207,436 221,337 155,558
Reserve for doubtful accounts (6,892) (9,164) (5,168) (6,872)
1. Call loans - 93 - 70
2. Policy loans 79,199 77,558 59,392 58,161
3. Loans secured by securities 7,000 5,000 5,249 3,750
4. Loans secured by real estate 72,864 71,500 54,641 53,618
5. Unsecured loans 60,710 7,910 45,527 5,932
6. Loans secured by third party guarantee 10,587 22,482 7,939 16,859
7. Other loans 64,793 22,893 48,589 17,168
. FIXED ASSETS 264,553 200,572 198,390 150,410
(1) Tangible assets 262,818 199,155 197,089 149,348
1. Land 113,544 90,823 $ 85,147 $ 68,109

#1. Other securities include derivatives and other securities the Company has written, such as commercial paper, investment deposits by policyholders and unlisted funds.
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3

4
5

6

)
1

. Buildings

(Accumulated depreciation)
. Structures

(Accumulated depreciation)
. Construction in progress
. Furniture and equipment

(Accumulated depreciation)
. Vehicles

(Accumulated depreciation)
Intangible assets
. Computer software

. OTHER ASSETS

1

© 0 N O O

10.
11.
12.
13.
14.

. Insurance receivables

Allowance for doubtful accounts
. Accounts receivables

Allowance for doubtful accounts
. Leasehold deposits

Leasehold deposit received

Guarantee deposit

Telex and telephone subscription right
. Accrued income

Allowance for doubtful accounts
. Prepaid expenses
. Indemnities
. Separate account assets
. Deferred acquisition cost
. Notes receivable

Allowance for doubtful accounts
Prepayments
Prepaid income taxes
Prepaid value-added taxes
Security deposit
Dishonored bills
Allowance for doubtful accounts

66,440
(1,518)
2,544
(119)
66,988
77,467
(62,602)
333
(259)
1,734
1,734

388,196
75,749
(2,181)
47,584
(2,788)
94,472
82,934

9,987
1,551
48,786
(11)
379
16,465
82,119
12,732
1,464
(7
4,030
3,414
248
5,740
2

)

48,683
(11,887)
914
(174)
53,901
66,261
(49,423)
227
(171)
1,417
1,417

363,437
58,353
(2,635)
68,272

(10,151)

109,819
93,673
14,597

1,548
70,429
(20)
832
13,438
38,769
10,557
3,046
(15)
626
19
2,098
39
(39)

49,824 $
(1,139)
1,908
(89)
50,235
58,093
(46,946)
250
(194)
1,301
1,301

291,111
56,805
(1,635)
35,684
(2,001)
70,845
62,193

7,489
1,163
36,585
()
284
12,347
61,582
9,548
1,098
()
3,022
2,560
186
4,305
1

@)

36,508
(8,914)
685
(130)
40,421
49,689
(37,062)
170
(128)
1,063
1,063

272,544
43,759
(1,976)
51,198
(7,613)
82,354
70,246
10,947

1,161
52,815
(15)
624
10,077
29,073
7,917
2,284
(11)
469
14
1,573
30
(30)
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Financial Statements

Balance Sheets (continued)

. POLICY RESERVES 2,178,836 2,011,513 $ 1,633,923 $ 1,508,446
(Reserve for R/1) (94,848) (88,664) (71,127) (66,490)

1. Reserve for long-term insurance 1,360,374 1,261,061 1,020,153 945,677
2. Reserve for outstanding claims 349,234 359,652 261,893 269,706
3. Reserve for unearned premium 463,875 385,368 347,863 288,990
4. Reserve for participating policyholders’ dividend 1,852 925 1,389 694
5. Reserve for policyholders’ dividend on profit 3,501 4,507 2,626 3,380
. CATASTROPHE RESERVE 164,064 156,974 123,033 117,716
. OTHER LIABILITIES 320,179 298,795 240,104 224,068
1. Unpaid payable 171,104 139,512 128,312 104,621
2. Other accounts payable 3,861 7,731 2,895 5,798
3. Accrued expenses 15,588 16,307 11,689 12,229
4. Accrued dividends 3,128 4,927 2,346 3,695
5. Separate accounts, debits 11,128 2,097 8,345 1,573
6. Separate account liabilities 82,119 38,769 61,582 29,073
7. Deferred income taxes 7,473 33,314 5,604 24,982
8. Reserve for severance benefits 17,006 10,187 12,753 7,639
National pension fund benefits (1,214) (1,386) (911) (1,040)
Severance insurance deposits (9,407) (2,646) (7,054) (1,984)

9. Premiums received in suspense 1,937 1,355 1,453 1,016
10. Borrowings - 30,000 - 22,497
11. Advances from customers 3,463 1,628 2,597 1,221
12. Withholdings 2,019 2,541 1,514 1,905
13. Unearned income 487 307 365 230
14. Accrued income taxes 2,007 7,291 1,505 5,467
15. Leasehold deposits 9,480 6,860 7,109 5,144

16. Miscellaneous liabilities - 3 - 2

Balance Sheets



. PAID-IN CAPITAL 35,400 35400 $ 26547 % 26,547

1. Common stocks 35,400 35,400 26,547 26,547
. CAPITAL SURPLUS 37,913 25,978 28,431 19,481
1. Additional paid-in capital in excess of par value 25,978 25,978 19,481 19,481
2. Reserve for asset revaluation 11,935 - 8,950 -
. RETAINED EARNINGS 124,121 127,030 93,079 95,260
1. Legal reserve for earnings 1,020 700 765 525
2. Reserve for business rationalization 2,880 2,880 2,159 2,159
3. Voluntary reserves 120,144 123,372 90,096 92,517
4. Unappropriated retained earnings
from prior period 78 78 58 59
Net income:
04/01/00 ~ 03/31/01 : 4,137,840,038

04/01/99 ~03/31/00:  82,051,920,062

. CAPITAL ADJUSTMENT (27,045) (25,828) (20,281) (19,369)
1. Treasury stocks-#1 (30,455) (24,240) (22,838) (18,177)
2. Gains from valuation of investment securities 3,409 (1,589) 2,557 (2,191)

#1. Treasury stocks are valued at market.

Balance Sheets



Financial Statements

Statements of Income

. OPERATING REVENUE

1.

© 00 N O 0~ W

Income from insurance operations
Direct premiums written
Assumed R/l premiums
Cancellation refund

. Income from reinsurance

Reinsurance
Refunds

. Interest income

. Dividend income

. Rental income

. Gain from disposition of marketable securities
. Gain from valuation of marketable securities

. Gain from indemnities

. Miscellaneous investment income

10.
11.

Expenses recovered
Miscellaneous expenses

. OPERATING EXPENSES

1.

2.
3.

Increase in policy reserves
Increase in reserve for long-term policies
Increase in reserve for outstanding loss
Increase in reserve for unearned
insurance premiums
Increase in reserve for policyholders’” dividend
Increase in reserve for policyholders’ dividend
on profit
Increase in catastrophe reserve
Insurance expenses
Direct claims paid
R/1 claims paid
Refund from direct claims paid
Refund from R/I claims paid

Statements of Income

2,512,082
2,157,326
2,195,669
9,405
(47,748)
92,874
93,587
(713)
141,966
2,544
1,619
52,341
12,467
3,026
202
44,024
3,692

2,546,938
161,139
99,313
(8,307)

70,212
927

(1,006)
7,090
783,022
793,298
8,938
(15,687)

(  3,526)

(

2,430,813
1,889,339
1,921,760
9,350
(41,771)
89,490
90,600
(1,110)
92,969
5,972
1,454
238,339
63,469
3,871
2,737
40,501
2,673

2,318,645
155,986
131,327

(8,967)

28,437
682

4,507
11,670
671,978
666,180
27,404
(15,105)
6,501)

$ 1,883,826

$

1,617,792
1,646,546
7,053
35,807
69,647
70,182
(535)
106,462
1,908
1,214
39,251
9,349
2,270
151
33,014
2,769

1,909,965
120,839
74,476
(6,230)

52,652
695

(754)
5,317
587,193
594,899
6,702
(11,764)
(2,644)

$

$

1,822,882
1,416,827
1,441,140
7,011
31,324
67,109
67,942
(833)
69,718
4,478
1,091
178,732
47,596
2,903
2,053
30,372
2,004

1,738,766
116,975
98,483
(6,725)

21,325
512

3,380
8,752
503,921
499,573
20,551
(11,328)
(4,875)



4. Dividends 79 38 $ 5 $ 29

5. Refunds 790,139 718,333 592,530 538,682
Maturity refund 446,786 329,282 335,048 246,930
Payment for individual pension 1,791 757 1,343 567
Surrender refund of long-term insurance 341,561 388,294 256,139 291,184

6. Reinsurance expenses 148,655 143,984 111,477 107,975
Reinsurance ceded 151,171 147,697 113,364 110,759
Refund on reinsurance ceded (2,515) (3,712) (1,886) (2,784)

7. Interest expenses 1,596 3,259 1,197 2,444

8. Loss from disposition of marketable securities 37,738 61,600 28,300 46,195

9. Loss from valuation of marketable securities 69,296 43,083 51,965 32,308

10. Other operating expenses 530,122 487,105 397,541 365,283
11. Amortization of acquisition cost 4,064 4,849 3,047 3,636
12. Asset management expenses 12,472 15,002 9,353 11,250
13. Real estate maintenance expenses 1,282 1,263 961 947
14. Depreciation expenses - real estate 228 260 171 195
15. Miscellaneous loss on investment - 210 - 157
16. Other miscellaneous operating expenses 16 24 12 18
. NET OPERATING INCOME (LOSS) (34,856) 112,168 (26,139) 84,116
. NON-OPERATING REVENUE 70,575 87,762 52,924 65,813

1. Gain from disposition of investment securities 3,932 96 2,949 72

2. Gain from equity method valuation 32,030 80,749 24,019 60,554

3. Gain from disposition of tangible assets 176 16 132 -

4. Gain from foreign currency exchange 12,564 572 9,422 429

5. Gain from foreign currency translation 17,419 634 13,062 476

6. Refund from bad debt allowance 1,550 2,020 1,162 1,515

7. Income tax refund - 71 - 53

8. Commissions received from income on
separate account assets 431 284 323 213

9. Miscellaneous non-operating income 2,472 3,321 $ 1,854 $ 2,490

Statements of Income



Financial Statements

Statements of Income (continued)

. NON-OPERATING EXPENSES
1. Loss from disposition of invesment securities
. Loss from valuation of investment stocks
. Loss from equity method valuation
. Loss on valuation of stock market

A WODN

stabilization fund
. Loss from disposition of tangible assets
. Amortization expenses of intangible assets
. Loss from foreign currency exchange
. Loss from foreign currency translation
. Income tax paid
10. Donation
11. Commissions paid for separate account assets
12. Miscellaneous non-operating expenses

© 0 N O O

. ORDINARY INCOME
. EXTRAORDINARY GAIN (LOSS)
. INCOME BEFORE INCOME TAXES
. INCOME TAXES
. NET INCOME
04/01/00 ~ 03/31/01
Ordinary income per share: 65
Earnings per share: 65
04/01/99 ~ 03/31/00

Ordinary income per share: 1,234
Earnings per share: 1,234

Statements of Income

34,076
21,514

728
493
587
4,782
1,528
3,729
272
38
406

1,642

1,642

(2,495)

4,138

84,758
31,420

3,726
13,526

21

389
257
2,577
25,541
273
5,781
34
1,212

115,173

115,173

33,157

82,016

$

$

25,554
16,134

546
370
440
3,586
1,146
2,796
204
29
304

1,232

1,232

(1,871)

3,103

63,560
23,562

2,794
10,144

16

292
193
1,932
19,154
204
4,335
26

909

86,369

86,369

24,864

61,504



Statements of Appropriation of Retained Earnings

. RETAINED EARNINGS BEFORE APPROPRIATIONS 298 102 $ 223 $ 76,447
1. Unappropriated retained earnings carried over

from prior period 78 7.73 59 5.80

2. Cumulative effect of accounting changes - 20,084 - 15,061

3. Gain on prior period error correction 1.30 45 0.98 34

4. Loss on prior period error correction - (210) - (157)

5. Loss on disposition of treasury stocks - (2.30) - (0.98)

6. Changes in retained earnings of

invested companies (3,920) - (2,939) -

7. Net income for the year 4,138 82,016 3,103 61,504

. TRANSFER FROM VOLUNTARY RESERVES 5,628 14,628 4,221 10,970

1. Reserve for technical development 5,628 14,628 4,221 10,970

. APPROPRIATIONS OF RETAINED EARNINGS 5,848 116,492 4,386 87,358

1. Legal reserve 320 500 240 375

2. Reserve for business rationalization - 65 - 49

3. Dividends 3,128 4,927 2,346 3,695

Cash dividend (3,128) (4,927) (2,346) (3,695)

Dividend per share
03/31/01: 50 (10%) per common share
03/31/00: 75 (15%) per common share

4. Voluntary reserve 2,400 111,000 1,800 83,240
Reserve for technical development - (10,000) - (7,499)
Other voluntary reserve 2,400 101,000 1,800 75,741

. UNAPPROPRIATED RETAINED EARNINGS TO BE
CARRIED FORWARD 78 78 $ 58 $ 59

Statements of Appropriation of Retained Earnings



Financial Statements

Statements of Cash Flows

. CASH FLOWS FROM OPERATING ACTIVITIES 139,665 142,800 $ 104,736 $ 107,086
1. Net income 4,138 82,016 3,103 61,504
2. Additions to net income of non-cash revenues 330,440 376,270 247,799 282,167

Retirement and severance benefits 8,628 8,734 6,470 6,549
Depreciation and amortization 15,549 15,187 11,660 11,389
Loss on valuation of marketable securities 69,296 43,083 51,965 32,308
Loss from foreign currency translation 1,185 24,536 889 18,400
Loss from disposition of invesment securities 21,514 31,420 16,134 23,562
Loss from disposition of marketable securities 37,738 61,600 28,300 46,195
Increase in policy reserve 161,139 155,986 120,839 116,975
Increase in catastrophe reserve 7,090 11,670 5,317 8,752
Other additions 8,301 24,054 6,225 18,038
3. Deductions to net income of non-cash revenues (124,674) (391,520) (93,494) (293,603)
Retirement and severance benefits paid 1,809 2,355 1,356 1,766
Gain from valuation of marketable securities 12,467 63,469 9,349 47,596
Gain from equity method valuation 32,030 80,749 24,019 60,554
Gain from foreign currency translation 16,149 604 12,110 453
Gain from disposition of marketable securities 52,341 238,339 39,251 178,732
Other deductions 9,878 6,004 7,408 4,502
4. Adjustments to changes in assets and liabilities
from operating activities (70,238) 76,034 (52,672) 57,018
Decrease (increase) in loans secured by securities (2,000) 5,000 (1,500) 3,750
Decrease (increase) in loans secured by real estate (1,354) 8,949 (1,015) 6,711
Decrease (increase) in unsecured loans (57,376) 6,965 (43,027) 5,223
Decrease (increase) in loans secured by third
party guarantee 11,885 34,976 8,912 26,228
Decrease (increase) in accrued income 21,644 11,145 16,231 8,358
Decrease (increase) in notes receivable 1,582 260 1,187 195
Decrease (increase) in prepayments (3,404) 1,677 (2,553) 1,257
Increase (decrease) in unpaid payable 30,891 27,284 23,166 20,460
Increase (decrease) in claims payable (3,886) 2,310 (2,914) 1,732
Increase (decrease) in accrued expenses (719) 647 (539) 486
Increase (decrease) in separate accounts 9,031 2,097 6,772 1,573
Increase (decrease) in deferred income taxes (24,649) 15,211 (18,484) 11,407
Increase (decrease) in accrued income taxes (5,284) 5,136 (3,962) 3,851
Decrease (increase) in policy loans (1,641) (5,802) (1,231) (4,351)
Decrease (increase) in other loans (41,900) (1,145) (31,421) (858)
Decrease (increase) in premiums receivable (16,745) (3,860) (12,557) (2,894)
Decrease (increase) in accounts receivable 20,852 (33,938) 15,637 (25,450)
Increase (decrease) deferred acquisition cost (6,239) (1,482) (4,679) (1,112)
Increase (decrease) advances from customers 1,835 (149) 1,376 (111)
Others, net (2,761) 753 3% (2,070) $ 565
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. CASH FLOWS FROM INVESTING ACTIVITIES

1. Cash inflows from investing activities
Decrease in short-term bills

Decrease in deposits for futures trading

Disposition of stocks
Disposition of bonds
Decrease in invested funds

Disposition of beneficiary certificates

Disposition of overseas securities
Disposition of other securities
Decrease in security deposits
Decrease in deposit money
Increase in leasehold deposit
Other cash inflows

2. Cash outflows from investing activities

Increase in short-term bills
Increase in money in trust

Increase in deposits for futures trading

Purchase of stocks

Purchase of bonds

Purchase of beneficiary certificates
Purchase of overseas securities
Purchase of other securities
Purchase of land

Purchase of buildings

Purchase of structures

Increase in construction in progress

Purchase of furniture and equipment

Increase in security deposit
Increase in deposit money

Increase in severance insurance deposits

Other cash outflows

. CASH FLOWS FROM FINANCING ACTIVITIES

1. Cash inflows from financing activities

Proceeds from issuance of common stocks

2. Cash outflows from financing activities

Dividends to stockholders
Redemption of borrowings
Acquisition of treasury stocks

. NET INCREASE (DECREASE) IN CASH( + + )

. BEGINNING OF THE YEAR
. END OF THE YEAR

(294,857)
8,996,274
2,443,257
41,431
451,316
4,065,877
1,028,663
95,625
812,675
36,790
1,036
2,804
16,800

(9,291,130)
2,419,839
7,523
41,533
508,511
4,254,958
1,205,422
20,557
725,595
3,085
20,107
1,704
30,465
13,086
27,776
4,678
3,821
2,470

(41,665)

(41,665)
4,927
30,000
6,738

(196,857)
465,894
269,037

39,048
5,108,240
225,542
11,284
1,090,203
802,534
33,300
1,057,240
267,057
1,571,317
32,092
1,446
3,934
12,291

(5,069,192)
253,666
16,206
11,302
958,615
1,072,656
897,257
101,858
1,668,365
1

473

83
12,438
15,707
18,280
1,662
2,646
37,977

6,673
31,378
31,378

(24,705)
1,788

22,917
188,521
277,373
465,894

$ (221,115)
6,746,362
1,832,214

31,070
338,444
3,049,027
771,401
71,710
609,430
27,589
777

2,102
12,598

(6,967,477)
1,814,653
5,641
31,146
381,335
3,190,820
903,954
15,416
544,128
2,313
15,078
1,278
22,846
9,814
20,829
3,508
2,865
1,852

(31,245)

(31,245)
3,695
22,497
5,053

(147,624)
349,377
$ 201,753

$ 29,283
3,830,701
169,135
8,462
817,550
601,825
24,972
792,831
200,268
1,178,340
24,066
1,084
2,950
9,217

(3,801,419)
190,226
12,153
8,476
718,871
804,392
672,859
76,384
1,251,117
1

355

63

9,328
11,779
13,708
1,246
1,984
28,479

5,004
23,531
23,531

(18,527)
1,341
17,186
141,373
208,004

$ 349,377
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NOteS tO FinanCiaI Statements (in Millions of Won, Except Per Share Amounts)

NOTE 1 . Summary of Significant Accounting Practices:

The Company considers the portion of premiums that comes due in the current fiscal year as earned premiums
and thus is recognized as revenue.

The Company is required to set a reserve for doubtful accounts related to loans, insurance receivable, notes
receivable, accounts receivable, dishonored notes and accrued income, as of the balance sheet date in accordance
with the guidelines of insurance supervisory regulations for asset classification by insurance companies. The
Company’s ratio for total debts versus reserves for bad debts for the past three years including at the end of the
current fiscal year are as follows:

Loans 295,153 207,436 256,277
Insurance receivable 75,749 58,353 54,934
Notes receivable 1,464 3,046 3,307
Accounts receivable 47,584 68,272 34,335
Dishonored bills 2 39 34
Accrued income 48,786 70,429 81,681
Total 468,738 407,576 430,567
Reserve for doubtful accounts 11,880 22,025 22,856
Ratio 2.53% 5.40% 5.31%

Acquisition cost of trading and investment securities was computed based on the moving average method, while
securities were valued at their fair market value. Valuation loss and gains for trading securities were reflected in
the current year profit and loss results. Investment securities are valued by using the equity method. The
differences between book and balance sheet values are recognized as an increase in current year net profit based
on the equity method. Variations in earned surplus are recognized as a variation in earned surplus and variations
in capital surplus and capital adjustments are considered as investment securities valuation profit and loss and
recognized as a variation in the capital adjustment.

Differences between acquisition cost and fair market value are amortized. In addition, securities with a lack of
marketability are valued at acquisition cost. Securities are valued at the amount of net assets if net assets fall
below the cost of acquisition, which are also recognized as investment securities valuation loss.

Notes to Financial Statements



Compensation receivable and profit are the results of the payments due to indemnification, amounts recovered in
claims settlement, and disposition of assets pledged. Computation of compensation receivable is based on the
following formula provided by the Financial Supervisory Service:

Refund on claims paid + Refund of R/I claims paid - Refund of RI claims recovered,
divided by Direct claims paid + R/I claims paid - R/I claims recovered

Default in automobile and surety insurance are determined by the Korea Insurance Development Institute and

guarantor.

New contract expenditures are carried at their amortized costs over the contract period (maximum of seven years

for the contracts in force). Upon the termination of the contract, remaining balance is amortized in full.

New contract expenditures 16,476 19,741
Current year expenditures 10,238 9,184
Deferred expenditures 6,239 1,482
Amortized amount for current period 4,064 4,849

Insurance reserves are set aside in accordance with actuarial guidelines and insurance supervisory regulations. Major

elements to be considered in insurance reserves are as follows:

- Legal reserve: reserved for payments due, but not paid at the balance sheet date

- Long-term savings premiums reserve: reserved for matured obligations and redemption of long-term
savings products.

- Unearned premiums reserve: reserved for future periods

- Participating policyholder dividend reserve: reserved for private pension insurance

- Excess participating policyholder dividend reserve: reserved based on business performance in conformity
with applicable regulations for the purpose of dividend payments to policyholders or accumulation of
additional amounts for policy reserves other than excess participating policyholder dividend reserve.

Notes to Financial Statements



NOteS to FinanCiaI Statements (in Millions of Won, Except Per Share Amounts)

Catastrophe reserves

To protect against contingencies, earned premium for each insurance line, except long-term savings type, is
multiplied by an estimated earnings rate and accumulated each year until the rate reaches 50% of the earned
premiums in the period before the balance sheet date. Accordingly, any loss from loss ratio that exceeds 100%
in each line of insurance and related deficit that exceeds earned surplus can be offset by this reserve, which is
limited to current year’s net loss.

Changes in catastrophe reserve for the current period are as follows:

Millions of Korean Won

Beginning balance 156,974
Additional paid-in reserve 7,090
Fire 405

Marine 292

Automobile 5,581

Casualty 639

Overseas 80

Reinsurance 93

Ending balance 164,064

NOTE 2 . Trading Securities
Trading securities held by the Company at March 31, 2001 are as follows:

Millions of Korean Won

Account Acquisition cost Market or net asset value Book value
Stocks 76,332 59,365 59,365
Gov't & public bonds 114,859 166,933 166,933
Special bonds 165,335 162,546 162,546
Corporate bonds 253,031 257,954 257,954
Beneficiary certificates 263,319 251,922 251,922
Overseas securities 97,165 81,647 81,647
Others 10,181 10,181 10,181
Total 980,223 940,549 940,549
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NOTE 3 . Investment Securities

Investment securities held by the Company at March 31, 2001 are as follows:

Account Acquisition cost
Listed stocks 22,143
Stocks (Equity method) 43,712
Other stocks

Capital investments

Gov’t & public bonds 67,941
Special bonds 91,338
Corporate bonds 180,052
Beneficiary certificates 70,211

22,143
117,555
1,726
2,592
69,479
91,109
181,612
72,999

Market or net asset value

Book value

22,143
117,590
3,038
2,592
69,479
91,109
181,612
72,999

Treasury stocks are carried at market value. At March 31, 2001, the Company recognized a valuation loss of 239

million won, which is reflected in the capital adjustment account. A total of 733,840 shares of treasury stocks were

retained by the Company at the fiscal year-end.

NOTE 4 . Loans

As stipulated in the Article 48 of Insurance Law, the Company has engaged in a variety of lending activities that bear

interest rates between 2% to 12.5%. As of March 31, 2001, loans to officers and employees amounted to 6.3

billion.

Less than 1 year
1 to 3 years
3 to 5 years
5 years or more

Policy loans

143,430
21,124
30,871
20,259
79,199
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