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Independent Auditor’s Review Report 

 
Shareholders and the Board of Directors 
KT&G Corporation: 
 
We have reviewed the accompanying separate interim financial statements of KT&G Corporation (the 
“Company”), which comprise the separate interim statement of financial position as of March 31, 2022, 
and the related separate interim statement of comprehensive income, separate interim statement of 
changes in equity and separate interim statement of cash flows for the three-month period ended March 
31, 2022, and a summary of significant accounting policies and other explanatory information. 
 
Management’s Responsibility for the Separate Interim Financial Statements 
Management is responsible for the preparation and presentation of these separate interim financial 
statements in accordance with Korean International Financial Reporting Standards (“KIFRS”) 1034 
Interim Financial Reporting, and for such internal control as management determines is necessary to 
enable the preparation of separate interim financial statements that are free from material misstatement, 
whether due to fraud or error. 
 
Auditor’s Responsibility 
Our responsibility is to express a conclusion on these separate interim financial statements based on 
our review. 
 
We conducted our review in accordance with the review standards for interim financial statements in the 
Republic of Korea. A review of interim financial information consists of making inquiries, primarily of 
persons responsible for financial and accounting matters, and applying analytical and other review 
procedures. A review is substantially less in scope than an audit conducted in accordance with Korean 
Auditing Standards (“KGAAS”) and, consequently, does not enable us to obtain assurance that we would 
become aware of all significant matters that might be identified in an audit. Accordingly, we do not 
express an audit opinion. 
 
Conclusion 
Based on our review, nothing has come to our attention that causes us to believe that the accompanying 
separate interim financial statements are not prepared, in all material respects, in accordance with 
KIFRS 1034 Interim Financial Reporting. 
 
Other Matters 
The separate interim statement of comprehensive income, separate interim statement of changes in 
equity and separate interim statement of cash flows for the three-month period ended March 31, 2021, 
prepared in accordance with KIFRS 1034 and presented for comparative purposes, have been reviewed 
by Samil PricewaterhouseCoopers whose report dated May 14, 2021 expressed an unqualified review 
conclusion.  
 
Moreover, the separate statement of financial position of the Company as of December 31, 2021, and 
the related separate statement of comprehensive income, separate statement of changes in equity and 
separate statement of cash flows for the year then ended which have been audited by Samil 
PricewaterhouseCoopers, in accordance with KGAAS (not presented herein), whose report dated March 
18, 2022 expressed an unqualified opinion. The accompanying separate statement of financial position 
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as of December 31, 2021, presented for comparative purpose are not different, in all material respects, 
from the above audited separate statement of financial position. 
 
May 13, 2022 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
This review report is effective as of May 13, 2022, the independent auditor’s review report date. Accordingly, certain 
material subsequent events or circumstances may have occurred during the period from the independent auditor’s 
review report date to the time this review report is used. Such events and circumstances could significantly affect 
the accompanying separate interim financial statements and may result in modifications to this review report. 
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“The accompanying separate interim financial statements, including all footnotes and disclosures, 

have been prepared by, and are the responsibility of, the Company.” 
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Chief Executive Officer  
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Head office location: 71, Beotkkot-gil, Daedeok-gu, Daejeon, Republic of Korea 

Phone: 080-931-0399 
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KT&G Corporation 
Separate Interim Statements of Financial Position, Continued 
As of March 31, 2022 and December 31, 2021 
 

 

“The accompanying notes are an integral part of the separate interim financial statements.” 
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KT&G Corporation  
Separate Interim Statements of Comprehensive Income 
For the three-month periods ended March 31, 2022 and 2021  
 

 

“The accompanying notes are an integral part of the separate interim financial statements.” 
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KT&G Corporation  
Separate Interim Statements of Cash Flows 
For the three-month periods ended March 31, 2022 and 2021 
 

 

“The accompanying notes are an integral part of the separate interim financial statements.” 
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KT&G Corporation  
Notes to the Separate Interim Financial Statements, Continued 
March 31, 2022 and 2021 (Unaudited) 
 

9 

 

1. Overview of the Company 

KT&G Corporation (the “Company”) is engaged in manufacturing and selling tobaccos. As of 

March 31, 2022, the Company has three manufacturing plants, including Shintanjin plant, and 14 

local headquarters and 121 branches for the sale of tobacco throughout the country. Also, the 

Company has the Gimcheon plant for fabrication of leaf tobacco and the Cheonan printing plant for 

manufacturing of packaging material. The headquarters of the Company is located at 71, Beotkkot-

gil, Daedeok-gu, Daejeon. 

The Company was established as a government-owned enterprise pursuant to the Korea 

Monopoly Corporation Act on April 1, 1987. On April 1, 1989, the Company changed its name to 

Korea Tobacco and Ginseng Corporation pursuant to the Korea Tobacco and Ginseng Corporation 

Act. The Company was excluded from the application of the Act for the Management of 

Government-Invested Enterprises, and became an entity existing and operating under the 

Commercial Act of Korea, pursuant to the Act on Management Reform and Privatization of Public 

Enterprises, proclaimed on August 28, 1997, and enforced on October 1, 1997, in order to secure 

financing and to promote and develop, through efficient management, the monopoly business of 

red ginseng and tobacco. The shareholders approved a plan to separate the Company into two 

companies by setting up a subsidiary for its red ginseng business segment effective from January 

1, 1999, pursuant to the Korean government’s privatization program and management 

reorganization plan. The separation into a wholly owned subsidiary, Korea Ginseng Corporation, 

was accomplished by the Company’s contribution of the assets and liabilities in the red ginseng 

business segment. On December 27, 2002, the Company changed its name again to KT&G 

Corporation from Korea Tobacco and Ginseng Corporation. 

The Korean government sold 28,650,000 shares of the Company to the public during 1999, and 

the Company listed its shares on the Korea Exchange on October 8, 1999. On October 17, 2002, 

and October 31, 2001, the Company listed 35,816,658 and 45,400,000 Global Depositary Receipts 

(“GDRs”), respectively, (each GDR representing the right to receive one-half share of an ordinary 

share of the Company) on the Luxembourg Stock Exchange pursuant to the Korean government’s 

privatization program.  

Also, on June 25, 2009, the listing market of the Company’s GDR was changed from the BdL 

market to the Euro MTF in the Luxembourg Stock Exchange. 

The Company’s major shareholders as of March 31, 2022, are as follows: 
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KT&G Corporation  
Notes to the Separate Interim Financial Statements, Continued 
March 31, 2022 and 2021 (Unaudited) 
 

10 

 

2. Significant Accounting Policies 

(1) Basis of Preparation 

The separate interim financial statements of KT&G Corporation (the Company, herein) have been 

prepared in accordance with KIFRS 1034 Interim Financial Reporting. 

The Company’s separate interim financial statements should be read in conjunction with its year-

end separate financial statements, since the separate interim financial statements do not include 

all information and notes which are required for the year-end separate financial statements. 

(2) New and amended standards and interpretations adopted by the Company 

The Company does not have a history of early adoption of new accounting standards and 

interpretations that have been published but which are not mandatory for the reporting period. 

There are various amendments and interpretations which have been applied for the first time for 

the 2022 reporting period. As of March 31, 2022, these amendments and interpretations do not 

have a significant impact on the interim financial statements. 

(a) Amendments to KIFRS 1037 Provisions, Contingent Liabilities and Contingent Assets - 

Onerous Contracts: Cost of Fulfilling a Contract 

The amendments clarify that the direct costs of fulfilling a contract include both the incremental 

costs of fulfilling the contract and an allocation of other costs directly related to fulfilling contracts 

when assessing whether the contract is onerous. 

(b) Amendments to KIFRS 1103 Business Combination – Reference to the Conceptual Framework 

The amendments update a reference of definition of assets and liabilities qualify for recognition in 

revised Conceptual Framework for Financial Reporting. However, the amendments add an 

exception for the recognition of liabilities and contingent liabilities within the scope of KIFRS 1037 

Provisions, Contingent Liabilities and Contingent Assets, and KIFRS 2121 Levies. The 

amendments also confirm that contingent assets should not be recognized at the acquisition date.  

(c) Amendments to KIFRS 1016 Property, Plant and Equipment - Proceeds before intended use 

The amendments prohibit an entity from deducting from the cost of an item of property, plant and 

equipment any proceeds from selling items produced while the entity is preparing the asset for its 

intended use. Instead, the entity will recognize the proceeds from selling such items, and the costs 

of producing those items, in profit or loss.  

10



KT&G Corporation  
Notes to the Separate Interim Financial Statements, Continued 
March 31, 2022 and 2021 (Unaudited) 
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(d) Amendments to KIFRS 1101 First time Adoption of Korean International Financial Reporting 

Standards – Subsidiaries that are first-time adopters  

The amendments allow subsidiaries that have elected to adopt paragraph D16 (1) of KIFRS 1101 

to measure the accumulated foreign currency translation differences using the amount that the 

parent company has reported on the date of the parent company’s adoption of KIFRS. 

(e) Amendments to KIFRS 1109 Financial Instruments – Fees related to the 10% test for 

derecognition of financial liabilities  

The amendment clarifies the fees that an entity includes when assessing whether the terms of a 

new or modified financial liability are substantially different from the terms of the original financial 

liability. These fees include only those paid or received between the borrower and the lender, 

including fees paid or received by either the borrower or lender on the other’s behalf. 

(f) Amendments to KIFRS 1041 Agriculture – Measuring fair value  

The amendments removed the requirement in paragraph 22 of KIFRS 1041 that entities exclude 

cash flows for taxation when measuring the fair value of assets within the scope of KIFRS 1041 

Agriculture. 

(3) Significant Accounting Policies 

Significant accounting policies and method of computation used in the preparation of the separate 

interim financial statements are consistent with those of the separate financial statements for the 

year ended December 31, 2021, except for the changes due to the application of amendment and 

enactments of standards described in Note 2.2 and the one described below. 

(a) Income Tax Expense 

Income tax expense for the interim period is recognized based on management’s best estimate of 

the weighted average annual income tax rate expected for the full financial year. The estimated 

average annual tax rate is applied to the pre-tax income. 

  

11



KT&G Corporation  
Notes to the Separate Interim Financial Statements, Continued 
March 31, 2022 and 2021 (Unaudited) 
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3. Critical Accounting Estimates and Assumptions 

The preparation of financial statements requires the Company to make estimates and assumptions 

concerning the future. Estimates and judgements are continually evaluated and are based on 

historical experience and other factors, including expectations of future events that are believed to 

be reasonable under the circumstances. The accounting estimates may not equal the related 

actual results. 

Significant accounting estimates and assumptions applied in the preparation of these separate 

interim financial statements are the same as those applied to the separate financial statements for 

the year ended December 31, 2021, except for the estimates used to determine income tax 

expense. 

 

4. Operating Segment 

The Company obtains revenue by transferring goods and services over a period or at a point in 

time in the major business lines. The categories of major business lines are consistent with the 

revenue disclosure information per reporting segment in accordance with KIFRS 1108. 
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KT&G Corporation  
Notes to the Separate Interim Financial Statements, Continued 
March 31, 2022 and 2021 (Unaudited) 
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5. Trade and Other Receivables 

(a) Trade and other receivables as of March 31, 2022 and December 31, 2021 are as follows: 

 

(b) Allowances for doubtful accounts in relation to trade and other receivables (as a gross amount 

before deduction of allowances for doubtful accounts) as of March 31, 2022 and December 31, 

2021 are as follows: 

 

 

(c) Changes in allowance for doubtful accounts in relation to trade and other receivables as of 

March 31, 2022 and 2021 are as follows: 

 

Impairment loss (reversal of impairment loss) on trade receivables is included as part of selling, 

general and administrative expense while impairment loss (reversal of impairment loss) on other 

receivables is included as part of other expense (income) in the separate statements of 

comprehensive income. 
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KT&G Corporation  
Notes to the Separate Interim Financial Statements, Continued 
March 31, 2022 and 2021 (Unaudited) 
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6. Inventories 

(a) Inventories as of March 31, 2022 and December 31, 2021 are as follows: 

 

(b) The amount of loss (reversal) on valuation and obsolescence of inventories recognized for the 

three-month periods March 31, 2022 and 2021 are as follows: 
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KT&G Corporation  
Notes to the Separate Interim Financial Statements, Continued 
March 31, 2022 and 2021 (Unaudited) 
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7. Investments in Associates and Joint Ventures 

Details of investments in associates and joint ventures as of March 31, 2022 and December 31, 

2021, are as follows: 

1It is classified as an investment in associates although the company’s holdings in the invested company are less than 20%. 

Since it has the right to participate in the invested company’s Board of Directors meeting according to the shareholder’s 

agreement, the Company determined that it has significant influence over the invested company. 

2The Company has reclassified its holdings as assets held for sale, following the resolution of dissolution made at 

shareholder’s meeting. 

3Because the percentage of ownership increased due to the disproportionate capital decrease for three-month period ended 

March 31, 2022, the Company has acquired its significant influence on the investee. The Company has reclassified its 

holdings as an investment in associates. 

4It is reclassified as an investment in associates since the Company reassessed that is has significant influence over the 

invested company for the year ended December 31, 2021. 

15



KT&G Corporation  
Notes to the Separate Interim Financial Statements, Continued 
March 31, 2022 and 2021 (Unaudited) 
 

16 

 

5The Company classified such holdings as an investment in associates since decisions on significant financial, operating 

policies of the investee are to be made with more than three fourths of Board of Directors in accordance to investment 

agreement. 

6It is classified as a joint venture since decisions about the significant financial and operating policies of the investee cannot 

be made without unanimous consent of the parties that control the arrangement collectively. 

7As of March 31, 2022, the Company’s holdings in KORAMCO Banpo Project Financing Vehicle Co., Ltd. is pledged as 

collateral for a PF loan. 

8Because the percentage of ownership increased due to the unequal capital decrease for the year ended December 31, 

2021, the Company has acquired its significant influence in the invested company. The Company has reclassified its 

holdings as an investment in associates. 

The Company has acquired equity securities of the following companies during the year ended 

December 31, 2021: AndaStation Professional Investment Private REIT No.1 (18 billion shares for 
₩17,764 million) and Cheong-ra medi-polis PFV Co., Ltd., (3,404,400 shares for ₩17,022 million), 

associates, and Starfield Suwon, Inc. (900,000 shares for ₩45,000 million), a joint venture. 

For the three-month period ended March 31, 2022, the Company has additional acquired 138,706 
shares (₩29,489 million) of KOCREF 41 REIT by participating a capital increase and reclassified 

its holdings as an investment in associate. The Company also has disposed 99,000 preferred 
shares (₩7,920 million) and recognized ₩4,359 million of gain on disposal of investment in 

associate. 
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8. Investments in subsidiaries 

(a) Details of investments in subsidiaries as of March 31, 2022 and December 31, 2021, are as 

follows:  

1The Company has acquired additional 6,978,948 shares (₩25,291 million) of Renzoluc Pte., Ltd. during the year ended 

December 31, 2021. The percentage of ownership is 100% including preferred shares as of March 31, 2022 and December 

31, 2021. 

The Company has acquired 19,341,920 shares (₩8,081 million) of KT&G Taiwan Corporation and 

7,400,000 shares (₩37,000 million) of Mastern No. 144 PFV CO.,Ltd. during the year ended 

December 31, 2021, through establishment of capital investment.  
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(b) Impairment 

The Company is conducting a review of the signs of impairment on its investments in subsidiaries 

and, if any, situations that impairment seems necessary occurs, the Company estimates the 

recoverable amount and performs an impairment test. 

The Company has recognized impairment losses for its investment in subsidiaries where 

indications of impairment have been identified since the book value of net assets of the 

subsidiaries were lower than the book value of the investments in subsidiaries, due to the 

continuous accumulation of operating losses, etc. Details of such impairment losses recognized for 

the years ended March 31, 2022 and 2021 are as follows: 

 

On the other hand, fair value has been assessed using the adjusted net asset method and is 

classified into Level 3 based on the inputs used in the valuation technique in the fair value 

hierarchy. 

 

9. Property, Plant and Equipment 

Changes in property, plant, and equipment for the three-month periods ended March 31, 2022 and 

2021 are as follows:  
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10. Intangible Assets  

Changes in intangible assets for the three-month periods ended March 31, 2022 and 2021 are as 

follows: 

 

11. Investment Property 

Changes in investment property for the three-month periods ended March 31, 2022 and 2021 are 

as follows:  

 

12. Right-of-use Assets 

Changes in right-of-use assets for the three-month periods ended March 31, 2022 and 2021 are 

as follows:  
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13. Assets and Liabilities Held for Sale  

Changes in assets held for sale for the three-month periods ended March 31, 2022 and 2021 are 

as follows: 

1Consist of ₩22,647 million reclassified from investment property and ₩1,159 million reclassified from investment in 

associates.  

 

14. Borrowings 

Short-term borrowings as of March 31, 2022 and December 31, 2021 are as follows: 

 

The Company provides payment guarantees to financial institutions in accordance with the 

consumer credit agreement in connection with retail sales receivables and receives the related 

receivables from financial institutions through payment by proxy and recognizes them as short-

term borrowings. No interest expenses are incurred related to these payment guarantees. 
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15. Employee Benefits 

(a) Profit or loss recognized related to employee benefits for the three-month periods ended March 

31, 2022 and 2021 are as follows:  

 

(b) Net defined benefit assets as of March 31, 2022 and December 31,2021 are as follows: 
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16. Refund Liabilities and Provisions 

(a) Refund liabilities and provisions as of March 31, 2022 and December 31, 2021 are as follows: 

 

(b) Changes in refund liabilities and provisions as of March 31, 2022 and 2021 are as follows:  

 

  

(in millions of Korean won)

Beginning balance Increase Decrease Ending balance

Provision for product warranty ₩ 4,915 ₩ 342 ₩ (448) ₩ 4,809

Refund liabilities 5,526 101 - 5,627

Provision for site restoration 141 62 - 203

Provision for financial guarantee 271 - (50) 221

Provision for greenhouse gases 269 - (117) 152

Total ₩ 11,122 ₩ 505 ₩ (615) ₩ 11,012

March 31, 2022

(in millions of Korean won)

Beginning balance Increase Decrease Ending balance

Provision for product warranty ₩ 4,464 ₩                    2,041 ₩ (732) ₩ 5,773

Refund liabilities 2,284 201 - 2,485

Provision for site restoration 8,807 - (3,556) 5,251

Provision for financial guarantee 622 - (87) 535

Provision for greenhouse gases 178 16 - 194

Total ₩ 16,355 ₩ 2,258 ₩ (4,375) ₩ 14,238

March 31, 2021
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17. Real Estate Pre-sales Contract  

(a) Details of ongoing real estate pre-sales contracts for the three-month periods ended March 31, 

2022 and 2021 are as follows: 

1Excludes sales revenue of Suwon Hwaseo Park Prugio, ₩4,203 million due to the fact that the construction has been 

completed and pre-sales contract is in progress. 

2Excludes cumulative costs of ₩970 million for common infrastructure. 

1Excludes cumulative costs of ₩32,512 million for common infrastructure. 

(b) Receivables and payables for ongoing real estate pre-sales contracts as of March 31, 2022 

and December 31, 2021 are as follows:  
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(c) No Material changes in estimated total contract revenues and total contract costs have 

occurred for the three-month periods ended March 31, 2022. Estimated total contract revenue and 

total contract cost of the ongoing real estate pre-sales contracts are based on the circumstances 

that have occurred until March 31, 2022 and subject to change in the future. 

 

18. Selling and Administrative Expenses 

Selling, general and administrative expenses for the three-month periods ended March 31, 2022 

and 2021 are as follows: 
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19. Other Income and Expense 

(a) Other income for the three-month periods ended March 31, 2022 and 2021 are as follows: 

 

(b) Other expense during three-month periods ended March 31, 2022 and 2021 are as follows: 
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20. Finance Income and Costs 

Finance income and costs for the three-month periods ended March 31, 2022 and 2021 are as 

follows:  

1The interest income is generated from financial instruments measured at amortized cost. 

 

 
21. Income Tax Expense and Deferred Tax Asset 

Income tax expense is recognized based on the best estimate of weighted average annual 

effective income tax rate expected for the full financial year. The average effective tax rates for the 

three-month periods ended March 31, 2022 and 2021, are 27.83% and 25.90%, respectively. 
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22. Related Parties 

(a) The Company’s related parties as of March 31, 2022 and December 31, 2021 are as follows: 
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1The Company has acquired additional 6,978,948 convertible preference shares of Renzoluc Pte., Ltd. The percentage of 

ownership is 100% including preferred shares as of March 31, 2022 and December 31, 2021. 

2Due to an establishment of capital investment for the year ended December 31, 2021, the Company has acquired its 

significant influence in the invested company. The Company has classified its holdings as an investment in associates. 

3It is classified as an investment in associates although the Company’s holdings in the invested company are less than 

20%. Since it has the right to participate in the invested company’s Board of Directors meeting according to the 

shareholders’ agreement, the Company determined that it has significant influence over the invested company. 

4Since sales contract was made for the year ended December 31, 2021, it is reclassified as asset held for sale. Also, it is 

sold to the third party for the three-month period ended March 31,2022 and has been excluded from the list of related 

parties, accordingly. 

5The Company has reclassified its holdings as assets held for sale following the resolution of dissolution made at 

shareholders’ meeting. 

6Because the percentage of ownership increased due to the disproportionate capital decrease for the three-month period 

ended March 31, 2022, the Company has acquired its significant influence on the invested company. The Company has 

reclassified its holdings as an investment in associates. 

7It is reclassified as an investment in associates since the Company reassessed that it has significant influence over the 

invested company for the year ended December 31, 2021. 

8The Company classified such holdings as an investment in associates since decisions on significant financial, operating 

policies of the investee are to be made with more than three fourths of Board of Directors in accordance to investment 

agreement. 

9 It is classified as a joint venture since decisions about the significant financial and operating policies of the investee cannot 

be made without unanimous consent of the parties that control the arrangement collectively. 

10Because the percentage of ownership increased due to the unequal capital decrease for the year ended December 31, 

2021, the Company has acquired its significant influence in the invested company. The Company has reclassified its 

holdings as an investment in associates. 
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(b) The Company carries out transactions with related parties such as sales of goods and provision 

of services, etc. Details of transactions with related parties for the three-month periods ended 

March 31, 2022 and 2021 are as follows: 

(1) Sales and other income 

1Excludes impairment loss of ₩4,225 million (2021: ₩708 million) in relation to the related parties for the three-month 

periods ended March 31, 2022 and 2021 

(2) Purchases and other expenses 
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(c) Account balances of receivables and payables with related parties as of March 31, 2022 and 

December 31, 2021, are summarized as follows:  

1Presented in total amount before deducting loss allowance of ₩149,630 million and ₩145,406 million as of March 31, 

2022 and as of December 31, 2021. 

2Includes loans to related parties. 

(d) Fund transactions with related parties for the three-month period ended March 31, 2022 and 

2021 is as follows: 

1Since sales contract was made for the year ended December 31, 2021, it is reclassified as asset held for sale. Also, it is 

sold to the third party for the three-month period ended March 31, 2022, and has been excluded from the list of related 

parties, accordingly.  
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(e) As of March 31, 2022, KT&G USA Corporation is being provided with payment guarantee from 

the Federal Insurance Company up to USD - thousand in relation to import clearance. The 

Company has a recourse responsibility up to a limit of USD 125,000 thousand, which includes the 

amount of payment guarantee executed, to the Federal Insurance Company and others (Note 24 

(c)). 

 

(f) During the March 31, 2022, the Company has entered into a funding agreement for operating 

fund and other management related support in relation to KT&G USA Corporation, PT KT&G 

Indonesia, KT&G Tutun Mamulleri Sanayi ve Ticaret A.S. and Cosmocos co.,Ltd.,the subsidiaries 

of the Company. 

 

(g) The Company is currently operating Starfield Suwon Inc. after establishing the joint venture 

under 50:50 ratio with Shinsegae Property. The disposal of such share is limited for five years from 

the approval for use of the multi-shopping mall. In the event that the Company or the joint venture 

intend to transfer all of its shares, the other party shall have the pre-emptive right to purchase the 

shares and selectively exercise its joint put-option rights. 

 

(h) The Company has entered into a contribution agreement for equity instruments of Cheong-ra 

medi-polis PFV Co., Ltd., an associate, with the limit of ₩101,000 million. As of March 31, 2022 the 

outstanding amount of the contribution is ₩83,978 million, and the contribution will be made by the 

payment date for land purchase and sale agreement for the relevant business. Also, the equity 

shares shall not be transferred without approval of all shareholders and Incheon Free Economic 

Zone.  

 

(i) Upon disposal of the equity shares of Gwacheon SangSang PFV. Inc., unanimous consent of 

the other shareholders is required.  

 

(j) The Company has entered into a capital call agreement with KORAMCO Europe Private REIT 

3-2 Fund. However, the Company expects that the arrangement will be substantially less 

practicable as it will only be executed if the trustee defaults on the currency swap/forward contract. 

 

(k) The Company has a joint disposal right to require other investors to dispose their holdings 

under the same conditions at the disposal of the shares of Mastern No.144 PFV Co. Ltd. Also, 

when shareholders other than the Company dispose of shares by obtaining approval from Board of 

Directors and at Shareholders Meeting, the Company has a pre-emptive right to purchase such 

shares under the condition notified by other shareholders. However, the pre-emptive right to 

purchase shares are not required, and the other investors delegates their right for disposal to the 

Company. 
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(l) Key management personnel compensation for the three-month periods ended March 31, 2022 

and 2021 are as follows: 
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23. Risk Management and Fair Value of Financial Instruments 

In relation to financial instruments, the Company is exposed to market risk, credit risk and liquidity 

risk. The purpose of risk management of the Company is to identify potential risks affecting the 

financial performance of the Company and to reduce, eliminate and avoid them to an acceptable 

level. The Company prepares and operates the company-wide risk management policies and 

procedures and the finance department of the Company has overall responsibility for risk 

management. The finance department of the Company is responsible for monitoring and 

managing the financial risks associated with the operations of the Company in accordance with 

the risk management policies and procedures approved by the board of directors, and it 

periodically analyzes the nature and exposure of the financial risks. In addition, the Company's 

audit committee continuously reviews compliance with risk management policies and procedures 

and limits on risk exposure. The Company’s overall financial risk management strategy is the 

same as the previous fiscal year. 

(a) Market risk 

Market risk is the risk that changes in market prices – such as foreign exchange rates, interest 

rates and prices of equity securities – will affect the fair value or future cash flow of the Company’s 

financial instruments. The Company manages and controls market risk exposures within the 

acceptable limits, while optimizing the revenue. 

① Currency risk 

The Company is exposed to the risk of changes in foreign exchange rates in relation to the export 

of manufactured tobacco and the import of tobacco leaves, etc. The Company’s management is 

internally measuring the currency risk of fluctuations to the Korean won on a regular basis. 

② Price risk 

The Company is exposed to other price fluctuation risks in relation to its listed equity instruments 

in fair value through other comprehensive income or loss such that the fair value of the financial 

instruments or the future cash flows will change due to factors such as changes in market price. 

The management of the Company regularly measures the risk of changes in the fair value or 

future cash flows of the listed equity instruments due to changes in market prices. Management of 

important investments within the portfolio is performed individually and acquisition and disposal 

are approved by the management of the Company.  
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③ Interest rate risk 

The Company is exposed to interest rate fluctuation risk in relation to the borrowings, trade 

payables and other payables and lease liabilities. The management of the Company regularly 

measures the risk of changes in the fair value or future cash flows of the financial instrument due 

to changes in the market interest rate, maintaining an appropriate balance between fixed and 

variable interest borrowings. Considering the size of the variable interest rate liabilities of the 

Company as of March 31, 2022, the effect of changes in interest rates on the fair values of 

financial liabilities or future cash flows is immaterial. 

(b) Credit risk 

The Company is exposed to credit risk that will cause financial losses to the other party because 

one of the parties to the financial instrument fails to perform its obligations. To manage credit risk, 

the management of the Company deals with customers with certain level of creditworthiness or 

higher, and prepares and operates policies and procedures for credit enhancement of the 

financial assets. The Company evaluates the creditworthiness of the client using financial 

information disclosed at the time of contract with the new client and information provided by the 

credit rating agency, and determines the credit limit on the basis of this, and is provided with 

collateral or payment guarantee. In addition, the Company periodically reassesses the credit limit, 

readjusts the collateral level by reassessing the client's creditworthiness, reports the delayed 

recovery status and recovery measures on a quarterly basis for financial assets that are delayed 

and takes appropriate measures according to the reason for the delay. 

As of March 31, 2022 and December 31, 2021, the carrying amount of a financial asset indicates 

the maximum exposure to credit risk. 

(c) Liquidity risk 

The Company is exposed to liquidity risk that will be difficult to meet its obligations related to 

financial liabilities that are settled by delivering cash etc., or other financial assets. To manage 

liquidity risk, the management of the Company establishes short and mid-to-long term financial 

management plan and continuously analyzes and reviews the cash outflow budget and actual 

cash outflows to respond to the maturity of financial liabilities and financial assets. Management 

of the Company determines that the financial liabilities are redeemable through cash flows from 

operating activities and cash inflows from financial assets. 

  

34



KT&G Corporation  
Notes to the Separate Interim Financial Statements, Continued 
March 31, 2022 and 2021 (Unaudited) 
 

35 

 

(d) The carrying amounts of each category of financial instruments as of March 31, 2022 and 

December 31, 2021 are as follows:  

1As of March 31, 2022, money market trust worth ₩455,313 million (December 31, 2021: ₩408,723 million) included in 

cash equivalents are classified as the financial assets measured at fair value through profit or loss. 

(e) When measuring the fair value of an asset or a liability, the Company uses observable inputs 

in the market as much as possible. Fair value is classified within the fair value hierarchy based on 

the inputs used in the valuation technique as follows: 
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The fair value measurements classified by fair value hierarchy as of March 31, 2022 and 

December 31, 2021 are as follows: 

1As of March 31, 2022, money market trust worth ₩455,313 million included in cash equivalents are classified as the 

financial assets measured at fair value through profit or loss. 

 

1As of December 31, 2021, money market trust worth ₩408,723 million classified as cash equivalents are included in the 

financial assets measured at fair value through profit or loss. 

There is no movement between levels of the fair value hierarchy for the three-month periods ended 

March 31, 2022 and 2021. 

As of March 31, 2022 and December 31, 2021, the fair value of investment trust’s equity securities 

classified as financial assets at fair value through profit or loss (other comprehensive income of 

loss) was measured using the adjusted net asset method and discounted cash flow and was 

classified as Level 3 fair value based on the inputs used in the valuation technique.  
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The changes in Level 3 fair value for the three-month ended March 31, 2022 and 2021 are as 

follows: 

 

(f) Net gains or losses by category of financial instruments for the three-month periods ended 

March 31, 2022 and 2021 are as follows:  

 

 

 

 

  

37



KT&G Corporation  
Notes to the Separate Interim Financial Statements, Continued 
March 31, 2022 and 2021 (Unaudited) 
 

38 

 

24. Contingent Liabilities and Commitments 

(a) Litigation cases 

As of March 31, 2022, the Company has 5 cases of pending litigations under progress where the 

Company is the defendant and the litigation amounts are ₩59,676 million. It is not possible to 

reasonably predict the impact of the outcome of pending litigation as of March 31, 2022, on the 

separate financial statements of the Company. 

(b) Commitments with financial institutions 

Major commitments of the Company with financial institutions as of March 31, 2022 are as follows: 

1Derivatives are composed of foreign exchange forward contracts and are held for trading as of March 31, 2022. 

As of March 31, 2022, the Company has a short-term export credit insurance contract with the 

Korea Trade Insurance Corporation (covered amount: USD 119,140 thousand, EUR 1,800 

thousand) related to the overseas export of manufactured cigarettes etc. 

(c) Payment guarantees and collateral 

Payment guarantees and collateral provided by other parties to the Company as of March 31, 

2022 are as follows:  

 

As of March 31, 2022, KT&G USA Corporation is being provided with a payment guarantee from 

the Federal Insurance Company (Executed amount: nil) for custom clearance. The Company has 

a recourse responsibility up to a limit of USD 125,000 thousand to the Federal Insurance Company 

and others. 
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Payment guarantees provided by the Company for other parties as of March 31, 2022 are as 

follows: 

 

The Company provides payment guarantees to financial institutions in accordance with the 

consumer financial agreement related to retail trade receivables and receives related bonds from 

financial institutions and recognizes them as short-term borrowings (see Note 14). 

Assets pledged as collateral as of March 31, 2022 are as follows: 

 

Restricted financial assets as of March 31, 2022 and December 31, 2021 are as follows:  
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(d) Others 

Each year, the Company deposits a certain proportion of sales of tobacco products sold in the 

United States in accordance with the Tobacco Master Settlement Agreement (“MSA”) under the 

Escrow Statute of the US state government. In accordance with the Escrow Statute, in the event 

that tobacco consumers suffer adverse damages as a result of illegal activities by the Company, 

which in turn lead to the medical finances of US state governments being used, the deposit in the 

MSA Escrow Fund may be incorporated into the state government's medical finances. The unused 

portion of the fund will be refunded to the Company after 25 years from the date of each deposit. 

The Company has recognized ₩1,354,168 million as of March 31, 2022 (As of December 31, 

2021: ₩1,250,468 million), as long-term deposits in MSA Escrow Fund and they consist of T-

Notes, T-bills and demand deposits. 

The Company is currently operating Starfield Suwon Inc. Corporation after establishing the joint 

venture under 50:50 ratio with Shinsegae Property. The disposal of such share is limited for five 

years from the approval for use of the multi-shopping mall. In the event that the Company or the 

joint venture intend to transfer all of its shares, the other party shall have the pre-emptive right to 

purchase the shares and selectively exercise its joint put-option rights. 

As of March 31, 2022, there is a capital call agreement for overseas real estate funds invested by 

the Company. However, the Company expects that the arrangement will be substantially less 

practicable as it will only be executed if the trustee defaults on the currency swap/forward contract. 

The Company has entered into an investment agreement for the debt instruments of Smilegate-

Newdeal fund and others with the limit of ₩23,000 million in total. As of March 31, 2022, the 

outstanding contribution amounts to ₩6,438 million, and the detailed schedule for contribution is 

not determined. 

 

The Company has entered into a contribution agreement for equity instruments of Cheong-ra medi-

polis PFV Co., Ltd. an associate, with the limit of ₩101,000 million. As of March 31, 2022, the 

outstanding amount of the contribution is ₩83,978 million, and the contribution will be made by the 

payment date for land purchase and sale agreement for the relevant business. Also, the equity 

shares shall not be transferred without approval of all shareholders and Incheon Free Economic 

Zone.  

The Company has a joint disposal right to require other investors to dispose their holdings under 

the same conditions at the disposal of the shares of Mastern No.144 PFV Co. Ltd. Also, when 

shareholders other than the Company dispose of shares by obtaining approval from Board of 

Directors and at Shareholders Meeting, the Company has a pre-emptive right to purchase such 

shares under the condition notified by other shareholders. However, the pre-emptive right to 

purchase shares are not required, and the other investors delegates their right for disposal to the 

Company. 
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As of March 31, 2022, the Company is being provided with a commitment from Daewoo 

Engineering & Construction Co., Ltd. to complete the construction of Suwon hwaseo prugio briciel. 

In addition, Daewoo Engineering & Construction Co., Ltd. is being provided with a guarantee from 

the Engineering Guarantee Insurance Cooperative in connection with the construction in Suwon. 

For the period ended March 31, 2022, the Company signed a financial support letter for its 

subsidiaries, KT&G USA Corporation, PT KT&G Indonesia, KT&G Tutun Mamulleri Sanayi ve 

Ticaret A.S., and Cosmos Co., Ltd. to provide operating funds and other management-related 

business support. 

As of March 31, 2022, the Company and KT&G USA Corporation received an order from the US 

Department of Justice (DOJ) to submit a comprehensive document on the regulatory compliance 

status of tobacco products sold in the US and the investigation is underway. The ultimate outcome 

of the investigation and its impact are unpredictable as of March 31, 2022. 

The spread of Covid-19 has a significant impact on the domestic and international economies. This 

may have a negative impact on productivity decline, sales decrease or delay, and collection of 

existing receivables, which might subsequently make negative impact on the financial position and 

financial performance of the Company. The ultimate impact of changes in uncertainty due to Covid-

19 on Company’s business, financial position and financial performance is unpredictable as of 

March 31, 2022. 

The Company is engaged in manufacturing and selling tobacco in Russia. As of March 31, 2022, 

the U.S. and others impose economic sanctions on Russia including restriction on SWIFT 

international payment network, and the ultimate outcome of the impact that such sanctions may 

have on the Company’s business in Russia and its financial position therein cannot be reasonably 

estimated as of March 31, 2022.  

41



KT&G Corporation  
Notes to the Separate Interim Financial Statements, Continued 
March 31, 2022 and 2021 (Unaudited) 
 

42 

 

25. Cash Flows 

Cash generated from operations for the three-month periods ended March 31, 2022 and 2021 are 
as follows:  
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