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OVERVIEW OF OPERATIONS 2002

The domestic economy surged a full 6 percent during the first half
of the year, only to fall victim to a variety of circumstances during
the second half of the year including reduced consumer spending,
delayed economic recovery in the U.S., and declining exports. The
threat of an American attack on Irag and rising oil prices dampened
the economic climate even further during the fourth quarter.

There were also a number of unfavorable factors operating in
Korea’ s sophisticated confectionery market such as structural
changes in distribution systems, and greater participation in the
market by both foreign brands and nonestablished manufacturers.
Nevertheless, the market as a whole grew an estimated 13 percent
over the previous year. One obvious contributing factor to such
growth was the introduction of new, highly-appealind' hit
products” by both Tong Yang and its competitors.

Group Results

Externally, the year was quite meaningful for the group as it set
new records in growth and profits. The year was equally meaning-
ful internally, with wide-ranging improvements and reduction of
investment risks by a number of group companies.

First and foremost, Tong Yang Confectionery’ s total sales
broke the 500 billion KRW level for the first time, and despite the
de-merging of the restaurant affiliate in September, the company
registered 104 percent growth for the year. Domestic confectionery
sales increased 13 percent thanks to introduction of highly com-
petitive new products and strategies for product differentiation by
channel. The company registered continual growth in domestic
sales for 18 straight months since July 2001.

Operating income grew a solid 36 percent to 53.7 billion KRW,

or 102 percent of total sales. Factors contributing to this growth
included increased efficiency through elimination of nonprofitable
trade, reorganization of the sales structure, and closing of the
Seoul plant.

Additionally, expenses decreased 6.5 billion KRW over the pre-
vious year thanks largely to efforts in financial restructuring and
reduced fund procurement. Companies in the entertainment
industry made impressive gains, resulting in an increase of 6.3 bil-
lion KRW to 10.3 billion in gain valuation using the equity method of
accounting gain on valuation of investment securities by equity
method. Profits increased 115 percent to 48.9 billion KRW while net
profits increased 127 percent to 34.9 billion KRW. ROE climbed to
14 percent, providing greater stockholder value.

There were great improvements in the financial structure as
well. Loans declined 38.8 billion KRW over the previous year to
210.2 billion KRW with the debt-to-equity ratio dropping 34 percent
to 122 percent. Short-term loans also declined from 70 percent the
previous yearto 40 percent.

Vision for 2003

Orion Group plans to make 2003 the year for developing and actual-
izing superb sales capabilities. We plan to strengthen organization
capabilities by taking into consideration both structural changes in
distribution systems and increasingly fierce competition.
Simultaneously we will strive to increase total sales through selec-
tiveness and concentration, along with introduction of new, highly
competitive products. Increased internal efficiency in all facets of
operations should guarantee another formidable year of profitable
growth.
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FIVE-YEAR SUMMARY

In KRW millions In USD thousands*

1998 1999 2000 2001 2002 2002

For the year

Sales 425,054 452,767 455,669 479,164 528,921 440,620

Gross profit 161,726 184,461 184,866 197,939 221,220 184,289

Operating income 43,015 49,721 32,446 39,443 53,659 44,701

Ordinary income 14,848 31,602 23,284 22,692 48,883 40,722

Net income 10,833 21,890 26,399 15,403 34,889 29,065

Depreciation 22,287 19,756 19,177 18,129 15,437 12,860
At year end

Total assets 496,862 492,823 565,027 560,858 559,306 465,933

Current assets 124,823 117,906 124,430 121,832 107,935 89,915

Non-current assets 372,039 374,918 440,596 439,027 451,372 376,018

Total liabilities 343,063 302,985 359,475 342,177 308,078 256,647

Capital stock 22,492 25,541 26,534 26,662 26,956 22,456

Capital surplus 98,395 114,884 114,877 115,344 116,416 96,981

Retained earnings 34,139 47,457 69,194 80,891 111,599 92,968

Stockholders’ equity 153,799 189,838 205,552 218,681 251,227 209,286
Financial ratios(%)

Return on asset 2.31 4.42 4.67 2.74 6.23

Return on equity 8.25 12.74 12.84 7.26 14.85

Debt ratio 223.1 159.6 174.9 156.5 122.6

Current ratio 61.9 63.3 52.9 48.4 63.7

* Accounts in Korean won have been translated into U.S. dollars, soley for the reader’s convenience, at W 1,200.40 per dollar, the prevailing rate on December 31, 2002.

BALANCE SHEETS

December 31, 2001 and 2002

Korean won in thousands

U.S. dollars(Note 2)

Assets 2001 2002 2002
Current assets :
Cash and cash equivalents totessand13) W 2,705,348 W 1,152,029 US$ 959,704
Short-term financial instruments ote3l 2,545,030 1,049,080 873,942
Marketable securities iNote4 16,148 - -
Short-term loans 10,284 - -
Accounts and notes receivable - trade,
less allowance for doubtful accounts totess,8and 13) 82,740,862 78,710,307 65,570,066
Accounts receivable - other 714,799 471,376 392,682
Accrued interest income 231,080 35,610 29,665
Prepaid expenses 2,076,039 654,085 544,889
Inventories otes ¢and9) 28,757,929 25,527,202 21,265,580
Advance payment 1,580,201 - -
Other current assets 454,349 334,812 278,917
Total current assets 121,832,069 107,934,501 89,915,445
Investments and other assets :
Long-term financial instruments tote3 98,500 23,500 19,577
Investments in securities Nte7 139,585,810 219,395,411 182,768,586
Long-term loans to affiliates otessand13) 2,619,048 - -
Guarantee deposits 23,627,391 8,263,920 6,884,305
Long-term prepaid expenses 6,185,423 - -
Deferred income tax assets (ot 18 9,917,649 7,777,742 6,479,292
Total investments and other assets 182,033,821 235,460,573 196,151,760
Property, plant and equipment iNotes 5. 11and 151 ;
Land 127,330,773 103,834,433 86,499,861
Buildings and structures 91,248,855 80,901,356 67,395,332
Machinery and equipment 140,447,619 139,694,820 116,373,559
Vehicles 8,292,897 10,128,629 8,437,712
Tools, furniture and fixtures 28,648,109 23,868,720 19,883,972
Construction in-progress 12,368,460 11,974,631 9,975,534
408,336,713 370,402,589 308,565,970
Less accumulated depreciation (152,158,793) (155,038,540) (129,155,731)
Property, plant and equipment, net 256,177,920 215,364,049 179,410,239
Intangibles, net of amortization 814,909 546,881 455,582
Total assets w 560,858,719 W 559,306,004 US$ 465,933,026
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BALANCE SHEETS

Korean won in thousands

U.S. dollars(Note 2)

Liabilities and Stockholders’ Equity 2001 2002 2002
Current liabilities:
Accounts and notes payable - trade tts) 38,867,640 W 37,476,042 US$ 31,219,628
Short-term borrowings iNotes 10, 11and 13) 98,214,609 46,101,226 38,404,887
Accounts payable - other 31,908,098 29,358,588 24,457,338
Advances from customers 417,437 15,220 12,679
Income taxes payable 2,296,674 9,511,792 7,923,852
Dividends payable etz 3,466,726 4,681,259 3,899,749
Accrued expenses and other current liabilities 2,172,331 2,802,302 2,334,474
Current portion of long-term debt, bonds, and
capital leases, less discount tetes 11and13) 74,520,178 39,503,490 32,908,605
Total current liabilities 251,863,693 169,449,920 141,161,212
Long-term liabilities :
Long-term debt and bonds, less discount and
current portion tote 1 76,133,861 124,543,160 103,751,383
Severance and retirement benefits ote14) 9,814,478 9,843,485 8,200,171
Tenant lease deposits and other 4,365,253 4,241,975 3,533,802
Total long-term liabilities 90,313,592 138,628,620 115,485,356
Total liabilities 342,177,285 308,078,540 256,646,568
Commitments and contingencies iNete15)
Stockholders’ equity totetel ;
Common stock, W5,000 par value
Authorized - 12,000,000 shares
Issued - 5,332,338 in 2001 and 5,391,296 in 2002 26,661,690 26,956,480 22,456,248
Outstanding - 4,622,301 in 2001 and 4,681,259 in 2002
Capital surplus inee 19 115,343,525 116,415,775 96,980,819
Retained earnings iNetes ¢l
Appropriated 79,300,000 108,200,000 90,136,621
Unappropriated 1,591,081 3,398,538 2,831,171
80,891,081 111,598,538 92,967,792
Capital adjustment account:
Treasury stock (710,037 shares in 2001 and 2002) ete1¢ (16,607,561) (16,607,561) (13,835,022)
Gain on valuation of investments Note7 12,392,699 12,742,717 10,615,392
Stock compensation expense - 121,515 101,229
(4,214,862) (3,743,329) (3,118,401)
Total stockholders’ equity 218,681,434 251,227,464 209,286,458
Total liabilities and stockholders’ equity 560,858,719 W 559,306,004 US$ 465,933,026

STATEMENTS OF INCOME

Years ended December 31, 2001 and 2002

Korean won in thousands

U.S. dollars(Note 2)

2001

2002

2002

Net sales Notess, 17and 22)

Costs and expenses:

w 479,164,299

w 528,920,711

US$ 440,620,386

Cost of sales tetes 281,225,146 307,700,301 256,331,474
Selling, general and administrative expenses ot 21 158,496,559 167,561,735 139,588,250
439,721,705 475,262,036 395,919,724
Operating income 39,442,594 53,658,675 44,700,662
Other income [expenses):
Interest expense (23,944,428) (17,371,304) (14,471,263)
Interest income 2,940,222 1,045,376 870,856
Dividend income 8,494 781 651
Unrealized foreign currency translation gain (loss), net (2,205) 65,539 54,598
Realized foreign currency exchange gain, net 423,480 208,893 174,019
Gain on disposal of marketable securities, net 48,067 - -
Loss on valuation of marketable securities et (7,145) - -
Gain (loss) on disposal of property, plant and equipment, net (400,778) 503,202 419,195
Equity income on investments in affiliated companies, net tote? 4,060,411 10,318,287 8,595,707
Gain on disposal of investments, net Notes) 342,719 40,496 33,735
Loss on redemption of bonds - (240,000) (199,933)
Impairment of investments in securities (334) (255,128) (212,536)
Donations (633,364) (586,015) (488,183)
Miscellaneous 413,952 1,494,372 1,244,896
(16,750,909) (4,775,501) (3,978,258)
Ordinary income 22,691,685 48,883,174 40,722,404
Extraordinary gain (loss) - - -
Income before income taxes 22,691,685 48,883,174 40,722,404
Provision for income taxes wote181;
Current 5,567,714 11,843,733 9,866,489
Deferred 1,720,585 2,150,396 1,791,399
7,288,299 13,994,129 11,657,888
Net income w 15,403,386 W 34,889,045 US$ 29,064,516
Basic ordinary income per share Note 19 (korean won and U.S. doltars in units) w 3,350 W 7,505 US$ 6.25
Basic earnings per share iNote 191 Koreanwon and Us. dollars in units) w 3,350 W 7,505 US$ 6.25
Diluted ordinary earnings per share Mote19) (oreanwon and Us. dollarsin units) w 3,350 W 6,976 US$ 5.81
Diluted earnings per share Note19) (orean won and US. doliars in units) w 3,350 W 6,976 US$ 5.81

See accompanying notes.

See accompanying notes.
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STATEMENTS OF APPROPRIATIONS OF

UNAPPROPRIATED RETAINED EARNINGS

Years ended December 31, 2001 and 2002

Korean won in thousands

U.S. dollars (Note 2)

2001 2002 2002
Unappropriated retained earnings at end of year before
reversal and appropriations:
Unappropriated retained earnings carried over
from prior year w 2,494,338 W 1,591,081 US$ 1,325,459
Increase (decrease) in retained earnings due to equity method
of accounting for investments in affiliated companies toe? (239,917) 499,671 416,254
Net income for the year 15,403,386 34,889,045 29,064,516
17,657,807 36,979,797 30,806,229
Reversal of reserve for technology development 1,000,000 2,000,000 1,666,111
Unappropriated retained earnings available for appropriations 18,657,807 38,979,797 32,472,340
Appropriations:
Legalreserve 400,000 500,000 416,528
Reserve for business rationalization 700,000 400,000 333,222
Reserve for financial position improvement 2,000,000 5,000,000 4,165,278
Reserve for business expansion 2,500,000 12,000,000 9,996,668
Reserve for technology development 4,000,000 6,000,000 4,998,334
Voluntary reserve 4,000,000 7,000,000 5,831,390
Cash dividends o 20 3,466,726 4,681,259 3,899,749
17,066,726 35,581,259 29,641,169
Unappropriated retained earnings to be carried
forward to next year w 1,591,081 W 3,398,538 US$ 2,831,171

STATEMENTS OF CASH FLOWS

Years ended December 31,2001 and 2002

Korean won in thousands U.S. dollars (Note 2)

2001 2002 2002
Operating activities:
Net income W 15,403,386 W 34,889,045 US$ 29,064,516
Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation 18,128,626 15,437,197 12,860,044
Bad debt written off 2,045,381 3,475,101 2,894,953
Provision for severance and retirement benefits 7,639,000 10,226,661 8,519,378
Payments of severance and retirement benefits,
net of transfers (10,578,064) (8,868,778) (7,388,186)
Decrease in accumulated prepayments
to Korean National Pension Fund 454,852 360,350 300,192
Amortization of discount on bonds 645,018 114,850 95,676
Amortization of intangible assets 464,037 349,090 290,811
Loss on valuation of marketable securities 7,145 - -
Gain on disposal of marketable securities, net (48,067) - -
Gain on disposal of investments, net (342,719) (40,496) (33,735)
Loss on disposal of property, plant and equipment, net 400,778 (503,202) (419,195)
Equity income on investments in affiliated companies, net (4,060,411) (10,318,287) (8,595,707)
Unrealized foreign currency translation loss (gain), net 2,501 (55,993) (46,645)
Loss on redemption of bonds - 240,000 199,933
Impairment of investments in securities 334 255,128 212,536
Stock compensation expense - 121,515 101,229
Changes in operating assets and liabilities:
Accounts and notes receivable - trade (2,262,429) (479,326) (399,305)
Accounts receivable - other 6,307 243,423 202,785
Accrued interest income 967,442 195,471 162,838
Prepaid expenses 6,170,976 309,852 258,124
Other current assets (739,956) 214,663 178,826
Inventories (8,432,658) 1,115,508 929,280
Long-term prepaid expenses (4,302,525) (844,039) (703,131)
Deferred income tax assets 1,618,340 1,971,099 1,642,035
Accounts and notes payable - trade (9,745,815) (468,700) (390,453)
Accounts payable - other 2,934,861 (1,208,865) (1,007,052)
Advances from customers 229,179 (350,898) (292,318)
Income taxes payable (997,872) 7,215,118 6,010,595
Accrued expenses and other current liabilities (1,270,552) 965,383 804,217
Tenant lease deposits and other 58,798 (123,278) (102,697)
Net cash provided by operating activities 14,395,893 54,437,593 45,349,544

See accompanying notes.

41



42

STATEMENTS OF CASH FLOWS

Korean won in thousands

U.S. dollars (Note 2)

2001 2002 2002

Investing activities:
Acquisition of marketable securities W (11,717,097) W - USs$ -
Proceeds from disposal of marketable securities 11,765,164 16,148 13,452
Decrease in short-term financial instruments 4,746,414 1,570,950 1,308,689
Decrease in long-term financial instruments 70,000 - -
Decrease (increase) in guarantee deposits 353,812 (3,205,775) (2,670,589)
Acquisition of investments in securities (9,999,666) (35,767,459) (29,796,284)
Proceeds from disposal of investment in securities 24,595,842 1,521,351 1,267,370

Increase (decrease) in deposits for employee’s group

severance insurance 1,763,438 (72,878) (60,711)
Dividends recevied under equity method 324,000 - -
Acquisition of property, plant and equipment (33,942,644) (16,020,605) (13,346,055)
Proceeds from disposal of property, plant and equipment 2,357,097 2,895,298 2,611,944
Increase in intangible assets (366,476) (327,262) (272,627)
Decrease in cash and cash equivalents due to spin-off - (15,500,000) (12,912,363)
Net cash used in investing activities (10,050,116) (64,890,232) (54,057,174)

Financing activities:
Increase (decrease) in short-term borrowings 20,634,573 (42,049,042) (35,029,192)
Repayment of current portion of long-term debt (70,703,875) (64,862,626) (54,034,177)
Increase in long-term debt and bonds 75,760,000 142,240,649 118,494,376
Decrease in long-term debt and bonds (35,000,000) (24,340,260) (20,276,791)
Decrease in long-term loans 1,001,462 - -
Decrease in short-term loans 47,385 10,284 8,567
Cmmon stock issued for stock warrants 595,550 1,369,765 1,141,090
Stock issuance costs (986) (2,724) (2,269)
Payment of cash dividends (2,758,000) (3,466,726) (2,887,976)
Net cash provided by (used in) financing activities (10,423,891) 8,899,320 7,413,628
Net decrease in cash and cash equivalents (6,078,114) (1,553,319) (1,294,002)
Cash and cash equivalents at the beginning of the year 8,783,462 2,705,348 2,253,706
Cash and cash equivalents at the end of the year w 2,705,348 W 1,152,029 US$ 959,704

STATEMENTS OF CASH FLOWS

Korean won in thousands

U.S. dollars (Note 2]

2001 2002 2002
Transactions not involving inflow or outflow of cash:
Transfer of construction in-progress to appropriate
property, plant and equipment accounts 27,149,367 W 5,560,421 US$ 4,632,140
Transfer of long-term debt to current portion 74,622,626 39,503,490 32,908,605
Acquisition of investments by stock swaps - 2,619,048 2,181,813
Depreciation offset against government grants 13,120 12,110 10,088
Transfer of long-term financial instruments
to short-term financial instruments 146,500 75,000 62,479
Decrease in assets due to spin-off - 83,429,844 69,501,703
Decrease in liabilities due to spin-off - 54,266,623 45,207,117

See accompanying notes.
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The lesser of 10% of annual payroll expense or 40% of the accumulated severance and retirement benefits provision is deductible for corporate
income tax reporting purposes, unless benefits are actually paid or the non tax-deducted portion is deposited with financial institutions. Accordingly,
the Company had deposited the required portion of its severance and retirement benefits obligation with life insurance companies. Since the
Company’ s employees are individually nominated as the vested beneficiaries of these deposits, such deposits have been offset against the Company’
s liability for severance and retirement benefits at December 31, 2001 and 2002 (Note 14).

In accordance with the Korean National Pension Law prior to revision, the Company had prepaid a portion of its severance and retirement benefits
obligation to the Korean National Pension Corporation (‘'KNPC”) at a certain rate of payroll expense, up through March 31, 1999. Such accumulated
prepayments have been offset against the Company’ s liability for severance and retirement benefits as of balance sheet dates. In accordance with the
revised Korean National Pension Law, addition to such prepaymentswere no longer required effective April 1,1999.

Revenuerecognition ® The Company recognizes revenue from sale of finished products and merchandise at the time of delivery.

Incometaxes ® Korean GAAP requires the recognition of deferred tax assets and liabilities arising from temporary differences between the financial
reporting and tax reporting bases of assets and liabilities. Deferred tax assets and liabilities are measured using enacted tax rates which are expected
to be applied to taxable income in the period such temporary differences are expected to be recovered or settled.

Earnings per share e Basic earnings per share is computed by dividing net income by the weighted average number of shares of common stock
issued and outstanding during the period. Diluted earnings per share measures the performance of the Company over the reporting period while giv-
ing effect toall potential common shares, such as options, warrants and convertible debt, that were dilutive and outstanding during the period.

Use of estimates ® The preparation of financial statements in conformity with Korean GAAP requires management to make estimates and assump-
tions that affect the reported amounts of assets and liabilities and disclosures of contingent assets and liabilities at the date of the financial statements
and the reported amounts of revenues and expenses during the reporting period. Actual results could differ from those estimates.

Korean GAAP revisions from 2003 e In 2002, the Korean Accounting Standards Board issued certain new accounting statements with the intention
to revise Korean GAAP and disclosure rules to meet international practices. The revised accounting standards will apply to Korean companies for the
first fiscalyear starting after December 31,2002. Early adoption of the revised accounting standards is allowed. The cumulative effect on prior years of
the changes in accounting policies will be charged or credited to either opening retained earnings or capital adjustment accounts, as required, with
disclosures made on the effect of the changes. The revisions include changes in the areas of revenue recognition, intangibles, property, plant and
equipment, interest capitalization, marketable and investment securities, and events and transactions occurring after the balance sheet date.

The Company plans to adopt the revised accounting standards from January 1, 2003. The Company is currently evaluating the impact that adoption of
the revised accounting standards will have on its financial position and results of operations.

3. CASHAND CASH EQUIVALENTS AND FINANCIAL INSTRUMENTS
Cash and cash equivalents and financialinstruments at December 31, 2001 and 2002 consisted of the following:

Koreanwon inthousands U.S. dollars(Note 2)

2001 2002 2002

Cash and cash equivalents:
Cashon hand W 88,767

Time deposits

Checking and passbook accounts 1,063,262
w 1,152,029

Short-term financialinstruments:
Installment deposits W 453,530
Time deposits 595,550
Deposits required to maintain checking accounts 23,500
1,072,580
Less: long-termfinancialinstruments (23,500)
w 1,049,080

4. MARKETABLE SECURITIES

The marketable securities at December 31, 2001, consisting of 14,290 shares of Chong Gu Housing & Construction Corp., was transfered to invest-
ments in securities in 2002 and valuation loss of W 16,148 thousand was recorded as impairment of investments in securities in 2002.

5. ACCOUNTS AND NOTES RECEIVABLE - TRADE

Accounts and notesreceivable - trade at December 31,2001 and 2002 consisted of the following:

Koreanwon inthousands

U.S.dollars(Note 2)

2001 2002

Accounts receivable W 51,471,854
Notesreceivable 28,492,103
79,963,957

Allowance for doubtful accounts (1,253,650)
w 78,710,307

6. INVENTORIES

Inventories at December 31,2001 and 2002 consisted of the following:

Koreanwon in thousands

2002

U.S.dollars(Note 2)

2001 2002

Merchandise W 4,775,755
Finished goods 9,480,484
Workin-process 1,002,820
Raw materials 6,327,157
Supplies and parts 1,125,514
Raw materialsin- transit 2,815,472
w 25,527,202

7. INVESTMENTS IN SECURITIES

Investmentsinsecurities at December 31, 2001 and 2002 consisted of the following:

Koreanwon in thousands

Proportionate

sharein net Carryingvalue
assetvalue or inbalance
2002 Acquisition cost marketvalue sheet

Affiliated companies
(accounted for by the equity method):

Orion Frito-Lay Corp. W 29,298,985
Tong Yang Mart Corp. 24,853,787
Orion Beverage Corp. 100,000
Orion Food Co., Ltd. 15,207,753
Orion Food (Shanghai) Co., Ltd. 20,588,936
Tong Yang Reports Corp. 1,904,350
On Media Corp. 103,067,334
Zemiro Inc. 739,680
Mediaplex Corp. 29,043,592
riseON Inc. 32,786,254
257,590,671
Listed securities

(accounted for at published market value):
Haitai Store Co., Ltd. 6,826
Korealnvestment Corp. 12,642
Others 10,218
29,686

Non-listed securities (at cost):

The Korea Economic Daily 13,937
Others 69,629
83,566

2002

Equity ratio (%)

50.00
54.59
100.00
80.26
100.00
86.00
58.94
35.00
83.33
100.00

0.12
0.13

0.03
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Koreanwon in thousands

Proportionate

shareinnet Carrying value
asset value or in balance
2002 Acquisition cost market value sheet Equity ratio (%)
Bonds (at cost):

Corporate bonds 321,020
Others 753,775
1,074,795
Total w 258,778,718

2001
Affiliated companies:
Orion Frito-Lay Corp. W 25,226,200 50.00
TongYangMart Corp. 21,169,070 54.59
Orion Beverage Corp. 100,000 100.00
Orion Food Co., Ltd. 11,045,189 73.90
Orion Food (Shanghai) Co., Ltd. 9,351,760 100.00
Tong Yang Reports Corp. 2,150,000 86.00
On Media Corp. 93,550,724 58.94
Mediaplex Corp. 12,426,982 83.33
Zemirolnc. 1,920,278 35.00
176,940,203
Listed securities
(accounted for at published market value):
Haitai Store Co., Ltd. 9,781 0.12
Korea Investment Corp. 29,988 0.13
Others 6,250
46,019
Non-listed securities (at cost):
Tong Yang Card Co., Ltd. 186,848 0.51
Others 162,659
349,507
Bonds (at cost):
Corporate bonds 560,000
Others 607,415
1,167,415
Total w 178,503,144

The net valuation loss on the investment in Haitai Store Co., Ltd. amounting to W 334 thousand was charged to 2001 operations and corporate bond
amounting toW 238,980 thousand was charged to 2002 operations as impairment of investmentsin securities.

Investments in affiliated companies accounted for by the equity method at December 31,2001 and 2002 consisted of the following (Korean won inthou-

sands):

Carryingvalue Additional  Equityincome  Gain (loss)on Carrying value

atDec. 31, acquisition (loss) on valuation of Retained atDec. 31,

2001 2001 costs  investments  investments Earnings Dividends 2002
Orion Frito-Lay Corp. W - W - W -
Tong Yang Mart Corp. 393,012 (229,242) -
Orion Food Co., Ltd. 4,598,463 (1,281,399) -
Orion Food (Shanghai) Co., Ltd. 13,752,718 1,210,399 -
On Media Corp. 10,000,000 449,620 -
ZemiroInc. - - -
Mediaplex Corp. 8,000,000 2,638,600 -
riseON Inc. 32,754,002 - -
W 69,498,195 W 367,031 w -

Carryingvalue Additional  Equityincome  Gain (loss) on Carryingvalue

at Dec. 31, acquisition (loss) on valuation of Retained at Dec. 31,

2001 2000 costs  investments  investments Earnings Dividends 2001
Orion Frito-Lay Corp. W - W - W 324,000)
Tong Yang Mart Corp. - - -
Orion Food Co., Ltd. - 548,949 -
Orion Food (Shanghai) Co., Ltd. 7,197,406 - -
OnMedia Corp. - 427 447 -
ZemiroInc. - - -
Orion Beverage Corp. - - -
Tong Yang Reports Corp. 2,000,000 - -
Mediaplex Corp. - - -
W 9,197,406 W 976,396 W (324,000)

8. RELATED PARTY TRANSACTIONS

Transactions with affiliated companies during 2001 and 2002 are summarized as follows:

Koreanwon in thousands U.S.dollars (Note 2)

Transactions 2001 2002 2002
Sales to Orion Frito-Lay Corp. W 1,266,964
Purchases from Orion Frito-Lay Corp. 96,262,813
Sales to Orion Food Co., Ltd. 221,121
Purchases from Orion Food Co., Ltd. 12,567,901
Sales to Tong Yang Mart Corp. 2,009,776
Purchases from Tong Yang Mart Corp. 425,290
Sales to Orion Food (Shanghai) Co., Ltd. 58,910

856,867
87,020,625

Purchases from Orion Food Co., Ltd.

riseON Inc.

Outstanding balances resulting from the foregoing transactions at December 31, 2001 and 2002 are as follows:

Koreanwon in thousands U.S.dollars (Note2)

2002 2001 2002 2002
Accountsand notes receivable from Orion Frito-Lay Corp. W 146,161
Accounts and notes payable to Orion Frito-Lay Corp. 22,338,236
Accountsand notesreceivable from Tong Yang Mart Corp. 292,719
Accounts and notes payable to Tong Yang Mart Corp 82,000
Accountsand notes receivable from Orion Food Co., Ltd. 22,067
Accounts and notes payable to Orion Food Co., Ltd. 1,126,636
Accountsand notes receivable from Orion Food (Shanghai) Co., Ltd 4,104
Accountsand notes payable to Orion Food (Shanghai) Co., Ltd 295,001

Long-termloanstoOrion Food Co., Ltd.

9. INSURANCE COVERAGE AND PUBLISHED VALUE OF LAND

As of December 31, 2002, inventories and property, plantand equipment were insured against fire and other casualty losses, including losses on busi-
ness interruption, for up to a total of W 128,586,057 thousand. (W 133,803,335 thousand as of 2001).

As of December 31,2002, land was valued at W 75,853,958 thousand (W 88,564,782 thousand as of December 31, 2001), based on land values published
by the Korean Government fortax administration purposes.
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10. SHORT-TERM BORROWINGS

Short-term borrowings at December 31, 2001 and 2002 consisted of the following:

Annual
Koreanwonin thousands U.S. dollars(Note 2 interest ratesin
2001 2002 2002 2002 (%)
Bank overdrafts W 165,119 6.50~10.50
General term loans:
Localcurrency 40,000,000 5.30~6.33
Foreign currency 5,936,107 1.75~4.28
w 46,101,226
See Note 11 fora description of guarantees and assets mortgaged or pledged in connection with these borrowings.
11. LONG-TERM DEBT
Long-term debt at December 31,2001 and 2002 consisted of the following:
Annual
Koreanwonin thousands U.S. dollars(Note 2) interest ratesin
2001 2002 2002 2002 (%)
Loans W 74,070,288 3.0~8.3
Bonds 90,000,000 5.8~8.0
164,070,288
Less:
Discount on bonds (23,638)
Currentportion (39,503,490)
w 124,543,160
The bonds at December 31,2001 and 2002 are detailed as follows:
Annual
Koreanwonin thousands U.S. dollars(Note 2) interestratesin
2001 2002 2002 Maturity 2002 (%)

Guaranteed W - -
Non-guaranteed 90,000,000 03.3.26~05.8.22
Total 90,000,000
Less:
Current portion (30,000,0000)
Discount on bonds (23,638)
w 59,976,362

The overseas bond with detachable warrants, denominated in U.S. dollars and with coupon interest rate of 3%, wereissued in May 1999 to Euro market
investors originally for the totalamount of US$ 15,000,000. The bond holders can exercise their warrants during the period from June 16, 1999 through
April 30, 2004, at W 24,000 per share of common stock, and starting on May 1, 2004, the holders may also ask the Company to redeem the bonds, with a
guaranteed interest rate of 7.7%. The bondholders had exercised their put-option on May 31, 2000, and accordingly, the US$ 15,000,000 was redeemed
by the Company in full. In 2002, the bondholders exercised detachable warrants by acquiring common stocks amounting to US$ 1,150,000 (US$
500,000 in 2001). Accordingly, the Company issued 58,958 new shares of common stock (25,634 shares in 2001). Detachable warrants amounting to
US$ 11,300,000 (US$ 12,450,000 as of December 31, 2001) remain outstanding as of December 31, 2002.

In connection with the short-term borrowings, long-term debt and bond guarantees, two blank promissory notes (nine blank promissory notes and
five blank checks in 2001) were provided by the Company as collaterals, together with the mortgage of certain property, plant and equipment to the
extent of W58,714,000 thousand (W 66,714,400 thousand in 2001) and US$ 40,937,000 as of December 31,2001 and 2002.

Scheduled repayment of long-term debt outstanding as of December 31,2002 is summarized as follows:

Years Koreanwoninthousands U.S.dollars(Note 2]
2003 Us$ 32,908,605
2004 56,236,649
2005 45,409,486
2006 1,572,570
2007 and after 552,369

us$ 136,679,680

12. OBLIGATIONS UNDER CAPITAL LEASES

The Company leased certain machinery and equipment from Korea Exchange Bank under capital lease agreements which expired in 2002. The lease
payments under these lease agreements as of December 31, 2002 are as follows:

Koreanwon inthousands U.S.dollars(Note?2)

Years Principal Interest Principal Interest
2002 W 10,068 us$ 8,387
w 10,068 us$ 8,387

13. FOREIGN CURRENCY DENOMINATED ASSETS AND LIABILITIES

Equivalent Korean
Denominated in foreign currency won in thousands
2001 2002 2002

Assets
Cashand cash equivalents us$ 547,171
1,688,504

us$ 2,235,675

Accounts and notes receivable trade
Long-termloans
Total

Liabilities

Current portion of long-term debt -
us$ 4,813,472
EUR 125,672

us$ 4,813,472
EUR 125,672

Short-term borrowings

Total

14. SEVERANCE AND RETIREMENT BENEFITS

Thechanges inseverance and retirement benefits for the years ended December31, 2000 and 2001 are as follows:

Koreanwon inthousands U.S. dollars(Note 2)

2001 2002 2002
Beginning balance W 27,718,272
Provision for severance and retirement benefits 10,226,661
Transferred from affiliated companies 12,006
Payments of severance and retirement benefits (8,880,784)
Ending balance 26,785,083

Less:

Deposits for group severance and retirement benefits (16,073,541)
Prepayments tothe KNPC (868,057
w 9,843,485
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15. COMMITMENTS AND CONTINGENCIES

The Company has entered into a five-year royalty agreement on December 1, 1995, with Kint and Associates Inc. for the production of biscuits. Under
the agreement, the Company paid a lump sum royalty of US$ 35,000 in 1995 and is committed to pay running royalty at 2.0% of net sales of the licensed
products from 1995. The royalty agreement was terminated in 2001.

In 1995, the Company entered into a twenty-year royalty agreement, with S&A Restaurant Co., Ltd. for the operations of “Bennigan’ s” family restau-
rantsin Korea. Under the agreement, the Company paid a lump sum royalty of US$ 150,000 and is committed to pay running royalty at 2.7% of net sales
of restaurant business from 1995. On September 30, 2002, the family restaurant division of the Company was spun off into a new company, whichwas
incorporated as riseON Inc. as described in Note 23.

In 2000, the Korea Tobacco Corporation (KTC) invested the amount of W 26,000,000 thousand in Tong Yang Mart Corporation, an affiliate of the
Company. In relation to this investment, the Company made a commitment under a contract with KTC, to redeem KTC’ s investmentin Tong Yang Mart
Corporation anytime after 2004, at KTC’ s option.

As of December 31,2002, the Company has entered into bank overdraft facility agreements with aggregate credit line of W 60,000,000 thousand. The
Company also has entered into foreign trading agreements of which the limit amounts are US$ 15,700,000 and W 4,000,000 thousand (US$ 3,332,222).

16. STOCKHOLDERS’ EQUITY

The Company’ s major stockholders as of December 31, 2002 are; Hwa Kyung Lee and relatives (11.63%), Chul Kon Tam (10.44%), and Arirang Fund
(9.65%).

During 2001 and 2002, holders of overseas bond with warrants (Note 11) exercised their warrants by acquiring 25,634 and 58,958 shares of common
stock with total par value of W 128,170 thousand and W 294,790 thousand thereby increasing capital surplus in excess of par value by W 467,380 thou-

sand W 1,074,975 thousand, respectively.

As of December 2001 and 2002, the Company purchased 710,037 shares of its common stocks at the cost of W 16,607,561 thousand . This amount is
shown as capital adjustment account, a deduction from stockholders’ equity.

Capitalsurplus e Capital surplus at December 31,2001 and 2002 consisted of the following:

Koreanwonin thousands U.S. dollars(Note 2)

2001 2002 2002
Paid-in capitalin excess of parvalue W 44,069,897
Asset revaluation surplus 71,675,867

670,011
w 116,415,775

Other capital surplus

The asset revaluation surplus may be used to offset a deficit, or may be transferred to paid-in capital.

Appropriated retained earnings @ Appropriated retained earnings at December 31,2001 and 2002 consisted of the following:

Koreanwonin thousands U.S. dollars(Note 2)

2001 2002 2002
Legalreserve w 5,400,000
Reserve for business rationalization 7,700,000

19,100,000
16,000,000
35,000,000
25,000,000
w 108,200,000

Reserve for financial position improvement
Reserve for technology development
Reserve for business expansion

Voluntary reserve

In accordance with the Korean Commercial Code, an amount equal to at least 10% of cash dividends is required to be appropriated to legal reserve
until such reserve equals 50% of paid-in capital.

The amount of tax exemptions taken in accordance with the Korean Tax Incentives Limitation Law ("KTILL") are required to be appropriated to busi-
nessrationalization reserve.

The Korean Financial Control Regulations for listed companies require that an amount equal to at least 10% of netincome, and 50% of net gain, if any,
on disposal of property, plant and equipment, after deduction of any applicable tax, be appropriated as a reserve for financial position improvement
until the ratio of stockholders’ equity to total assets equals 30%. At December 31, 2002, the Company’ s ratio of stockholder’ s equity to total assets
was 44.9% (39.0% at December 31,2001).

The reserve for technology development was appropriated to obtain tax benefits. This reserve may be utilized for cash dividends after the lapse of the
grace period prescribed under KTILL.

The legal reserve and reserves for business rationalization and financial position improvement referred to above may not be used for cash dividends
but may only be used to offseta deficit, if any, or be transferred to capital.

Stock-option e In accordance with a resolution of the board of directors at their meeting held on January 31, 2002, the Company adopted a stock
option plan (“the Plan”), whereby 22,291 shares of common stock are reserved for issuance at W 39,546 per share to certain Company officers. As
definedinthe Plan, the options are exercisable within sevenyears, starting from January 31, 2005. The options are cancelable upon retirement of vest-
ed officers. The total compensation cost recognized in the income statements for stock-based employee compensation awards for the year ended
December 31,2002 amounted to W 121,515 thousand (US$ 101,229).

The Black Scholes option-pricing model was used to value the stock optionissued. Significant assumptions used to estimate the value of options are as

follows:
Volatility 45.25%
Risk-freeinterest rate 7.1%
Dividendyield 1.36%
Expected rate of cancellation 7.15%
17. SALES

Details of the Company’ ssales for the years ended December 31,2001 and 2002 are follows:

Koreanwon in thousands U.S. dollars(Note 2)

2001 2002 2002
Product sales:
Domesticsales W 328,832,481
Export sales 8,006,815
336,839,297
Merchandise sales:
Domesticsales 174,522,722
Export sales 17,558,692
192,081,414

w 528,920,711

18. INCOME TAXES

In 2001 the Company was subject to corporate income taxes, including resident surtax, at the aggregate rates of 17.6% on taxable income up
to W 100,000 thousand and 30.8% on taxable income in excess of W 100,000 thousand. Starting on January 1, 2002, such corporation tax rates were
reduced to 16.5% and 29.7%, respectively. The Company is also subject to a special surtax for the development of farming and fishery industries at 20%
of theamounts of certaintax reductions or tax credits taken by the Company up to the year 2003.
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Tong Yang Confectionery Corporation

NOTES TO FINANCIALSTATEMENTS

December 31, 2001 and 2002

1. ORGANIZATION AND BUSINESS

Tong Yang Confectionery Corporation (“the Company”) was incorporated in 1956, under the laws of the Republic of Korea to engage in the business of
manufacturing and selling confectioneries.

As of December 31, 2001 and 2002, the Company has four manufacturing plants in Korea to produce biscuits, chocolates, pies and gums. The Company
also sells merchandise purchased from Orion Frito-Lay Corp., a 50% owned company organized locally under a joint venture agreement with Pepsico
Foods International Inc. of the United States of America.

The Company’ s common stock has been listed on the Korea Stock Exchange since June 27, 1975.

On September 1, 2001, the Company, together with all its affiliates (Note 7) separated from the Tong Yang Group of companies to establish its own
identity as a confectionery, food and entertainment business group.

2. BASIS OF FINANCIAL STATEMENTS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of financial statements @ The Company maintains its official accounting records in Korean won and prepares statutory financial statements in
the Korean language in conformity with accounting principles generally accepted in the Republic of Korea ("Korean GAAP”). Certain accounting princi-
ples applied by the Company that conform with financial accounting standards and accounting principles in the Republic of Korea may not conform
with generally accepted accounting principlesin other countries. Accordingly, these financial statements are not intended for use by those who are not
informed about Korean accounting principles and practices.

For the convenience of the reader, in preparing the accompanying financial statements, certain reclassifications, and changes in statement format
and extent of disclosures have been made to the financial statements issued in the Korean language for domestic statutory purposes.

Certain supplementary information included in the statutory Korean language financial statements, but not required for a fair presentation of the
Company’ s financial position, results of operations and cash flows, is not presented in the accompanying financial statements.

Basis of translating the financial statements e Solely for the convenience of the reader, the 2002 financial statements, expressed in Korean won,
have been translated to United States dollar amounts at the exchange rate of W 1,200.40 to US$ 1, the prevailing exchange rate on December 31,2002.
This translation should not be construed as a representation that any or all of the amounts stated in Korean won could have been converted to United
Statesdollars at this orany other rate.

Cash equivalents e Highly liquid marketable securities and short-term financial instruments with original maturities of three months or less, and
which have no significantrisk of lossin value by interest rate fluctuations, are considered as cash equivalents.

Financial instruments ® Financial instruments, such as time deposits and restricted bank deposits, which are traded by financial institutions and
are held for short-term cash management purposes or which will mature within one year, are accounted for as short-term financial instruments.
Financialinstruments other than cash equivalentsand short-term financialinstruments are recorded as long-term financial instruments.

Marketable securities and investments ® The cost of marketable securities is determined using the moving average method and the cost of invest-
ments in securities are determined using the weighted average method. Marketable securities and investments in listed securities (excluding invest-
ments subject to the equity method of accounting) are stated at market value as of the balance sheet date. The unrealized gains (losses) from mar-
ketable securities are credited (charged) to current operations and those from investments in listed securities are excluded from results of operations
and recorded in capitaladjustment account, a separate component of stockholders’ equity.

Investments in affiliates owned 20% and above, or where the investor has significant management control over the investee, are accounted for using

the equity method. Investments in affiliates owned less than 20% and other investment securities are accounted for using the cost method. However, if
the fair value or the underlying net worth of investments (excluding investments subject to the equity method of accounting) has declined significantly
below the Company’ s book value or acquisition cost and there is no possibility of recovery in the future, a valuation loss is recognized and charged to
currentoperations.

Allowance for doubtfulaccount @ The Company provides an allowance for doubtfulaccounts to cover estimated losses that may arise from non-col-
lection of its receivables. The estimate of lossesis based on the estimated collectibility of receivablesand historical bad debt experience.

Foreigncurrencytranslation @ The Company’ sbooks and records are maintained in Korean won. Transactions conducted inforeign currenciesare
recorded in Korean won based on the prevailing exchange rates when the transactions are made. Assets and liabilities denominated in foreign curren-
cies are translated into Korean won at the exchange rates in effect at the balance sheet date. The resulting unrealized foreign currency translation
gains (losses) are credited (charged) to current operations.

Inventories ® Inventories are stated at the lower of cost or net realizable value. Cost is determined by specific identification for materials in transit,
and the moving average method for all other inventories.

Property, plant and equipment and depreciation e Property, plant and equipment are stated at cost, except for assets which were revalued in
accordance with the Korean Assets Revaluation Law.

Depreciation of property, plant and equipment has been provided using the declining balance method (straight-line method for buildings and struc-
tures acquired after January 1, 1995) over the following estimated useful lives:
Usefullives of Useful lives of

assets acquired from January 1, 1995 assets acquired before January 1, 1995

Buildings and structures 50 2~60
Machinery and equipment 10 2~10
Vehicles 5 2~15

Tools, furniture and fixtures 5 2~54

The Company has provided for depreciation on assets acquired after January 1, 1995 without retaining a 10% residual value in its accounts. Assets
acquired prior to January 1, 1995 have been and will continue to be depreciated up to 90% of their acquisition costs, recognizing a 10% residual value to
be disposed at equal amounts for three years after accumulated depreciation reaches 90% of their acquisition costs.

Maintenance and repairs are expensed in the year in which they are incurred. Expenditures that enhance the value or extend the life of an asset are
capitalized as additions to property, plant and equipment. Interest expenses and financing charges on borrowings related to the construction oracqui-
sition of property, plant and equipment are capitalized as part of the cost of the assets during construction period. The Companyincurred totalinterest
expense of W 17,371,304 thousand in 2002 (W 24,186,212 thousand in 2001), of which W 67,131 thousand (W 241,784 thousand in 2001) was capitalized.

Leasedassets ® Property, plantand equipmentacquired under capital leases and the related lease obligations are recorded at the discounted pres-
ent value of non-cancelable lease payments. Assets acquired under capital leases are depreciated using the same method as that provided for other
assets acquired through purchase or construction. Rental expensesincurred for assets leased under operating leases are charged to current opera-
tions.

Intangible assets ® Intangible assets consist of goodwill and industrial property rights; these are amortized using the straight-line method over 5to
10 years.

Discount (or premium)onbonds e The difference between proceeds from bonds (less bond issue and other related costs) and the face value of bond
is presented as a deduction (or addition) from (to) the face value of the bonds and is amortized using the effective interest rate method over the life of
the bonds.

Consideration for stock warrants of bonds e Interest expense on bonds with stock warrants is recognized using the effective interest rate which
equalizes the issued amount of bonds to the present value of the future cash outflow of bonds with stock warrants. Accordingly, the differences
betweenaccruedinterest and interest paid are presented as an addition to the nominal value of the bonds as a long-term accrued interest account.

Severance and retirement benefits ® In accordance with the Korean Labor Standards Law and the Company’ s regulations, employees and direc-
tors with more than one year of service are entitled to severance and retirement benefits upon termination of their employment based on years of
service, rates of pay in effect at the time of termination and certain other factors. The annual provision is sufficient to state the estimated obligation
arising from services performed toand at rates of pay in effect at the end of year. Funding of this liability is not required by Korean law.
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Areconciliation between taxable income and income before income taxes for financial reporting purposes are as follows:

Koreanwonin thousands U.S. dollars(Note 2)

2001 2002 2002

Income before income taxes per the statements of income W 48,883,174

Permanent differences:
Taxes and dues 126,742
Entertainment expenses 10,307
Valuation of equity method 531,066
Investments in securities (1,586,669)
Other 311,910
(606,644)

Temporary differences:
Foreign currency translation loss (325,209)
Allowance for doubtful accounts 929,437
Reserve for technology development 2,000,000
Depreciation 482,553
Accrued interestincome 195,471
Equity income oninvestments inaffiliates (10,594,226)
Other 71,584
(7,240,390)
Taxable income w 41,036,140

Deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts of assets and liabilities for financial reporting
purposes and the amounts used for income tax reporting purposes. Significant changes in cumulative temporary differences for the year ended
December31, 2002 are asfollows:

Koreanwon in thousands

Temporary differences Beginning balances Net changes Ending balances

Foreign currency translation gain W 325,209)
Allowance for doubtful accounts 929,437
Accruedinterest income 195,470
Reserve for technology development 2,000,000
Equity income oninvestmentsin affiliates (10,849,353)
Depreciation 482,553
Other, net 326,712

w 7,240,390)
Tax rate

Deferred income tax - asset

Temporary differences vary between amounts shown on December 31, 2001 and January 1, 2002 due to spinoffs and adjustments after tax investiga-

tion by tax authorities.
Significant changesin cumulative temporary differences forthe year ended December 31, 2001, are as follows:

Koreanwon in thousands

Temporary differences Beginning balances Net changes Ending balances

Foreign currencytranslation gain W (127,061)
Allowance for doubtful accounts 517,223
Accrued interestincome 967,442
Reserve for technology development (3,000,000
Equity income on investments in affiliates (3,917,996)
Depreciation 1,006,868
Other, net 159,808

w (4,393,716)
Tax rate

Deferred income tax - asset

In accordance with the Korean Tax Incentives Limitation Law, the income tax due on the gain on disposal of investments tendered in exchange partly
for the 62.18% equity in On Media Corporation (Note 8) amounting to \31,906,986 thousand and on the gain on disposal of property, plant and equipment
toriseON, Inc. due to spin-off amounting to W 1,586,669 thousand is deferred up to the time when those investments are substantially transferred to

third parties.

19. PERSHARE AMOUNTS

The per share amounts are computed as follows:

Koreanwon in thousands

2001 2002

Basic and diluted netincome available to common stockholders W 34,889,045

Weighted average numberof common shares outstanding during the year 4,648,560
Weighted average number of common shares outstanding - adjusted for

additional dilutive shares from warrants (352,736 shares in 2002) 5,001,296

Basic earnings per share (insingle Korean won) W 7,505

Diluted earnings per share (in single Korean won) W 6,976

(*] Thereisno adjustment for dilutive shares for the stock option planin 2002, because there is no dulitive, even if the average market value per share

is overthe exercise price during 2002

(*J Thereis no adjustment for dilutive shares for warrants in 2001, because the exercise price of warrants is over the average market value per share
during 2001.

20. DIVIDENDS

Cashdividendsfor the year ended December 31,2001 are as follows:

Dividend rates(%)

(of parvalue] Koreanwoninthousands

Outstanding shares

Accrued cash dividends

Cash dividends for the year ended December 31,2002 are as follows:

Dividend rates(%)

(of parva lue) Koreanwonin thousands U.S.dollars (Note 2)

20% (WL h6BI289 USS 3,899,749

Outstanding shares

Accrued cash dividends

21. FINANCIAL DATA FOR THE CALCULATION OF ADDED VALUE

The accounts and amounts, which are required to be disclosed in connection with the calculation of the added value of the Company’ s operations for
the years ended December 31,2001 and 2002, are as follows (Korean won in thousands):

Cost of goods manufactured Sellingand administrative expenses Total

2001 2002 2001 2002 2001 2002

Salaries W 16,186,141 W 66,917,348 W 83,103,489
Severance and retirement benefits 2,720,630 7,506,031 10,226,661
Fringe benefits 3,537,257 13,160,754 16,698,011
Rental expenses 213,411 3,126,593 3,340,004
Depreciation 10,822,718 4,614,479 15,437,197
Taxes and dues 432,737 1,536,531 1,969,268
Total W 33,912,894 W 96,861,736 W 130,774,630

22. SEGMENT INFORMATION

The Company’ s business is broken down into two segments; manufacturing and selling confectioneries and the family restaurant business. The sales
from manufacturing and selling of confectioneries accounted for 89.7% and 91.3% of total sales for the years ended December 31, 2001 and 2002,
respectively. The family restaurant business was spun-off on September30, 2002 as described in Note 23.
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23. SPIN-OFF

The family restaurant business of the Company was spun off intoa new company, which was incorporated as riseON Inc., awholly owned subsidiary, as
approved by stockholders resolution at there meeting held on August 26, 2002. The opening blance sheet of riseON Inc. as of September 30, 2002 is as
follows.

Koreanwon in thousands

Assets: Koreanwoninthousands ~Liabiality

Currentasset: Currentliabilities
Quick assets
Non-current liabilities

Totalliabilities

Inventory

Non-current assets:

Investments Stockholder’ equity:

Propertyand equipment Capital stock

Intangible assets Capital surplus

Total liabilitiesand
Stockholder’ equity

Totalassets

24. SUBSEQUENT EVENTS

Inaccordancewith resolution of the board of directors at their meeting held on January 30, 2003, the Company adopted a stock option plan (“the Plan”),
whereby 19,318 shares of common stock are reserved for issuance at W 57,140 per share to certain Company officers. As defined in the Plan, the
options are exercisable within seven years, starting from January 30, 2006. The options are cancelable upon retirement of vested officers.

25. KOREAN ECONOMY

In response to general unstable economic conditions, the Korean government and the private sector have been implementing structural reforms to
historical business practices. Implementation of these reforms is progressing slowly, particularly in the areas of restructuring private enterprisesand
reforming the banking industry. The Korean government continues toapply pressure to Korean companies to restructure into more efficient and prof-
itable firms. The Company may be either directly or indirectly affected by these general unstable economic conditions and the reform program
described above. The accompanying financial statements reflect management’ s assessment of the impact to date of the economic situation on the
financial position of the Company. Actual results may differ materially from management’ s currentassessment.

INDEPENDENT AUDITORS  REPORT

Bridge Securities Bldg. 4-14th Floors 25-15, Yoido-Dong, Youngdeungpo-Ku, Seoul, Korea
Phone : 3787-6600, 3787-6800 | Fax : 783-5890, 785-6991, 786-6956, 786-6957, 761-5084, 783-4866

Ell YOUNG WHA

ERNST & YOUNG INTERNATIONAL

The Stockholdersand Board of Directors

Tong Yang Confectionery Corporation

We have audited the accompanying balance sheets of Tong Yang Confectionery Corporation (“the Company”) as of December 31, 2001 and 2002,
and the related statements ofincome, appropriations of unappropriated retained earnings and cash flows for the years then ended, all expressed
in Korean won. These financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on
these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the Republic of Korea. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assess-
ing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement presen-
tation. We believe that our audits provide a reasonable basis for our opinion.

Inour opinion, the financial statements referred to above, expressed in Korean won, present fairly, in all material respects, the financial posi-
tion of Tong Yang Confectionery Corporation as of December 31, 2001 and 2002, and the results of its operations, appropriations of unappropriat-
ed retained earnings, and cash flows for the years then ended in conformity with accounting principles generally accepted in the Republic of
Korea.

As described in Note 1, on September 1, 2001, the Company, together with its affiliates, including Orion Frito-Lay Corp. and On Media Corp.
separated from the Tong Yang Group to establish its own entertainment and confectionery business group.

Asdescribed in Note 8, the Company has had transactions with subsidiaries and affiliated companies.

As described in Note 23, effective September 30, 2002, the family restaurant division [ “Bennigan’s”) of the Company was spun off into a new
company, which was incorporated as riseON Inc., a wholly owned subsidiary, as approved by the stockholders in a resolution passed at their
meeting held on August 26, 2002 at the time of spin-off, the assetsand liabilities of the family restaurant division were W 87,020,625 thousand and
W54,266,623 thousand, respectively, and the excess of assets over liabilities amounting to W 32,754,002 thousand was capitalized as common
stockand capitalsurplus of riseON Inc.

As described in Note 24, in accordance with a resolution by the board of directors in their meeting held on January 30, 2003, the Company
adopted a stock option plan (“the Plan”), in which 19,318 shares of common stock are reserved for issuance at W 57,140 per share to the
Company’s officers. As defined in the Plan, the options are exercisable within seven years, starting from January 30, 2006. The options are can-
cellable upon retirement of vested officers.

We have also reviewed the translation of the 2002 Korean won financial statements mentioned above into United States dollar amounts on
the basis described in Note 2. In our opinion, such statements have been properly translated on such basis.

Accounting principles and auditing standards and their application in practice vary among countries. The accompanying financial statements
are not intended to present the financial position, results of operations and cash flows in accordance with accounting principles and practices
generally accepted in countries other than the Republic of Korea. In addition, the procedures and practices utilized in the Republic of Korea to
audit such financial statements may differ from those generally accepted and applied in other countries. Accordingly, this reportand the accom-
panying financial statements are for use by those who are knowledgeable about Korean accounting principles and auditing standards and their
applicationin practice.

February 21,2003

el

This audit report is effective as of February 21, 2003, the auditors report date. Accordingly, certain material subsequent events or circumstances may have occurred during the period from the
auditors’ report date to the time this audit reportis used. Such events and circumstances could significantly affect the accompanying financial statements and may resultin modifications to this

report.
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