Management's Discussion and Analysis

Management’s Discussion and Analysis

This Management’s Discussion and Analysis (MD&A) presents Orion’s business performance in 2006 and includes
forward-looking statements on the company’s future management plans for the purpose of assisting investors. Please
note, however, that future performance results may differ materially from those projected in this report for reasons
beyond the company’s control. The term ‘the company’ used here refers to Orion unless otherwise expressly noted.

1. Business Environment

The Korean economy in 2006 recorded a growth rate of 5.0%, much lower than expected. Exports led dom estic
economic growth and amounted to US$300 billion in 2006, placing Korea 11th in the world in export volume. However,
domestic businesses and consumer confidence were not recovered considerably this past year. The confectionary market
in 2006 also suffered a deep depression due to the negative effects of confectionary controversies and the trans-fat
issue. Market size remained at KRW 1,800 billion, a level similar to 2005. In this challenging environment of market
saturation and intensified competition, Orion was successful in achieving “Zero’ trans-fat in all 60 of the company’s
products as of year-end 2006. As a result of such a positive management step, Orion recorded sales of KRW 543.1
billion, a 5.5 billion increase over 2005.

Overseas Sales Development

(Unit : USS million)

2006 2005 2004

China 125 92 56
Russia 36 27 17

Vietnam 10 7 5
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2. Management Accomplishments

In spite of various negative factors such as lagging consumption and changing trends in the confectionary market, Orion
recorded sales of KRW 543.1 billion, a KRW 5.5 billion increase from last year. The sales cost ratio to sales improved by
0.1%p compared to the previous year, but sales management costs increased by KRW 15.9 billion in 2006 due to
aggravated competition among com panies, worsened profitability resulting from the weakened negotiating power of
retailers, and rises in advertising expenses and commissicn payments. Business profit amounted to KRW 27.3 billion, a
KRW 13.3 billion decrease from 2005.

On the other hand, since breaking through the US $100 million wall in 2005 to reach US $130 million, Orion’s overseas
sales amounted to US $170 million in 2006, a 35.7% year-on-year increase. In 2006, sales rose to US $130 million in
China alone. And total sales in China, Russia, and Vietnam enjoyed a more than 30% increase compared to the same
period the year before.

Summary of Profit and Loss
(Unit : US$ million)

2006 2005 2004

Sales 534.1 5375 5134
e e
T e S | S5
Prof|tperStock(KRW) ................................................................ 21023 ............................................... 7198 .............................................. 4042

Business profit in 2006 dropped 2.6%p from 2005, but net profit rose 13.3%p. The reason for the increase in net profit
is that ordinary income rose to KRW 145 billion,a KRW 99 billion year-onryear increase. The risein ordinary profit & attributed
to the expansion of evaluation profit of the equity method of accounting and is a direct result of the sale of an affiliate
firm and the improved business of ON* media and other companies. Major factors contributing this fact are KRW42.6
billion, the evaluation profit of equity method through the business improvement of main affiliate companies such as ON*
media and Sports TOTO, and KRW90.5 billion, the disposition profit through the sale of whole share of Buy the Way to
Korea Retail Holding BV. In addition, the net return on equity recorded 29.1%, which was 17.8%p more than that of the
previous year thanks to the increased net income.

Main Financial Indices

(Unit : %)
=
Business Profitability 5.0 7.6 8.2

Return Rate on Equity 29.1 11.3 6.5
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3. Financial Situation

Total assets amounted to KRW 828.7 billion as of year-end 2006, a KRW 84 billion increase compared with the KRW
744.7 billion recorded the year before. The rise is due to the increase in liquid assets and fixed assets to KRW 21.8 billion
and KRW 62.2 billion, respectively, in 2006. Liquid assets increased mainly due to the rise in short-term financial products
to KRW 15.0 billion. The increase in fixed assets is attributed to the fact that investment stocks under the equity method
of accounting jumped KRW 72.2 billion year-on-year. Meanwhile, equity capital posted KRW 425 billion, a KRW 98
billion increase over 2005 caused by the rise in net profit of KRW 72.1 billion. Debt dropped KRW 13.9 billion compared

to last year thanks to the repayment of short-term loans etc.

Summarized Balance Sheet

(Unit : KRW hillion)

2006 2005 2004

Total Asset 828.8 744.7 693.9
Total Debt 403.8 417.7 358.0
Total Capital 425.0 327.0 3359
Worklng Capltal (Unit : KRW hillion)
2006 2005 2004

Trade Receivables and Inventory Assets 1346 129.7 121.0
Debt Purchases 495 40.6 42 .6
Working Capital 85.1 89.1 78.4

Cash and Securities

(Unit : KRW hillion)

2006 2005 2004

Cash and Short-term Financil Products 22.1 6.6 10.50
Marketable Securities 0.2 0.4 0.01
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4. Cash Flow: Business, Investment, and Financial Activities

Orion’s cash flow in 2006 came to KRW 24 billion, a KRW 18 .4 billion decrease from the year before. Cash flow in the
change of assets and debts through business activities increased KRW 24.7 billion year-on-year. However, disposition profit
of investment stocks under the equity method of accounting and return on equity increased KRW 90.5 billion and KRW
16 billion, respectively, not accompanying cash flow.

Net cash flow through investment activities amounted to KRW 28.8 billion, a KRW 106.8 billion year-on-year increase. In
detail, cash inflow through investment activities recorded KRW 172 .4 billion: KRW 16.9 billion through the disposal of
real estate and KRW 150.5 billion through the disposal of investment stocks under the equity method of accounting. Cash
outflow through investment activities came to KRW 143.7 billion: KRW 13.4 billion for the acquisition of assets under
construction; KRW 80.1 billion for the acquisition of investment stocks under equity law; and KRW 52.3 billion of pure
cash outflow through financial activities. As a result, the cash and cash equivalents of the company amounted to KRW
6.7 billion as of year-end 2006, a KRW 0.5 billion increase over 2005.

Summarized Cash Flow

(Unit : KRW hillion)
2006 2005 2004

424 17.0

Flow by Financial Activities -52.3 40.5 4.7

5. Prospects for 2007

Major economic research institutes have predicted that the domestic economy of 2007 will grow only 4.3% on average,
an economic slump in comparison with 2006. This economic growth forecast has, however, been recently slightly
upgraded, improving the outlook.

It is expected that enhanced competition due to the quantitative saturation of the domestic confectionary market will
damage the sales and business income of the confectionary department in 2007. Therefore, various profit-driven
strategies will be implemented that include raising the quality and function of products, entering the new ‘well-being’
niche market with diet-based, healthy products, and carrying out renewal of existing cash cow products. In particular,
given that overseas confectionary sales have grown more than 10% since 2003, Sports TOTO has been making profits
since 2005, and affiliate companies, such as ON* media are continually improving their businesses, Orion is confident
that its value will rise continuously throughout 2007 and beyond.
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Five-Year Summary
In thousands of USD* In millions of KRW

2006 2006 2005 2004 2003 2002

For the year

Total Sales 584,189 543,062 537,536 513,375 511,437 528,920

At year end
Total Assets 891,514 828,751 744,719 693,916 615,000 560,270

Financial Ratio (%)
Current Ratio 76.0 76.0 67.7 76.0 76.4 65.5

* Korean Won figures are translated, solely for the convenience of readers into U.S.dollars at KRW 929.60:USD 1.00, the prevailing rate as of December 31, 2006.
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Independent Accountants’ Review Report on Internal Accounting
Control System

English translation of a report originally issued in Korean

To the President of

Orion Corporation:

We have reviewed the accompanying Report on the Operations of Internal Accounting Control System(‘lIACS’) of Orion
Corporation (the ‘Company’) as of December 31, 2006. The Company's management is responsible for designing and
maintaining effective IACS and for its assessment of the effectiveness of |ACS. Our responsibility is to review
management's assessment and issue a report based on our review. In the accompanying report of management’s
assessment of IACS, the Company’s management stated: ‘Based on the assessment on the operations of the IACS, the
Company’s IACS has been effectively designed and is operating as of December 31, 2006, in all material respects, in
accordance with the IACS Framework issued by the Internal Accounting Control System Operation Committee.’

We conducted our review in accordance with IACS Review Standards, issued by the Korean Institute of Certified Public
Accountants. Those Standards require that we plan and perform the review to obtain assurance of a level less than that
of an audit as to whether Report on the Operations of Internal Accounting Control System is free of material
misstatement. Our review consists principally of obtaining an understanding of the Company‘s |ACS, inquiries of
company personnel about the details of the report, and tracing to related documents we considered necessary in the
circumstances. We have not performed an audit and, accordingly, we do not express an audit opinion.

A company's IACS is a process designed to provide reasonable assurance regarding the reliability of financial reporting
and the preparation of financial statements for external purposes in accordance with generally accepted accounting
principles. Because of its inherent limitations, however, IACS may not prevent or detect misstatements. Also, projections
of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because
of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

Based on our review, nothing has come to our attention that Report on the Operations of Internal Accounting Control
System as of December 31, 2006 is not prepared in all material respects, in accordance with IACS Framework issued by
the Internal Accounting Control System Operation Committee.

This report applies to the Company’s IACS in existence as of December 31, 2006. We did not review the Company’s
IACS subsequent to December 31, 2006. This report has been prepared for Korean regulatory purposes, pursuant to the
External Audit Law, and may not be appropriate for other purposes or for other users.

February 28, 2007

This report is annexed in relation to the audit of the non-consclidated financial statements as of Decembe 31, 2006 and the review of internal
accounting control system pursuant to Article 2-3 of the Act on External Audit for Stock Companies of the Republic of Korea.



Independent Auditors’ Report

Based on a report originally issued in Korean

The Board of Directors and Stockholders

Orion Corporation

We have audited the accompanying non-consolidated balance sheet of Orion Corporation (the’Company’) as of
December 31, 2006, and the related non-consolidated statements of income, appropriation of retained earnings and
cash flows for the year then ended. These non-consolidated financial statements are the responsibility of the Company's
management. Our responsibility is to express an opinion on these non-consolidated financial statements based on our
audit. The accompanying non-consolidated financial statements of the Company as of December 31, 2005, were audited
by other auditors whose report thereon dated February 17, 2006, expressed an unqualified opinion on those statements.

We conducted our audit 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 assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe
that our audit provides a reasonable basis for our opinion.

In our opinion, the non-consolidated financial statements referred to above present fairly, in all material respects, the
financial position of Orion Corporation as of December 31, 2006, and the results of its operations, the appropriation of
its retained earnings and its cash flows for the year then ended in conformity with accounting principles generally
accepted in the Republic of Korea.

The accompanying non-consolidated financial statements as of and for the year ended December 31, 2006 have been
translated into United States dollars solely for the convenience of the reader. We have audited the translation and, in our
opinion, the non-consolidated financial statements expressed in Korean Won have been translated into dollars on the
basis set forth in note 2 to the non-consolidated financial statements.

Without qualifying our opinion, we draw attention to the following:

As discussed in note 1 to the non-consolidated financial statements, accounting principles and auditing standards and
their application in practice vary among countries. The accompanying non-consolidated 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 report and the accompanying non-consolidated financial statements are for use by
those knowledgeable in Korean accounting principles and auditing standards and their application in practice.

As discussed in note 6 to the non-consolidated financial statements, the Company purchases merchandise from and sells
finished goods to Orion Snack International Corp. and other related parties and has balances due from and to the related
parties in relation to the above transactions as of December 31, 2006.

KPMG Samjong Accounting Corp.  |SR=63

Seoul, Korea  [[WIAGHI=E)
February 28, 2007 |[S==EEM

This report is effective as of February 28, 2007, the audit report date. Certain subsequent events or circumstances, which may occur
between the audit report date and the time of reading this report, could have a material impact on the accompanying non-
consolidated financial statements and notes thereto. Accordingly, the readers of the audit report should understand that there is a
posshbility that the abowe audit report may have to be revised to reflect the impact of such subsequent events or cirau mstances, if any.
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Non-Consolidated Balance Sheets
December 31, 2006 and 2005

Won (thousands) U.S. dollars (Note 2)
2006 2005 2006 2005
Assets
Current assets:
Cashandcashequlvalents(Note14) .............................................. W67037196202571 ........... $7211402 ............... 6672301
Shorttermflnanual|nstruments(Note3) ......................................... 15430933378530 ............ : 6599541 .................. 407197
Currentpornonofheldtomaturltysecur|t|es(Note5) ........................ 203390322400 ................. 218793 ................. 346816

Accounts and notes receivable - trade

less allowance for doubtful accounts of

3,161,384 ($3,400,800) in 2006 and

W2,759,716 ($2,968,713) in 2005 (Notes 6 and 14) 99,480,973 92,370,624 107,014,816 99,365,990

Accounts receivable-other less allowance for

doubtful accounts of none in 2006 and
w299,607 ($322,297) in 2005 (Note 6) 1,751,356 608,649 1,883,989 654,743

Total assets w 828,750,797 744,718,770  $ 891,513,336 801,117,437




2006 Financial Statements

Non-Consolidated Balance Sheets, Continued
December 31, 2006 and 2005

Won (thousandsexcept share data) U.S. dollars (Note 2)

2006 2005 2006 2005

Liabilities and Stockholders’ Equity

Current liabilities:

Current portion of long-term debt and bonds,
less discount on bonds ¥ 67,328 ($72,427) in 2006
and #/38,165 ($41,055) i 05 (Notes 12, 13 and 14) 69,948,651 71,849,548 75,245,967 77,290,822

Bonds, less discount on bonds ¥98,061 ($105,487)
in 2006 and¥ 307,081 ($330,337) in 2005 (Note 13) 159,901,939 179,692,919 172,011,552 193,301,333

Common stock of #5,000 par value Authorized -

12,000,000 shares Issued - 5,918,807 shares

in 2006 and 5,900,647 shares in 2005 Outstanding -

5,209,574 in 2006 and 5,191,414 in 2005 29,594,035 29,503,235 31,835,236 31,737,559

Total liabilities and stockholders’ equity W 828,750,797 744,718,770  $ 891,513,336 801,117,437

See accompanying notes to non-consolidate financial statements.
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Non-Consolidated Statements of Income
Years ended December 31, 2006 and 2005

Won (thousands except share data) U.S. dollars (Note 2)
2006 2005 2006 2005
Sales (Note 6) W 543,062,406 537,535,815 $ 584,189,335 578,244,207

Gain (loss) on disposal of property, plant
and equipment, net 6,037,566 (830,826) 6,494,800 (893,746)

Diluted earnings per share (Note 23) w 20,998 - $23 -

See accompanying notes to non-consolidate financial statements.
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Non-Consolidated Statements of Appropriation of Retained Earnings

Years ended December 31, 2006 and 2005

Date ot Appropriation for 2006 : March 23, 2007
Date ot Appropriation for 2005 : March 24, 2006

Won (thousands) U.S. dollars (Note 2)
2006 2005 2006 2005
Unappropriated retained earnings:

Balance at beginning of year W 2,750,195 2,137,298 $ 2,958,471 2,299,160

s ’

Transfer from voluntary reserves
Reserve for research and manpower development 2,666,667 1,333,333 2,868,618 1,434,309

Unappropriated retained earnings available
for appropriations 114,868,740 40,835,170 123,567,922 43,927,678

Dividends - 45% on per value at 2,250 won
per share (Note 24) 11,721,542 9,084,975 12,609,232 9,772,994

Unappropriated retained earnings to be carried
over to subsequent year W 5,947,198 2,750,195 $ 6,397,588 2,958,471

See accompanying notes to non-consolidate financial statements.
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Non-Consolidated Statements of Cash Flows
Years ended December 31, 2006 and 2005

Won (thousands) U.S. dollars (Note 2)

2006 2005 2006 2005

Cash flows from operating activities:

Adjustments to reconcile net income to net cash
provided by operating activities:

Loss (gain) on disposal of property, plant
and equipment, net (6,037,566) 830,826 (6,494,800) 893,746

Increase (decrease) in accounts and notes
payable - trade 8,932,588 (1,902,250) 9,609,066 (2,046,310)

Net cash provided by operating activities W 24,036,417 41,307,377 $ 25,856,732 44,435,646




2006 Financial Statements

Non-Consolidated Statements of Cash Flows, Continued
Years ended December 31, 2006 and 2005

Won (thousands) U.S. dollars (Note 2)

2006 2005 2006 2005

Cash flows from investing activities:

Proceeds from sale of current portion of held
to maturity securit 322,400 142,490 346,815 153,281

Proceeds from disposal of Investments under
the equity method 150,524,024 = 161,923,434 =

Proceeds from issuance of common stock
for stock option 1,036,640 880,582 1,115,146 947,270

Cash and cash equivalents at end of year W 6,703,719 6,202,571 $ 7,211,402 6,672,301

See accompanying notes to non-consolidate financial statements.
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Notes to Non-Consolidated Financial Statements
December 31, 2006 and 2005

1. Summary of Significant Accounting Policies and Basis of Presenting Financial Statements

Organization and Description of Business

Orion Corporation (‘the Company’) was incorporated as Tong Yang Confectionery Corporation in 1956, under the laws of
the Republic of Korea to engage in the business of manufacturing and selling confectioneries. On September 1, 2001, the
Company and itsaffiliates were legally separated from the Tong Yang Group to establish their identity as a confectionery, food
and entertainment business group. Accordingly, the Company changed its name from Tong Yang Confectionery
Corporation to Orion Corporation on August 29, 2003.

As of December 31, 2006, the Company hasthree manufacturing plants in Korea and four subsidiaries in averseas to produce
biscuits, chocolates, pies and gums. The Company also sells merchandise purchased from Orion Snack International Corp.,
a 100% owned company organized locally.

On June 27, 1975, the Company was listed on the Korea Exchange Market.

Basis of Presenting Financial Statements

The Company maintains its accounting records in Korean Won and prepares statutory non-consolidated financial statem ents
in the Korean language in conformity with accounting principles generally accepted in the Republic of Korea. Certain
accounting principles 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 principles in other countries. Accordingly,
these financial statements are intended solely for use by only those who are informed about Korean accounting principles
and practices. The accompanying non-consolidated financial statem ents have been condensed, restructured and trandated
into English (with certain expanded descriptions) from the Korean language non-consolidated financial statements.

Certain information attached to the Korean language non-consolidated financial statements, but not required for a fair
presentation of the Company’s financial postion, results of operations or cash flows, is not presented in the accompanying
non-consolidated financial statements. Effective January 1, 2006, the Company adopted Statements of Korea Accounting
Standards ("SKAS") No. 19, ‘Leases’ and No. 20, ‘Related Party Disclosures’. The adoption of these standards did not have
a significant impact on the accompanying non-consolidated financial statements. As allowed by these standards, prior
year balances have not been reclassified to conform to the current year presentation.

Cash Equivalents

The Company considers short-term financial instruments with maturities of three months or less the acquisition date to be
cash equivalents.

Financial Instruments

Short-term financial instruments are instruments handled by financial institutions which are held for short-term cash
managem ent purposes, maturing within one year. Such investments may include time deposits, installment savings deposits
and restricted bank deposits.



Notes to Non-Consolidated Financial Statements, Continued
December 31, 2006 and 2005

Allowance for Doubtful Accounts
The allowance for doubtful accounts s estimated based on an analysis of individual accountsand past experience of wllection.

Inventories

Inventories are stated at the lower of cost or net realizable value. Net realizable value is the estimated selling price in the
ordinary course of business, less the estimated selling costs. The cost of inventories is determined on the specific identification
method for materials in transit and on the moving weighted-average method for all other inventories. The amount of any
write-down of inventories to net realizable value due to obsolescence or excess inventory and other losses of inventories
occurring in the normal course of business are recognized as cost of goods sold and such valuation losses are deducted
from the inventories as allowance for valuation losses.

Investments in Securities

Upon acquisition, the Com pany classifies certain debt and equity securities into one of the three categories: held-to-maturity,
available-for-sale, or trading securities and such determination is reassessed at each balance sheet date. Investments in
debt securities that the Company has the positive intent and ability to hold to maturity are classified as held-to-maturity.
Securities that are bought and held principally for the purpose of selling them in the near term (thus held for only a short
period of time) are classified as trading securities. Trading generally reflects active and frequent buying and selling, and
trading securities are generally used to generate profit on short-term differences in price. nvestments not classified as either
held-to-maturity or trading securities are classified as available-for-sale securities.

Trading securities are carried at fair value, with unrealized holding gains and losses included in current income. Available-
for-sale securities are carried at fair value, with unrealized holding gains and losses reported as a capital adjustment, net
of tax. Investments in equity securities that do not have readily determinable fair values are stated at cost. Investments in
debt securities that are classified into held-to-maturity are reported at amortized cost at the balance sheet date and such
amortization is included in interest income.

The fair value of marketable seaurities is determined using quoted market prices as of the period end. Non-m arketable debt
securities are recorded at the fair values derived from the discounted cash flows by using an interest rate deemed to
approximate the market interest rate. The market interest rate is determined by the issuers’ credit rate announced by the
accredited aedit rating agencies in Korea. Money market funds are recorded at the fair value determined by the investment
management companies.

Trading securities are classified as current assets, whereas available-for-sale securities and held-to-maturity securities are
classified as long-term investments. However, available-for-sale securities whose maturity dates are due within one year
from the balance sheet date or whose lkelihood of being disposed of within oneyear from the balance sheet date isprobable
are classified as current assets. Likewise, held-to-maturity securities whose maturity dates are due within one year from
the balance sheet date are classified as current assets.

A decline in market value of any available-for-sale or held-to-maturity security below cost that is deemed to be other-than-
temporary results in a reduction in carrying amount to fair value and the impairment loss is charged to current results of
operations.
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Notes to Non-Consolidated Financial Statements, Continued
December 31, 2006 and 2005

Investment Securities under the Equity Method of Accounting

Investments in affiliated companies of which the Company owns 20% or more of the voting stock or over which the
Company has significant management control are stated at an amount as determined using the equity method. Under
the equity method of accounting, the Company’s initial investment is recognized at cost and is subsequently increased or
decreased to reflect the changes in Company’s share of the net assets of investee. The Company’s share of the profit or
loss of the investee is recognized in the Company’s profit or loss and other changes in the investee’s equity are recognized
directly in the corresponding equity account of the Company. If the Company holds other investments such as preferred
stock or loans issued by the investee, the Company’s share of loss of the investee continues to be recorded until such
other investments are reduced to zero.

Any excess in the Company’s acquisition cost over the Company’s share of the net fair value of the investee’s identifiable
net assetsis considered as goodwil and amortized by the straight-line method over the estimated useful life. The amartization
of such goodwill is recorded against the equity income (losses) of affiliates. When events or circumstances indicate that
carrying amount may not be recoverable, the Company reviews goodwill for any impairment.

Assets and liabilities of foreign-based companies accounted for using the equity method are translated at current rate of
exchange at the balance sheet date while profit and loss items in the statement of income are translated at average rate
and capital account at historical rate. The translation gains and losses arising from collective translation of the foreign
currency financial statements of foreign-based companies are offset and the balance is accumulated as capital
adjustment.

Under the equity method of accounting, unrealized gains and losses on transactions with an investee are eliminated to
the extent of the investor’s interest in the investee. However, unrelized gains and losses from a down-stream transaction
with a subsidiary are eliminated entirely.

Investments in affiliated companies are reduced when dividends are declared by stockholders” meeting of the respective
affiliated companies.

Property, Plant and Equipment

Property, plant and equipment are stated at cost, except in the case of revaluation made in accordance with the old Asset
Revaluation Law on October, 1, 1998. However, assets acquired through exchange, investment in kind or donation, are
recorded at their fair value upon acquisition.

Significant additions or improvements extending useful lives of assets are capitalized. However, normal maintenance and
repairs are charged to expense as incurred. Depreciation is computed by the declining-balance method using rates based
on the useful lives of the respective assets as follows:

Useful lives of Useful lives of
assets acquired assets acquired
on or after January 1, 1995 1995 before January 1, 1995
Building and structures 50 2~ 60
B e s S S
g R e SRR g
I e e

The Company capitalizes interest costs on all borrowings incurred prior to completion of the acquisitions until the related
assets are placed for its intended use, as part of the cost of qualifying assets.



Notes to Non-Consolidated Financial Statements, Continued
December 31, 2006 and 2005

Leases

Prior to 2006, the Company accounted for and classified its lease transactions as either an operating or capital lease, depending
on the terms of the lease under SKAS. When a lease was substantially noncancellable and met one or more of the criteria
listed below, the present value of future minimum lease payments was reflected as an obligation under capital lease.

- Ownership of the leased property shall be transferred to the lessee at the end of the lease term without additional
payment or for a contract price.

- The leasee has a bargain purchase option.
- The lease term is equal to 75% or more of the estimated economic useful life of the leased property.

- The present value at the beginning of the lease term of the minimum lease payments equals or exceeds 90% of the fair
value of the leased property.

Otherwise, the lease was classified as an operating lease with lease payments expensed as incurred.

Effective January 1, 2006, the Company adopted SKAS No. 19, Leases. Under this standard, the above capital lease criteria
have been amended. Specifically, the premise of substantially noncancellable lease has been removed and the criterion of
a bargain purchase option has been modified to include also a reasonable certainty, at the inception of the lease, that the
option will be exercised. In addition, if the leased property is specialized to the extent that only the lessee can use it without
any major modification, it would be considered a capital lease. The adoption of this standard had no impact on the
accompanying non-consolidated financial statements.

Intangible Assets

Intangible assets, which consist of industrial property rights, are stated at cost less accum ulated amortization and im pairment
losses. Such intangible assets are amortized using the straight-line method over a reasonable period, generally 5 years,
based on the nature of the asset.

When the recoverable amount of the intangible assets are substantially below the carrying amount of the assets due to
obsolescence and sharp decline in its market value and others, the Com pany reduces its carrying amount to the recoverable
amount and the amount impaired is recognized as impairment loss.

Contributions Received for Capital Expenditures

Contributions received for capital expenditures are reflected as a reduction of the acquisition cost of the acquired assets
and, accordingly, reduce depreciation expense related to the acquired assets over their useful lives.

Discount (Premium) on Debentures

Discount (premium) on debentures issued, which represents the difference between the face value and issuance price of
debentures, is amortized using the effective interest method over the life of the debentures. The amount amortized is
included in interest expense.

Retirement and Severance Benefits

Employees who have been with the Company for more than one year are entitled to lump-sum payments based on current
salary rates and length of service when they leave the Company. The Company’s estimated liability under the plan which
would be payable if all em ployees left on the balance sheet date is accrued in the accompanying non-consolidated balance
sheets. A portion of the liability is covered by an employees’ severance benefits trust where the employees have a vested
interest in the deposit with the insurance company in trust. The deposit for severance benefits held in trust is, therefore,
reflected in the accom panying non-consolidated balance sheets as a reduction of the liability for retirement and severance
benefits.



Notes to Non-Consolidated Financial Statements, Continued
December 31, 2006 and 2005

Through March 1999, under the National Pension Scheme of Korea, the Company transferred a certain portion of retirement
allowances for em ployees to the National Pension Fund. The amount transferred will reduce the retirement and severance
benefit amount to be payable to the employeeswhen they leave the Company and is accordingly reflected in the accompanying
non-consolidated financial statements as a reduction of the retirement and severance benefits liability. However, due to
the new regulation effective April 1999, such transfers to the National Pension Fund are no longer required.

Foreign Currency Translation

Monetary assets and liahilities denominated in foreign currencies are translated into Korean Won at the balance sheet date,
with the resulting gains or losses recognized in the results of operations. Monetary assets and liabilities denominated in
foreign currencies are translated into Korean Won at #929.6 to US$1, the rate of exchange on December 31, 2006 that
is pemitted by the Financial Accounting Standards. Non-monetary assets and liabilities denominated in foreign currencies,
whid are stated at historical cost, aretranslated into Korean Won at the foreign exchange rate at the date of the transaction.

Stock Options

The stock option program allows the Company‘s employees to acquire shares of the Company for a specified price at specified
times. The option exercise price is generally fixed at below the market price of underlying shares at the grant date. The
Company values equity-settled stock options based upon an option pricing model under the fair value method and
recognizes this value as an expense and capital adjustment over the period in which the options vest. When the options
are exercised, equity is increased by the amount of the proceeds received which is equal to the exercise price. However,
compensation cost for cash-settied stock options is measured each period based on the current stock price and is recognized
as an expense and a liability over the service period.

Provisions, Contingent Assets and Contingent Liabilities

Provisions are recognized when all of the following are met: (1) an entity has a present obligation as a result of a past event,
(2) it is probable that an outflow of resources embodying economic benefits will be required to settle the obligation, and
(3) a reliable estim ate can be made of the amount of the obligation. W here the effect of the time value of money ismaterial,
a provision is recorded at the present value of the expenditures expected to be required to settle the obligation.

Where the expenditure required to settle a provision is expected to be reimbursed by another party, the reimbursement is
recognized as a separate asset when, and only when, it is virtualy certain that reim bursement will be received if the Com pany
settles the obligation. The expense relating to a provision is presented net of the amount recognized for a reimbursement.

Revenue Recognition

Revenue is recognized when persuasive evidence of an arrangem ent exists, the product has been delivered and title of the
product has been transferred, the price is fixed or determinable, and collection of theresulting receivableis reasonably assured.

Income Taxes

Deferred tax is provided using the asset and liability method, providing for temporary differences between the carrying
amounts of assets and liabilities for financial reporting purposes and the amounts used for tax purposes. The amount of
deferred tax provided is based on the expected manner of realization or settlement of the carrying amount of assets and
liabilities, using tax rates enacted or substantially enacted at the balance sheet date.

A deferred tax asset is recognized only to the extent that itis probable that future taxable income will be available against
which the unused tax losses and credits can be utilized. Deferred tax assets are reduced to the extent that it is no longer
probable that the related tax benefit will be realized.
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Deferred tax assets and liabilities are classified as current or non-current based on the classification of the related asset or
liability for financial reporting or the expected reversal date of the temporary difference for those with no related asset or
liability such as loss carryforwards and tax credit carryforwards. The deferred tax amounts are presented as a net current

asset or liability and a net non-current asset or liability.

Deferred taxes are recognized on the temporary differences related to unrealized gains and losses on investm ent securities
that are reported as a separate component of capital adjustments.

Earnings Per Share

Earnings per common share are calculated by dividing net income by the weighted-average number of shares of common
stock outstanding during each period.

Use of Estimates

The preparation of non-consolidated financial statements in accordance with accounting principles generally accepted in the
Republic of Korea requires management to make estimates and assumptions that affect the amounts reported in the non-
consolidated financial statements and related notes to the non-consolidated financial statements. Actual results could differ
from those estimates.

Reclassification

Certain balances in the prior financial statements have been reclassified in conformity to the current presentations.

2. Basis of Translating Financial Statements

The non-consolidated financial statements are expressed in Korean Won and have been translated into U.S. dollars at the
rate of w929.6to US$1, the basic exchange rate on December 31, 2006, solely for the convenience of the reader. These
trandations should not be construed as a representation that any or all of the amounts shown could be converted into U.S.
dollars at this or any other rate.

3. Restricted Deposits

Financial instruments which are restricted in use for expenditures for certain business purposes as of December 31, 2006
and 2005 are as follows:

Won (thousands) U.S. dollars

2006 2005 2006 2005

Short-term financial instruments W 15,052,402 - $16,192,343 -
Long-term financial instruments 20,500 20,500 22,052 22,052
# 15,072,902 20,500 $ 16,214,395 22,052

The restricted deposits of W20,500 thousand ($22,052) as of December 31, 2006 and 2005 represent amounts placed with
banks as guarantee deposits for the maintenance of checking accourts. The other deposits ¥ 15,052,402 thousand ($16,192,343)
are used as collateral for the representations and warranties related to sales equity securities of Buy The Way Co., Ltd.
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4. Inventories

Inventories as of December 31, 2006 and 2005 are summarized as follows:

Won (thousands}) U.S. dollars (Note 2)
2006 2005 2006 2005

Merchandise ¥ 11,343,576 13,493,148 $ 12,202,642 14,515,004

Raw materials in-transit 3,495,767 3,739,968 3,760,507 4,023,200
w 35,114,464 37,329,503 $ 37,773,735 40,156,522

5. Investments

Investments other than those accounted for using the equity method as of December 31, 2006 and 2005 are
summarized as follows:

Available-for-sale securities
WWon (thousands)

Percentage Acquisition Book
of ownership cost value

U.S. dollars Note 2) $ 15,461,644 15,249,209 19,619,302

(*1) Investments in small affiliates with total assets amounting to less than ¥70 billion are recorded at cost, except where the effect of applying
the equity method of accounting for investments on the non-consolidated financial statements is material.

(*2) Investment in MEGA MARK Co., Ltd., which is a development stage company as of December 31, 2006, is recorded at cost.

(*3) The Company reclsssified inves ments in affiliates lited above, where the effect of g plying the equity method of accounting for investments
on the non-consolidated financial statements is material, to securities under the equity method in 2006.
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Held-to-maturity securities
Maturities of debt securities classified as held-to-maturity at December 31, 2006 were as follows:

Won (thousands) U.S. dollars (Note 2)

_ Amortized st Fair value  Amortized cost Fair value
Due within one year w 203,390 203,390 $218,793 218,793
Dueafteroneyearthroughﬁveyears ......................................................... 256115 ................. 256115 ................. 2755112755”
Dueafterflveyearsthroughtenyears ........................................................ 150415 ................. 150415 ................. 161806 .................. : 61806
# 609,920 609,920 $ 656,110 656,110

Investments in affiliates
Investments in affiiated companies accounted for using the equity method as of December 31, 2006 are as follows:

Won (thousands)

Balance at
Percentage of Deember31,
company ownership Cost Net assets 2006

Listed:

Sports TOTO Online Co., Ltd. (*1) 30.00% 1,500,000 1,535,066 1,535,066

W 383,358,411 353,861,153 422,685,632

U.S. dollars Note 2) $ 412,390,716 408,450,772 454,696,248

(*1) Investments in small affiliates with total assets amounting to less than 70 billion are recorded at cost, except where the effect of applying
the equity method of accounting for investments on the non-consolidated financial statements is material.

(*2) The market valueof investments in ON media Corp. and MEDIAPLEX Corp. asof December 31, 2006 are351,893,113 thousands ($378,542,505)
and #7,295,150 thousands ($7,847,623), respectively.

(*3) The company used unaudited financial statements o f the above affiliated comp anieswhen apply ing the equity method of accounting.
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Investmentsin affiliated com panies accounted for using the equity method as of December 31, 2005 are as follows:

Won (thousands)

Balance at

Percentage of December 31,

Company ownership Cost Net assets 2006
ON media Corp. 42.54% ¥ 110,380,527 121,892,193 93,718,179

Buy The Way Co., Ltd. 54.59% 25,524,016 28,349,105 28,245,459
W 341,794,050 270,289,129 350,494,073
U.S. dollars (Note 2) $ 367,678,625 290,758,528 377,037,514

Details of the difference between the acquisition cost and the Company’s share of the fair value of investee’s identifiable

net assets as of December 31, 2006 and 2005 are as follows:
Won (thousands)

2006
Balance at Balance at
January 1, Amortized  December 31,
Affiliate 2006 Increase amount 2006

Orion Snack International Corp. W 22,203,181 - (2,467,020) 19,736,161

r

Sports TOTO Co., Ltd. 90,925,010 = (12,547,390) 78,377,620

w 112,926,522 = (14,799,316) 98,127,206

U.S. dollars (Note 2) $ 121,478,616 = (15,920,091) 105,558,525
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Won (thousands)

2005
Balance at Balance at
January 1, Amortized December 31,
Affiliate 2005 Increase amount 2005
Orion Snack International Corp. W 24,670,201 - (2,467,020) 22,203,181

Sports TOTO Co., Ltd. 103,465,429 = (12,540,419) 90,925,010
W 127,846,905 = (14,920,383) 112,926,522
U.S. dollars (Note 2) $ 137,528,942 = (16,050,326) 121,478,616

Details of eliminated unrealized gains (losses) from inter-company transactions for the years ended December 31, 2006 and

2005 are as follows:
Won (thousands)

2006
Current Property &
Affiliate assets Investments equipment Total
Orion Snack International Corp. W (78,483) - (6,100) (84,583)

" iseON Inc. - (1,239,589)
# (182,129) (1,991,034) (1,245,689)
U'S. doliars (Note 2) $(195,922) (2,141,818) (1,340,027) (3,677,767)

Won (thousands)

2005
Current Property &
Affiliate assets Investments equipment Total
Orion Snack International Corp. W 141,535 - (6,099) 135,436

riseON Inc. - - (490,923) (490,923)

w 57,379 (1,991,033) (497,022) (2,430,676)

U.S. dollars (Note 2) $61,725 (2,141,817) (534,662) (2,614,754)
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Changes in balance of investm ents in affiliated companies accounted for using the equity method as of December 31, 2006
and 2005 are as follows:

Won (thousands)

2006
Adjustment to
Balange gp G Balance at
January 1, Net income Capital increase  December31,
Affiliate 2006 (loss) adjustment (decrease) 2006
Orion Snack International Corp. ¥ 83,016,885 (1,219,426) (1,101,641) - 80,695,818
Buy The Way Co., Ltd. 28,245,459 (2,672,820) (15,875,512) (9,697,127) -

Sports TOTO Online Co., Ltd. = 35,066 = 1,500,000 1,535,066
w 350,494,073 33,303,798 (18,503,489) 57,391,250 422,685,632
U.S. dollars (Note 2) $ 377,037,514 35,825,944  (19,904,784) 61,737,574 454,696,248

Won (thousands)

2005
Adjustment to

Balange qp G Balance at

January 1, Net income Capital increase  December31,

Affiliate 2005 (loss) adjustment (decrease) 2005
Orion Snack International Corp. ¥ 79,221,498 3,919,362 (123,975) - 83,016,885
CBuyTheWay Co, Ltd. T 28,094,762 150,697 - 28,245,459
Or|onFoodCoLtd ............................................................ 169846493667661335329936711430354753
OnonFood(Shanghal)CoLtd .......................................... 16440425 ........... : 055561(74235) ........................... o : 7421751
e 24864457 ........ (1539370) ........................... 23325087
ONmed|aCorp ................................................................... 81645909 ......... : 0745947 ........... 1255445 ................ 7087893718179
CMEDIAPLEX Corp. T 33221,347 7,061,187 (494,337y - 739,788,191
TSports TOTO Co., Ltd. T 54,703,350 (8,007,789) (33,643,787) 21,571,985 34,623,768

W 335,176,406 17,053,250  (32,745,560) 31,009,977 350,494,073

U.S. dollars Note 2) $ 360,559,815 18,344,718  (35,225,429) 33,358,410 377,037,514




2006 Financial Statements 53

Notes to Non-Consolidated Financial Statements, Continued
December 31, 2006 and 2005

Summarized financial information of affiliates as of December 31, 2006 is as follows:
Won (thousands)

Affiliate Total assets Total liabilities Sales Net Income

Orion Snack International Corp. W 114,070,664 50,538,564 94,573,083 1,163,011

Sports TOTO Online Co Ltd. 11,774,051 6,657,164 8,115,696 2,626,390
w 1,119,006,594 473,338,060 666,501,882 98,702,487
U.S. dollars (Note 2) $1,203,750,639 509,184,661 716,977,066 106,177,373

6. Transactions and Balances with Related Companies

Details of parent and subsidiary relationships as of December 31, 2006 are as follows:

Controlled subsidiary

Orion Snack International Corp. Orion Snack Co., Ltd.

Motion101, Inc. Beijing Zhongguan Megabox Cinema Co., Ltd.
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Significant transactions which occurred in the normal course of business with related companies for the years ended

December 31, 2006 and 2005 are summarized as follows:
Won (thousands)

Related company Transaction 2006 2005

Subsidiary

s uyTheWayCoLtd(*)SaIesDomestlc ............................................................... : 798469 ............................ 2596390
Purchase - Domestic 197,078 399,438
Total Sales W 3,616,915 4,115,042
............................................................................... 5 urchase116744833126929410
U.S. dollars (Note 2) Sales $ 3,890,830 4,426,681
............................................................................... 5 urchase125586095136541963

(*) Buy The Way Co., Ltd. became a non-related company in 2006 and the transactions above occurred before the termination of relationship.

Account balances with related companies as of December 31, 2006 and 2005 are as follows:
WWon (thousands)

2006
Receivables Payables
Accounts Accounts
Receivable Other payables Other
Related Company - trade receivables - trade payables
Orion Snack International Corp. w 95,687 110,297 23,572,235 4,651,409

U.S. dollars Note 2) $ 262,168 1,832,550 26,868,051 5,003,667
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Won (thousands)

2005
Receivables Payables
Accounts Accounts
Receivable Other payables Other
Related Company - trade receivables - trade payables
Orion Snack International Corp. W 138,035 164,038 17,328,616 4,654,656

Orion Food (Shanghai) Co., Ltd. - 1,977 842,309 -
W 667,710 166,015 19,915,257 4,802,406
U.S. dollars (Note 2) $ 718,277 178,588 21,423,469 5,166,099

Key management personnel compensation in total and for each of the following categories for the year ended December
31, 2006 are as follows:

Won (thousands) U.S. dollars (Note 2)
Related party
Short-term employee benefits W 7,599,517 $ 8,175,040
Share-based payment 833,770 896,913

As of December 31, 2006, the Company provided a guarantee in amount of $5,460,000 for long-term debt of Orion
Food Rus Co., Ltd. The term of the guarantee will expire on November 4, 2009.

7. Property, Plant and Equipment

Changes in property, plant and equipment for the years ended December 31, 2006 and 2005 are as follows:

Won (thousands)

2006
Net book Net book
value as of value as of
January 1, December 31,
2006 Acquisition Disposals  Depreciation Other 2006
Land w 107,077,386 2,960,769 7,260,418 = - 102,777,737

5,670,854 673,

21,090,224 13,399,107 2,326,279 - (18,763,945) 13,399,107

W 226,026,611 33,547,552 13,541,345 (11,467,458) 218,154,548

e ; 4,566,851 .......................................................................................

U.S. dollars (Note 2)

(*) Certain machinery and equipment classified as construction-in-progress in the amount of #11,467,458 thousands ($12,235,906) were made
as a capital contribution to Orion Food Rus Co., Ltd. in 2006. The related balance was included in the investments under the equity method.
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Won (thousands)

2005
Net book Net book
value as of value as of
January 1, December 31,
2005 Acquisition Disposals  Depreciation Other 2005
Land W 103,850,919 3,226,467 - - - 107,077,386

Construction- in-progress 10,940,370 19,161,933 1,852,444 - (7,159,635) 21,090,224

w 208,077,555 34,892,156 2,975,160 13,967,940 - 226,026,611

U.S. dollars Note 2) $ 223,835,582 37,534,590 3,200,473 15,025,753 - 243,143,946
Insurance

As of December 31, 2006, inventories, machinery, equipment and tools were insured against fire damage up to W
164,407,035 thousand ($176,858,826). In addition, as of December 31, 2006, the Company carries insurance policies
covering loss and liability arising from automobile accidents.

The officially declared value of land at December 31, 2006, as announced by the Minister of Construction and
Transportation, is as follows:

Won (thousands) U.S. dollars (Note 2)
_ Book value Declared value Book value Declared value
Land W 102,777,737 111,677,512 $ 110,561,249 120,135,017

The officially declared value, which is used for government purposes, is not intended to represent fair value.

8. Capitalization of Interest

Interest costs of W1 18,682 thousand ($127,670) and W80,600 thousand ($86,704), in relation to the completion of
construction, were capitalized as part of the cost of qualifying assets as of December 31, 2006 and 2005, respectively. If the
Company had expensed the interest costs, the differences in balances of therelevant accounts would have been as follows:

Won (thousands)

2006 2005
Related account Capitalized Expensed Capitalized Expensed

Construction in- progress w 13,399,107 13,280,425 21,090,224 21,009,624

Net income 109,451,878 109,350,825 37,313,604 37,233,943
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U.S. dollars (Note 2)

2006 2005

Related account Capitalized Expensed Capitalized Expensed
Construction in-progress $ 14,413,841 14,286,171 22,687,419 22,600,419
Stockholdersequlty ................................................................. SO e o S L
Depreoatlon .................................................................................. : 7653627 ................ 17634663 ................. : 5025753 ................ 15024743
e : 5368827 ................ 15496497 ................ : 4703215 ................ 14789919
TNetincome T 117,740,833 117,632,127 40,139,418 . 40,053,725

9. Intangible Assets
Changes in intangible assets {Industrial property rights) for the years ended December 31, 2006 and 2005 are as follows:

Won (thousands) U.S. dollars (Note 2)
2006 2005 2006 2005
Net balance at beginning of year w 1,246,235 981,250 $1,340,614 1,055,562

’ i i

Net balance at end of year w 2,010,021 1,246,235 $ 2,162,243 1,340,614

Development costs incurred for the years ended December 31, 2006 and December 31, 2005 are 1,395,650 thousand
($1,501,345) and %902,631 thousand ($970,989), respectively.

10. Pledged Assets and Guarantees

Property, plant and equipment have been provided as collaterals to the extent of ¥52,954,400 thousand ($56,964,716)
and $40,937,000 as of December 31, 2006 for short-term borrowings, long-term debt, bonds, and other aurrent liabilities.

11. Short-term borrowings

Short-term borrowings as of December 31, 2006 and 2005 is summarized as follows:
Won (thousands)

Annual
Lender Description interest rate(%) 2005

Local currency borrowings:

Nong Hyup Bank Usance 3.80-6.16 W 4,276,833 5,258,309

W 27,476,833 49,858,309

U.S. dollars (Note 2) $ 29,557,695 53,634,153
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12. Long-term Debt

Long-term debt as of December 31, 2006 and 2005 is summarized as follows:
WWon (thousands)

Annual
Lender Maturity interest rate(%) 2005

Local currency borrowings:

Korea Industrial Bank April 28,2008 6.30% w 10,000,000 11,875,000
o T o I\/Iarch262022 ........................ 300%663064 ..................... 675777
e rrcrrcrrrrc: T S 10663064 ................ 1 2550777
TCurrentportion e 5 979) (1,887, 713)

Total W 10,647,085 10,663,064
USdoIIars(NoteZ) ........................................................................................................................................ $11'453’405 ................ 1 1’470,594

Aggregate maturities of the Company’s long-term debt as of December 31, 2006 are as follows:

Won (thousands) U.S. dollars (Note 2)
December 31
2007 w 15,979 $17,189

2011 578,561 622,376

# 10,663,064 $ 11,470,594
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13. Bonds

Bonds (non-guaranteed) as of December 31, 2006 and 2005 consisted of the following:

Won (thousands)

Annual
interest
Series 2006 2005 rate
63th Wo- 20,000,000 6.12%

(98,061)

Maturity

March 26, 2006

W 159,901,939

U.S. dollars (Note 2)

Aggregate maturities of the Company’s bonds as of December 31, 2006 are as follows:

Won (thousands)

U.S. dollars (Note 2)

December 31
2007

w 70,000,000

2009 50,000,000

$ 75,301,205

53,786,575

w 230,000,000

$ 247,418,245
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14. Assets and Liabilities Denominated in Foreign Currency

Assets and liabilities denominated in foreign currency as of December 31, 2006 and 2005 are summarized as follows:

2006 2005

Won Won
Foreign equivalent Foreign equivalent
currency (thousands) currency (thousands)

Assets:

’

Long-term debt - - CHF 110,490 85,158

w 7,881,731 w 9,918,446

15. Retirement and Severance Benefits

Changes in retirement and severance benefits for the years ended December 31, 2006 and 2005 are summarized as
follows:
Won (thousands)

2006 2005

Estimated retirement and severance benefits accrual at beginning of year w 29,939,671 28,063,788
R e R R e 8333922 .............................. 8535401
“Transferred from (to) affiliated companies g may 548,444
TPayments (7.073,981)  (7207,962)
Estlmatedretlrementandseverancebenefltsaccrualatendo‘fyear ..................................... 3116227129939671
TransfertoNannalPen5|onFund(1600)(2119)
Dep05|tforseverancebenefltmsurance ............................................................................................ (18697362)(17962695)
Netbalanceatendofyear ........................................................................................................... W12,463,309 ........................... 1 1,974,857
TUS dollars Note 2y $13,407,174 12,881,731

The Company maintains an employees’ severance benefit insurance arrangement with Tongyang Insurance Co., Ltd.
Under this arrangement, the Company has made deposits in the amount equal to 60% of the reserve balances of
retirement and severance benefits as of December 31, 2006 and 2005. The deposit amount is to be used to guarantee the
required payments to the retirees and accounted for as a reduction of the reserve balance.
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16. Leases

The Company leases certain vehicles, computers and other equipment under various operating leases. Future minimum
lease payments as of December 31, 2006 are as follows.

Won (thousands) U.S. dollars (Note 2)
2007 W 234,487 $ 252,245
2008 234,487 252,245
2009 117,244 126,123

17. Commitments and Contingencies

The Company entered into long-term agreements with Orion Food Co., Ltd., Orion Food Rus Co., Ltd. and Orion Food
(shanghai) Co., Ltd. under which the Company authorizes monopolistic rights of sales, production, packaging,
distribution and trademark.

The Company maintains lines of credit totaling #47,000,000 thousand ($50,559,380) with various financial institutions
at December 31, 2006 as bank overdraft facilities. The Company has also obtained L/C opening and usance credit lines
with banks up to $41,500,000 and 4,000,000 thousand ($4,302,926), respectively. Further, as of December 31, 2006,
the Company maintains lines of credit totaling W80,000,000 thousand ($86,058,519) with various financial institutions
for purchasing activities.

The Company sold equity securities of Buy The Way Co., Ltd. to Korea Retail Holdings BV on July 20, 2006 and deposited
15,052 million ($16.2 million) of the purchase price in an escrow account at HSBC as reservation for ‘adjustm ent
clause’ stated in the Shares Purchase Agreement. As of December 31, 2006, the Company recorded an estimated loss
amount of 1,371 million ($ 1.5million) as a reduction in gains on sales of investments under the equity method. In
addition, the actual loss amount will be finalized after the claim suit is over.
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18. Stockholders’ Equity

Transactions in stockholders” equity for the years ended December 31, 2006 and 2005 are summarized as follows:

Won (thousands)

Common Capital Retained Capital

Stock surplus earning  adjustments Total

BalanceatJanuary12005 ............................................ TR T SR T T e e SR e s e
— xeruseofstockoptlons ....................................................... VT T e e
s |sposa|oftreasurystock .................................................................. R T ———— T Y EETES
. i e s T T
Galnfromprlorperlodadjustments ................................................. s g T e
e s e (7752629) ........................... —(7752629)
Gamonvaluatlonof|nvestment|nsecur|ty ..................................... e e e e e T
........ -
affiliates using equity method - - - (40,362,120) (40,362,120)

Loss on valuation of investment in

affiliates using equity method - - - (3,798,834) (3,798,834)
Stockoptlons ....................................................................................... e ——339819 .............. 339819
“Balance at December 31, 2006 ¥ 29,594,035 127,679,916 260,435,406 7,304,307 425,013,664
“US dollars Note 2y T $31,835,236 137,319,307 280,158,569 7,857,473 457,200,585

(*1) As a result of stock options exercised at price 57,130 ($61.46), the Company issued additional 18,160 shares of common stock.
(*2) The tax effect related to sales of the revaluation of the land credited directly capital surplus.
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19. Retained Earnings

Retained earnings as of December 31, 2006 and 2005 are summarized as follows:

Won (thousands) U.S. dollars {(Note 2)

2006 2005 2006 2005

Legal reserve W 7,700,000 6,700,000 $ 8,283,133 7,207,401
“Reserve for business rationalizaton 7,700,000 7,700,000 8283133 8,283,133
“Reserve for improvement of financial structure 22,500,000 22,500,000 24203959 24,203,959
Reserveforbu5|nessexpan5|on39[000,000 ................ 39,000,0004'],953,528 ................ 41,953,528
“Reserve for research and manpower development 23,333,333 20,666,666  25100,400 22,231,785
\/o|untaryreserve48[000,000 ................ 24,000,000 ................ 5 1,635,112 ................ 25,817,555
“Unappropriated retained eamings 112,202,073 39,501,837 120,699,304 . 42,493,369
W 260,435,406 160,068,503 $ 280,158,569 172,190,730

Legal reserve

The Korean Commercial Code requires the Company to appropriate as legal reserve an amount equal to at least 10% of
cash dividends for each accounting period until the reserve equals 50% of stated capital. The legal reserve may be used
to reduce a deficit or transferred to common stock in connection with free issue of shares.

Reserve for business rationalization

Until December 10, 2002 under the Special Tax Treatment Control Law, investment tax credit was allowed for certain
investments. The Company was, however, required to appropriate from retained earnings the amount of tax benefits
received and transfer such amount into a reserve for business rationalization.

Effective December 11, 2002, the Company is no longer required to establish a reserve for business rationalization
despite tax benefits received for certain investments and, consequently, the existing balance is now regarded as a
voluntary reserve.

Reserve for improvement of financial structure

The Regulations on Securities Issuance and Disclosure require the Company to appropriate into a reserve for
improvement of financial structure an amount equal to at least 50% of the net gain on sale of property, plant and
equipment and 10% of net income for each year until the Company’s net worth equals 30% of total assets. The reserve
may be used to reduce a deficit or transferred to common stock in connection with free issue of shares.

Reserve for research and manpower development

Under the Korean Tax Incentives Limitation Law (TILL"), the Company is allowed to deduct from taxable income,
amounts appropriated from retained earnings as reserve for research and manpower development. The reserve is added
back to taxable income over three years, after a two-year grace period.

Voluntary reserve

The voluntary reserve, the business rationalization reserve and the business expansion reserve are unrestricted.
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20. Capital Adjustments

Details of capital adjustments as of December 31, 2006 and 2005 are as followvs:

Won (thousands}) U.S. dollars (Note 2)

2006 2005 2006 2005

Treasury stock(709,233 shares in 2006 and 2005) W (16,588,756) (16,588,756) $(17,845,047) (17,845,047)
Gain on valuation of investments in affiliates
using equity method 22,447,788 26,246,622 24,147,792 28,234,318
“Loss on valuation of investment securities 143,171y (141,167 (154,012 (151,858)
UStockoptions T 1588446 1248627 1708740 1,343,187

W 7,304,307 10,765,326 $ 7,857,473 11,580,600
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21. Selling, General and Administrative Expenses

Details of selling, general and administrative expenses for the years ended December 31, 2006 and 2005 are as follows:

Won (thousands) U.S. dollars {(Note 2)
2006 2005 2006 2005

Salaries W 73,029,272 68,336,444 $ 78,559,888 73,511,665

# 180,927,083
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22. Income Taxes

The Company is subject to a number of income taxes on taxable income at the following normal tax rates:

Up to w100 million 16.5% 14.3%

Over ¥100 million 29.7% 27.5%

The com ponents of income tax expense (benefit) for the years ended December 31, 2006 and 2005 are summ arized as follows:

Won (thousands) U.S. dollars (Note 2)
2006 2005 2006 2005
Current income tax expense w 32,029,386 7,563,288 $ 34,455,019 8,136,067

ks 35,573,237 8,699,112 $ 38,267,252 9,357,909

The provision for income taxes calculated using the normal tax rates differs from the actual provision for the years ended
December 31, 2006 and 2005 for the following reasons:

Won (thousands) U.S. dollars (Note 2)
2006 2005 2006 2005
Provision for income taxes at normal tax rates w 39,868,706 12,640,297 $ 42,888,023 13,597,566

Actual provision for income taxes w 35,573,237 8,699,112 $ 38,267,252 9,357,909

The effective tax rates, after adjustments for certain differences between amounts reported for finandal accounting and income
tax purposes, were approximately 24.53% and 23.31% in 2006 and 2005, respectively.

The tax effects of temporary differences that result in significant portions of deferred tax assets and liabilities at December
31, 2006 and 2005 are presented below:

Won (thousands}) U.S. dollars (Note 2)
2006 2005 2006 2005
Deferred tax assets:

Allowance for doubtful accounts W 979,271 753,964 $ 1,053,433 811,063
Equity income on investment in affiliates 4,643,962 9,969,566 4,995 656 10,724,576
Depreciation 2,430,540 2,104,401 2,614,608 2,263,770
Provision for loss on sales returns 1,095,094 1,418,396 1,178,027 1,525,813
Other current liability 377,025 = 405,578 =
Others 357,103 357,103 334,147 384,147

Total deferred tax assets 9,882,995 14,603,430 10,631,449 15,709,369
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Won (thousands) U.S. dollars (Note 2)
2006 2005 2006 2005
Deferred tax liabilities:

S S S R T S
Reserve for technology development 2,933,333 3,666,667 3,155,479 3,944,349
Capital adjustments 1,489,105 7,563,013 1,601,877 8,135,772

Total deferred tax liabilities 4,422,746 11,229,936 4,757,687 12,080,396

Net deferred tax asset (iiability) W 5,460,249 3,373,494 $5873,762 3,628,973

Deferred tax assets have been recognized because it is probable that future profit will be available against which the
Company can utilize the related benefit.

The taxable temporary differences that the Company did not recognize as deferred tax assets (liabilities) as of December
31, 2006 are summarized as follows:

Won (thousands) U.S. dollars (Note 2)

2006 2005

Loss on valuation of investments in affiliates w 11,257,086 $ 12,109,602
e
(Provision for advanced depreciation) (33,866,487) (36,431,247)
I e e
(non-inclusion gain of dividend received) (44,324,542) (47,681,306)
Cap|ta|adjustments(18378795)(19770649)
G S
Total w (111,865,741) $ (120,337,502)

The Company did not recognize deferred tax assets with respect to temporary differences associated with securities
accounted for by the equity method from riseON Inc., Orion Food (Shanghai) Co., Ltd., Orion Food Rus Co., Ltd, Orion
Food Vina Co., Ltd. and ON media Corp. bea@use it is not probable that the temporary differences will reverse in the
foreseeable future. In addition, the Company did not recognize deferred income tax liabilities for temporary differences
resulting from revaluation of the land for business and capital adjustments for valuation of investments in affiliates since
these assets will not be disposed in the foreseeable future.

In 2000, the Company did not recognize corporate income tax effect with respect to ¥32,279,818 thousand
($34,724,417) of gains on disposal of investments, in accordance with the Korean Tax Incentives Limitation Law (‘TILL"),
which occurred when the Company invested the stocks of Orion Cinema Network Inc. and Korea Badook Television Inc.
to ON media Corp. as investment in kind.Also, in 2002, the Company did not recognize corporate income tax effect with
respect to 1,586,669 thousand ($1,706,830) of gains on disposal of property, plant, and equipment, in accordance
with the TILL, which occurred when the Company spun-off the riseON Inc. The Company did not recognize deferred tax
assets on the above amounts, because such amounts are not expected to reverse in the foreseeable future.
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The deferred tax assets and liabilities that were directly charged or credited to capital adjustments as of December 31,
2006 are as follows:

Won (thousands) U.S. dollars (Note 2)

Temporary Deferred tax Temporary Deferred tax

differences liabilities differences liabilities

Capital adjustments W 5,414,925 (1,489,105) $ 5,825,005 (1,601,877)

Under SKAS No. 16, the deferred tax amounts should be presented as a net current asset or liability and a net non-
current asset or liability. In addition, the Company is required to disclose aggregate deferred tax assets (liabilities). As of
December 31, 2006, details of aggregate deferred tax assets (liabilities) are as follows:

Won (thousands)

Temporary Deferred tax assets
differences at (liabilities)
Decomber 31, s
2006 Current Non-current

Assets:

s ] ’ .

16,082,712 (308) (4,422,438)
W 19,855,453 1,355,988 4,104,261
T e T —— .

23. Earnings Per Share

Earnings per share are calculated by dividing net income by the weighted-average number of shares of common stock
outstanding.

Won (thousands) U.S. dollars (Note 2)

2006 2005 2006 2005

Net income in Won W 109,451,877,588 37,313,604,420 $ 117,740,833 40,139,418
Weighted-average number of common

shares outstanding 5,206,340 5,183,563 5,206,340 5,183,563

Earnings per share w 21,023 7,198 $23 8
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Diluted earnings per share are calculated by dividing diluted net income by the weighted-average number of shares of
common and common equivalent stock outstanding.

Won U.S. dollars (Note 2)
2006 2006
Net income in Won W 109,451,877,588 $ 117,740,832

, s i

Weighted-average number of common and
common equivalent shares outstanding 14,660 14,660

Earnings per share w 20,998 $23

At prior year, diluted earnings per share are not calculated because there is no dilution effect by stock option.

24. Dividends
Details of dividends for the years ended December 31, 2006 and 2005 are as follows:

Won (thousands except par valuge) U.S. dollars (Note 2)
2006 2005 2006 2005

Dividend amount Cash dividends W 11,721,542(*%) 9,084,975 $ 12,609,232 9,772,994

Dividends as a percentage of par value 45% 35% 45% 35%

(*) This amount includes ¥11,721,542 thousands of dividends that were not recorded in the 2006 financial statements. It will be recorded upon

declaration by the Board of Directors in 2007.

Dividend yield ratio for the years ended December 31, 2006 and 2005 are as follows:

Won (thousands) U.S. dollars (Note 2)

2006 2005 2006 2005

Dividend per share w 2,250 1,750 $2.42 1.88
l\/Iarketpnceasofyearend .............................................................. 272,500280,500293 ............................. 5657

Dividend yield ratio 0.83% 0.62% 0.83% 0.62%

69



70

Orion 2006 Annual Report

Notes to Non-Consolidated Financial Statements, Continued
December 31, 2006 and 2005

25. Stock Options

The Company granted stock options to its executive officers and directors in accordance with the stock option plan
approved by the Board of Directors. The details of the stock options granted as of December 31, 2006 are as follows:

Grant date January 30, 2003 January 30, 2004 January 28, 2005  January 31, 2006
ExeruseprlceWon ............................................................................ TR s — T I o
ettt . T o S S
e R : 9318(*)21407 ........................ - S
CBrerdisable period T within 7 years within 7 years within 7 years within 7 years

starting from starting from starting from starting from

January 30, 2006 January 30, 2007  January 28, 2008  January 31, 2009

(*) During 2006, 1,158 stock option rights granted at January 30, 2003 were cancelled and the remaining number of the stock option
rights has been exercised.

The total compensation cost recognized in the statement of income for stock-based employee compensation awards for
the year ended December 31, 2006 amounted to #833,771 thousand ($896,914) and # 748,812 thousand ($805,521)
in 2005.

The Company adopted the fair value approach (Black-Scholes model) for the calculation of compensation costs which are
amortized to expense over the option vesting periods and the valuation assumptions are as follows:

Risk free interest rate 5.19% 5.50% 4.75% 5.44%

Expected dividend yield ratio 1.10% 0.88% 0.71% 0.40%

26. Non-cash Investing and Financing Activities

Significant non-cash investing and financing activities for the years ended December 31, 2006 and 2005 are summarized
as follows:

Won (thousands}) U.S. dollars (Note 2)
2006 2005 2006 2005
Construction - in-progress transferred
to Investments on affiliates W 11,467,458 = $ 12,335,906 =
Construction -in-progress transferred
to Buildings and structures 7,159,635 20,184,967 7,701,845

Effect on deferred tax for changes

in capital adjustment 6,073,148 7,616,559 6,533,077 8,193,372
Long-term financial instrumentst
transferred to current asset 275,000 300,605 295,826 323,370

9

i g ’ a

Change in capital adjustment to equity method 3,877,403 32,745,560 4,171,045 35,225,430
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27. Added Value

The components of manufacturing costs and selling, general and administrative expenses which are necessary in
calculating added value at December 31, 2006 and 2005 are as follows:

Won (thousands) U.S. dollars (Note 2)

2006 2005 2006 2005

Salaries W 86,292,066 81,402,325 $ 92,827,093 87,567,045
Retirement allowance and severance benefits 8,333,922 8,535,401 8,965,062 9,181,800
Other employee benefits 18,356,766 16,278,675 19,746,951 17,511,483
S R 1638502 .................. 1460200 .................. : 762588 .................. 1570783
Depreciation 16,410,812 13,967,940 17,653,627 15,025,753
Taxes and dues 3,588,183 2,437,416 3,859,921 2,622,005

28. Employee Welfare and Contributions to Society

For employee welfare, the Company maintains a refectory, an infirmary, athletic facilities, a scholarship fund and
workmen’s accident compensation, unemployment and medical insurances. Welfares spending for the years ended
December 31, 2006 and 2005 amounted to W18,356,766 thousand ($19,746,951) and w16,278,675 thousand
($17,511,483), respectively.

The Company donated #92,360 thousand ($99,355) and #371,295 thousand ($399,414) to the Catholic Bishop’s
Conference of Korea and others for the years ended December 31, 2006 and 2005, respectively.

29. Approval of 2006 financial statements

The Company’s 2006 financial statements will be approved at the Company’s board of directors” and general
stockholders” meeting to be held on March &, 2007. Independent Accountants’ Review Report on Internal Accounting
Control System English translation of a Report Originally Issued in Korean To the President of Orion Corporation:
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