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RESPECTED
wc TRUSTED
PROFESSIONAL

Report on Review Interim Financial Statements

To the Board of Directors and Shareholders of
KT&G Corporation

Reviewed Financial Statements

We have reviewed the accompanying interim consolidated financial statements KT&G Corporation and its
subsidiaries (collectively the "Group”). These financial statements consist of the statement of financial
position of the Group as of June 30, 2013, and the related consolidated statements of comprehensive
income for the three-month and six-month periods ended June 30, 2013 and 2012, and statements of
changes in equity and cash flows for the six-month periods ended June 30, 2013 and 2012, and a
summary of significant accounting policies and other explanatory notes, expressed in Korean won.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial
statements in accordance with the International Financial Reporting Standards as adopted by the
Republic of Korea ("Korean IFRS") 1034, Interim Financial Reporting, and for such internal controls as
management determines are necessary to enable the preparation of consolidated financial statements
that are free from material misstatement, whether due to fraud or error.

Auditor's Responsibility
Our responsibility is to issue a report on these interim consolidated financial statements based on our
reviews.

We conducted our reviews in accordance with the quarterly and semi-annual review standards
established by the Securities and Futures Commission of the Republic of Korea. A review of interim
financial information consists of making inquiries, primarily of persons respensible 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 auditing standards generally accepted in the Republic
of Korea 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 reviews, nothing has come to our attention that causes us to believe the accompanying
interim consolidated financial statements do not present fairly, in all material respects, in accordance with
the Korean IFRS 1034, Interim Financial Reporting.

Other Matters

We have audited the consolidated statement of financial position of KT&G Corporation as of December 31
2012, and the related consolidated statements of comprehensive income, changes in equity and cash
flows for the year then ended, in accordance with auditing standards generally accepted in the Republic of
Korea, We expressed an unqualified opinion on those financial statements in our audit report dated
February 5, 2013. These financial statements are not included in this review report. The consolidated
statement of financial position as of December 31, 2012, presented herein for comparative purposes, is
consistent, in all material respects, with the above audited consolidated statement of financial position as
of December 31, 2012.

The accompanying interim consolidated financial statements as of and for the three-month and six-month
periods ended June 30, 2013, have been translated into US dollars solely for the convenience of the
reader and have been translated on the basis set forth in Note 35 to the interim consolidated financial
statements.

Review standards and their application in practice vary among countries. The procedures and practices
used in the Republic of Korea to review such financial statements may differ from those generally
accepted and applied in other countries. Accordingly, this report is for use by those who are informed
about Korean review standards and their application in practice.

Qw: _Q pr:cemi'r‘n&ow CO?) PM-Q_

Seoul, Korea
August 9, 2013

This report is effective as of August 9, 2013, the review report date. Certain subsequent events or
circumstances, which may occur between the review report date and the time of reading this report,
could have a material impact on the accompanying interim consolidated financial statements and
notes thereto. Accordingly, the readers of the review report should understand that there is a
possibility that the above review report may have to be revised to reflect the impact of such
subsequent events or circumstances, if any.




KT&G Corporation and Subsidiaries
Interim Consolidated Statements of Financial Position
June 30, 2013 and December 31, 2012

(in millions of Korean won Notes June 30, 2013 June 30, 2013 December 31, 2012
and thousands of U.S. dollars) Korean won U.S. dollars Korean won
(Note 35)
Assets
Non-current assets
Property, plant and equipment 10,14 W 1,626,174 $ 1,414,433 W 1,631,436
Intangible assets 11 246,673 214,554 246,793
Investment property 12,14 176,947 153,907 181,986
Investments in associates 5,15 54,221 47,161 55,778
Available-for-sale financial assets 4.6,7 242,214 210,676 263,884
Other financial assets 6,17 300 261 275
Long-term deposits in MSA Escrow Fund 4,6,9,33 207,862 180,796 168,667
Long-term advance payments 33 154,782 134,628 144,649
Long-term prepaid expenses 6,429 5,692 5,416
Long-term trade and other receivables 4,6,8 117,329 102,052 121,784
Deferred income tax assets 19,522 16,980 17,490
2,852,453 2,481,040 2,838,158
Current assets
Inventories 16 1,647,465 1,432,952 1,706,796
Available-for-sale financial assets 6,7 1,000 870 1,000
Other financial assets 4,6,17 230,010 200,061 649,186
Derivatives assets 4,6 52 45 -
Prepaid tobacco excise and other taxes 255,132 221,912 257,183
Trade and other receivables 4,6,8 922,796 802,640 883,778
Advance payments 33 135,455 117,817 66,315
Prepaid expenses 26,704 23,227 20,523
Cash and cash equivalents 4,6,17 991,429 862,337 372,261
4,210,043 3,661,861 3,957,041
Assets held for sale 5,13 520 452 762
Total assets W 7,063,016 $ 6,143,353 W 6,795,961
Equity
Capital stock 1,18 W 954,959 $ 830,616 W 954,959
Other capital surplus (4,573) (3,977) (4,573)
Treasury shares 19 (339,059) (294,911) (339,059)
Gain on reissuance of treasury shares 19 492,032 427,966 492,032
Reserve 20 3,359,776 2,922,306 3,011,110
Retained earnings 21 625,345 543,920 976,425
Equity attributable to equity holders of the Parent Company 5,088,480 4,425,920 5,090,894
Non-controlling interests 98,543 85,712 103,524
Total equity 5,187,023 4,511,632 5,194,418
Liabilities
Non-current liabilities
Long-term borrowings 46,23 120,346 104,676 109,599
Long-term trade and other payables 4,6,22 27,511 23,929 25,407
Long-term advance receipts 17,743 15,433 20,239
Defined benefit liability 24 132,866 115,565 107,644
Provisions for other liabilities and charges 3,130 2,723 3,329
Deferred income tax liabilities 237,210 206,319 237,605
538,806 468,645 503,823
Current liabilities
Borrowings 4,6,23 64,398 56,013 91,868
Current portion of long-term borrowings 4,6,23 2,897 2,520 2,912
Trade and other payables 4,6,22 457,924 398,299 410,216
Advance receipts 29,763 25,888 30,875
Tt Income taxes payable 150,774 131,142 148,925
Tobacco excise and other taxes payable 631,431 549,214 412,924
1,337,187 1,163,076 1,097,720
Total liabilities 1,875,993 1,631,721 1,601,543
Total liabilities and equity W 7,063,016 $ 6,143,353 W 6,795,961

The accompanying notes are an integral part of these interim consolidated financial statements.
The US dollar figures are provided for information purposes only and do not form part of the interim consolidated financial statements. Refer to Note 35.



KT&G Corporation and Subsidiaries
Interim Consolidated Statements of Comprehensive Income
Three-Month Periods Ended June 30, 2013 and 2012

(in millions of Korean won Notes

and thousands of U.S. dollars, except per share amounts)

Sales 5
Cost of sales 27

Gross profit
Selling and administrative expenses 25,27

Operating income

Other income 26
Other expenses 26
Net other income

Finance income 28
Finance cost 28
Net Finance income

Income from jointly controlled entities and associates 15
Expense from jointly controlled entities and associates 15
Profit before income tax

Income tax expense 29
Profit for the period

Other comprehensive income(loss), net of tax
Items that will not be reclassified to profit or loss:
Remeasurements of the net defined benefit liability 24
Items that will be reclassified subsequently to profit or loss:
Change in value of available-for-sale financial assets 7
Gain on currency translation of foreign operations
Other comprehensive income for the period, net of tax
Total comprehensive income for the period

Profit for the period attributable to:
Equity holders of the Parent Company
Non-controlling interests

Total comprehensive income for the period attributable to:
Equity holders of the Parent Company
Non-controlling interests

Earnings per share attributable to the equity holders
of the Parent Company during the period (in won)
Basic and diluted earnings per share 30

Period Ended June 30

2013 2013 2012
Korean won U.S. dollars Korean won
(Note 35)

W 914,520 $ 795,442 W 1,005,441

(401,057) (348,836) (441,642)

513,463 446,606 563,799

(264,759) (230,285) (292,129)

248,704 216,321 271,670

35,884 31,212 24,360

(21,714) (18,887) (9,154)

14,170 12,325 15,206

8,632 7,508 8,716

(5,925) (5,153) (1,489)

2,707 2,355 7,227

670 583 459

(105) (92) (283)

266,146 231,492 294,279

(73,468) (63,902) (83,738)

W 192,678 $ 167,590 W 210,541
1,214 1,056 81

W (13,907) $ (12,096) W (14,158)
980 853 (10,685)

(11,713) (10,187) (24,762)

W 180,965 $ 157,403 W 185,779
W 195,135 $ 169,727 W 214,380
(2,457) (2,137) (3,840)

W 192,678 $ 167,590 W 210,540
W 182,243 % 158,515 W 189,615
(1,278) (1,112) (3,836)

W 180,965 $ 157,403 W 185,779
W 1550 $ 1w 1,705

The accompanying notes are an integral part of these interim consolidated financial statements.
The US dollar figures are provided for information purposes only and do not form part of the interim consolidated financial statements. Refer to Note 35.



KT&G Corporation and Subsidiaries
Interim Consolidated Statements of Comprehensive Income
Six-Month Periods Ended June 30, 2013 and 2012

(in millions of Korean won Notes

and thousands of U.S. dollars, except per share amounts)

Sales 5
Cost of sales 27

Gross profit
Selling and administrative expenses 25,27

Operating income

Other income 26
Other expenses 26
Net other income

Finance income 28
Finance cost 28
Net Finance income

Income from jointly controlled entities and associates 15
Expense from jointly controlled entities and associates 15
Profit before income tax

Income tax expense 29
Profit for the period

Other comprehensive income(loss), net of tax
Items that will not be reclassified to profit or loss:
Remeasurements of the net defined benefit liability 24
Items that will be reclassified subsequently to profit or loss:
Change in value of available-for-sale financial assets 7
Gain on currency translation of foreign operations
Other comprehensive income for the period, net of tax
Total comprehensive income for the period

Profit for the period attributable to:
Equity holders of the Parent Company
Non-controlling interests

Total comprehensive income for the period attributable to:
Equity holders of the Parent Company
Non-controlling interests

Earnings per share attributable to the equity holders
of the Parent Company during the period (in won)
Basic and diluted earnings per share 30

Period Ended June 30

2013 2013 2012
Korean won U.S. dollars Korean won
(Note 35)

W 1,810,557 $ 1,574,809 W 1,967,002
(777,801) (676,525) (871,678)
1,032,756 898,284 1,095,324
(535,226) (465,536) (557,710)

497,530 432,748 537,614

81,091 70,532 37,385

(32,208) (28,014) (30,005)

48,883 42,518 7,380

21,529 18,725 21,488

(20,982) (18,250) (5,427)

547 475 16,061

1,081 944 1,746

(1,098) (955) (448)

546,943 475,730 562,353

(155,916) (135,617) (165,557)

W 391,027 $ 340,113 W 396,796
1,032 899 (97)

W (5,056) $ (4,397) W 6,167
7,428 6,460 (3,518)

3,404 2,962 2,552

W 394,431 % 343,075 W 399,348
W 398,234 $ 346,381 W 405,201
(7,207) (6,268) (8,406)

W 391,027 $ 340,113 W 396,795
W 400,462 $ 348,320 W 407,752
(6,031) (5,245) (8,405)

W 394,431 % 343,075 W 399,347
W 3,163 $ 3 W 3,222

The accompanying notes are an integral part of these interim consolidated financial statements.
The US dollar figures are provided for information purposes only and do not form part of the interim consolidated financial statements. Refer to Note 35.



KT&G Corporation and Subsidiaries

Interim Consolidated Statements of Changes in Equity

Six-Month Periods Ended June 30, 2013 and 2012

(in millions of Korean won)

Balance at January 1, 2012

Comprehensive income
Profit for the period
Change in value of available-for-sale financial assets
Loss on currency translation of foreign operations
Remeasurements of the net defined benefit liability

Total comprehensive income (loss)

Transactions with equity holders of the Parent Company
Cash dividends
Other reserve
Convertible bond — equity component
Others

Total transactions with equity holders of the Paretn Company

Balance at June 30, 2012

Balance at January 1, 2013

Comprehensive income
Profit for the period
Change in value of available-for-sale financial assets
Gain on currency translation of foreign operations
Remeasurements of the net defined benefit liability

Total comprehensive income (loss)

Transactions with equity holders of the Parent Company
Cash dividends
Other reserve

Transfer from reserve for research
and human resource development

Acquisition of investments in subsidiaries

Total transactions with equity holders of the Parent Company

Balance at June 30, 2013

Attributable to equity holders of the Parent Company

Gain on
Capital stock Other Treasury reissuance of Reserve Retained Total Non-controlling Total
Capital Surplus shares treasury Earnings Interests Equity
shares
954,959 5,333 W (343,522) W 485,922 2,663,313 1,022,126 hid 4,788,131 W 96,947 4,885,078
- - - - - 405,201 405,201 (8,406) 396,795
- - - - 6,167 - 6,167 - 6,167
- - - - (3,518) - (3,518) - (3,518)
) B . - - (98) (98) 1 97)
- - - - 2,649 405,103 407,752 (8,405) 399,347
- - - - - (402,396) (402,396) - (402,396)
- - - - 359,000 (359,000) - - -
- - - - - - - 5,390 5,390
- - - - - (3,328) (3,328) 4,429 1,101
- - - - 359,000 (764,724) (405,724) 9,819 (395,905)
954,959 5,333 W (343,522) 485,922 3,024,962 662,505 W 4,790,159 W 98,361 4,888,520
954,959 (4573) W (339,059) W 492,032 3,011,110 976,425 w 5,090,894 W 103,524 5,194,418
- - - - - 398,234 398,234 (7,207) 391,027
- - - - (5,056) - (5,055) . (5,056)
- - - - 6,722 - 6,722 706 7,428
- - - - - 562 562 470 1,032
- - - - 1,666 398,796 400,463 (6,031) 394,431
- - - - - (402,876) (402,876) - (402,876)
- - - - 317,000 (317,000) - - -
- - - - 30,000 (30,000) - - -
- - - - - - - 1,050 1,050
- - - - 347,000 (749,876) (402,876) 1,050 (401,826)
954,959 (4,573) W (339,059) W 492,032 3,359,776 625,345 W 5,088,481 W 98,543 5,187,023

The accompanying notes are an integral part of these interim consolidated financial statements.



KT&G Corporation and Subsidiaries

Interim Consolidated Statements of Changes in Equity

Six-Month Periods Ended June 30, 2013 and 2012

(in thousands of U.S. dollars) (Note 35)

Balance at January 1, 2013
Comprehensive income

Profit for the period
Change in value of available-for-sale financial assets

Gain on currency translation of foreign operations

Remeasurements of the net defined benefit liability

Total comprehensive income (loss)

Transactions with equity holders of the Parent Company
Cash dividends

Other reserve

Transfer from reserve for research
and human resource development

Acquisition of investments in subsidiaries
Total transactions with equity holders of the Parent Company
Balance at June 30, 2013

Attributable to equity holders of the Parent Company

Gain on
Capital stock Other Treasury reissuance of Reserve Retained Total Non-controlling Total
Capital Surplus shares treasury Earnings Interests Equity
shares
830,616 (B977) $ (294911) _$ 427,966 2,619,039 849,286 $ 4,428,019 $ 90,044 4,518,063
- - - - - 346,381 346,381 (6,268) 340,113
- - - - (4,397) - (4,397) - (4,397)
- - - - 5,846 - 5,846 614 6,460
- - - - - 490 490 409 899
- - - - 1,449 346,871 348,320 (5,245) 343,075
- - - - - (350,419) (350,419) - (350,419)
- - - - 275,724 (275,724) - - -
- - - - 26,094 (26,094) - - -
- - - - - - - 913 913
- - - - 301,818 (652,237) (350,419) 913 (349,506)
830,616 (3.977) $ (294,911) $ 427,966 2,922,306 543,920 $ 4,425,920 $ 85,712 4,511,632

The accompanying notes are an integral part of these interim consolidated financial statements.

The US dollar figures are provided for information purposes only and do not form part of the interim consolidated financial statements. Refer to Note 35.



KT&G Corporation and Subsidiaries

Interim Consolidated Statements of Cash Flows
Six-Month Periods Ended June 30, 2013 and 2012

(in millions of Korean won
and thousands of U.S. dollars)

Cash flows from operating activities
Cash generated from operations
Income tax paid
Net cash generated from operating activities

Cash flows from investing activities
Interest received
Investment income received from long-term deposits
in MSA Escrow Fund
Dividends received
Proceeds from sale of property, plant and equipment
Proceeds from sale of intangible assets
Proceeds from sale of non-current asset held for sale
Proceeds from sale of available-for-sale financial assets
Decrease in loans
Decrease in guarantee deposits
Acquisition of property, plant and equipment
Acquisition of intangible assets
Acquisition of investment property
Acquisition of jointly controlled entities and associates
Acquisition of available-for-sale financial assets
Increase in loans
Increase in guarantee deposits
Increase in long-term deposits in MSA Escrow Fund
Increase (Decrease) in other financial assets
Net cash provided by (used in) investing activities

Cash flows from financing activities
Interest paid
Dividends paid
Proceeds from borrowings
Increase in deposits received
Repayments of borrowings
Decrease in deposits received

Net cash used in financing activities

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at the beginning of period
Exchange gains on cash and cash equivalents
Cash and cash equivalents at the end of period

Period Ended June 30

Notes 2013 2013 2012
Korean won U.S. dollars Korean won
(Note 35)

32 W 866,614 $ 753,774 W 985,865
(154,120) (134,052) (168,287)
712,494 619,722 817,578

16,555 14,400 19,001

400 348 407

6,206 5,398 5,440

5,286 4,598 19,601

334 290 781

6,182 5,377

- - 233

6,011 5,228 13,355

13,270 11,542 49,106
(72,682) (63,218) (97,488)
(2,693) (2,342) (2,880)

(1,421) (1,236) -

- - (11,500)

- - (11,500)

(20,015) (17,409) (1,167)
(14,873) (12,936) (45,626)
(26,123) (22,721) 1
419,413 364,802 (521,741)
335,850 292,121 (583,977)

(323) (281) (7,491)

(402,876) (350,419) (402,396)
60,585 52,696 137,184

2,733 2,377 5,157

(86,479) (75,219) (113,198)
(2,919) (2,539) (3,241)
(429,279) (373,385) (383,985)
619,065 538,458 (150,384)
372,260 323,789 807,731

104 90 (163)

W 991,429 $ 862,337 W 657,184

The accompanying notes are an integral part of these interim consolidated financial statements.
The US dollar figures are provided for information purposes only and do not form part of the interim consolidated financial statements. Refer to Note 35.



KT&G Corporation and Subsidiaries
Notes to Interim Consolidated Financial Statements
June 30, 2013 and 2012, and December 31, 2012

1. General Information

General information about KT&G Corporation (the “Parent Company”) and its subsidiaries
(collectively referred to “the Group”) is as follows.

The Parent Company, which is engaged in manufacturing and selling tobaccos, was established on
April 1, 1987, as Korea Monopoly Corporation, a wholly owned enterprise of the Korean
government, pursuant to the Korea Monopoly Corporation Act, in order to secure financing and to
promote and develop, through efficient management, the monopoly business of red ginseng and
tobacco. On April 1, 1989, the Parent Company changed its name to Korea Tobacco and Ginseng
Corporation pursuant to the Korea Tobacco and Ginseng Corporation Act. Also, pursuant to the Act
on Management Reform and Privatization of Public Enterprises, proclaimed on August 28, 1997
and enforced on October 1, 1997, the Parent Company was excluded from the application of the
Act for the Management of Government Invested Enterprises. Accordingly, the Parent Company
became an entity existing and operating under the Commercial Code of Korea. The Korean
government sold 28,650,000 shares of the Parent Company to the public during 1999 and the
Parent Company listed its shares on the Korea Exchange (formerly the Korea Stock Exchange) on
October 8, 1999. On December 27, 2002, the Parent Company changed its name again to KT&G
Corporation from Korea Tobacco and Ginseng Corporation.

As of June 30, 2013, the Parent Company has two manufacturing plants, including the Shintanjin
plant, and 14 local headquarters and 135 branches for the sale of tobacco throughout the country.
Also, the Parent Company has the Gimcheon plant for fabrication of leaf tobacco and the Cheonan
printing plant for the manufacturing of packaging. The head office of the Parent Company is located
in Pyeongchon-dong, Daedeok-gu, Daejeon.

Pursuant to the Korean government’s privatization program and management reorganization plan,
on December 28, 1998, the shareholders approved a plan to separate the Parent Company into
two companies by setting up a subsidiary for its red ginseng business segment effective January 1,
1999. The separation was accomplished by the Parent Company’s contribution of the assets and
liabilities in the red ginseng business segment into a wholly owned subsidiary, Korea Ginseng
Corporation.

On October 17, 2002 and October 31, 2001, the Parent Company listed 35,816,658 and
45,400,000 Global Depositary Receipts (“GDR”) (each GDR representing the right to receive one-
half share of an ordinary share of the Parent Company), respectively, on the Luxembourg Stock
Exchange pursuant to the Korean government’s privatization program. Also, on June 25, 2009, the
market of the Parent Company’s GDR was changed from the BdL Market to the Euro MTF in the
Luxembourg Stock Exchange.



KT&G Corporation and Subsidiaries
Notes to Interim Consolidated Financial Statements
June 30, 2013 and 2012, and December 31, 2012

The ownership of the Parent Company’s issued ordinary shares as of June 30, 2013, is held as
follows:

Shareholders Number of shares Percentage of ownership
Industrial Bank of Korea 9,510,485 6.93%
Employee share ownership association 2,622,646 2.17%
Others 113,765,669 82.86%
125,898,800 91.70%
Treasury shares 11,393,697 8.30%
137,292,497 100.00%

The Parent Company’s consolidated subsidiaries as of June 30, 2013, are as follows:

Percentage of

Immediate Parent Subsidiaries Location ownership (%)
June 30, 2013
KT&G Corporation Korea Ginseng Corporation Korea 100.00
Yungjin Pharm. Ind. Co., Ltd. Korea 53.00
Tae-a Industry Co., Ltd. Korea 100.00
KT&G Tutun Mamulleri Sanayi ve Ticaret A.S. Turkey 99.99
Korea Tabacos do Brasil Ltda. Brazil 99.90
KT&G Pars Iran 99.99
KT&G Rus L.L.C. Russia 100.00
KG Life & Gin Co., Ltd Korea 100.00
Global Trading, Inc. USA 100.00
Jilin Hanzheng Ginseng Co., Ltd. China 100.00
Somang Cosmetics Co., Ltd." Korea 60.00
Renzoluc Pte., Ltd% Singapore 100.00
KT&G Life Science® Korea 73.94
Yebon Nongwon Agriculture Co., Ltd Korea 90.00
KGC Yebon Korea 100.00
K-Q HongKong I,Limited* Hong Kong 100.00
PT KT&G Indonesia Indonesia 99.96
Renzoluc Pte., Ltd. PT Trisakti Purwosari Makmur Indonesia 60.17
PT Mandiri Maha Mulia Indonesia 66.47
PT Trisakti Purwosari Makmur PT Sentosa Ababi Purwosari Indonesia 99.24
PT Purindo llufa Indonesia 100.00
Korea Ginseng Corporation Cheong Kwan Jang Taiwan Corporation Taiwan 100.00
Korean Red Ginseng Corp., Inc. USA 100.00
Korea Ginseng (China) Corp. China 100.00
Korea Ginseng Corporation Japan Japan 100.00
PT CKJ INDONESIA Indonesia 99.88

! The Parent Company’s percentage of ownership, shown above, excludes convertible preferred
shares. As of June 30, 2013, the Group’s percentage of ownership would be 50.00% if convertible
preferred shares are included.

>The Parent Company’s percentage of ownership, shown above, excludes convertible preferred

shares. As of June 30, 2013, the Group’s percentage of ownership would be 68.91% if convertible
preferred shares are included.

10



KT&G Corporation and Subsidiaries
Notes to Interim Consolidated Financial Statements
June 30, 2013 and 2012, and December 31, 2012

® The Parent Company’s percentage of ownership, shown above, excludes convertible preferred
shares. As of June 30, 2013, the Group’s percentage of ownership would be 59.48% if convertible
preferred shares are included.

*The Parent Company’s percentage of ownership, shown above, excludes convertible preferred
shares. As of June 30, 2013, the Group’s percentage of ownership would be 50.00% if convertible
preferred shares are included.

Summarized financial information of subsidiaries as of June 30, 2013, and for the six-month period
ended June 30, 2013, is as follows:

(In millions of Korean won)

Total
Total Total comprehensive
Subsidiaries assets liabilities Revenue Profit (loss) income(loss)

Korea Ginseng Corporation W 1,317,257 W 110,328 W 382,902 W 50,691 W 50,688
Yungjin Pharm. Ind. Co., Ltd. 173,847 76,237 80,296 5,540 6,541
Tae-a industry Co., Ltd. 15,290 3,407 7,402 437 434
KT&G Tutun Mamulleri Sanayive

Ticaret A.S. 53,211 37,737 7,323 (5,719) (5,587)
Korea Tabacos do Brasil Ltda. 1,099 11 - - -
KT&G Pars 42,441 42,270 5,564 43 43
KT&G Rus L.L.C. 151,112 44,823 12,306 2,540 1,762
KG Life & Gin Co., Ltd. 29,057 6,783 20,901 (8,571) (8,568)
Global Trading, Inc. 35,352 27,935 104,528 110 614
Jilin Hanzheng Ginseng

Co., Ltd. 71,502 45,582 - (2,245) (72)
Somang Cosmetics Co., Ltd. 77,598 68,078 42,010 (13,399) (13,399)
Renzoluc Pte., Ltd. 114,686 60,889 - 163 3,836
KT&G Life science 36,439 14,729 83 (2,832) (2,832)
Yebon Nongwon Agriculture Co., Ltd. 98 - - 3) 3)
KGC Yebon 42,471 829 761 (799) (791)
PT Trisakti Purwosari Makmur 126,390 87,992 21,600 (5,541) (3,871)
Cheong Kwan Jang Taiwan
Corporation 18,554 20,319 8,062 (1,736) (1,788)
Korean Red Ginseng Corp., Inc. 8,639 5,405 5,152 (175) 52
Korea Ginseng (China) Corp. 40,192 31,102 14,834 (1,254) (475)
Korea Ginseng Corporation Japan 4,008 2,826 1,350 (667) (802)
K-Q HongKong I,Limited 38,404 - - 1,424 4,008
PT CKJ INDONESIA 3,086 2,351 2,095 (109) 77)
PT KT&G Indonesia 10,827 8,020 132 (1,078) (939)
PT Mandiri Maha Mulia 5,325 2,504 14 (309) (188)

For the six-month period ended June 30, 2013, there has been no change in consolidation scope,
except for PT KT&G INDONESIA and PT Mandiri Maha Mulia which were included in the
consolidation.
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KT&G Corporation and Subsidiaries
Notes to Interim Consolidated Financial Statements
June 30, 2013 and 2012, and December 31, 2012

2. Significant Accounting Policies

The principal accounting policies applied in the preparation of these consolidated financial
statements are set out below. These policies have been consistently applied to all the periods
presented, unless otherwise stated.

2.1 Basis of Preparation

This condensed consolidated interim financial information as of and for the three-month and six-
month periods ended June 30, 2013, has been prepared in accordance with Korean IFRS 1034,
Interim financial reporting. The principles used in the preparation of these financial statements are
based on Korean IFRS and interpretations effective as of June 30, 2013, or early adopted.

(&) New and amended standards adopted by the Group

The Group newly applied the following amended and enacted standards for the annual period
beginning on January 1, 2013:

- Amendment to Korean IFRS 1001, Presentation of Financial Statements: Presentation of ltems
of Other Comprehensive Income

The amendment requires the entities to group items presented in other comprehensive income
based on whether they are potentially reclassified to profit or loss subsequently. The Group applies
the amendment retroactively. There is no material impact on its total comprehensive income due to
the retrospective application of changes in these accounting policies.

- Amendments to Korean IFRS 1019, Employee Benefits

The amendment requires all actuarial gains and losses incurred to be recognized immediately in
other comprehensive income. In addition, all past service costs incurred from changes in pension
plan are immediately recognized, and expected returns on interest costs and plan assets that used
to be separately calculated are now changed to calculating net interest expense (income) by
applying discount rate used in measuring defined benefit liability in net defined benefit liabilities
(assets). There is no material impact on the consolidated financial statements due to application of
the amendment.

- Enactment of Korean IFRS 1110, Consolidated Financial Statements

Korean IFRS 1110 explains the principle of control which is the basis for determining which entities
are consolidated in the consolidated financial statements. There are no changes in consolidation
scope of the Group due to adoption of Korean IFRS 1110.

- Enactment of Korean IFRS 1111, Joint Arrangements

Korean IFRS 1111, Joint Arrangements, aims to reflect the substance of joint arrangements by
focusing on the contractual rights and obligations that each party to the arrangement has rather
than its legal form. Joint arrangements are classified as either joint operations or joint ventures.
There are no changes in accounting treatment due to adoption of Korean IFRS 1111 of the Group.
- Enactment of Korean IFRS 1112, Disclosures of Interests in Other Entities

Korean IFRS 1112, Disclosure of Interests in Other Entities, provides disclosure requirements for
all types of equity investments in other entities including subsidiaries, associates, joint ventures and

unconsolidated structured entities.

- Enactment of Korean IFRS 1027, Separate Financial Statements
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Notes to Interim Consolidated Financial Statements
June 30, 2013 and 2012, and December 31, 2012

Korean IFRS 1027 prescribes the accounting for investments in subsidiaries, associates and joint
ventures of the Parent Company in the separate financial statements.

- Enactment of Korean IFRS 1113, Fair Value Measurement

Korean IFRS 1113, Fair Value Measurement, aims to improve consistency and reduce complexity
by providing a precise definition of fair value and a single source of fair value measurement and
disclosure requirements for use across Korean IFRSs. This enactment is prospectively applied for
annual periods beginning on or after January 1, 2013, and does not have any material impact on its
consolidated financial statements.

2.2 Consolidation

Significant accounting policies and methods adopted in the preparation of the interim consolidated
financial statements are consistent with the accounting policies and method adopted for the annual
financial statements for the year ended December 31, 2012, except as changes due to the
application of amendment and enactments of standards described in Note 2.1(a).and described
below.

(a) Subsidiaries

Subsidiaries are all entities (including special purpose entities) over which the Group has the power
to govern the financial and operating policies generally accompanying a shareholding of more than
one-half of the voting rights. The existence and effect of potential voting rights that are currently
exercisable or convertible are considered when assessing whether the Group controls another
entity. Subsidiaries are fully consolidated from the date on which control is transferred to the Group.
They are de-consolidated from the date that control ceases. The Group applies the acquisition
method to account for business combinations. The consideration transferred for the acquisition of a
subsidiary is measured as the fair values of the assets transferred, the liabilities incurred to the
former owners of the acquiree and the equity interests issued by the Group.

The consideration transferred includes the fair value of any asset or liability resulting from a
contingent consideration arrangement. Identifiable assets acquired and liabilities and contingent
liabilities assumed in a business combination are measured initially at their fair values at the
acquisition date. The Group recognizes any non-controlling interest in the acquiree on an
acquisition-by-acquisition basis, either at fair value or at the non-controlling interest’s proportionate
share of the recognized amounts of acquiree’s identifiable net assets.

Goodwill is initially measured as the excess of the aggregate of the consideration transferred and
the fair value of non-controlling interest over the net identifiable assets acquired and liabilities
assumed. If this consideration is lower than the fair value of the net assets of the subsidiary
acquired, the difference is recognized in profit or loss. Intercompany transactions, balances,
income and expenses on transactions between the Group companies are eliminated. Unrealized
losses are also eliminated after recognizing impairment of transferred assets.

(b) Associates

Associates are all entities over which the Group has significant influence but not control, generally
accompanying a shareholding of between 20% and 50% of the voting rights. Investments in
associates are accounted for using the equity method of accounting. Under the equity method, the
investment is initially recognized at cost, and the carrying amount is increased or decreased to
recognize the investor’s share of the profit or loss of the investee after the date of acquisition. The
Group’s investment in associates includes goodwill identified on acquisition, net of any
accumulated impairment loss.

The Group’s share of post-acquisition profit or loss is recognized in the statement of
comprehensive income, and its share of post-acquisition movements in other comprehensive
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income is recognized in other comprehensive income with a corresponding adjustment to the
carrying amount of the investment. When the Group’s share of losses in an associate equals or
exceeds its interest in the associate, including any other unsecured receivables, the Group does
not recognize further losses, unless it has incurred legal or constructive obligations or made
payments on behalf of the associate.

Unrealized gains on transactions between the Group and its associates are eliminated to the extent
of the Group’s interest in the associates. Unrealized losses are also eliminated unless the
transaction provides evidence of an impairment of the asset transferred. Accounting policies of
associates have been changed where necessary to ensure consistency with the policies adopted
by the Group. Dilution gains and losses arising in investments in associates are recognized in the
statement of comprehensive income.

(c) Joint ventures

A joint venture is a contractual arrangement whereby two or more parties (co-venturers) exercise
joint control. As with associates, investments in jointly controlled entities are accounted for using
the equity method of accounting and are initially recognized at cost. The Group’s investment in
jointly controlled entities includes goodwill identified on acquisition, net of accumulated impairment
loss.

(d) Transactions with non-controlling interest

Transactions with non-controlling interests that do not result in loss of control are accounted for as
equity transactions; that is, as transactions with the owners in their capacity as owners. The
difference between fair value of any consideration paid and the relevant share acquired of the
carrying value of net assets of the subsidiary is recorded in equity. Gains or losses on disposals to
non-controlling interests are also recorded in equity.

2.3 Segment Reporting

Operating segments are reported in a manner consistent with the internal reporting provided to the
chief operating decision-maker (Note 5). The chief operating decision-maker, who is responsible for
allocating resources and assessing performance of the operating segments, has been identified as
the steering committee that makes strategic decisions. Operating segments for the consolidation
reporting consist of tobacco, ginseng, real estate and others.

2.4 Foreign Currency Translation
(a) Functional and presentation currency

Items included in the financial statements of each of the Group’s entities are measured using the
currency of the primary economic environment in which the entity operates (“the functional
currency”). The consolidated financial statements are presented in Korean won, which is the
controlling entity’s functional and presentation currency.

(b) Transactions and balances

Foreign currency transactions are translated into the functional currency using the exchange rates
prevailing at the dates of the transactions or valuation where items are re-measured. Foreign
exchange gains and losses resulting from the settlement of such transactions and from the
translation at year-end exchange rates of monetary assets and liabilities denominated in foreign
currencies are recognized in the statement of comprehensive income, except when deferred in
other comprehensive income as qualifying cash flow hedges and qualifying net investment hedges.

Foreign exchange gains and losses are presented in the statement of comprehensive income
within ‘other income and expenses’.
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Changes in the fair value of monetary securities denominated in foreign currency classified as
available-for-sale are analyzed between translation differences resulting from changes in the
amortized cost of the security and other changes in the carrying amount of the security. Translation
differences related to changes in amortized cost are recognized in profit or loss, and other changes
in carrying amount are recognized in other comprehensive income.

Translation differences on non-monetary financial assets and liabilities such as equities held at fair
value through profit or loss are recognized in profit or loss as part of the fair value gain or loss.
Translation differences on non-monetary financial assets, such as equities classified as available-
for-sale, are included in other comprehensive income.

(c) Translation to presentation currency

The results and financial position of all Group entities that have a functional currency different from
the presentation currency are translated into the presentation currency as follows:

* assets and liabilities for each statement of financial position presented are translated at
the closing rate at the end of the reporting period;

* income and expenses for each statement of comprehensive income are translated at
average exchange rates; and

» all resulting exchange differences are recognized in other comprehensive income.

Exchange differences arising from the translation of borrowings designated for hedging the
investment and other currency instruments are recognized in other comprehensive income. When
foreign operations are wholly or partially sold, exchange differences recognized in equity are
transferred to profit or loss in the statement of comprehensive income. When the Group ceases to
control the subsidiary, exchange differences that were recorded in equity are recognized in the
statement of comprehensive income as part of the gain or loss on sale.

Goodwill and fair value adjustments arising on the acquisition of a foreign entity are treated as
assets and liabilities of the foreign entity and translated at the closing rate.

2.5 Cash and Cash Equivalents

Cash and cash equivalents include cash on hand, deposits held at call with banks, and other short-
term highly liquid investments with original maturities of three months or less.

2.6 Financial Instruments

2.6.1 Classification

The Group classifies its financial instruments in the following categories: financial assets and
liabilities at fair value through profit or loss, loans and receivables, available-for-sale financial
assets, held-to-maturity financial assets and financial liabilities carried at amortized cost. The
classification depends on the purpose for which the financial assets were acquired. Management
determines the classification of its financial instruments at initial recognition.

(a) Financial assets and liabilities at fair value through profit or loss

Financial assets and liabilities at fair value through profit or loss are financial instruments held for
trading. A financial asset and liability are classified in this category if acquired principally for the
purpose of selling and in the short term. Derivatives or embedded derivatives are also categorized
as held for trading unless they are designated as hedges. Assets and liabilities in this category are
classified as current assets and liabilities.

(b) Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that
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are not quoted in an active market. They are included in current assets, except for maturities
greater than 12 months after the end of the reporting period. These are classified as non-current
assets. The Group’s loans and receivables comprise ‘cash and cash equivalents’ and ‘trade and
other receivables’ in the statement of financial position.

(c) Available-for-sale financial assets

Available-for-sale financial assets are non-derivatives that are either designated in this category or
not classified in any of the other categories. They are included in non-current assets unless the
investment matures or management intends to dispose of them within 12 months after the end of
the reporting period.

(d) Financial liabilities carried at amortized cost

The Group classifies non-derivative financial liabilities, except for financial liabilities at fair value
through profit or loss, financial guarantee contracts and financial assets that arise when a transfer
of financial liabilities at fair value through profit or loss, financial guarantee contracts and financial
assets does not qualify for derecognition, as financial liabilities carried at amortized cost. In case
when a transfer of a financial asset does not qualify for derecognition, the transferred asset is
continuously recognized as asset and the consideration received is recognized as financial
liabilities. Financial liabilities carried at amortized cost are included in non-current liabilities, except
for liabilities with maturities within 12 months after the end of the reporting period, which are
classified as current liabilities.

2.6.2 Recognition and Measurement

Regular purchases and sales of financial assets are recognized on the trade date. Investments are
initially recognized at fair value plus transaction costs for all financial assets not carried at fair value
through profit or loss. Financial assets carried at fair value through profit or loss are initially
recognized at fair value, and transaction costs are expensed in the statement of comprehensive
income. Financial assets are derecognized when the rights to receive cash flows from the
investments have expired or have been transferred and the Group has transferred substantially all
risks and rewards of ownership. Available-for-sale financial assets and financial assets at fair value
through profit or loss are subsequently carried at fair value. Loans and receivables are
subsequently carried at amortized cost using the effective interest rate method.

When securities classified as available-for-sale are sold or impaired, the accumulated fair value
adjustments recognized in equity are included in the statement of comprehensive income as
‘finance income and cost’.

Interest on available-for-sale and held-to-maturity securities calculated using the effective interest
method is recognized in the statement of comprehensive income as part of ‘finance income’.
Dividends on available-for-sale equity instruments are recognized in the statement of
comprehensive income as part of finance income’ when the Group’s right to receive dividend
payments is established.

2.6.3 Offsetting Financial Instruments

Financial assets and liabilities are offset and the net amount reported in the statement of financial
position when there is a legally enforceable right to offset the recognized amounts and there is an
intention to settle on a net basis or realize the asset and settle the liability simultaneously.

2.7 Impairment of Financial Assets

(a) Assets carried at amortized cost

The Group assesses at the end of each reporting period whether there is objective evidence that a
financial asset or a group of financial assets is impaired. A financial asset or a group of financial
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assets is impaired and impairment losses are incurred only if there is objective evidence of
impairment as a result of one or more events that occurred after the initial recognition of the asset
(a ‘loss event’) and that loss event (or events) has an impact on the estimated future cash flows of
the financial asset or a group of financial assets that can be reliably estimated.

The criteria that the Group uses to determine that there is objective evidence of an impairment loss
include:

*  Significant financial difficulty of the issuer or obligor;
e Delinquency in interest or principal payments;
*  For economic or legal reasons relating to the borrower’s financial difficulty, granting to the
borrower a concession that the lender would not otherwise consider;
* It becomes probable that the borrower will enter bankruptcy or other financial reorganization;
e The disappearance of an active market for that financial asset because of financial difficulties;
or
* Observable data suggesting that there is a measurable decrease in the estimated future
cash flows from a portfolio of financial assets since the initial recognition of those assets,
even though the decrease cannot be identified with respect to individual financial assets in
the portfolio, such as:
(i) adverse changes in the payment status of borrowers in the portfolio;
(i) national or local economic conditions that correlate with defaults on the assets in the
portfolio.

Impairment loss is measured as the difference between the assets’ carrying amount and the
present value of estimated future cash flows (excluding future credit losses that have not been
incurred) discounted using the initial effective interest rate. The carrying amount of the asset is
reduced by the impairment loss amount and the amount of the loss is recognized in the statement
of comprehensive income. In practice, the Group may measure impairment loss based on the fair
value of financial asset using an observable market price.

If, in a subsequent period, the amount of impairment loss decreases and the decrease can be
related objectively to an event occurring after the impairment was recognized (for example, an
improvement in debtor’s credit rating), the reversal of the previously recognized impairment loss is
recognized in the statement of comprehensive income.

(b) Assets classified as available-for-sale

The Group assesses at the end of each reporting period whether there is objective evidence that a
financial asset or a group of financial assets is impaired. For debt securities, the Group uses the
criteria refer to in (a) above. In the case of equity investments classified as available-for-sale, a
significant or prolonged decline in the fair value of the security below its cost, for example decrease
in fair value of the investments by more than 30% from its cost for more than six months, is also
evidence that the asset is impaired. If any such evidence exists for available-for-sale financial
assets, the cumulative loss — measured as the difference between the acquisition cost and the
current fair value, less any impairment loss on that financial asset previously recognized in profit or
loss — is removed from equity and recognized in the statement of comprehensive income.
Impairment losses recognized in the consolidated statement of comprehensive income on equity
instruments are not reversed through the statement of comprehensive income. If, in a subsequent
period, the fair value of a debt instrument classified as available-for-sale increases and the
increase can be objectively related to an event occurring after the impairment loss was recognized
in profit or loss, the impairment loss is reversed through the statement of comprehensive income.

2.8 Trade Receivables
Trade receivables are amounts due from customers for merchandise sold or services performed in
the ordinary course of business. If collection is expected in one year or less, they are classified as

current assets. If not, they are presented as non-current assets. Trade receivables are recognized
initially at fair value and subsequently measured at amortized cost using the effective interest
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method, less allowance for doubtful accounts.
2.9 Inventories

Inventories are measured at the lower of cost and net realizable value. The cost of inventories
comprises all costs of purchase, costs of conversion and other costs incurred in bringing the
inventories to their present location and condition.

The cost of inventories is determined by the weighted-average method for merchandise, finished
goods, by-products, work-in-progress and tobacco leaf in raw materials, by the moving-average
method for raw materials and supplies; and by the specific identification method for all other
inventories.

When inventories are sold, the carrying amount of those inventories is recognized as an expense in
the period in which the related revenue is recognized. The amount of any write-down of inventories
to net realizable value and all losses of inventories are recognized as an expense in the period the
write-down or loss occurs. The amount of any reversal of any write-down of inventories, arising
from an increase in net realizable value, is recognized as a reduction in the amount of inventories
and recognized as an expense in the period in which the reversal occurs.

Tobacco leaf inventories which have an operating cycle that exceeds 12 months are classified as
current assets, consistent with recognized industry practice. The estimated amounts of inventories
in current assets which are not expected to be realized within 12 months are W 294,457 million and
W 347,489 million as of June 30, 2013 and December 31, 2012, respectively.

2.10 Non-current Assets (or disposal group) Held for Sale

Non-current assets (or disposal group) are classified as assets held-for-sale when their carrying
amount is to be recovered principally through a sale transaction and the sale is considered highly
probable. They are stated at the lower of carrying amount and fair value less costs to sell.

2.11 Property, Plant and Equipment

All property, plant and equipment are stated at historical cost less accumulated depreciation.
Historical cost includes expenditures directly attribute to the acquisition of the items.

Subsequent costs are included in the asset’s carrying amount or recognized as a separate asset,
as appropriate, only when it is probable that future economic benefits associated with the item will
flow to the Group and the cost of the item can be measured reliably. The carrying amount of the
replaced part is derecognized. All other repairs and maintenance are charged to the statement of
comprehensive income during the financial period in which they are incurred.

Land is not depreciated. Depreciation on other assets is calculated using the straight-line method
to allocate the difference between their cost and their residual values over their estimated useful
lives, as follows:

Buildings 10 - 60 years
Structures 4 - 40 years
Machinery 2 - 20 years
Vehicle 4 -5 years
Tools and equipment 4 -5 years
Supplies 4 -5 years

The assets’ residual values and useful lives are reviewed, and adjusted if appropriate, at the end of
each reporting period. An asset’s carrying amount is written down immediately to its recoverable
amount if the asset’s carrying amount is greater than its estimated recoverable amount. Gains and
losses on disposals are determined by comparing the proceeds with the carrying amount and are
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recognized within ‘other income and expenses in the statement of comprehensive income.
2.12 Borrowing Costs

General and specific 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.

2.13 Government Grants

Grants from a government are recognized at their fair value where there is a reasonable assurance
that the grant will be received and the Group will comply with all attached conditions.

Government grants relating to costs are deferred and recognized in the statement of
comprehensive income over the period necessary to match them with the costs that they are
intended to compensate.

Government grants relating to property, plant and equipment are presented as a deduction of
related assets and are credited to depreciation over the expected lives of the related assets.

2.14 Intangible Assets
(a) Goodwiill

Goodwill is measured as explained in Note 2.2(a) and goodwill arises on the acquisition of
subsidiaries, associates and business are included in intangible assets. Goodwill is tested annually
for impairment and carried at cost less accumulated impairment losses. Impairment losses on
goodwill are not reversed. Gains and losses on the disposal of an entity include the carrying
amount of goodwill relating to the entity sold.

For the purpose of impairment testing, goodwill acquired in a business combination is allocated to
each of the CGUs, or group of CGUs, that is expected to benefit from the synergies of the
combination. Goodwill is monitored at the operating segment level.

(b) Other intangible assets

Intangible assets are measured initially at cost and after initial recognition, are carried at cost less
accumulated amortization and accumulated impairment losses. Intangible assets consist of
industrial property rights, facility usage rights and other intangible assets. Intangible assets are
amortized on a straight-line basis over the estimated useful lives of intangible assets from the date
that they are available for use. The residual value of intangible assets is assumed to be zero.
However, as there are no foreseeable limits to the periods over which facility usage rights and
some of the industrial property rights are expected to be available for use, these intangible assets
are regarded as having indefinite useful lives and not amortized.

The estimated useful lives are as follows:

Industrial property rights 10 - 20 years or indefinite
Facility usage rights Indefinite
Other intangible assets 4 - 15 years or indefinite
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Amortization periods and amortization methods for intangible assets with finite useful lives are
reviewed at the end of each reporting period. The useful lives of intangible assets that are not
being amortized are reviewed at the end of each reporting period to determine whether events and
circumstances continue to support indefinite useful life assessment for those assets. The change is
accounted for as a change in an accounting estimates.

2.15 Investment Property

Investment property is held to earn rentals or for capital appreciation or both. Investment property
also includes property that is being constructed or developed for future use as investment property.
Investment property is measured initially at its cost including transaction costs incurred in acquiring
the asset. After recognition as an asset, investment property is carried at cost less accumulated
depreciation and impairment losses.

Subsequent costs are include in the asset’s carrying amount or recognized as a separate asset,
only when it is probable that future economic benefits associated with the item will flow to the
Group and the cost of the item can be measured reliably. The carrying amount of the replaced part
is derecognized. All other repairs and maintenance are charged to the statement of comprehensive
income during the financial period in which they are incurred.

Land held for investment is not depreciated. Investment property, except for land, is depreciated
using straight-line method over their useful lives from 10 to 60 years.

The depreciation method, the residual value and the useful life of an asset are reviewed at the end
of each financial year and, if management judges that previous estimates should be adjusted, the
change is accounted for as a change in an accounting estimate.

2.16 Impairment of Non-financial Assets

Goodwill or intangible assets with indefinite useful lives are not subject to amortization and are
tested annually for impairment. Assets that are subject to amortization are reviewed for impairment
whenever events or changes in circumstances indicate that the carrying amount may not be
recoverable. An impairment loss is recognized for the amount by which the asset’s carrying amount
exceeds its recoverable amount. The recoverable amount is the higher of an asset’s fair value less
costs to sell and value in use. For the purposes of assessing impairment, assets are grouped at the
lowest levels for which there are separately identifiable cash flows (cash-generating units). Non-
financial assets, other than goodwill, that suffered an impairment are reviewed for possible reversal
of the impairment at each reporting date.

2.17 Trade Payables

Trade payables are obligations to pay for goods or services that have been acquired in the ordinary
course of business from suppliers. Trade payables are classified as current liabilities if payment is
due within one year or less. If not, they are presented as non-current liabilities. Trade payables are
recognized initially at fair value and subsequently measured at amortized cost using the effective
interest method.

2.18 Borrowings

Borrowings are recognized initially at fair value, net of transaction costs incurred. Borrowings are
subsequently carried at amortized cost; any difference between the proceeds (net of transaction
costs) and the redemption value is recognized in the statement of comprehensive income over the
period of the borrowings using the effective interest method. The Group recognizes borrowings as
current assets unless it has an unconditional right to delay the settlement of the borrowing.
Preferred shares, which are mandatorily redeemable on a specific date, are classified as liabilities.
The dividends on these preferred shares are recognized in the statement of comprehensive income
as ‘finance cost'.
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2.19 Compound Financial Instruments

The liability component of a compound financial instrument is recognized initially at the fair value of
a similar liability that does not have an equity conversion option. The equity component is
recognized initially at the difference between the fair value of the compound financial instrument as
a whole and the fair value of the liability component. Any directly attributable transaction costs are
allocated to the liability and equity components in proportion to their initial carrying amounts.

Subsequent to initial recognition, the liability component of a compound financial instrument is
measured at amortized cost using the effective interest method. The equity component of a
compound financial instrument is not re-measured subsequent to initial recognition except on
conversion or expiry.

2.20 Provisions

Provisions are recognized when: the Group has a present legal or constructive obligation as a
result of past events; it is probable that an outflow of resources will be required to settle the
obligation; and the amount has been reliably estimated. Provisions are not recognized for future
operating losses. Provisions are measured at the present value of the expenditures expected to be
required to settle the obligation using a pre-tax rate that reflects current market assessments of the
time value of money and the risks specific to the obligation. The increase in the provision due to
passage of time is recognized as interest expense.

2.21 Current and Deferred Income Tax

The tax expense for the period comprises current and deferred tax. Tax is recognized in the
statement of comprehensive income, except to the extent that it relates to items recognized in other
comprehensive income or directly in equity. In this case, the tax is also recognized in other
comprehensive income or directly in equity.

Interim period income tax expense is accrued based on the best estimate of the weighted average
annual income tax rate expected for the full financial year, that is, the estimated average annual
effective income tax rate applied to the pre-tax income of the interim period. Management
periodically evaluates positions taken in tax returns with respect to situations in which applicable
tax regulation is subject to interpretation. It establishes provisions where appropriate on the basis
of amounts expected to be paid to the tax authorities.

Deferred income tax is recognized, using the liability method, on temporary differences arising
between the tax bases of assets and liabilities and their carrying amounts in the consolidated
financial statements. However, deferred tax assets and liabilities are not recognized if they arise
from initial recognition of an asset or liability in a transaction other than a business combination that
at the time of the transaction affects neither accounting nor taxable profit or loss. Deferred income
tax is determined using tax rates and laws that have been enacted or substantially enacted by the
statement of financial position date and are expected to apply when the related deferred income
tax asset is realized or the deferred income tax liability is settled.

Deferred income tax assets are recognized only to the extent that it is probable that future taxable
profit will be available against which the temporary differences can be utilized. Deferred income tax
is provided on temporary differences arising on investments in subsidiaries and associates, except
for deferred income tax liability where the timing of the reversal of the temporary difference is
controlled by the Group and it is probable that the temporary difference will not reverse in the
foreseeable future.

Deferred income tax assets and liabilities are offset when there is a legally enforceable right to
offset current tax assets against current tax liabilities and when the deferred income taxes assets
and liabilities relate to income taxes levied by the same taxation authority on either the same
taxable entity or different taxable entities where there is an intention to settle the balances on a net
basis.
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2.22 Employee Benefits
(a) Defined benefit liability

Group companies operate various pension schemes. The schemes are generally funded through
payments to insurance companies or trustee-administered funds, determined by periodic actuarial
calculations. The Group has both defined benefit and defined contribution plans.

A defined contribution plan is a pension plan under which the Group pays fixed contributions into a
separate entity. The Group has no legal or constructive obligations to pay further contributions if the
fund does not hold sufficient assets to pay all employees the benefits relating to employee service
in the current and prior periods. For defined contribution plans, the Group pays contributions to
publicly or privately administered pension insurance plans on a mandatory, contractual or voluntary
basis. The Group has no further payment obligations once the contributions have been paid. The
contributions are recognized as employee benefit expense when they are due. Prepaid
contributions are recognized as an asset to the extent that a cash refund or a reduction in the
future payments is available.

A defined benefit plan is a pension plan that is not a defined contribution plan. Typically defined
benefit plans define an amount of pension benefit that an employee will receive on retirement,
usually dependent on one or more factors such as age, years of service and compensation. The
liability recognized in the statement of financial position in respect of defined benefit pension plans
is the present value of the defined benefit liability at the end of the reporting period less the fair
value of plan assets, together with adjustments for unrecognized past-service costs. The defined
benefit liability is calculated annually by independent actuaries using the projected unit credit
method. The present value of the defined benefit liability is determined by discounting the
estimated future cash outflows using interest rates of high-quality corporate bonds that are
denominated in the currency in which the benefits will be paid, and that have terms to maturity
approximating to the terms of the related pension obligation. Actuarial gains and losses arising from
experience adjustments and changes in actuarial assumptions are charged or credited to equity in
other comprehensive income in the period in which they arise. Past-service costs are recognized
immediately in income, while costs are amortized over the vesting period.

(b) Termination benefits

Termination benefits are payable when employment is terminated by the Group before the normal
retirement date, or whenever an employee accepts voluntary redundancy in exchange for these
benefits. The Group recognizes termination benefits when it is demonstrably committed to a
termination when the entity has a detailed formal plan to terminate the employment of current
employees without possibility of withdrawal and in the case of an offer made to encourage
voluntary redundancy.

2.23 Share Capital

Ordinary shares and preferred shares that are not mandatorily redeemable are classified as equity.
Where the Parent Company purchases its own equity share capital (treasury shares), the
consideration paid, including any directly attributable incremental costs is deducted from equity
attributable to the Group’s equity holders until the shares are cancelled or reissued. Where such
ordinary shares are subsequently reissued, any consideration received is included in equity
attributable to the Group’s equity holders.

2.24 Revenue Recoghnition

The Group’s revenue categories consist of goods sold, services and other income.

Revenue from sale of goods is measured at the fair value of the consideration received or

receivable, net of tobacco excise and other taxes, trade discounts and volume rebates. Revenue

22



KT&G Corporation and Subsidiaries
Notes to Interim Consolidated Financial Statements
June 30, 2013 and 2012, and December 31, 2012

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, the Group retains neither continuing managerial
involvement to the degree usually associated with ownership nor effective control over the goods
sold, the amount of revenue can be measured reliably, it is probable that the economic benefits
associated with the transaction will flow to the Group and the costs incurred or to be incurred in
respect of the transaction can be measured reliably. Tobacco excise and other taxes deducted from
revenue for the six-month periods ended June 30, 2013 and 2012, were W 1,756,718 million and

W 1,715,665 million, respectively.

Revenue from the construction of real estate includes the initial amount agreed in the contract plus
any variations in contract work, claims and incentive payments, to the extent that it is probable that
they will result in revenue and can be measured reliably. As soon as the outcome of a construction
contract can be estimated reliably, contract revenue is recognized in profit or loss in proportion to
the stage of completion of the contract. The stage of completion is assessed by reference to
surveys of work performed.

Revenue from rendering of services is recognized by reference to the stage of completion of the
transaction at the end of the reporting period when the amount of revenue can be measured
reliably, it is probable that the economic benefits associated with the transaction will flow to the
Group, the stage of completion of the transaction at the end of the reporting period can be
measured reliably and the costs incurred for the transaction and the costs to complete the
transaction can be measured reliably. When the outcome of the transaction involving the rendering
of services cannot be estimated reliably, revenue is recognized