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KOREA

KOREA DEVELOPMENT BANK

BASIC DATA

1. Year of Establishment: 1954

2. Ownership: Government - 100%

3. Bank Group Assistance: (as of September 30, 1976)
Loan No. 1095-KO
Date Signed: March 31, 1975
Date of effectiveness: June 17, 1975
Rate of interest: 8.5% p.a.
Amount: US$60 million
Authorized: US$59.1 million
Disbursements: US$39.0 million
Outstanding: US$60.0 million

(in billion Won)

4. Operations 1972 1973 1974 1975

Loan Commitments
Domestic currency 140.7 94.5 128.9 182.1
Foreign currency 13.3 10.6 24.3 21.0
Total 154.0 105.1 153.2 203.1

Investments
Equity shares 23.4 3.0 10.7 69.4
Bonds & debentures 0.4 0.9 1.7 4.8

Total 23.8 3.9 12.4 74.2

Guarantees
Domestic currency 5.0 16.8 10.3 11.1
Foreign currency 120.2 296.9 689.6 540.0
Total 125.2 313.7 699.9 551.1

5. Interest Rates (as of August 2, 1976, Before After
percent p.a.) Up to 3 3 to 8 Over 8
a. Capital Loans years years years

Government Funds 12.0 12.0 12.0 12.0
Machine Industry Promotion Funds 12.0 13.0 14.0 15.0
Special Equipment Funds 12.0 13.0 14.0 -
Internal Funds (priority industries) 12.0 13.0 14.0 15.0
Internal Funds (non-priority
industries) 15.5 17.0 18.0 19.0
Foreign Commercial Funds 12.0 12.0 12.0 12.0

b. Working Capital Loans
Government Funds 15.5 15.5 15.5 15.5
Machine Industry Promotion Funds 12.0 13.0 13.0 13.0
Special Equipment Funds 17.0 13.0 13.0 13.0
Internal Funds (prime clients) 15.5 17.0 17.0 17.0
Internal Funds (other clients) 15.5 18.0 18.0 18.0
Foreign Commercial Funds 12.0 12.0 12.0 12.0

c. National Investment Fund 12.0 13.0 14.0 -



-2-

d. Tourism Development Fund Loans 7.5

e. Industrial Rationalization Fund Loans
Direct Loans 13(14) 1/
Loans through banking institutions 11.5(12.5)-'

f. Government Special Fund Loans 6 to 9

g. AID Loans (3rd) 10

h. KfW Loans (4th) 9

i. ADB Loans (5th) 10.75

j. IBRD Loans 10.5

k. Penalty charge 25

6. Earnings Record: 1972 1973 1974 1975

Profit before tax and provisions
as % of average total assets 1.7 0.5 1.0 2.2

Net income after tax and provisions
as % of average equity 3.8 0.7 2.8 6.9

Cost of term debt as % of average
term debt 8.3 8.7 8.3 8.7

Financial expenses as % of average
total assets 5.5 5.6 5.8 5.8

Administrative expenses as % of
average total assets 1.3 1.3 1.8 1.1

7. Financial position (as of December 31)

Current ratio 2.4 1.5 1.5 1.0

Total debt-//equity ratio 5.4 7.3 10.3 3.6

Long term debt-//equity ratio 5.3 7.2 10.2 3.3

Reserves and provisions as % of
loan and investment portfolio 9.8 8.0 7.2 6.9

1/ Rates in paranthesis apply to loans with maturities over 3 to 8 years.
2/ Including guarantees on which KDB carries the risk.
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APPRAISAL OF
KOREA DEVELOPMENT BANK

SUMMARY, CONCLUSIONS AND RECOMMENDATIONS

(i) This report recommends a loan of $82.5 million to Korea Development
Bank (KDB). As a special feature of this loan, US$7.5 million will be ear-
marked for onlending to the Korea Industrial Leasing Company (KILC), a
subsidiary of KDB.

(ii) KDB is the largest institution in Korea providing term capital. In
1975 KDB financed 7% of total fixed capital formation in Korea and was in-
volved in 34% of total fixed investment in the country. It accounts for 43%
of all medium- and long-term loans outstanding in the banking sector. Its
guarantee portfolio accounts for 38% of Korea's total foreign term debt.

(iii) KDB's appraisal standards are high and its reports usually reflect
thorough competent appraisal work. At the time of the first loan, the Bank
asked KDB to start doing economic rate of return analysis for at least some
projects; the scope of economic rate of return analysis will be considerably
enlarged in the future. KDB will also include explicitly in its appraisal
reports a treatment of the employment impact of its investments. KDB's
supervision procedures are well developed and systematic. Its procurement
and disbursement procedures are also satisfactory.

(iv) KDB's present Governor has been in office for 4 years; he provides
effective leadership. All Executive Directors have been promoted from within
and have served KDB for many years. KDB's staff is professionally highly com-
petent and efficient.

(v) KDB's loan commitments increased to W 203 billion in 1975 from
W 153.2 billion in 1974. Equity investments were abnormally high because the
Government transferred W 50 billion in shares to KDB as capital in kind.
During negotiations the Government has given an undertaking that, in future,
equity increases would normally be made by way of cash contributions or loan
conversions. Adequate safeguards have been provided that in the exceptional
case of increase in equity in the form of transfer of shares, there would be
no overvaluation. Guarantees issued by KDB declined to W 551 billion in 1975
from W 700 billion in 1974; the majority of these were covered under the
Guarantee Release Arrangement made at the time of the first Bank loan.

(vi) KDB's resource position was tight in 1975 because of its inability
to raise needed funds in international capital markets which were badly af-
fected by the world recession. The resource position has improved in 1976.
Equity capital remains KDB's single largest source of funds, accounting for 30%
of total resources.
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(vii) KDB has very low arrears. To a certain extent, the level of arrears
was affected by the high incidence of justified reschedulings during 1975.
However, KDB's portfolio remains sound even after taking into account all the
reschedulings.

(viii) Because of large reschedulings in 1975, payment of a large part of
new capital by the government in the form of shares in various companies and
KDB's inability to raise as much in long-term funds as it had planned, KDB's
liquidity position was tight in 1975. It has taken steps to avoid a similar
situation in the future. KDB will also endeavor to reduce the proportion of
2-3 year Industrial Finance Debentures in its total resources. KDB's liquidity
position has already improved in 1976. KDB's operational profitability has
improved in the last two years although the return on equity remains modest.

(ix) KDB's operational projections show that its commitments in 1976-78
would amount to W 876 billion. It plans to raise a total of W 987 billion dur-
ing this period, including two loans amounting to $180 million from the World
Bank. The proposed loan will help KDB meet a part of its resource require-
ments.

(x) Financial projections show that KDB's financial position should re-
main satisfactory with improving liquidity and reasonable debt service and
interest coverages. Its profitability will remain modest but, for a state-
owned institution, satisfactory.

(xi) The proposed loan will have two components: $75 million for the
main operations of KDB and $7.5 million for its subsidiary, the Korea Indus-
trial Leasing Company, Ltd (KILC). The KILC component will be used for pro-
jects meeting specific eligibility criteria. It is proposd to have a fixed
maturity of 15 years for the KILC component and to allow KILC reimbursement
of the foreign exchange component of local procurement of machinery, estimated
at 60%.

(xii) No change is recommended in the 5:1 debt/equity ratio. The free
limit is proposed to be increased to $1.5 million; the Bank could expect to
receive projects for prior approval accounting for 70% of the proposed loan
amount. To encourage the diversification of KDB's overall portfolio and
specifically the diversification of KDB's on-lending of Bank funds, KDB
should not lend more than 20 to 25 percent of the proposed loan to any one
sector other than manufacturing. Within the manufacturing sector, the 20 to
25 percent limitation would apply to individual industries. The size of a
single sub-loan should not normally exceed $5 million.

(xiii) During negotiations for the proposed loan, understandings were
reached with KDB (recorded in agreed minutes) on the following:

(a) KDB's appraisal reports, in the future, will deal
explicitly with the aspects of the choice of technology
and more labor intensive production processes so as to
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indicate that due weight was given to the employment
effects of the subprojects. Also KDB will enlarge
the scope of the economic rate of return analysis
(paragraphs 2.13 and 2.14).

(b) In the interest of the diversification of KDB's overall
portfolio and specifically for the diversification of
KDB's on-lending of IBRD funds, KDB will not lend more
than 20 to 25 percent of the proposed loan to any one
sector other than manufacturing; within the manufacturing
sector, the 20-25 percent limitation will apply to
individual industries. KDB will also use $5 million
o- the proposed loan for the domestic construction
industry in view of the potential this industry possesses
for job creation (paragraph 6.15).

(c) Lending from the KILC portion of the proposed loan will
normally be limited to enterprises with total assets of
up to W 600 million or projects with estimated cost of
up to US$15,000 equivalent per new job (paragraph 6.14).

(d) An arrangement between the Government and KDB, whereby
the Gove.nmeat would in effect assume the risks on projects
which KDB finances acting as an agent only (paragraph 2.19).

(e) An understanding by the Government to normally increase
KDB's capital through cash contributions or loan con-
versions. If under exceptional circumstances subscrip-
tions by the Government to KDB's capital would be made
by way of share transfer, the transfer price of such
shares would not be lower than their appraised value
(paragraph 3.22).

(f) A phasing out schedule of the cases which exceeded the
new financial prud&~--e limits set in KDB's Policy Statement
of April 9, 1975 ( -ragraph 2.10).

(g) KDB would make an accont-by-account analysis, in collabor-
ation with Its external auditors, to determine the appro-
priate provisions during the course of audit of its 1976
accounts and that such provisions would be properly
treated in its balance sheet (paragraph 4.14).

(h) KDB would make every effort to lessen the importance
of short-term IFD's in its total resources.
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APPRAISAL OF
KOREA DEVELOPMENT BANK

I. INTRODUCTION

1.01 The first Bank loan of $60 million to KDB was signed in March 1975
and became effective in June 1975. KDB's utilization of the loan has been
very satisfactory. As of September 30, 1976, $59.1 million had been authorized
and $39.0 million had been disbursed, ahead of the original estimates.

1.02 This report, based on an appraisal carried out in April 1976, re-
commends a loan of $82.5 million. The main objectives of the proposed loan
are transfer of resources and their efficient allocation, mainly in the
manufacturing sector, and to continue the Bank's "institution building role"
which began with the first loan. An innovative feature is the earmarking of a
portion of the loan for KDB's subsidiary, the Korea Industrial Leasing Company,
Ltd., for small enterprises with specific project eligibility criteria.

1.03 The Bank's latest report on the Korean economy is "Current Economic
Position and Prospects of the Republic of Korea," dated May 26, 1975. A Basic
Economic Mission visited Korea In June-July 1976; its report is under prepa-
ration. Those aspects of the economic situation which have direct relevance
to KDB's operations are summarized in Annex 1.

II. INSTITUTIONAL ASPECTS

Functions

2.01 Broad functions. KDB was established in 1954 with the primary ob-
jective of the post-war rehabilitation of Korean industries and infrastructure.
KDB finances such sectors as electric power, coal mining, shipbuilding and
most industries in the manufacturing sector, both public and private. It
makes (a) long- and medium-term capital loans, (b) working capital loans to
enterprises financed under (a), (c) equity investments, and (d) it issues
guarantees in domestic and foreign currency. KDB is now the country's larg-
est term financing institution and it is currently planning to enter the
merchant banking business by establishing a subsidiary.

2.02 Government has consistently depended on KDB as a financing channel
for its development policies. In line with this objective the KDB Share-
holding Act was enacted in 1969 to enable KDB to act as a holding company
for such enterprises the shares of which are transferred to it by the Gov-
ernment. These holdings have declined in recent years, in line with Gov-
ernment s policy gradually to transfer ownership of public companies to the
private sector.



2.03 Share capital. In December 1974, the KDB Act was amended to in-
crease KDB's authorized capital to W 300 million from its previous level of
of W 150 million. As of December 31, 1975 KDB's paid in capital stood at
W 203.2 billion.

Organization, Management and Staffing

2.04 KDB's organization is shown in Chart 1. The Head Office has twenty-
two departments. These have been grouped according to broad functions, each
group reporting to one of the seven Executive Directors. Each department
is headed by a Director who reports to the Executive Director in charge.
The operational departments are responsible for processing applications
for loans, investments and guarantees and for all follow-up activities.
Supporting departments undertake technical and financial studies, research
and international transactions. Specialized departments are in charge of
operational planning and internal audit. Supporting departments include
Technical Services, Business Analysis, Research, Foreign Capital and
International Departments. General planning and control is entrusted
to the Planning, Business Control, Operation Development, Special Credit
Control and Audit Departments. The other departments are in charge of the
general administration and secretariat.

2.05 Branches and representative offices. KDB has nine branches outside
Seoul; one in Ulsan and one in each of the major cities of the eight main-
land provinces. The organization of a typical branch is given in Chart 2.
The Head Office is responsible for all projects located in Seoul area, large
Government projects, and foreign currency financing; the branches identify
and appraise all projects located in their jurisdiction. Apart from small
working capital loans which can be approved by the branches within certain
limits, 1/ the project appraisal is normally forwarded to the Head Office
for approval. KDB also has representative offices abroad which are mainly
in charge of investment promotion and fund raising. In addition to its
offices in New York and Tokyo which were established earlier, KDB opened
two more offices during 1975, in London and Kuwait.

2.06 Management. KDB is managed by a full-time Board of Executive
Directors composed of the Governor, the Deputy Governor and seven Executive
Directors. The Governor is appointed by the President of the Republic upon
recommendation by the Minister of Finance while the Deputy Governor and Exec-
utive Directors are appointed by the Minister of Finance upon recommendation
by the Governor. The term of office of all Board members is 3 years, and is
renewable. Brief particulars of KDB's Board members are summarized in Annex 2.

1/ W 30 to W 110 million depending on the branch.

.A
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2.07 The present Governor of KDB, Mr. Woun Gie Kim was reappointed in
1975 and has now held office for 4 years. Most of his previous career was
spent dealing with fiscal and monetary matters in the Ministry of Finance
of which he was the Vice Minister. The Deputy Governor, Mr. Choon Taik
Chung is new to KDB having been appointed in May, 1976. All the present
Executive Directors have spent their entire career in KDB and its predecessor,
the Industrial Bank of Korea. All members of the Board are well qualified and
experienced. The Governor is well respected in financial and business circles
and in the Government. KDB is a competently managed institution; the Governor
provides effective leadership.

2.08 Staff. A breakdown of KDB's staffing position by departments as of
March 31, 1976 is shown in Annex 3. As of that date KDB's total staff num-
bered 1,698 of whom 556 should be considered as "professionals". About a
fifth of the total staff is assigned to provincial branches or representative
offices. KDB's total staff has remained at approximately the same strength
over the last five years. Staff turnover has been increasing with the grad-
ual erosion of KDB's comparative salary advantage especially in comparison
with private industry. Although KDB's management is aware of this problem,
its ability to strengthen KDB's remunerative competitiveness is hampered by
Government regulations, and there is a possibility that annual staff turnover
of 5% -10% may become a normal feature. While this will be high by KDB's
historical record, KDB can afford it without loss of efficiency. Professional
staff is recruited through competitive examinations from graduates of both
college and high school. Most all the present senior staff started their
career with KDB. Seniority and performance are the main considerations in
staff promotion.

2.09 KDB provides regular professional training to its employees. In
1975 a total of over 1,500 persons from clerks to department directors took
part in various training courses of 2 days to 4 weeks. In addition, 24
professionals were sent abroad for training in various private or multina-
tional organizations in 1975. KDB has a systematic and efficient training
and career development program for its staff.

Operational Policies

2.10 KDB's operations are governed by the KDB Act and its Enforcement
Decree, KDB's By-laws, Operating Manuals and a Policy Statement, given in
Annex 4, amendments to which are subject to the Bank's agreement. The Policy
Statement provides for the usual financial prudence limits, among other matters.
As of June 30, 1976, KDB had exceeded various limits in 12 cases, but 11 of
those were already in KDB's portfolio when the new Policy Statement was adopt-
ed. However, additional financial assistance has since been granted by KDB
to 7 of them. On the basis that exceptional cases should be normalized over
a period of time, the Bank discussed during negotiation, and found acceptable,
a plan prepared by KDB to phase out those old cases. During the first half
of 1976, KDB was already able to dispose of two of such earlier cases.
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Procedures

2.11 Appraisal. Procedures are practically identical in the case of
loans, guarantees and equity investments. All applications go through a
preliminary screening either at the branch or head office before a full ap-
praisal is undertaken. After appraisal of the project, a final recommen-
dation is made by the Loan Officer to the Board of Directors or to the Loan
Review Committee, which comprises the Deputy Governor, the Executive Director
in charge of the Business Control Department and the Executive Director in
charge of the department which conducted the project appraisal. The Loan
Review Committee considers domestic currency loans and guarantees amounting
to less than W 50 million each and subprojects designated by Government
amounting to less than W 200 million each. Guarantees in foreign currency 1/
are processed by the Foreign Guarantee Department and foreign currency loans
by the Foreign Loan Department. Equity investments are appraised by the
Shareholding Department if KDB participation is to exceed 50%, otherwise by
the Investment and Securities Department. While general responsibility for
preparing the appraisal report lies with the Loan Officer, he may, depending
on the complexity of the project, request a technical feasibility analysis
from the Technical Services Department or a detailed financial analysis from
the Business Analysis Department. Consultations with these two departments
are usually waived when the company was appraised by the Business Analysis
Department within the preceding 12 months or a credit research was carried out
within the preceding 6 months. The Loan Officer must also contact the Korea
Appraisal Board to obtain an independent evaluation of the collateral.

2.12 KDB's appraisals are usually thorough and systematic. The quality
of appraisals reviewed by the Bank under the First Loan has been consistently
good. An ex-post analysis of project costs carried out by KDB in 1975 on a
sample of projects showed a very satisfactory estimation of capital costs in
the original appraisals. For some very large priority projects referred to
KDB by the Government, its role is confined to acting as a channel. KDB's
input in formulation and appraisal of such projects is small, being limited
to checking and supplementing the evaluation work done by the ministries con-
cerned.

2.13 Under the First Bank Loan, KDB undertook to calculate the Economic
Rate of Return (ERR) for all projects with subloans of US$750,000 or more
financed from the loan. After KDB had gained sufficient experience and found
the ERR calculation a useful analytical tool, it recently expanded the
applicability of the ERR analysis to all foreign currency loans exceeding
US$750,000 irrespective of the source of financing. It will henceforth also
include this analysis in its appraisals of all domestic currency loans ex-
ceeding W 2 billion (US$4 million) for which it takes the financial risks
(see para 2.19).

1/ Subject to prior approval by the Foreign Capital Inducement Deliberation
Committee of the Economic Planning Board.
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2.14 In accordance with the Government's economic policies, KDB has been
giving primary emphasis to those sectors which contribute to improving Korea's
balance of payments and to heavy and chemicals industries. Although KDB
does a competent job of project appraisal, it will, at the suggestion of the
Bank, give more emphasis in its appraisals of sub-projects to the employment
creation aspects. Its appraisal reports on projects to be financed from the
proposed Bank loan will deal explicitly with the aspects of alternative tech-
nologies and more labor intensive production processes, so as to indicate
that due weight was given to their employment effect. KDB has the technical
capacity to analyze such aspects competently.

2.15 Follow-up. KDB's follow-up procedure is laid down systematically
in its operating manuals. Supervision guidelines and reporting requirements
are complete and thorough. Supervision is the responsibility of the Loan
Officers, in addition to their appraisal work. Following completion of a
project, all clients are requested to submit quarterly reports on their
operations and financial condition. Annual audited financial statements are
required in the case of all foreign currency loans and for domestic currency
loans exceeding W 100 million. On-the-spot inspections are selectively made
with field audits of the companies' books. Overdue loans or insufficiently
collateralized loans are transferred to the Special Loan Department. When
legal action is deemed necessary to recover overdues, the accounts are trans-
ferred for collection to the Readjustment Corporation. (See paragraph 4.11)

2.16 Procurement and Disbursement. KDB's procurement policies and pro-
cedures are thorough and satisfactory. No formal competitive bidding is re-
quired by KDB for its domestic currency loans. The Technical Operations De-
partment (TOD), however, closely reviews the adequacy of the proposed machin-
ery as well as its estimated cost. Quotations from several suppliers are
normally requested. For foreign currency loans, KDB normally requires in-
ternational competitive bidding unless another procedure is justified on pro-
ject grounds.l/ KDB's bidding procedures are designed to ensure adequate pub-
licity for bid announcements. Evaluation of bids is performed by the TOD and
final selection of bids is made jointly with the subborrowers. It is KDB's
general policy to accept the lowest bid unless special reasons justify other-
wise. KDB has stated that it will inform the Bank with detailed justification
whenever, in respect of a project to be financed from the proposed Bank Loan
proceeds, procurement is not made on the basis of the lowest bid.

2.17 Regular Project Progress Reports are prepared by TOD as a basis
for allowing disbursements, ensuring that the borrower is fulfilling his
financial commitments and that withdrawals are being made for the agreed

1/ Of the 68 foreign currency loans extended by KDB during 1975 and first
half of 1976, including Bank sub-projects, there were 14 cases where
ICB requirement was waived. Most of these 14 loans were for financing
of second-hand ships where ICB would not be appropriate.
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purposes. For loans in foreign currency, KDB follows the procedures laid
down by the lending institutions. At the end of the construction period, a

final Completion Report is issued by TOD.

Relations with Government

2.18 KDB's Autonomy. The Government is the sole shareholder of KDB, and
as already noted, appoints its Governor, the Deputy Governor, the Executive
Directors and the internal Auditor. The Minister of Finance exercises direct
supervision over KDB through approval of the Annual Operational Program (see
the following paragraph), audit of KDB's budget and financial accounts, and
examination of the various periodic reports submitted by KDB. The By-laws and
Operating Manuals of KDB and any revisions thereof are subject to the approval
of the Minister of Finance. KDB is also subject to the control of the National
Assembly, the Monetary Board and the Board of Audit and Inspection. Its prof-
its are exempt from income tax and the Government is obliged under Article 44
of the KDB Act to compensate KDB's eventual loss. Government may further
authorize KDB to engage in new activities or in the financing of new sectors
by modifying the KDB Act and its Enforcement Decree.

2.19 KDB has full autonomy in decisions on projects financed from resour-
ces raised independently of the Government, including funds from international
institutions. However, funds provided by the Government are usually earmarked
for certain sectors or, in the case of large priority industries, for specific
projects. KDB has financed and will continue to finance projects in the
selection and formulation of which it could not realistically be expected to
have any meaningful role. Such cases include Korea Electric Company (KECO),
Korea National Railways, Korea Highway Corporation, etc. The large exposure
of KDB in KECO led the Bank to ask as a condition of its first Loan that an

agreement be signed between KDB and the Government whereby, in effect, the
risks were assumed by the Government. A similar agreement, satisfactory to
the Bank, has now been worked out between KDB and the Government which would
relieve KDB of the financial risks in respect of all projects recommended to
it by the Government and for which funds are specifically provided.

2.20 Operational Program. KDB must prepare annually an Operational Pro-
gram (OP) for the next fiscal year for submission to the Minister of Finance.
The OP is basically a quarterly analysis of the projected uses and sources
of funds. It is prepared from information supplied by KDB's operating depart-
ments and by the various ministries which may propose specific projects to be
financed by KDB. On the resources side KDB outlines how it expects to raise
the necessary funds from the different sources (i.e. government budgetary
funds, IFDs, specialized funds and foreign sources). The OP is approved by
the Minister of Finance after consultation with the Monetary Board, the State
Council and the President; the forecast budgetary funding thereby becomes a
commitment by the Government.
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III. OPERATIONS AND RESOURCES

Summary of Operations

3.01 All KDB' s operations fall into one or more of the following three
principal categories: (a) capital loans in foreign and domestic currency and
working capital loans in domestic currency; (b) investments in equity shares,
corporate and municipal bonds and debentures; and (c) guarantees in domestic
and foreign currencies. KDB's loan, investment and guarantee operations for
the past five years are shown in Annexes 5, 10 and 14 and are summarized below
(in billion Won):

1971 1972 1973 1974 1975

Loan Commitments

Domestic currency 47.1 140.7 94.5 128.9 182.1
Foreign currency 13.2 13.3 10.6 24.3 21.0

Total loans 60.3 154.0 1/ 105.1 153.2 203.1

Investments

Equity Shares 7.5 23.4 3.0 10.7 69.4
Bond and derentures 0.7 0.4 0.9 1.7 4.8

Total investments 8.2 23.8 3.9 12.4 74.2

Guarantees Issued

Domestic currency 7.5 5.0 16.8 0.3 11.1
Foreign currency 108.7 120.2 296.9 689.6 540.0

Total guarantees 216.2 125.2 313.7 699.9 551.1

Total Commitments 284.7 303.0 422.7 865.5 828.4

Lending Operations

3.02 Operational Trends. The rising trend in KDB's lending operations 1/
is emphasized by the fact that disbursements for the latest five-year period,
W 645.3 billion (US$1.3 billion) account for 54% of KDB's cumulative

1; Loan commitments in 1972 were exceptiorally large because of the
direct impact on KDB's operations of the economic, fiscal, and
nimnetary measures taken by the Goverlment in that year (emergency
decree of August 3. 1972).
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disbursements since its establishment in 1954 (W 1,196 billion). Total loan
approvals reached W 204.2 billion (US$495 million) in 1975, a 49% increase
over 1974, and were more than three times larger than in 1971. Approvals of
working capital loans accounted for 19% of total approvals in 1975, about the
same proportion as in the previous two years. Total capital loans approved
by KDB in 1975 amounted to W 166.1 billion of which only W 21.9 billion or 13%
were in foreign currency against 21% in 1974, 11% in 1973, 10% in 1972 and 30%
in 1971. Rather than a change in the nature and composition of projects fi-
nanced by KDB, these variations reflect a change in the pattern of financing
of imports, as a sizeable share of domestic currency loans is also used for
the procurement of imported equipment and machinery. Loan commitments and
disbursements have kept pace with increasing approvals over the last five
years and amounted to W 203.1 billion and W 202.6 billion respectively in
1975. As of December 31, 1975 loans outstanding amounted to W 577.8 billion
(US$1.2 billion) representing 2,416 loans to 446 companies.

3.03 Analysis of KDB's Lending Operations. Annexes 6,7, and 8 show a
detailed analysis of KDB's loan commitments for the years 1973 through 1975
and of outstanding loans as of December 31, 1975. Outstanding loans in
foreign currency accounted for 8.5% of KDB's outstanding portfolio at end
1975. The share of the private sector in KDB's loan commitments has margin-
ally decreased over the last 3 years from 45% to 42%. It accounted for 37.7%
of total outstanding portfolio as of December 31, 1975. In terms of number
of companies, the private sector is dominant with 93% of outstanding capital
loans and 91% of outstanding working capital loans. This reflects the dual
character of KDB's assistance to Korean enterprises: large loans to gov-
ernment industrial projects on the one hand and smaller loans to private
industry on the other hand. This is also in line with the overall industrial
structure in Korea where the Government has financed large projects with
long gestation periods and low initial profitability, but the private sector
is also encouraged and left free to play its role. The average size of loans
committed by KDB to public sector enterprises has marginally increased over the
last 3 years from W 500 million in 1973 to W 550 million in 1975. Conversely
there was a sizeable increase in the average size of loans to the private
sector from W 47 million to W 137 million in 1973 and 1975 respectively. At
the end of 1975, loans exceeding W 200 million (US$417,000) each, accounted
for 22% of the total number of loans but nearly 87% of the total outstanding
amount.

3.04 The average duration of capital loan commitments has increased from
8 to 8.4 years weighted by number of loans and from 8.6 years to 9.9 years
weighted by amounts, for the years 1973 and 1975 respectively. Outstanding
capital loans as of December 31, 1975 had a weighted average maturity of 8.2
years by number and 9.4 years by amount. KDB's working capital loans often
have maturities exceeding 1 or even 2 years. Of the working capital loans
outstanding at end 1975, amounting to W 62.4 billion, 54% had original matur-
ities exceeding 2 years, but 53% by number had original maturities of less
than 6 months. The weighted average maturity of outstanding working capital
loans at end 1975 was 11 months by number and 21 months by amount.
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3.r5 The sectoral distribution of KDB's total outstanding loan port-
folio as of December 31, 1975 follows the pattern of previous years with
37% by amount for the manufacturing sector (33% of capital loans and 68% of
working capital loans). Within the manufacturing sector, basic metals indus-
tries account for 8.5% of outstanding loans, followed by transport equipment
(5.8%), petroleum and coal industries (4.4%) and textiles (4.2%). The prin-
cipal non-manufacturing sectors in KDB's portfolio are electricity (34.8%)
and transportation (13.4%).

3.06 The geographical distribution of KDB's lending operations follows
the general pattern of industrial locatLon in Korea. KDB, however, has made
some progress in financing projects in regioris other than the two main indus-
trial centers of Seoul and Busan. Compared with 50.3% of total amounts com-
mitted in 1973, Seoul and Busan regions absorbed 42.1% in 1975. In terms of
outstanding amounts, a similar reduction was achieved with 42.6% at end
December 1975 against 52.7% at end June 1974.

3.07 Loans Financed Under IBRD Loan No. 1095-KO. As of September 30,
1976, 31 projects had been approved by IBRD for financing under Loan 1095-KO
for a total of US$59.1 million (net of cancellations). Total investment
in these projects would amount to US$245.1 million of which KDB would finance
a total of US$63.1 million or 26%. The 31 sub-projects are expected to
generate incremental export sales of US$99.8 million annually at full capac-
ity and to create additional employment for 7,594 persons at an average
capital investment of US$32,000 per new job. KDB calculated economic and
financial rates of return for 14 projects. 1/ The economic rates of return
(ERR) ranged from 16% to 46% while the financial rates of return (FRR) ranged
from 14% to 48%. Details of subprojects financed under Loan 1095-KO are given
in Annex 9. The sectoral distribution of subprojects shows that shipping
companies were the main recipients, with 43% of the loan amount; metal
industries come next with 23% and machinery construction 18%.

Investment Operations

3.08 Annex 10 gives a s amary of KDB's investment operations, 1971-75.
The investment portfolio whih had increased at an average rate of 8% p.a.
over the four-year period 1971-74 increased by 91% in 1975, mainly on account
of large share transfers by the Government (see paragraph 3.23). The port-
folio at end 1975 consisted of (i) equity shares, W 131.6 billion (US$271 mil-
lion) or 91% and (ii) bonds and debentures, W 13.5 billion (US$28 million) or
9%.

3.09 Equity Investments. The average increase in KDB's investment port-
folio was 9% p.a. over the four-year period 1971-74 but an unprecedented
volume of shares transferred from Government in 1975 caused almost a 100%

1/ For which KDB's financing exceeded US$750,000 the cutoff point agreed
with the Bank.
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increase over 1974. Annex 11 gives a detailed analysis of KDB's equity in-
vestments for the years 1973-75 and of outstanding portfolio as of December 31,
1975. Twenty-one companies of the 33 in KDB's portfolio at end 1975 belonged
to the public sector and represented 83% of KDB's portfolio. Manufacturing
enterprises accounted for 36% by number and 57% by amount, with chemicals and
metal industries representing 14% and 30% respectively. The non-manufactur-
ing sector amounted to 43% with construction-related and service industries
taking the largest share.

3.10 KDB has acquired its equity portfolio through (a) direct cash sub-
scriptions, (b) conversion of loans into shares and, (c) transfer of shares
by the Government as a contribution to KDB's paid-in capital. The cumulative
acqusition by KDB over the years 1971-74 amounted to W 44.5 billion, of which
W 22.2 billion or 50% was through direct purchase, W 20.5 billion (46%)
through loan conversions and W 1.9 billion only (4%) by transfer of government
shares. In 1975 total acquisitions reached W 69.4 billion (56% more than total
acquisitions over the previous four years). Only W 14.5 billion (21%) was
through direct purchase, one loan conversion of W 4.9 billion accounted for
7% while the balance of W 50 billion (72%) was by transfer of shares. The
consequences of large transfers of shares are discussed in paragraph 3.22.

3.11 Sales of Equity Investments. Capital gains on sales of equity in-
vestments amounting to W 1.3 billion and W 1.6 billion were realized by KDB
in 1974 and 1975, which represented respectively 39% and 43% of the original
costs. In 1973, however, KDB experienced a net loss of W 2.6 billion.
Sales in 1974 represented shares in five companies, while shares in two com-
panies were sold in 1975. Three sales in 1974 and one in 1975 were on a
cash basis, the remaining being on a deferred payment basis with interest
at 12% p.a. on the unpaid balance, with maturities of 2 to 9 years.

3.12 Extent of Ownership. KDB's investment in 6 companies exceeded 50%
of the share capital of the companies concerned, the limit normally imposed
on "DB's participations by its Policy Statement. These six companies account-
ed for 26% of KDB's portfolio. Two of these companies, the Readjustment
Corporation (RAC) and Korea Industrial Leasin-, Company (KIT-) are permanent
subsidiaries of KDB and are ill ̂ffect 3i:porate extensions f KDB's opera-
tions. Details of these two companies appear in Annexes 12 and 13. Of the
four other companies, three were already in KDB's portfolio when the present
Policy Statement was adopted by KDB and no increase in KDB's participation has
been made since. KDB's holding in the fourth company amounted to 52.8% of
the company's share capital as of December 31, 1975, up from 31.7% at end
1974. KDB's acquisition of shares in this company during 1975 totalled W 9.4
billion consisting of W 6.1 billion in shares transferred by the Government
and W 3.3 billion of direct purchase from a cash contribution to KDB's paid-in
capital especially earmarked for that purpose. 1/

1/ KDB duly informed the Bank that an exception was being made to the
Policy Statement guideline in view of the favorable prospects shown
by the company and of government policy to sell part of its holdings
to private interests.
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3.13 KDB Shareholding Act and Share Administration Fund (SAF). The KDB
Shareholding Act was enacted in 1969. Under its scope fall "KDB-invested en-
terprises" i.e. companies in which KDB holds more than 50% of the share capi-
tal. 1/ The Shareholding Act provides for the establishment of (i) a Share-
holding Administration Committee (SAC) which comprises nine members 2/ and
is in charge of the control and supervision of concerned enterprises and
(ii) the Shareholding Administration Fund (SAF) which is established within
KDB as an autonomous fund with separate accounting. The SAF receives its
resources through the sales of shares of enterprises under the SAF, and
dividends received. As of Decemebr 31, 1975 the SAF had made no new invest-
ments but had granted several loans for an outstanding amount of W 5.6 billion.
Of the 17 companies originally brought within the purview of the Shareholding
Act there were only four at end 1975. KDB's holding in the other companies
had either been totally liquidated or reduced to a minority position. The
KDB Shareholding Act has proved very effective in giving KDB close control
and supervision over the management and finances of the companies concerned
and in influencing government policies affecting them. Most companies have
shown considerable improvements in their operations thus enabling KDB to
reduce its exposure. It is expected that the SAF will be phased out in the
next few years.

3.14 Bonds and Debentures. The average increase in the portfolio over
the past 5 years was 8.5% p.a. Municipal debentures, which accounted for 80%
of the portfolio in 1971 and had risen to 90% by 1975, are subscribed by KDB
at the behest of the Government. The usual interest rate is 7.5% p.a. with a
20 year maturity including 5 years grace. For subscription to corporate bonds,
KDB carries out a detailed appraisal. There were three companies in KDB's
portfolio of corporate bonds as of December 31, 1975. The interest rates
ranged form 10% to 12% and the maturities from 2 to 5 years.

Guarantee Operations

3.15 KDB started guarantee operations in domestic currency in 1961 and
in foreign currency in 1968. Since 1972 KDB has been issuing foreign currency
guarantees directly to foreign creditors and without government counter-
guarantee. KDB's guarantee operations for the years 1971 through 1975 appear
in Annex 14. The outstanding guarantee portfolio as of December 31, 1975

1/ Excluding the Readjustment Corporation which is governed by a special
decree (see Annex 11).

2/ The Ministers of (i) Economic Planning Board, (ii) Finance, (iii) Agri-
culture abd Fishery, (iv) Commerce and Industry, (v) Construction,
(vi) Transportation along with the Governor of KDB and two independent
persons with expertise in business administration.
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stood at W 1,480 billion (US$3.1 billion), 2.6 times the size of KDB's out-
standing loan portfolio. The average growth in KDB's guarantee portfolio
over the last 4 years has been 10% p.a. The share of foreign currency
guarantees issued and outstanding since 1971 has remained steady at 93% to
98% of total guarantees. While there was an increase of 157% in 1974 over
the previous year, new guarantees dropped by nearly 80% in 1975. The large
increase recorded in 1974 was due to the issuance of guarantees by KDB for
four very large priority projects amounting to US$1.08 billion or 92% of the
total. KDB's income from guarantee fees represents a substantial part of
total income (W 7.3 billion in 1975 or 11%) although amounting to 0.5% only
of KDB's average guarantee portfolio for the last 3 years.

3.16 Analysis of KDB's Guarantee Operations. Annex 15 provides an
analysis of guarantee commitments in 1973-75 and of KDB's outstanding port-
folio as of December 31, 1975. The private sector accounted for 40% of KDB's
outstanding portfolio at end 1975 but nearly 77% by number of companies. The
average size of guarantees outstanding to private companies was W 8.4 billion
against W 4.3 billion for public sector enterprises. Of the 90 companies in
KDB's guarantee portfolio as of December 31, 1975, the 10 companies with the
largest amounts of outstanding guarantees accounted for 77% of total portfolio.
Korea Electric Company (KECO) was by far the largest with W 316.8 billion
outstanding or 21% or KDB portfolio. 1/ The sectoral distribution of KDB's
portfolio at end 1975 shows 66% outstanding for manufacturing industries,
with petroleum, basic metals and transport equipment accounting for 23%, 19%
and 11% respectively. Of the 34% outstanding in the non-manufacturing sector,
electricity represented 22% (mainly for KECO) a sizeable reduction from 32% of
KDB's portfolio at end 1973. Outstanding guarantees exceeding W 2 billion
(US$4 million) still represented 90% of KDB's portfolio at end 1975 although
their share of commitments has declined in the last two years. The weighted
average duration of guarantees committed has come down from 10 years in 1973
to 6.7 years in 1975.

3.17 The Guarantee Release Arrangement. Because of the excessive risks
associated with KDB's very large guarantee operations, 2/ the Bank proposed
a Guarantee Release Arrangement (GRA) between the Government and KDB when
the First Bank Loan was made to KDB. The Government and KDB accepted
that proposal. The GRA applies to all foreign currency guarantees issued
or to be issued to (i) enterprises owned or controlled by Government and
(ii) to priority enterprises as defined in the KDB Act. Under the GRA, Gov-
erment has undertaken to provide KDB with funds necessary to enable it to
meet its obligations on defaulting guarantees and should the defaulting com-
pany be unable to meet its obligations, to reimburse KDB for whatever payments

1/ KECO is also KDB's largest borrower with W 200.4 billion outstanding.

2/ KDB's outstanding guarantee portfolio at end 1975 was twice as large
as its loan and investment portfolio combined and represented 5.8
times KDB's equity.
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it had to make. As of December 31, 1975, 78% of KDB's outstanding guarantee
portfolio was covered under GRA. So far there has been only one default on a
guarantee covered under GRA. However, it was not necessary for the Government
to step in and reimburse KDB because the company itself was able to clear its
arrears.

Interest Rates and Guarantee Fees

3.18 Interest Rates - Annex 1 (paragraphs 24 to 27) contains a general
discussion on interest rates in Korea; Annex 16 shows the prevailing interest
rates in Korea and those charged by KDB as of August 2, 1976. Interest rates
in Korea are controlled by the Government through the Monetary Board and
apply to all banking and financial institutions. KDB's interest rate struc-
ture is complex due to its many sources of funds and is further complicated
by a number of priority industries 1/ that the Government subsidizes with low
interest rates. Since August 2, 1976, when the Government raised the general
level of interest rates, the rates charged by KDB range from 13% to 18% for
working capital loans and from 6% to 19% for capital loans. Loans at the
lower end of the scale are extended for projects that are determined by the
Government as priority projects (such as loans to railroads, the electricity
sector or heavy and chemical industries). The higher interest rates are
charged on general loans financed from internal funds. KDB has recently
started to differentijte between prime clients and other clients for working
capital loans out of inL.ernal funds (17% for prime clients and 18% for others).
KDB now also applies different rates depending on the duration of the loans
with most domestic currency loans paying 1 or 2 percent per annum more for
loans with maturities exceeding three and eight years respectively. Loans
made from funds provided by international organizations are on-lent with a
2% spread above KDB's borrowing rate, and the foreign exchange risk is born
by the borrower. Funds raised from foreign commercial sources and revolving
funds (from KfW, AID, ADB) are on-lent in domestic currency at 12% per annum,
but the borrower carries the foreign exchange risk. This rate is reviewed
every quarter and is changed, when necessary, to reflect changes in KDB's
own borrowing rates. The penalty rate on all overdue loans is 25%. KDB re-
quires advance payment of intereqt on its working capital loans. The weighted
average interest rate charged by KDB on all loans outstanding in its portfolio
at the end of December 1975 was 9.4% per annum while it was 10.8% per annum
for all loans committed during 1975 thus reflecting the rise in KDB's overall
lending rate during 1975 before interest rates were further increased in
August 1976.

3.19 Guarantee fees charged by KDB range from 1% p.a. for domestic
currency repayment guarantees to 0.3% p.a. for foreign currency guarantees
issued to the Korea Exchange Bank with a counter guarantee from Government.
The bulk of KDB's guarantee operations are to foreign suppliers; KDB charges

1/ Priority Industries currently comprise (1) industri.es generating, trar.-
miitting and supplying electric power; (2) coal mining; (3) shipbuilding;
(4) iron and steel manufacturing; (5) manufacturers of semi-conductors
and communication equipment; (6) overseas freight lines; and (7) air
transportation.
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a fee of 0.58% p.a. Of all guarantees committed by KDB in 1975, the weight-
ed average fee was 0.5%.

Resources

3.20 As of December 31, 1975 KDB had total resources of W 861.8 billion
(US$1.7 billion) of which W 43.3 billion were short-term resources, consist-
ing mainly of short-term deposits (W 41.9 billion). Of the total long-term
resources of W 818.5 billion, 85.7% (W 701.6 billion) were available for
domestic currency loans and 14.3% (W 116.9 billion) for foreign currency
loans. Resources for domestic currency loans amounting to W 49.4 billion
(6.2%) were raised in foreign currency. KDB's resource position as of De-
cember 31, 1975 is summarized in Annex 17. A detailed description of KDB's
long-term resources is given in Annex 18, with the table attached to that
Annex giving the main terms and conditions of borrowed funds.

3.21 As shown in Annex 17, KDB had total resources in domestic currency
of W 744.9 billion of which only 3% (W 18.8 billion) was available for further
commitment as of December 31, 1975. Since a major part of this was in the
form of short-term resources (W 13.5 billion) KDB's long-term resource posi-
tion was very tight. However, according to its operations program for 1976,
the Government has already committed to KDB W 57.8 billion from budgetary
funds and W 98.7 billion of the NIF. Borrowings abroad should also improve
the position. Of its total current resources of W 116.9 billion (US$241 mil-
lion) as of December 31, 1975, KDB had disbursed 41% (W 49.0 billion) and had
W 29.4 billion in undisbursed commitments, leaving W 38.5 billion for further
commitments.

3.22 KDB's equity is its largest single source of funds, accounting for
over 30% of the total resources. Thie authorized share capital is W 300 billion
of which W 203.2 billion had been paid in at the end of 1975. Of this amount
W 79.8 billion had been paid in cash. W 47.5 billion in the form of loan con-
versions and W 75.9 billion in the form of Lransfer of shares. During 1975,
the Government's trar;fer of shares amoilntr- to W 50 bll-i-. T reL>-Ing
KDB's share capital Ln kind does not -rc ride r-- +unOs to 03. ',Ince r
of the transferred shares are not traded, they cannot be teadily sold oy kUJD.

The problem is aggravated by the fact that, under existing laws, the shares
are transferred on the basis of the "higher of appraised or face value" and
in at least some cases, the transfer price was higher than the book/estimated
value of the shares. To safeguard against the transfer of overvalued shares
to KDB, the Bank sought and received a satisfactory undertaking from the
Government, that in future, equity subscriptions would normally be made
through cash contributions or loan coversion and that in the exceptional case
when subscription is made by share transfer, the price of such shares would
not exceed the appraised value.

3.23 During negotiations for the first Bank Loan, KDB's representatives
stated that KDB would curtail the issuance of short-term IFD's and in the
future would issue more long-term debentures, mainly abroad. During 1975 KDB
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was unable to find buyers for such long-term IFD's and all the IFD's issued
(W 17.4 billion) were for two or three year maturities, the proceeds being used
for the redemption of previous short to medium term issues which had originally
been used to finance long-term loans. While the short-term debentures issued
helped KDB's liquidity position and made the low debt service cover less of
a problem, the fact remains that the use of such short-to medium-term funds
for long-term lending distorts KDB's financial structure. Moreover, the issu-
ance of these IFD's in the domestic market is costly for KDB, resulting in a
negative spread (see Annex 18, paragraph 12). KDB's management is aware of

this situation and has already taken a positive measure by limiting future
issuance of short-term domestic IFDs to amounts that would not exceed redemp-
tions of IFDs falling due. During negotiations, KDB's representatives also
stated that KDB would make every effort to lessen the importance of such IFDs
in its total resources.

3.24 KDB has also used its commercial borrowings abroad to make loans
in domestic currency and at December 31, 1975, funds thus utilized accounted
for 6.2% of total resources. During 1975, however, KDB was unable to raise
commercial funds abroad. In particular, plans to issue US$100 million of
long-term IFD's abroad had to be shelved because market conditions were un-
favorable. Since the beginning of 1976, however, KDB has been successful in
issuing IFD's for US$15 million and US$10 million in Abu Dhabi and in raising
commercially a Eurodollar loan of US$80 million and a loan of M 5 billion
(US$17 million) from a Japanese Banking consortium. KDB now uses the proceeds
of commercial borrowings abroad exclusively for onlending in domestic currency,
while borrowings from official sources, such as the World Bank and ADB, are
onlent in foreign currency.

3.25 Except for its borrowings from OECF and Ex-Im Bank, Japan, under
the IRF for which KDB takes limited exchange risk (see Annex 18, paragraph 8),
KDB does not assume the foreign exchange risk on its borrowings in foreign
currency but passes it on to its clients. Even the sub-loans which are dis-
bursed in Won currency (from foreign commercial borrowings and revolving
funds) carry the exchange risk through a "maintenance of value" clause. To
avoid the risk even for the short periods between collections of loans and
disbursements of new loans, KDB keeps compensating deposit balances in foreign
currencies.

IV. FINANCIAL CONDITION, OPERATIONAL PERFORMANCE AND PORTFOLIO EVALUATION

Financial Position

4.01 KDB's summarized Balance Sheets as at the end of the years 1971
through 1975 are given in Annex 19. As of December 31, 1975, KDB's total
assets amounted to W 2,311 billion (US$4,765 million) including W 1,480 bil-
lion of outstanding guarantees. Over the four year period between 1971 and
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1975 total assets have increased 3.2 times. Excluding guarantees, loan port-
folio accounts for 60% of the total assets; investment portfolio accounted
for 17% and current assets (including current maturities of term debt) for
18% of total assets.

4.02 Of the total assets as of December 3, 1975, 31% were financed by
equity and the balance by long- and short-term liabilities. Borrowings in
domestic currency (W 385.9 billion), accounted for 76% of total long-term debt,
though KDB has increased, during the past two years, its borrowings in for-
eign currency which as of December 31, 1975 stood at W 84.0 billion or 17% of
total long-term debt. Time deposits, at 7% of total long term debt, compared
to 25% at the end of 1971, are no longer an important item. As of December
31, 1975, KDB had financed 18% of its total assets through current liabilities
(including 10% current portion of term debt) which is about double the propor-
tion as at the end of 1971. This increase in current liabilities occurred
almost entirely during 1974 and 1975 when repayments of several government
loans (including NIF loans) started and short-term borrowings increased
sharply.

4.03 Liquidity Position. KDB's liquidity position deteriorated during
1975 and by the end of the year the current ratio had dropped to 1.0. There
were three main reasons. First, KDB could not raise long-term commercial
funds from abroad, which it had planned at the level of close to W 50 billion,
because of the international capital market situation. Secondly, business
conditions in Korea deteriorated considerably during 1975 and as a result KDB
had to reschedule a number of loans (see paragraph 4.12). Thirdly, capital
contributions by the Government were largely in the form of transfer of shares
(see paragraph 3.23), while cash payments were earmarked for specific projects
and thus could not be used in reducing short-term liabilities. The liquidity
position has improved during 1976 as KDB has been able to raise new long-term
funds abroad (see paragraph 3.24) and collections have also improved. KDB's
current ratio improved to 1.4 as of June 30, 1976 as it was able to re-
duce current liabilities by over 30% during the first half of 1976. The
tight liquidity position at the end of 1975 prompted KDB to formulate a
number of policies that would improve its liquidity position and bring the
current ratio up to a target level of 1.5:1. The measures taken include KDB's
accelerated sale of shares held, more strict matching of maturities of assets
and liabilities, asking for prepayments whenever the financial capabilities
of the borrowers would justify it and an appeal to the Government to pay in
equity capital in the form of cash or conversion of Government loans rather
than by transfer of shares. Cash Flow Statements for the years 1971 through
1975 are given in Annex 20. Despite the rather tight liquidity position, the
debt service cover for 1975 remained satisfactory, being 1.25 times; the
shortfall in collections was compensated by the substantial increase in
KDB's net profits and because some of the loans rescheduled in 1975 were
funded from Government loans which subsequently were also rescheduled. KDB's
interest coverage improved to 1.73 times in 1975 from 1.53 in 1973 and 1.35
in 1974 which is attributable to KDB's higher interest income and profit.



- 17 -

4.04 Debt/Equity Ratio. The KDB Act stipulates that at any time the
aggregate of outstanding amounts of IFD's and KDB's guarantees shall not
exceed ten times its net worth. As of December 31, 1975 KDB was well within
this limit (5.9 times). A long term debt/equity ratio 1/ limit of 5 to 1 is
included in the Loan Agreement for the First Bank Loan and as of December 31,
1975 KDB was well within that limit, the actual ratio being 3.3:1.

Operational Performance

4.05 KDB's summarized income statements of the years 1971-1975 are given
in Annex 21. Over the past five years KDB's profitability has been low, aver-
aging 1.3% of total assets or 3.3% of equity. However, the profitability has
improved significantly in the last two years. 1974 profits would have been
better but for a non-recurring W 3.1 billion loss due to the 20% devaluation
of the Won in December of that year. This loss occurred because KDB had con-
verted proceeds of its foreign currency borrowings into Won currency before
these funds were on-lent. Since then adequate measures had been taken to
prevent a recurrence of such losses. In 1975, KDB's margin was 2.2% on
average total assets and 6.9% on average equity. KDB's "spread" is now
positive, which was not always the case in the past, and is expected to re-
main positive in the future as KDB is fully aware of the Bank's insistence
on positive spreads. Although improved, KDB's profitability is still modest
and will continue to be so because the Government, the sole shareholder,
considers it essentially a developmental institution without a profit maxi-
mization function.

4.06 KDB's guarantee fee income has been an important source of profits,
especially since defaults in the past from its guarantees have been few in-
deed (see Annex 23). KDB's income including net realized capital gains
from its sizeable equity portfolio has been meager, averaging 3.5% of average
investment portfolio over the past five years. KDB's administrative expenses
increased 2.3 times over the past five years but decreased relative to total
assets from 1.5% in 1971 to 1.1% in 1975. KDB does not pay income taxes but
is required to pay a defense tax introduced in 1975, which for that year
represented about 9% of its net profits.

Audit

4.07 As is usual in Korea, KDB's books are audited by an internal
auditor, appointed by the shareholders, who is also a permanent member of
KDB's Board of Directors, though having no vote. Since 1972, KDB has its
accounts also audited by external auditors, who every year have given an un-
qualified report. For the audit of its 1975 accounts, KDB appointed, with the
concurrence of the Bank, a Korean auditing firm, San Kyong & Company. San
Kyong has prepared a thorough, "long form" audit report which is satis-
factory although, as explained in paragraph 4.14, it is proposed to suggest
a different treatment for provisions for doubtful debts.

1/ Debt as defined under this limit excludes guarantees covered under
the Guarantee Release Arrangement (see para 3.17).
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Evaluation of Portfolio

4.08 Loan Portfolio. An analysis of KDB's loan portfolio from the
point of view of the operating condition of client companies is contained
in Annex 22; arrears situation is analyzed in Annexes 23 and 24. Of the 446
companies in KDB's portfolio, 15 companies' projects were still under con-
struction as of December 31, 1975. Of the 431 companies in operation, 385
companies accounting for 81% of the total portfolio were operating profitably;
33 were operating at a loss but without facing serious difficulties; and 13
companies with outstanding loans of W 24.4 billion (4.4% of total portfolio)
were either facing serious problems or were temporarily closed down.

4.09 As of December 31, 1975 there were 44 companies which had arrears
of principal and/or interest; only 22 of them had arrears exceeding three
months. The number of companies in arrears has significantly declined over
the last three years from 92 companies at the end of 1972 to 44 at the end
of 1975. Total arrears as of December 31, 1975 amounted to only 0.2% of the
total outstanding loan portfolio. The principal amount outstanding of loans
in arrears amounted to W 16.4 billion or 2.8% of the total outstanding port-
folio. Arrears on working capital loans have always been higher than those
on the capital loans. KDB's collection performance has improved in recent
years; in 1975 it was able to collect 95% of the amount falling due and payable
during the year. The sectoral distribution of the arrears does not indicate
any particular industrial concentration.

4.10 Some of the companies in arrears of loans have also received guaran-
tees from KDB. The total principal amount outstanding of loans and guarantees
to clients in arrears on their loan repayments amounted to W 33.9 billion or
1.6% of total outstanding loan and guarantee portfolio. The value of col-
lateral held by KDB in respect of these companies amounted to W 38.2 billion.
K1DB does not expect to incur any loss in respect of any of these companies.

4.11 The Readjustment Corporation (RAC). When KDB has concluded that a
particular loan in arrears is irrecoverable, it is transferred by KDB to RAC.
The RAC was set up in 1962 as a wholly owned subsidiary of KDB in order to
exercise the claims of KDB and other banking institutions through foreclo-
sures and disposal of the acquired properties. (For a description of RAC and
its operations please see Annex 12.) During 1975, KDB transferred total
claims amounting to W 0.4 billion to RAC. RAC settled outstanding KDB claims
for a total of W 1.1 billion during the year, of which it collected W 0.3 bil-
lion. The amount of uncollected settlements outstanding with RAC amounted to
W 9.9 billion as of December 31, 1975; total receivables from RAC amounted
to W 14.5 billion.

4.12 Reschedulings. Because of the economic conditions during the year,
KDB's rescheduling of loans during 1975 was considerably and justifiably
higher than in the previous years as indicated by the following figures (in
million Won).
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1971 1972 1973 1974 1975

Principal Amount Rescheduled 2,492 5,333 18,696 19,712 45,655

(of which due in the year) (1,581) (3,972) (16,963) (17,396) (29,143)

KDB contends that the significant increase in the amount rescheduled during
1975 did not indicate an easing of KDB's policy; it showed KDB's realism
in dealing with the difficult situation created by the worldwide trade slump.
Before any loan is rescheduled, KDB undertakes a complete reappraisal of the
project and a revised amortization scheduled is based on such a reappraisal.

4.13 To summarize, if the amounts actually in arrears, all loans resched-
uled, the one loan which was converted during 1975 into an equity investment,
and loans transferred to RAC for collection are all taken together, the total
principal amount affected would represent less than 14% of KDB's outstanding
loan portfolio as of December 31, 1975. KDB's loan portfolio continues to be
sound.

4.14 Provisions for Doubtful Debts. KDB makes provisions for doubtful
loans on the basis of the historical record of amounts actually written off
during the previous five years. The provision is made by a charge to the
current income. However, the amount is shown in the balance sheet as a part
of the legal reserves and is therefore treated by KDB as a part of its equity.
Because the provision is not estimated on the basis of a company-by-company
analysis at any given point in time, it may be an underestimate. In addition,
the amount of the provision should not be treated as a part of the equity.
These suggested changes were accepted by KDB which gave an assurance that they
would be incorporated in the audit report on its 1976 accounts.

4.15 Guarantee Portfolio. An analysis of the companies in KDB's guaran-
tee portfolio as of December 31, 1975 appears in Annex 22. There were, as
of that date, 116 companies in KDB's portfolio with outstanding guarantees
amounting to W 1,480 billion including 4 companies with outstanding claims
of W 481 million the liquidation of which had been entrusted to RAC. Eighty-
nine companies with outstanding guarantees of W 1,153 billion (80% of total
portfolio) were operating profitably. Ten were still in pre-operational
stages and 8 had suffered small losses. Five companies with outstanding
guarantees amounting to W 50.1 billion (3.4% of the total portfolio) were
facing serious difficulties or had closed down temporarily.

4.16 Of the guarantee portfolio comprising 116 companies, 4 were being
liquidated by RAC and 5 (4.3%) were in default. Total arrears amounted to
W 2,364 million (W 2,268 million of principal and W 96 million of overdue fees)
or 0.2% of the total portfolio, and portfolio affected had increased to 2.1%
as against 1.3% in 1974. Annexes 23 and 25 provide historical analyses of
the guarantee portfolio in arrears. Of the 5 guarantees in arrears as of
December 31, 1975, only one was a foreign currency guarantee, to a company
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in the public sector; as such it is covered under the Guarantee Release
Arrangement (GRA) between KDB and the Government (see paragraph 3.18). The
other four guarantees in arrears were domestic currency guarantees made to
companies in the private sector. Outstanding guarantees affected amounted
to W 31,465 million. Furthermore, KDB had total loans of W 7,063 million out-
standing to these 5 companies. The total principal of loans and guarantees
affected by the 5 guarantees in arrears (W 38.5 billion) represented 1.9% of
the total outstanding portfolio of loans and guarantees. Against the total
principal of loans and guarantees affected by arrears, amounting to W 38,528
million to the five companies with overdue guarantees, KDB held collateral
valued at W 45,850 million. Of the 4 guarantees entrusted to RAC, for a total
of W 481 million, two accounts had been settled as of December 31, 1975
leaving an unsettled balance of W 242 million. KDB's guarantee portfolio
continues to be sound.

4.17 Equity Investment Portfolio. As of December 31, 1975 KDB had equity
investments in 33 companies (see Annex 11). Of these, one was still in the pre-
operational stage, 22 were operating profitably and 11 were either operating at
a loss or confronting serious problems. While the operational performance of
the companies in KDB's investment portfolio is not quite as good as in the
case of its loan portfolio, this is essentially a reflection of KDB's basic
function in making equity investments. KDB's objective is (i) to assist com-
panies that have temporary management or operational problems but offer fav-
orable prospects in the long run, (ii) to promote companies that are finan-
cially not very attractive in the short run, but which have good long-term
prospects, and (iii) to dispose of its participations once such companies start
operating satisfactorily. Consistent with such a policy the dividend yield on
KDB's equity portfolio remains low but realized capital gains on sales of in-
vestments have improved the total yield. The total acquisition cost of KDB's
equity participations amounted to W 131.6 billion at end 1975 but was esti-
mated by external auditors to represent a value of W 169 billion on the basis
of either market value or book value. Overall, the quality of KDB's equity
investments is satisfactory.

Collateral

4.18 In terms of the provisions of its Policy Statement and Operating
Mianuals, KDB is required to obtain at least 125% collateral coverage against
its loans and 120% against its guarantees. However, such collateral require-
ments may be waived by KDB in the case of Government-owned enterprises,
KDB-owned and controlled enterprises or such priority enterprises as are
approved by the Board of Executive Directors. As of December 31, 1975, total
loans and guarantees outstanding to such enterprises amounted to W 1,731
billion (as against a total portfolio of W 2,058 billion) and collateral
pledged therefor was valued at W 755 billion. However, guarantees valued at
W 1,149 billion were covered under GRA (see paragraph 3.18), and KDB's assist-
ance to Korea Electric Company amounting to W 624.8 billion was also covered
under special agreement with the Government. Against the balance of W 327
billion in outstanding loans and guarantees, KDB held collateral valued at
W 415 billion, a 127% coverage. Collateral values are based on estimates made
independently by the Korea Appraisal Board. They are regularly updated and
are generally considered to be conservative estimates.
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V. KDB's DEVELOPMENTAL ROLE

KDB in Perspective

5.01 KDB is by far the largest financial institution in Korea. With an
outstanding loan balance of W 577.8 billion (US$1.2 billion) at the end of
1975, it accounted for 16% of total loans of all banking institutions in
Korea and almost 43% of all medium and long-term loans outstanding by the
banking sector. KDB directly financed 7% of total fixed capital formation
during 1975 and, including its guarantee operations, it helped in the finan-
cing of 34% of total fixed investment in the country. It is the principal
institution to provide long term capital to the power, transportation and
manufacturing sectors, accounting for almost 100%, 74% and 35% respectively
of all medium- and long-term advances by the banking sector. Its foreign
guarantee portfolio of US$3.0 billion accounts for 38% 1/ of Korea's total
foreign medium- and long-term debt at the end of 1975.

KDB's Role in the Government's Development Strategy

5.02 Within the framework of the Government's development strategy, KDB
plays an important role both by being an instrument of the Government to ex-
ecute its policies and by providing valuable input in the Government's deci-
sion making process.

5.03 KDB as an Executing Arm of the Government. In terms of its Act,
KDB provides financing, in conformity with Government policies, to major in-
dustrial projects. KDB's support of Government policies is reflected in its
annual Operational Program which KDB formulates on the basis of its own demand
forecast and specific project proposals by various Government ministries.
This OP also contains the sources from which KDB would draw funds including
those provided directly by the Government through budgetary contributions and
the NIF. Hence, KDB is on the one hand a direct channel for the Government
to provide funds for specific priority projects, such as Korea Electric Company,
Korea National Railroad or Pohang Integrated Iron and Steel Company, and on
the other hand it functions as an efficient allocator of resources raised by
itself independently. In 1975, for instance KDB received from the Government
directly W 32.6 billion and through NIF allocations W 80.1 billion, which
accounted for 55% of KDB's total funds for commitment during that year and
16.2 % of the Government's capital budget for 1975. In the allocation of
these resources, and the funds it raised on its own, KDB emphasized Govern-
ment priorities by supporting export oriented projects (its clients accounted
for over 40% of manufacturing exports of Korea in 1975) and has made sizeable
loans to heavy and chemical industries. (Over the last three years it has
extended a total of US$150 million or 41% of its manufacturing loans to these
two sectors.)

1/ On a commitment basis.
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5.04 KDB's Input in Developing Government Policies. KDB has influenced

the formulation of Government policy by (i) giving its opinions on policy
issues when called upon by the Government, (ii) assisting in Government spon-

sored studies and programs, and (iii) the participation of members of its man-

agement in various Government committees. KDB has carried out numerous stud-

ies, often including specific recommendations, which have subsequently been

used as a basis for discussion within the Government or been incorporated in

various policy measures. Studies that have recently been undertaken include

a survey of major export industries with recommendations for specific action,

forecast of supply structure and computation of investment requirements by

type of industry, specific recommendations for increasing resource mobiliza-

tion for the NIF, a study on industrial estates, sector studies of the ship-

building and iron and steel industries, etc. KDB was also involved in draft-

ing the Korean Industrial Leasing Law. Its studies in the establishment of a

merchant banking system are reflected in the recently enacted Merchant Banking

Law. For the preparation of the country's five-year plans, including the pres-

ent planning exercise, KDB has provided valuable assistance by conducting sur-

veys to build up basic targets, including sector demand/supply forecasts and

investment targets. KDB is well qualified to render this service to the Gov-

ernment, since it has a competent, trained staff, performs regular financial

and production surveys and, through its day-to-day operations, is in close
contact with the business community. Particularly for this latter reason,

the participation of KDB's Governor and other members of management in many

Government committees provides the Government with an additional valuable

perspective in its decision-making process. Committees on which KDB is rep-

resented include the Economic Cabinet Meeeting, the Foreign Capital Induce-
ment Deliberation Committee, the Industrial Rationalization Council and the

Advisory Committee for Economic Planning, the NIF Management Council.

5.05 Apart from the specific contributions stated above, KDB's economic

research is well recognized in Korea and many of its regular studies and

surveys are published and receive wide circulation. For instance, KDB pub-

lishes an exhaustive annual survey of the financial condition of enterprises,

a Monthly Economic Review, a half yearly survey on Equipment Investment and

Program, a Monthly Research Report and Weekly Economic Reports which present

studies on topical domestic and international issues.

Economic Impact of KDB's Lending to the Manufacturing Sector

5.06 KDB's manufacturing clients employ 340,000 workers (15% of total

manufacturing employment), their output during 1975 was valued at US$3.6 bil-

lion (one-third of total industrial output) and their exports in that year

amounted to US$2.1 billion, or over 40% of total manufacturing exports of

Korea. The largely export-oriented manufacturing sector has been the main

engine of growth in the Korean economy and has generated the steady rise

over the past decade, in the standard of living of the Korean people as a

whole and the increased demand for an ever-widening range of consumer goods.
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5.07 In project appraisals, KDB's staff pays particular attention to
the planned location of the projects and it has often been successful in per-
suading clients to change location, usually out of congested metropolitan
areas in pursuance of a declared Government policy. KDB has particularly
supported moves by client companies to Government-supported Industrial Estates:
of its total loan commitments to the manufacturing sector in 1975, 23% (US$41
million) went for projects located in Industrial Estates.

5.08 Of the total private sector clients of KDB, 82% are joint stock
companies of which 15% are listed on the Seoul Stock Exchange. In comparison,
the 1973 manufacturing census shows that only 13% of all companies in the
country were joint stock companies of which only 4% were listed. At the end
of 1975 KDB's loan portfolio included more than one third of all companies
listed on the stock exchange. KDB has also supported 38 joint venture enter-
prises importing capital and technical/marketing know-how into the country;
(the foreign partners own 44% of the total share capital).

Economic Rate of Return Analysis

5.09 A sample of 33 projects (including 23 Bank subloans for which KDB
calculated the ERR plus ten projects selected by the appraisal mission) showed
satisfactory returns as indicated below; (details are shown in Annex 26).

Number of Projects
Percentage Range FRR ERR

9.1-15.0 2 0
15.1-20.0 13 6
20.1-30.0 12 16
30.1-more 6 11
Average 23% 29%

All projects had an economic rate of return of over 15%, which is above the
present Bank estimate for the opportunity cost of capital in Korea; only six
projects had returns of below 20%. On the other hand, there were 11 projects
with ERR's exceeding 30%, the highest being 54% for a synthetic leather and
shoe manufacturing project, producing 60% for export. The calculation of
the ERR's in KDB's appraisal reports wvas necessarily based on estimated costs
and prices, while the sample of 10 projects selected by the mission were all
projects in full operation for at least three years and data for past years
were all actuals. It is interesting to note that the average ERR for both
samples worked out to be exactly the same, namely 29%.

Influence on Project Design and Technical Assistance

5.10 KDB's influence on project formulation is to a certain extent
limited since project sponsors often approach KDB after basic decisions such
as to product, technologies or location have been taken and are not, or only
with difficulty, reversible. Nevertheless, KDB's appraisal staff has made
sustained efforts to improve the design of projects under consideration, and
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often its proposals for change have been accepted by project sponsors. In
various instances KDB's suggestions have resulted in changes in scale of
operations, composition of products to be produced or even location of the
plant site. With respect to plant location KDB has been particularly con-
cerned to induce companies to locate in industrial estates. KDB's thorough
market analyses have led some sponsors to change their marketing strategies
and in a few cases it has led to the postponement or cancellation of projects.
KDB's technical staff carefully examines technical capabilities of sponsors,
particularly if new technologies are to be introduced and has urged project
sponsors to enter into technical collaboration agreements with foreign com-
panies, when appropriate. The type of equipment to be procured is normally
checked with respect to local availability and KDB's suggestions have often
led to savings in foreign exchange and/or project cost. The financial struc-
ture of prospective client companies is always carefully scrutinized leading
in many instances to increased capital contributions by the sponsors (see
paragraph 5.13). In addition KDB provides consulting services to those clients
confronted with managerial difficulties, often in the form of deputation of its
own staff. To improve appraisal quality of Korean banks, KDB keeps special
files on all customers that have received loans exceeding W 50 million. Other
banks have, on request, access to these files. KDB's technical department
performs, for the Foreign Capital Inducement Deliberation Committee, engineer-
ing surveys on all proposed projects requesting foreign loan guarantees.

Resource Mobilization

5.11 As a wholly owned Government development bank, KDB depends to a
large extent on funds provided by the Government, particularly since the
majority of its loans is for long maturities (75% of equipment loans extended
during 1975 had maturities of 8 years or more) and it is not possible to raise
funds of similar maturities in the capital market in Korea. Consequently the
Government accounts, directly or indirectly, for 71% of KDB's total term
resources in the form of equity (31%), direct loans (18%), loans to and
subscription of IFD's under the IRF (7%) and allocations under the Tourism
Development Fund and National Investment Fund (15%). KDB's domestic currency
resource mobilization at market rates has been limited to the issuance of
Industrial Finance Debentures (8%) that were subscribed by commercial banks
(27%) and individuals (73%) and even these funds could only be raised at a
negative margin (see Annex 18, paragraph 12).

5.12 In its foreign currency resource mobilization KDB has been more
successful. Loans raised from commercial and official sources accounted for
17% of total resources at the end of 1975 and would have been higher but for
the general deterioration in the international financial climate during 1975.
This year KDB already has issued US$25 million IFD's in the Middle East,
a Eurodollar loan of US$80 million and a commercial loan of US$17 million in
Japan. KDB is now planning to establish a Merchant Bank with foreign partic-
ipation to give a new impetus to its efforts to raise funds internationally.

5.13 Apart from raising funds directly as described above, KDB has been
able to mobilize resources indirectly by inducing its clients to increase the
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proportion of equity financing in total project costs. An indication of KDB's

success in this regard is obtained from the fact that in 9 of 31 IBRD financed

subprojects, KDB was able to persuade its clients to increase their capital

contributions by a total of US$7.6 million (8% of total project cost or 37% of

KDB's loans for these projects) above the levels originally envisaged by the

sponsors. Overall, KDB's share in average project financing is about 40%

which means that each unit of its lending induces one and a half additional

units of investment.

VI. PROSPECTS

General Outlook

6.01 Despite the oil price increases, raw material shortages and subse-

quent world wide recession, the Korean economy grew by 7.4% in 1975 mainly

because of the relatively good export performance during the second half-year

and record harvests of rice and barley. The goal of economic planning for

1976 and subsequent years is the achievement of the maximum rate of growth

consistent with the maintenance of internal financial stability and a sound

balance of payments. To this end the export-oriented manufacturing sector

is expected to continue to be Korea's engine of growth, though the deepening

of the industrial structure, with the aim of increasing the domestic value

added in exports, will receive increasing attention by the Government.

6.02 In this context, the Korean authorities have recognized that ef-

forts to deepen the industrial structure must proceed selectively and in-

vestments must be geared to expand capacity in industries which are skill-

intensive, reflecting the country's international comparative advantage.

This recognition has led to significant modification of the long-term invest-

ment plans which had been prepared in 1973, specifically, a postponement of

planned rates of expansion of petrochemical and steel production capacity

and a shift of priorities towards electronics and machinery, which are rela-

tively more labor intensive and have shorter gestation periods. The vast

amounts that are expected to be spent for industrial investment (close to

US$9 billion over the Fourth Five Year Plan period, 1977-1981) will put a

heavy burden on Koreas financial sector. KDB is well placed to help in the

mobilization and efficient allocation of these funds and to be a leader among

the Korean financial institutions in helping to achieve the overall economic

goals.

Forecast of Commitments

6.03 Detailed forecasts of KDB's business are given in Annex 27. Fore-

casts of commitments are summarized below (billion Won):
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Domestic Foreign Total
Currency Currency Total Commit-
Loans Loans Loans Investments ments

1975 (actual) 182.1 21.0 203.1 74.2 277.3
1976 188.6 32.4 221.0 31.4 252.4
1977 230.9 36.1 267.0 18.6 285.6
1978 280.1 37.8 317.9 19.9 337.8
1979 341.5 43.3 384.8 21.9 406.7
1980 415.1 45.1 460.2 23.9 484.1

The 1976 commitment estimates are based on firm Operational Program. Loan
commitments in 1976 will be moderately higher compared with those in 1975.
Beyond 1976, the estimates of loan commitments in domestic currency are made
on the basis of the rate of growth in recent years tempered by a judgement
about resource availability (loans to be funded from general government bor-
rowings are estimated to increase at the rate of 25%; loans to be funded from
National Investment Fund borrowings are estimated to grow at the rate of 20%
which is the estimated rate of increase of NIF itself; and new commitments of
loans to be funded from Industrial Rationalization Fund are estimated to be
equal to collections of past loans made from IRF as no new funds will be
available). Equity investments, all in domestic currency, are estimated to
be at more normal levels after 1976; these were abnormally high in 1975.
Loan commitments in foreign currency are projected on the basis of KDB's es-
timates of the availability of foreign currency resources from official
sources. Foreign currency resources raised by borrowings from commercial
banks will be used by KDB in its domestic currency operations. The projected
volume of operations is fully attainable from an institutional, management
and staff point of view; the actual level of operations will be determined
by resource availabilities rather than restricted by a lack of demand for
capital. The business forecast is, in fact, conservative and the actual
performance may be considerably better.

Resource Requirements

6.04 For the three-year period 1976-78, KDB will need total capital re-
sources of W 875.8 billion as follows:

Loan Commitments

Domestic currency W 699.6 billion
Foreign currency 106.3 billion W 805.9 billion

Equity Investment Commitments (domestic) W 69.9 billion

Total W 875.8 billion
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The projected 13% ratio of foreign currency loan commitments to total loan
comitments over the period 1976-1978 represents a marginal increase from
the 12% share of foreign currency commitments for the period 1971-1975. It
should, however, be noted that the projected foreign currency loan commitments
do not measure the total import requirements of KDB's clients. Such require-
ments are considerably larger; a portion of domestic currency loans is in fact
converted into foreign exchange and spent on imported plant and equipment.
The figure of foreign currency loan commitments, represents direct imports
which will be funded from borrowings from international institutions.

6.05 To meet the projected commitments, KDB's resource planning for the
same period, 1976-78 envisages raising funds from various sources as follows
(Won in billion):

Balance of uncommitted resources, 1.1.76 44.7
Increase in paid-in capital 53.7
Collections (net of repayments) 145.7
Sale of investments 31.9
Borrowings from

Government 106.1
National Investment Fund 352.7
Foreign Commercial Banks 72.7
Asian Development Bank 24.2
KfW 7.6

Industrial Finance Debentures (foreign) 60.6
899.9

In addition, KDB's plans include two loans from the Bank, amounting to W 87.3
billion (the proposed loan and another loan in 1978).

6.06 Of the surplus of projected resources over estimated loan and in-
vestment commitment requirements (W 899.9 + W 87.3 - W 875.8 = W 111.4 bil-
lion), W 95.6 billion would be absorbed in improving KDB's liquidity posi-
tion (see projected balance sheets; current ratio is projected to improve
from 1:1 as at the end of 1975 to 1.6:1 as at the end of 1978). On the
basis of these figures, KDB will start the year 1979 with uncommitted re-
sources of W 15.8 billion only. However, depending on the state of the
international capital markets, KDB may be able to borrow more than the pro-
jected amounts, thus reducing the risk that its liquidity position would
be squeezed again or that its operations would be constrained. It has,
in fact, already contracted foreign commercial loans of $97 million over
and above the amounts included in its borrowing program for 1976. KDB's
borrowing program is given in Annex 28.

Financial Projections

6.07 KDB's projected balance sheets as at December 31, 1976 through
1980 are given in Annex 29. The annual growth rate of total assets during
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the projected period, 19%, is considerably lower than that in the last five
years. KDB has assumed a lower growth rate on the basis that the very high
rates of growth of the first half of the seventies cannot be sustained indef-
initely. As remarked earlier in paragraph 6.03, KDB's level of operations
and hence the size of its total assets will in all probability be determined
by its ability to raise resources. The projected growth rate of total assets
is the result of KDB's perception of what it can accomplish in terms of re-
source mobilization.

6.08 As to the composition of projected total assets, loan portfolio is
estimated to increase 2.8 times to W 1,422 billion during the five year period,
and at the end of 1980 would account for 72% of total assets compared with
about 60% at the end of 1975. Current assets will account for about 21%
of total assets at the end of 1980 compared with about 18% at the end of
1975; the current ratio will improve from 1:1 at the end of 1975 to 1.3:1
at the end of 1980 after being even better during the intervening years.
Equity investment portfolio will decline in relative importance; it will
account for only about 10% of total assets at the end of 1980 compared with
17% at the end of 1975.

6.09 On the other side of the Balance Sheet, long-term borrowings are
estimated to double between 1976 and end of 1980. KDB's equity is projected
to increase by 1.8 times during the same period to amount to W 451.9 billion
at the end of 1980. Total debt to equity ratio (including in debt all guaran-
tee obligations not covered under the Guarantee Release Arrangement) will
increase from 3.9 at the end of 1976 to 5.2 at the end of 1980. Long-term
debt/equity ratio, as defined in the Bank Loan Agreement will increase from
3.2 at the end of 1976 to 4.3 at the end of 1980 and will still be within
the 5:1 limit provided in the Agreement.

6.10 KDB's projected Income Statements for the years ended December 31,
1976 through 1980 are given in Annex 30. Based on the forecast of commit-
ments and disbursements, Annex 27, net income is expected to increase from
W 14.1 billion in 1976 to W 28.7 billion in 1980. Throughout the period of
projections, KDB is expected to have a positive spread even on borrowed funds
albeit a small one, which has not always been the case in the past. Future
profitability is expected to remain reasonably satisfactory with return on
total assets ranging between 1.5% - 1.7% and on equity between 5.2% - 6.7%.

6.11 Projected Cash Flow Statements are given in Annex 31. With an im-
proving liquidity position and declining share of relatively short term re-
sources (deposits and domestic IFDs) in KDB's total resources, the debt ser-
vice cover is expected to improve in future years from 1.06 times in 1976 to
1.24 times in 1980. Even with the improvement, the debt service cover will
remain modest because some of KDB's borrowings have back-to-back repayment
requirement (World Bank and ADB) and some others (foreign commercial borrow-
ings) are for medium term (mostly five years) and net earnings provide only
a modest cushion. KDB will need to continue to do skillful resource planning
and management. KDB's projected indicators of financial and operational per-
formance are given in Annex 32.
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Proposed Bank Loan

6.12 Amount. As stated in paragraph 6.05, KDB's intermediate-term
borrowing program includes two loans from the Bank, amounting to W 87.3
billion in total (US$180 million). It is recommended that the Bank con-
sider $82.5 million as the amount for the proposed loan, of which $7.5
million would be for its subsidiary, KILC.

6.13 Objectives. One of the two principal objectives of the proposed
loan is to continue the Bank's institution building role and beneficial im-
pact on KDB as a whole. Specific actions in this regard have been indicated
at various points in the report. 1/ Transfer of resources to well appraised
projects will be the other principal objective. KDB has demonstrated its
ability to use Bank funds efficiently on projects which are economically
justified and financially attractive. However, as pointed out in paragraph
2.14, KDB will now add one more dimension to its appraisal standards and
criteria: employment impact. During negotiations KDB accepted the Bank's
suggestion that its appraisal reports in the future would explicitly deal
with the aspects of choice of technology and more labor intensive produc-
tion processes. KDB has indicated that the bulk of the proposed loan would
be used in financing projects in the manufacturing sector, which in the Bank's
judgement will continue to be the leading growth sector. KDB has indicated
that the proceeds would be lent to the private sector, although the public
sector would also be eligible to benefit. Direct imports only will be fi-
nanced. Under Loan 1095-KO, sub-loan maturities have ranged (with two excep-
tions) from 10 to 15 years including grace periods of 1.5 to 3 years, with a
weighted average loan life of 12.4 years. The pattern is unlikely to change
materially in the future.

6.14 For the KILC portion of the loan, US$7.5 million, it is proposed
to have specific project eligibility criteria. The aim is to experiment
with a well managed leasing company as an intermediary to reach small scale
enterprises and to have a favorable impact on urban employment. Enter-
prises with total assets of up to W 600 million 2/ or projects with estimated
cost of up to US$15,000 equivalent per new job created would be eligible.
However, if KILC seeks exemption from these limits for projects in health care
(e.g. hospitals) and academic (e.g. schools, scientific research institutions)
fields, the Bank would agree subject to a cumulative maximum of US$1.5 million,
20% of the proposed loan amount for KILC. It has further been agreed that (i)
the loan to KILC be on a fixed schedule for fifteen years so that KILC's
resources are augmented by "revolving funds" (typical lease periods are up to
six years) which it will be able to relend without incurring exchange risk (on

1/ Paragraphs 2.10, 2.13, 2.14, 2.19, 3.22, 3.23, 4.03 and 4.14.

2/ The limit of W 600 million conforms with the definition of small
scale enterprises in Korea for lending in foreign exchange.
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"maintenance of value" basis, which is not uncommon in Korea), and (ii) since
the machinery and equipment required by some small lessees would be procured
locally, the Bank would finance the foreign exchange component, estimated at
60%, of locally procured equipment.

6.15 In order to obtain a reasonable sectoral distribution of the sub-
loans, no more than 25% of the proposed loan amount would be used to finance
projects in any non-manufacturing sector; within the manufacturing sector,
this percentage would apply to individual industries. KDB will also use US$5
million of the proposed loan for the domestic construction industry in view
of the potential this industry possesses for job creation. Also, in order to
ensure that the bulk of the proposed loan is not used for just a few very
large projects, it is proposed to limit the size of a normal single sub-loan
to a maximum of US$5 million but to allow larger sub-loans on an exceptional
basis if requested by KDB after its Board has deliberately and explicitly
concluded, on the basis of the merits of the project, that it should request
the Bank to agree to exceptional treatment. The projections show that KDB
will not exceed the 5:1 debt/equity limitation stipulated in the first Bank
Loan Agreement in the foreseable future, and no change is proposed in the
debt/equity ratio limit. The "free limit" is proposed to be increased from
US$750,000 to US$1.5 million; with the proposed "free limit," the Bank could
still expect to receive projects for prior approval accounting for 70% of the
proposed loan amount. Subproject submissions from KILC to the Bank would be
routed through KDB since KDB will be the primary obligor. However, it is
proposed to set up separate and detailed reporting requirements for KILC and
to have semi-annual supervision missions instead of the more normal annual
supervision.

6.16 Agreements Reached. During negotiations for the proposed loan,
understandings were reached with KDB (recorded in agreed minutes) on the
following:

(a) KDB's appraisal reports, in the future, will deal explicitly
with the aspects of the choice of technology and more labor
intensive production processes so as to indicate that due
weight was given to the employment effects of the sub-
projects. Also KDB will enlarge the scope of the economic
rate of return analysis (paragraphs 2.13 and 2.14).

(b) In the interest of the diversification of KDB's overall
portfolio and specifically for the diversification of
KDB's on-lending of IBRD funds, KDB will not lend more
than 20 to 25% of the proposed loan to any one sector
other than manufacturing; within the manufacturing sector
sector, the 20-25% limitation will apply to individual
industries. KDB will also use $5 million of the proposed
loan for the domestic construction industry in view of
the potential this industry possesses for job creation
(paragraph 6.15).
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(c) Lending from the KILC portion of the proposed loan will

normally be limited to enterprises with total assets of
up to W 600 million or projects with estimated cost of
up to US$15,000 equivalent per new job (paragraph 6.14).

(d) An arrangement between the Government and KDB, whereby the
Government would in affect assume the risks on projects
which KDB finances acting as an agent only (paragraph
2.19).

(e) An understanding by the Government to normally increase
KDB's capital through cash contributions or loan con-
versions. If under exceptional circumstances subscrip-
tions by the Government to KDB's capital would be made
by way of share transfer, the transfer price of such
shares would not be lower than their appraised value
(paragraph 3.22).

(f) A phasing out schedule of the cases which exceeded the
new financial prudence limits set in KDB's Policy State-
ment of April 9, 1975 (paragraph 2.10).

(g) KDB would make an account-by-account analysis, in collab-
oration with its external auditors to determine the ap-
propriate provisions during the course of audit of its
1976 accounts and that such provisions would be properly
treated in its balance sheet (paragraph 4.14).

(h) KDB would make every effort to lessen the importance of
short-term IFD's in its total resources.
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KOREA DEVELOPMENT BANK

Economic, Industrial and Financial Environment

I. Economic Overview

1. For a detailed review of the recent economic situation and pro-

spects please refer to the Bank's last economic report of Korea: Current

Economic Position and Prospects of the Republic of Korea, May 26, 1975,

768-KO. The most recent developments are discussed in the President's

Report on a Program Loan to the Government of Korea, dated February 17,

1976. A Basic Economic Mission visited Korea in June-July 1976; its report

is under preparation.

2. Overall Economic Performance - In the 1970's the Korean economic

situation has been subject to sudden and sharp changes (see Economic Reports

No. 768-KO of May 1975 and No. 332-KO of February 1974). Following a period

of rapid economic growth the Government undertook a stabilization program

during 1970-72 as a result of which real investment did not increase and the

growth of real GNP slowed to 8% per year. In 1973, international demand grew

rapidly and Korea took full advantage of its opportunities. As a result,

there was an unprecedented boom: real GNP grew by 16.5% and export volume

by 57%; national savings rose to 22% of GNP and foreign savings financed only

about 15% of total investment. However, the situation changed rapidly as the

energy crisis and worldwide recession hit the Korean economy. Fueled by sharp

increases in import prices (55% for the whole of 1974) the domestic wholesale

price index jumped by 42% in 1974 after it had averaged 9% the preceeding five

years. Export prices on the other hand rose at a slower rate resulting in a

deterioration in the terms of trade of around 19%. At the same time, domestic

real demand began to soften and the recession in the industrial countries

which absorbed over 85 percent of Korea's exports in 1973, greatly slowed the

export drive. As a result of these developments, economic indicators for 1974

were markedly lower than in the exceptional boom year of 1973. GNP grew by

8.2 percent, exports and imports (by volume) by 9% and 4% respectively,

national savings as percentage of GNP dropped to 19%, the current account

deficit rose from US$309 million to US$2.04 billion while at the same time net

foreign exchange reserves dropped from US$1.1 billion to US$0.3 billion.

3. The slowdown in domestic production would have been greater but for

various government measures to sustain employment which during 1971 to 1975

grew at an annual rate of 3.9%. In December 1974, the currency was devalued

by 17.5 percent to Won 485 to US$1. Special credits were extended through the

banking system to enable induLstry to finance accumulating inventories, and the

Government purchased excess inventories of finished goods from industries

particularly hard hit by the fall in export demand. Subsidized credit was

also extended to small firms and exporters to ease their financial situation.
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4. In 1975 Korea continued to face a protracted recession in inter-
national demand for its exports and added pressures on its domestic resources.
The international terms of trade again deteriorated in 1975 (by about 10 per-
cent), to bring the total terms of trade loss in 1974 and 1975 to about 7 per-
cent of GNP (at 1970 prices and exchange rates). At the same time, domestic
prices continued to rise and, by the end of 1975, the domestic wholesale
price index was 20% ahead of the level of 1974. Consumer demand continued
to be weak, for instance, the retail trade index for Seoul was about 9%
lower in 1975 than in 1974, while investment activities grew slower in 1975
than in 1974 and particularly 1973. Despite the continued weakness of do-
mestic demand, the industrial production index rose by 19% during 1975 owing
partly to official intervention to purchase finished products of export
industries and partly to a sharp increase in the export volume in the latter
part of 1975. Because of the continued growth in industrial and other activ-
ities including agriculture, the unemployment rate remained fairly stable at
4.1% during 1974 and 1975. The rise in exports in 1975 of 13% was remarkable
considering the market conditions and was mainly due to strong efforts to
diversify the concentration of exports geographically and product-wise. Thus,
while in 1973 70% of Korea's exports went to the United States and Japan the
share of these countries in 1974 and 1975 dropped to 64% and 55% respectively.
Particularly, Korea has made, with some success, great efforts to enter the
market for manufactured products in oil exporting countries, and during the
past year has also won sizeable construction contracts in the Middle East.

5. Current Prospects. In 1975, the real GNP is estimated to have
risen by 7.4% because of the relatively good export performance and record
harvests of rice and barley. Exports have grown by around 13% (at current
prices) while the growth of imports was contained to around 4% (at current
prices); the trade deficit thus has declined by over US$300 million as com-
pared to 1974. Nevertheless, for 1975 the current account deficit still
reached US$2.0 billion, the same level as in 1974, while it is expected to
drop to US$1.5 billion in 1976. Since net resource had already decreased
to a rather low level through substantial draw-downs in 1974, the 1975
deficit was financed to a larger share by medium and long term capital
movements (57% as compared to 42% in 1974) and other short term capital
and bank borrowings (41%; 14% in 1974). In 1976, the share of medium and
long term capital movements in covering the deficit is expected to further
increase to 78%, the bulk of the increase being from official sources such
as the Bank and ADB, while other short term capital and bank borrowings
would decrease to 18%. The rate of fixed investments is projected to be
sustained, in 1976, at 1974 levels of about 24.5 percent of GNP. The great
bulk of investment resources will continue to go to the manufacturing sec-
tor and immediately associated infrastructure requirements, with export
growth being one of the principal criteria in selecting investment projects.
The ratio of national savings to GNP was 18.1% in 1975 and is expected to
be around 18.5% in 1976 and should continue to improve, resulting from the
variety of measures being undertaken by the Government to improve public
savings and from the expected favorable response of private savings to the
control of inflation.
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6. The goal of economic planning for the Fourth Five-Years Plan (1977-
1981) is the achievement of the maximum rate of growth consistent with the
maintenance of internal financial stability, employment creation, a sound
balance of payments and a wider distribution of the fruits of growth. To
this end the export oriented manufacturing sector is expected to continue
to be Korea's engine of growth. In order to respond to emerging changes in
Korea's competitive advantage and with the aim to increase the domestic
value added in exports, the Government is also paying increased attention to
the deepening of the industrial structure. In recognition of constraints on
foreign earnings and external borrowings, there has been a significant down-
ward modification of the expected rate of growth of the economy. Previously,
long-term plans envisaged a growth of 11% p.a. in GNP; the current expecta-
tions for the Fourth Plan are in the region of 9%. As with the lowering in
growth forecasts it also became evident that long-term investment plans
would have to be modified to lower similarly planned rates of expansion of
heavy industries especially petrochemical and steel production capacities,
to shift priorities towards electronics and machinery. These sectors are
relatively more labor intensive, thus more readily applying Korea's compe-
titive advantage, and have a shorter gestation period, thus having a more
immediate impact on the balance of payments. The continued growth of labor
intensive technologies will be even more important since Korea will have to
create an estimated two million jobs over the Fourth Plan period, half of
which are planned to be provided by the Industrial Sector. Despite Korea's
recent export performance under difficult circumstances and the demonstrated
flexibility of economic policy making, the recovery of international demand
is the most important element which will determine the extent to which the
Korean economy will be able to achieve the Government's goals, or exceed
them.

II. INDUSTRIAL SECTOR

7. The Role of Industry in the Economy. Since the early 1960's manu-
facturing has been the fastest growing sector in the Korean economy with an
average annual growth rate of 19% over the last five years, accountinag for
49% of the increase in GNP during that period. Its share of GNP has in-
creased from 21.6% in 1970 to 28.0% in 1975 being the largest sector in the
economy. The success of Korean manufacturers in capturing markets abroad
has been one of the main factors in the rapid development of the Korean
economy in recent years. In 1975, for instance, exports of manufactured
goods amounted to US$4.1 billion or 82% of total commodity exports (up from
US$650 million or 77% in 1970) and accounted for over one fifth of the
Korean Gross National Product in 1975 (8% in 1970). In 1975 over 2.1 mil-
lion persons or 18.1% of the labor force were employed in the manufacturing
sector (up from 13.2% in 1970) and of all new jobs created over the past 5
years in Korea, the manufacturing sector provided almost 40%. Although Korea
has undertaken many capital intensive industrial projects in recent years the
share of the manufacturing sector in the country's domestic fixed capital
formation has remained very stable amounting on the average to 22.7% over the
last five years comparing to 22.8% for the preceeding five years.

8. Current Performance. The manufacturing sector's value added is
estimated to have increased by close to 12% in real terms in 1975, compared
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to 17.5% in 1974 and a record growth of 30.9% in 1973. The slowdown in
growth was caused by the effects of the worldwide recessions in 1974 and 1975
on Korea's exports of manufactured goods and the export growth rates of nearly
40% in 1974 and 12% in 1975 were largely due to price increases though the
volume of exports picked up again during the second half of 1975. The pro-
duction index for manufacturing industries rose by 19% in 1975 compared to
27.6% in 1974, whereby the growth was about twice as high in the second half
of the year than in the first half. While production increases in 1974 went
to a large extent into build-up of inventories, which grew at 45.9%, shipments
in 1975 grew faster than production indicating a relative reduction in inven-
tories. The recovery in the second half of 1975 was led by textiles, wearing
apparel, leather and footwear which grew by 35%, mainly due to a recovery in
export demand. Fabricated metal products, machinery and equipment grew also
at a satisfactory rate (18%), while basic metals grew by only 9% compared
to the record growth rates of 87% in 1974, mainly because of the weakness of
demand in export markets.

9. Structure of Industry. Measured in terms of value added in 1974,
light manufactures accounted for over two-thirds of total industrial value
added. The growth performance of the sub-sectors varied but was very good
throughout as the following table shows (amounts in billion Won).
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Growth
1969 1974 Rate

Value Value %
Added /a % Added /a % p.a.

Light Manufactures

Food, beverage, tobacco 136.5 28.9 248.2 21.2 12.6
Textile, footwear, leather 97.3 20.6 354.5 30.1 29.2
Wood, furniture, paper,

printing 40.2 8.5 64.4 5.5 9.9
Rubber, clay, glass,
stone products 30.3 6.4 64.4 5.5 16.2

Electrical equipment /b,
plastics 10.0 2.1 80.1 6.8 51.5

Sub-Total 314.3 66.5 811.4 69.3 20.9

Heavy Manufactures

Chemicals, petroleum and
coal 75.5 16.0 160.1 13.7 16.2

Basic metal, metal products 18.6 3.9 49.0 4.2 21.3
Machinery (incl.
electrical /c, 23.8 5.0 49.3 4.2 15.7

Transport equipment 31.7 6.7 71.4 6.1 17.6

Sub-Total 149.6 31.6 329.8 28.2 17.1

Other 9.1 1.9 31.9 2.7 28.6

TOTAL 473.0 100.0 1,173.1 100.0 19.9

/a At 1970 constant prices (GNP deflator for the manufacturing sector:

12.1% p.a.).

/b Includes manufacture of radio, television and communication equipment
and apparatus and manufacture of electrical appliances and housewares.

/c Excluding industries listed in footnote /b.

Source: Bank of Korea, National Income of Korea, 1975



ANNEX 1

Page 6

In 1974 the Korean manufacturing activities were still concentrated in the
more labor intensive light industries sector which accounted for over two-
thirds of the manufacturing value added in 1974. Textiles, footwear and
leather is the largest sub-sector and, together with food, beverages and
tobacco, accounted for over 50% of industrial output. The slight increase
in the share of light manufactures over the past 5 years was mainly due to
the excellent export performance of the textiles, leather and small electri-
cal equipment industries. The increased emphasis of the Government on the
deepening of the industrial structure, on the other hand, have not yet
been reflected in 1974 output figures as several heavy industries projects
have only been completed recently or are only in the planning stage.

10. Of a total of 23,000 industrial enterprises in Korea in 1973 1/
96.5% employed less than 200 workers each. However, in terms of employment
and valued added, such enterprises accounted for only 40% and 27% of the
total, respectively. Despite adequate promotional policies and availability
of finance, the relative importance of small and medium sized enterprises in
the total industrial structure has been declining as the Korean economy
expanded and modernized. In 1973, for instance, small enterprises accounted
for 22% of total fixed investment while it was 31% in 1968. Small enter-
prises' share in total value added (from 36% to 27%) and total employment
(from 54% to 39%) has also declined since 1968. Nevertheless small and medium
scale industries in Korea are competitive with many large scale enterprises
and perform important ancillary functions. An indication of the economic
viability of small and medium industries is given by their exports which
have quadrupled between 1970 and 1973 and accounted for 37% of total
exports in 1973 compared to 32% in 1970.

11. The largest industrial centers in Korea still are the cities of
Seoul and Busan which accounted for 34% of enterprises, 50% of employment
and 45% of output of the manufacturing Sector. However, the Government has
become increasingly aware of the need for a wider geographical location in
order to achieve a better regional distribution of employment opportunities
and to reduce the congestion and overcrowding in Seoul and Busan. The
Government has therefore been promoting the development of industrial centers
outside these two areas, mainly through the establishment of free trade zones
and industrial estates some of which are planned to eventually become fully
integrated industrial complexes of both large and small-medium enterprises.
The Government provides special incentives for companies to move to such
estates and by the end of 1975 Industrial Estates and Export Zones accounted
for around 5% of industrial enterprises, 9% of industrial employment and 25%
of manufactured exports of Korea.

1/ Figures in this and the next paragraph are based on the latest manufactur-
ing census, 1973. The census does not define "small", "medium" and "large"
enterprises but the Small Industry Basic Act defines small and medium
industries as enterprises with less than 200 workers or with total assets
of less than W 50 million.
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12. Financial Position 1/. As a result of the remarkable performance
of the Korean economy in 1973 industrial enterprises were able to improve their
financial position and performance considerably. Business profits had been
seriously affected by the slowdown in economic activity during 1970-72 and
the Government had to take strong measures to improve the financial position
of business enterprises, in particular their debt structure which had been
heavily dependent on the high cost, short-term 'curb' market for financing.
The aggregate debt/equity ratio 2/ of manufacturing enterprises fell from
4.2 in 1971 to 2.8 in 1972 mainly as the result of these measures. This
ratio fell further in 1973 to 2.6. Average interest on borrowed funds fell
from 14.1% to 9.3% as a result of the debt restructuring. Profitability also
improved markedly during the period; net income as a percentage of total
liabilities and net worth increased from 0.5% in 1971 to 6.9% in 1973.
Increases in production costs tended to lag behind price increases as demand
for Korea's manufactured goods picked up rapidly. Due to the slackening
demand at home and abroad, the favorable trend of 1973 was reversed in 1974.
Profits decreased to 4.4% relative to total assets (decreasing in absolute
terms by about 17%) mainly due to a disproportionately large increase in
the cost of goods sold (64%) as compared to the increase in the sales volume
(40%). Enterprises had to resort to increased borrowings, particularly
short-term bank and trade credits and the debt/equity ratio increased to 3.0
from 2.6 in 1973. Over 60% of the borrowings was used to finance the increased
inventory, which rose from 17.1% of total assets in 1973 to 20.8% in 1974. It
is interesting to note that despite the deterioration in the financial struc-
ture of enterprises, the loss due to bad debts, though increasing by 13% in
absolute terms, slightly decreased in proportion to sales during the priod.
However, this seems to have been mainly due to the build up of sufficient
reserves in 1973 and may have been reversed in 1975, as reportedly business
failures have increased.

13. Industrial Policies and Development Strategy. In order to promote
industrial development in general and to direct industrial investment to par-
ticular sectors, the Government provides various incentives, the package of
which includes reductions in corporate, business and income tax rates, defer-
ment, reduction or exemption from duty, easy access to credit, preferential
interest rates and depreciation and other allowances. Incentives are also
extended to attract foreign investment, encourage public ownership of closely
held companies and to promote decentralization of industries. Besides these
incentives, a number of other measures aim solely at the small-medium scale
industrial sector. Export incentives have very successfully been provided to
industry though recently such incentives had fallen somewhat compared to the
late sixties and early seventies as the adjusted real effective exchange rate
had fallen from a high of 557.2 in 1973 to 458.2 in the middle of 1975 and

1/ The analysis in this paragraph is mainly based on KDB's "Financial
Analysis" which contains the results of the annual survey of a sample
of over 800 industrial enterprises.

2/ Liabilities divided by net worth.
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which was since further eroded through a faster inflation in Korea than in her
trading partners. To direct imports and to protect certain industries the
Government has set up a system of import licensing, advance deposits and
tariffs which ranges from the free import of raw materials for which import
licenses are automatically approved to the import of non-essential goods with
import duties exceeding 50% and requiring advanced import deposits to luxury
and other items, the importation of which is altogether prohibited. Of the
1,312 SITC basic items 66 were prohibited from imports in the first half of
1976, while 590 were restricted. Between 1973 and 1976 such restrictions or
prohibitions affected between 13 and 26% of total imports. Advance deposits
are required for most categories of imports. They are to be made mostly at
the time of the issue of the corresponding import license and are retained
for 90 days or up to the time of actual settlement, whichever is longer.
Advance deposits range from 0% for raw materials for exports and oil to 5%
to 10% for grains and 20% for non essential goods. Koreas tariff structure
implies a nominal tariff rate of 31.3% (38.8% before 1973). The number of
exemptions, however, is substantial so that the effective tariff rate,
measured as total duty collection over total imports has amounted to only
5% in 1975.

14. Over the last decade planning for the development of industry cen-
tered around the aim of expanding the export of manufactures rather than on
concentrating entirely on import-substitution, as many developing countries
had done in the early 1960's. This strategy served Korea well in a period
of continuous growth, but has also made Korean industry vulnerable in a time
of international recession. Korea's industrial plans in recent years have,
therefore, been aimed at diversifying the economy and developing more inte-
grated industries. Since 1970, over half of the total industrial investment
has been allocated to chemical, petroleum and basic metal industries to ensure
the supply of raw materials at stable prices. The establishment of Korea's
first integrated steel plant at Pohang (currently being expanded from an annual
output of 1 million to 2.6 million tons), the large shipyard at Ulsan, and
the naptha cracking plant and related operations at the Ulsan oil refining
complex, were major steps in the deepening of the industrial structure. The
recent economic setbacks have necessitated a re-examination of the long-
term development plans and the strategy underlying them. While the emphasis
on increasing the share of heavy industry in exports and on enhancing the
domestic content of manufactures remain generally valid, the program for
heavy and chemical industries is being critically evaluated and reoriented
to meet changing circumstances; some heavy industry projects have been
deferred, if not altogether eliminated, especially those which are extremely
capital- and energy-intensive. As pointed out earlier, the manufacturing
sector is expected to play a cruc:ial role in providing employment opportunities
during the Fourth Five-Year Plan as the expected growth in the labor force of
3.1% is to be off-set mainly by a 7.4% growth in manufacturing employment (or
half of the total growth in employment). The heavy emphasis in the Government's
Fourth Five-Year Plan on a high growth rate of GNP and labor intensive manu-
facturing exports is, therefore, very sound and makes the provision of suf-
ficient financial resources to the light manufactured goods industries even
more important.
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15. Notwithstanding the scaling down of Korea's original plans to expand
the very capital intensive heavy and chemical industry sector it is apparent

that the restructuring and expansion of Korea's industrial sector will require
a heavy outlay of capital. The Government has therefore embarked on a major

effort to mobilize the funds required by increasing domestic savings. Apart

from the Government's concentrated efforts to bring inflation rates down and
thereby strengthen the confidence of the public in the financial system, the
first specific measure taken by the Government was the introduction, in April

1976, of the new wage-earners savings scheme. Under this scheme persons with

incomes of W 250,000 monthly or less can save up to 30% of their monthly in-
comes subject to a maximum of W 50,000 in a special 3-5 year loan deposit in
the Citizens National Bank or securities savings plan administered by selected

securities brokerage firms. Through interest subsidies the effective yield

for savers is between 25% and 27% p.a. and thus should provide strong incentives
for savers. Another measure taken was the general increase, on August 2, 1976,

of the interest rate structure, particularly the general increase in deposit
rates (see para 25). Other measures have not yet been specified but probably

would include a forced savings scheme under a Welfare Pension Plan and a Whole

Life Insurance Scheme. The major channel which the Government set up in 1973
to direct the flow from the various savings institutions to the heavy and
chemical industries is the National Investment Fund (NIF) which by 1981 is
expected to channel, via the banking system, about three-fourths of total
investment needs to major industries.

III. THE FINANCIAL SECTOR

16. Institutional Set-up. The financial sector of Korea consists of

the Bank of Korea, Deposit Money Banks, non-monetary financial institutions
and a Securities Exchange. The Bank of Korea performs regular central bank-
ing functions, including the supervision of commercial banks. Deposit Money
Banks are either commercial banks or specialized banks. Commercial banks are
those receiving their funds mainly through deposits from the public. They can
make all kinds of loans; however, they have traditionally concentrated on
short-term lending. Recently they have increased their long-term lending
business, and roll-over of short-term loans is also common. Four of the five
nationwide commercial banks are fully controlled by the Government which
under the Korean law automatically receives majority rights if its holding in

a nationwide bank is 10% or more. The fifth bank is controlled by the semi-
official Korean Traders Association. All commercial banks are subject to
control and supervision by the Bank of Korea. Specialized Banks in contrast
are directly controlled by the Ministry of Finance. They were all established

under a Special Banking Act and are subject to only a few specific Articles
of the Bank of Korea Act and General Banking Act. Specialized Banks, as their

name implies, were founded for particular purposes or sectors (such as small-

scale industry financing, agricultural financing) and they receive Govern-

ment funds as part of their financial resources in addition to resources
raised otherwise. At the end of 1973 specialized banks accounted for about\
one-half of total assets of all banking institutions and 60% of the total

number of branch offices.
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17. There are five nationwide commercial banks, ten banks with localized

operations, nine branches and four representative offices of foreign banks

and the Korea Trust Bank, which together have 495 branches/offices around

the country (all these fall under the term "commercial banks"). Specialized

Banks include the Korea Development Bank, the Korea Exchange Bank, which in

1967 was established mainly to relieve the Bank of Korea of commercial

foreign exchange business, the Medium Industry Bank which extends financial
and technical assistance to small and medium scale industries, the Citizens

National Bank (mainly for mobilizing small savings and financing household

loans and small enterprises), the Korea Housing Bank, the National Agricultural

Cooperative Federation (NACF) and the Agriculture and Fisheries Development
Corporations (AFDC).

18. Besides the above-mentioned banking institutions (the "Monetary

System") there are several non-bank financing institutions, namely trust
accounts of commercial banks, six life insurance companies, the postal savings
system, the Korean Development Finance Corporation (KDFC) which specializes

in providing medium- and long-term capital, the Korean Investment Corporation
(KIC), primarily a broker for the offering and distribution of corporate

securities, the Korea Investment and Finance Corporation (KIFC) which pro-

vides short-term finance to the private industrial sector, nine other short-
term finance corporations and the Korea Capital Corporation, all of which

deal in short-term money market instruments. In addition, there were 278
mutual savings and finance companies at the end of June 1974 and some 1,300

authorized credit unions. At the end of 1975, the Government had under prep-
aration a new law which is to regulate the establishment of merchant banks.
The main purpose of these merchant banks would be to raise medium- and long-

term funds abroad and in the domestic market and to channel these to private

enterprises. Under the law, merchant banks would be allowed to perform al-
most any kind of financial services (except accepting deposits) including

guarantee of commercial papers, underwriting of securities, issuing of deben-

tures, leasing and trust business. After this law is passed by the National
Assembly, it is expected that a number of new institutions will be set up,

including joint ventures with large overseas banking corporations.

19. As of December 31, 1975, total loans outstanding to the manufactur-

ing sector by all banking institutions in Korea amounted to over W 1,900 bil-

lion ($3.9 billion equivalent), three-fourths of which was for operating funds,
mainly supplied by commercial banks. The largest supplier of equipment fund

loans was KDB which, as of August 31, 1975, had an outstanding portfolio of

Won 149 billion (about US$307 million) or about 40% of total outstanding medium-
and long-term credit by banking institutions to industry as of that date.

20. Some Specific Characteristics of the Financial System. Besides the
division of the banking sector in commercial and specialized banks with a
fairly distinctive division of labor there are several other characteristics

of the Korean financial system which will be dealt with by the current eco-

nomic mission and which are briefly summarized here. First the Government's
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control o' practically all operating aspects of Korean banking institutions
is pervasive extending from the setting of interest rates, specifying of com-
position of assets portfolio and effectively pre-determining the overall
allocation of loanable funds to even setting salary scales for bank employees,
expenditure budgets and dividend payment policies, thus leaving very little
room for independent policy making of the institutions themselves. The
effectiveness of Government controls is supplemented by the dependence of
the major institutions on Government funds and BOK's rediscount facilities.
Second,-the Government has developed a series of preferential schemes which
were developed to direct flows of financial resources to priority sectors,
lower the cost to preferred users or to increase returns to a target savings
segment. Such schemes, most of which are essentially schemes to preempt
available resources from various institutions, include the NIF, which in
only two years has grown to the most important source of funds for the heavy
and chemical industries, the various export promotion schemes, MIB-credit
guarantee scheme, the wage-earners savings scheme (see para. 15), etc. The
Government's restrictive influence coupled with a seemingly long tradition
of centralization of activities has often resulted in operating conditions
that are not competitive in many respects and sometimes inefficient. Pro-
fitability of banks has been modest despite fairly large spreads, and the
Ministry of Finance and the Bank of Korea have recently announced that a
program to rationalize the financial market would be established. Finally,
there exists an unregulated or "curb" market which constitutes, particularly
for small and medium sized firms, a sometimes important source of working
capital funds and for the savers, participating in it, a highly favorable
investment with rates roughly between 3 and 4% per month.

21. Capital Market. Some characteristics of the development of the
Korean Stock Market over the last six years are shown in the following
table:

Composite
No. of No. of No. of Capital of Year End
Listed Shareholders Listed Stocks Listed Stocks Stock Price

Companies (in '000) (in million) (W billion) Index

1970 48 76.3 159.0 134.3 n.a.

1971 50 81.9 170.2 141.4 100.0

1972 66 103.3 209.8 174.3 227.0

1973 104 200.0 305.1 351.6 311.8

1974 128 199.6 487.6 381.3 297.0

1975 189 290.7 825.0 673.4 396.3
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The Korea Stock Market was moribund for many years but showed signs of life
in 1972. Before then the yields on stock were unattractive as both commer-
cial banks and the "curb market" paid high interest rates. The market was
also thin because closely held companies were reluctant to go public. With
the economic boom that got under way from about mid-1972 and with additional
measures the public showed growing interest in the stock market. The curb
market was severely checked as a result of August 3, 1972 measures and
with decreasing interest rates at commercial banks, yields on stocks
became attractive. In addition, the overall investment climate became
very favourable after August 1972 and the campaign for more stock listings
and for companies to go public intensified. The result was a great increase
in stock exchange activity in the second half of 1972 and in 1973. In 1974
trading activities on the exchange slowed down considerably, due to the
gloomy business outlook though stock listings continued to rise reaching
almost 500 million at the end of 1974.

22. With the general improvement of the business climate, particularly
the turn around in the export outlook, trading picked up again around mid
1975 and for the year the sales volume almost doubled. The Government con-
tinued to give strong incentives for companies to go public, in some instances
even designating companies to open up, and during 1975 the number of listed
companies rose to 189 from 128 in 1974. At the same time the number of share-
holders rose by 46% to 291,000 at year end and the number of listed stocks
reached 825 million having grown by 69% during 1975. Also listed on the
stock exchange at the end of 1975 were 92 issues of corporate bonds and 227
issued of government bonds and bonds by state run enterprises. Yields of
bonds are about 21%-23% while stocks earned around 13%. However, including
capital gains, stocks have had an average yield of about 47% in 1975. Over
the years the ownership structure has broadened as between 1970 and 1975
the share of owners with less than 1,000 shares doubled. Still this group
accounts for only 5% of all shares although it is made up of 83% of all share
owners. At the same time the role of the Government as a major shareholder
on the Exchange was further reduced in recent years, its share dropping from
63% in 1966 to 39% in 1970 and 14% at the end of 1975. The Banks' share in
the market also fell from 15% in 1970 to 8% in 1975. On the other hand in-
dividual ownership rose from 35% to 55% over the same period.

23. One reason for the fast rise in operations of the Stock Exchange-
daily average sales volumes traded during 1975 were over 1 million compared
to only 170,000 in 1971 - was the improvement of the market system itself.
Among others the call market was replaced by a continuous auction market,
two investment trust companies were established, marked operations were
automatized and the information system greatly improved. Despite the
very impressive growth of the Stock Exchange several weaknesses remain.
One of the more important problems lies in existing laws which specify
that new equity issues have to be at par irrespective of the market prices
of the stocks. Profitable companies are thus unable to take advantage of
high price earnings ratios while companies whose shares are traded below
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par obtain higher prices than is warranted. The Government is presently
studying the pricing system of new shares issues and is likely to take
steps into the right direction as it has recently done with the relaxing
of the rigid yield structure for bond issues.

24. Interest Rates. The Government of Korea through the Monetary
Board determines interest rate ceilings on deposits and loans which apply
to all banking institutions. Specialized financial institutions such as
KDFC or the short term finance companies are not legally bound; however,
in practice they, too, have to follow government policies. The develop-
ment of Korea's interest rate structure has, between 1968 and 1973, seen
a continuous reduction in both deposit and lending rates. The lowering
of the rates coincided, in general, with the Government's gradual success
in bringing inflation down until late 1973 when the inflation rate jumped
up again. 1/ With the emergence of the oil crisis and the general world-
wide inflation, Korea's price structure was particularly hard-hit because
of its high foreign trade dependence. The yearly average wholesale price
index increased from 7.6% for the period 1966-1970 to 15.5% for 1970-1975,
as increases of 42% and 26% were recorded in 1974 and 1975 respectively.
While the Government selectively increased interest rates at the end of
1974, raising time deposits for over three months (12%) and over six
months (13.2%) to 15% and preferential rates for loans from the NIF and
IRF from 9% and 8% respectively to 12%, it did not raise interest rates
in general because it felt that enterprises were already under great pres-
sure through the general economic difficulties and because it hoped to
succeed in bringing inflation under control.

25. Improvements observed in the first half of 1976 - the wholesale
price index rose by only 9.2% on an annual basis - suggest that inflation
could be brought down to an expected rate of 10% in 1976 and slightly
below that level in the following years. Despite this record the
Government revised the interest rate structure as of August 2, 1976
with two main objectives in mind: a) to improve interest incomes for
savers and b) to introduce some explicit differentiation for risk and
maturity in the rates of interest charged by the banking sector. Inter-
est rates on time deposits have been raised by 1.2 to 2.4 percentage
points, depending on maturity with one year time deposits earning 16.2%
and 3 months deposits 15.0%. Interest rates under the Wage Earners'
Savings Scheme, already attractive before August 2, 1976, have been
further raised, with deposits with 5 years maturity earning 28.2%. The
lending rates of commercial banks have been raised by 1.5 to 3.5 per-
centage points, depending on the financial status of the borrower and the
maturity of the loan. In place of a uniform interest rate of 15.5%,
banks now charge 17% on loans for up to 3 years, 18% on loans for 3 to
8 years and 19% on loans for over 8 years maturity. Lending rates are
lower by 1 percent for prime enterprises, to be selected after an

1/ Inflation rates between May 1972 and November 1973, when the impact
of the oil crisis could first be felt, grew at only 7.1% p.a.
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evaluation of the financial status. Government regulations explicitly
state that the "standard for medium and small enterprises shall be less
complex and stringent than the one applicable to large enterprises."
The effects of these changes in the interest rate structure are likely to
be beneficial. The increase in deposit rates relative to prevailing in-
terest rates on the curb market and on financial instruments in the short-
term money market should improve the mobilization of deposits by the bank-
ing system. This is a key element in the program for improved resource
mobilization in the forthcoming Fourth Five-Year Plan period (1977-1981).
By introducing differentiation by risk and maturity, the structure of
lending rates has been rationalized.

26. As to other deposit rates, rates of short-term finance com-
panies vary between 11% and 18%, Government bonds effectively yield
between 18% and 21%, and dividend yields on the market value of common
stock averaged 13% in 1975 with capital gains during that year averaging
around 30%. Besides the general lending rates of commercial banks (17%
to 19% 1/) preferential rates are granted for various sectors or types
of loans such as loans for exports (8%), equipment loans for the machine
industry production (13% to 15% 1/) and loans made from proceeds of the
NIF (13% to 14% 1/). Rates on the curb market could be as high as 45 to
50% p.a. Rates on foreign exchange loans made by KDB, MIB and KDFC are
usually at 10% to 11% with the exchange risk 2/ borne by the borrower.
General loans of KDB in domestic currency but funded from foreign com-
mercial borrowings carry a rate of 12% with the foreign exchange risk also
passed on to the sub-borrower, through a value maintenance clause.

27. In evaluating the structure of the lending rates Korean financial
institution charge, due consideration has to be given to the fact that there
exist distinctly two groups of lending rates: preferential rates, and
general rates. Preferential rates, as mentioned above, are given to various
priority sectors and constitute a part of the Government's incentives pack-
age. In the period 1971-1975, such loans accounted for over 40% of all
loans by Deposit Money Banks and KDB. general lending rates are charged
for all other loans and presently are at 17 to 19 percent. However, through
various practices which have developed under the past conditions of limited
capital supply, effective costs to the borrowers are much higher: commercial
banks collect interest quarterly in advance from non-prime customer; for
prime companies interest is collected monthly in advance. Compensating
balances are, in effect, established by implicit understandings between
banks and borrowers that the latter would maintain a predetermined level of
demand deposits. Both these measures add about 5% to the effective cost to

1/ Depending on maturity.

2/ The foreign exchange risk against the USS averaged 6.7% p.a. over the
last 10 years.
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the borrower. Finally the most stringent requirement is the opening of
installment savings accounts which are used both as collateral and sinking
funds and which can bring the effective cost of the loan up to 35% p.a.
Thus, while one may argue that a large number of loans receives prefer-
ential interest rates, a remark which questions the basic incentives
policy of the Government, it appears that the real level of interest rates
for general loans, allowing for a 10% inflation rate, has been highly
positive.

EAP Projects Department
September 30, 1976
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KOREA DEVELOPMENT BANK

Board of Executive Directors as of March 31, 1976

1. Mr. Woun Gie Kim, Appointed Governor of KDB in August, 1972.
Governor Career spent mainly in Ministry of Finance.

Last Position: Vice Minister in the Ministry
of Finance. Age: 52

2. Mr. Choon Taik Chung Appointed Deputy Governor of KDB in May 1976.
Career spent mainly in Ministry of Finance.
Last Position: Deputy Director, Office of
Supply. Age: 43

3. Mr. Ki-Yung Chung Joined KDB in 1942 and was promoted as Director
of a department in 1967 and appointed as Executive
Director in 1970. Age: 52

4. Mr. Eung Suk Park Joined KDB in 1953 and was promoted as Director
of a department in 1968. Appointed as Executive
Director in 1971. Age: 52

5. Mr. Wan Soo Han Joined KDB in 1953 and was promoted as Director
of a department in 1968. Appointed as Executive
Director in 1971. Age: 53

6. Mr. Joon Park Joined KDB in 1942 and was promoted as Director
of a department in 1967. Appointed as Executive
Director in 1974. Age: 53

7. Mr. Duk Hyong Park Joined KDB in 1942 and was promoted as Director
of a department in 1969. Appointed as Executive
Director in 1975. Age: 53

8. Mr. Yong-Ki Kim Joined KDB in 1946 and was promoted as Director
of a department in 1969. Appointed as Executive
Director in 1975. Age: 55

9. Mr. Seh Whan Lee Joined KDB in 1954 and was promoted as Director of
a department in 1968. Appointed as Executive
Director in 1975. Age: 52.

EAP Projects Department
September 30, 1976
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KOREA DEVELOPMENT BANK

Staffing Position by Departments

As of December 31, 1974 lA of March 31, 1976

Professional"Non-ProfessiOnal Total Profemidona Non-Professional Total

A. Head Office

(i) Sup_rt DeDartments:

Technical Services 44 47 91 37 40 77
Business Analysis 23 37 60 20 30 50
Research 30 614 94 32 54 86
Foreign Capital 14 16 30 15 22 37
International L 32 47 18 3 49Subtotal support staff 1i 196 322 122 177 299

Cii) Operation Departments:

Loan Department I 26 48 74 24 41 65
Loan Department II 17 22 39 15 23 38
Foreign Loan 18 29 47 19 27 46
Foreign Guarantee 20 31 51 20 32 52
Share Holding 50 23 73 35 22 57
Special Loan a 84 48 27 75

Subtotal operation staff 190 178 368 161 172 333

(iii) Plannine & Control Departaents:

Planning 16 23 39 9 13 22
Business Control 16 34 50 114 23 37
Securities 19 30 49 18 28 46
Special Credit Control 13 20 33 10 18 28
AUdit 22 8 30 30 12 42
Operation Development - - - 13 52

Subtotal planning staff 1p 1W7 251 X 131 227

(iv) Administration Departments:

Personnel 39 43 82 43 43 86
General Services 23 224 247 21 222 243
Security Control 14 43 57 40 54

Subtotal Administration staff 76 310 386 X 3 X

(v) Secretariat 11 23 I4 10 22 32

(vi) Temporarr, Staff 2 84 86 3 88 91
Subtotal Head Office 491 A li _ 89N 1_ S

B. Branches

Inchon Branch 9 27 36 5 29 34
Cheongju Branch 5 16 21 5 18 23
Daejeon Branch 7 23 30 7 19 26
San Cheog Branch 5 18 23 6 21 27
Jeonju Branch 4 18 22 5 19 24
Gwangju Branch 7 25 32 9 27 36
Daegu Branch 7 32 39 10 32 42
Busan Branch 19 39 58 22 41 63
Ulsan Branch 6 18 24 6 19 25
Temporary Staff r 26 26 - 22 22

Subtotal Branches 69 242 311 75 247 322

C. Representative Offices

London 3 - 3 3 - 3
New York 4 4 4 4
Tokyo 3 3 3 3
Kuwait - - - 1 - 1

Subtotal Repres. Offices 10 _ 10 11 _ 11

Total KDB Z70 1.718

1/ Professional being defined as including and above deputy manager level.

EAP Projects Department
June 15, 1976
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KOREA

KOREA DEVELOPMEENT BAINK

l/Policy, Statement"

Economic Role of KDB

1. The KDB shall assist in the economic development of Korea in con-
formity with its purposes as stated in the Korea Development Bank Act (KDB
Act) enacted 30 December 1953, as amended, its By-Laws enacted 16 February
1954, as amended, and the other regulations governing its operations.

Operations

2. The KDB will carry out its operations in accordance with sound
management and banking principles and practices. It shall endeavour to
specialize in extending capital funds to such industries as are designated
by the Government's economic plans or decrees as priority industries as
well as other major basic industries which form the sub-structure of the
economy. KDB may also make equity investments, provide working capital
loans and render managerial and technical assistance to its Borrowers when
the need arises. KDB will also extend guarantees on behalf of client en-
terprises. KDB, however, will not compete with other financial insitutions
in lending and administering industrial funds to assist major industries.

Project Selection

3. It will finance enterprises which are soundly managed and which
appear, on careful economic, financial and engineering investigation to be
viable. Following sound banking practices, the projects will be analyzed
taking the following factors into consideration before making a commitment
of financial assistance: (a) national economic benefits; (b) technical
feasibility; (c) financial soundness and profitability; (d) marketability
and (e) quality of management.

Criteria for Selection of Borrowers

4. In its operations, preference will be given to the following
major industries:

(a) Generation, transmission and supply of electricity;

(b) Coal-mining;

(c) Ship-building;

(d) Iron and steel manufacturing;

1/ Anproved as a cordition of efEfectiveness of Loan No. 1095-KO
by KDB's Board of Executive Directors on April 4, 1975.
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(e) Electronics;

(f) Export industries, designated by the Government to
produce export commodities;

(g) Import-substitution industries and industries
producing raw materials necessary for export and
import-substitution;

(h) Indigenous industries and labor intensive industries; and

(i) Such other industries as may be designated by the Govern-
ment's economic plans or decrees as pricrity industries.

Qualifications for Eligible Borrowers

5. Eligible borrowers for KDB financing must meet the following
qualifications:

(a) Borrowers must be financially sound;

(b) Borrowers must possess management and technical capacity
for implementing the projects being financed;

(c) Borrowers should not have defaulted on any of their
outstanding obligations to the KDB.

Maxxkmum Investment and Assistance

6. (a) KDB shall not subscribe to and/or underwrite stocks
(including investment certificates) if the paid-up
amount of the stocks so held by KDB will exceed
KDB's own paid-up capital;

(b) KDB shall not normally make equity investments in
any single enterprise in excess of either;

(i) fifteen percent (15%) of the total unimpaired
paid-up capital, surplus, and free reserves of
KDB; or

(ii) fifty percent (50%) of the paid-up capital
of the enterprise;
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(c) KDB shall not normally extend financial
assistance to any single enterprise which
exceeds either of the following ceilings:

(i) twenty-five percent (25%) of KDB's total
unimpaired paid-up capital, surplus and
free reserves;

(ii) sixty-five percent (65%) of the total
assets of the enterprise.

Foreign Exchange Risk

7. - As a general policy, KDB shall cover itself adequately against
foreign exchange risks in the conduct of its operations. However, in
using "revolving funds" generated in the case of some foreign borrowings,
KDB may assume the exchange risk temporarily. Also in using some funds
provided under the Industrial Rationalization Fund Scheme, KD.Ub may be exposed
to the exchange risk. To cover the risk in the latter case, KDB will make pro-
vision amounting to 1.5% of such funds outstanding from time to time. Exchange
losses exceeding the provision made by KDB, will be reimbursed by the Government.

Security Arrangements

8. (a) In accordance with normal business practices,
KDB will obtain adequate security for its loans
and guarantees. In extending a loan to an enter-
prise, KDB shall require such enterprise to provide
security the value of which shall be not less than
125% of the amount of the loan. In the case of
guarantees covered by a Government counter-guarantee
the value of security shall be not less than the
amount guaranteed, and in all other cases of guaran-
tees, shall be not less than 120% of the principal
amount covered under such guarantees.

(b) KDB may waive any of the foregoing requirements in
cases where the credit or the guara-ntee is extended
in favor of those enterprises enunerated in para-
graph 2, Article 10 of the Operating Manuals of KDB
as of the date of this Policty Statement, provided,
however, that in such cases KD3 will endeavor to
secure a guarantee or counter-guarantee from the
Government of from a suitable bank or banks to cover
the credit or guarantee granted.
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Technical Assistance

9. KDB will endeavor to provide its sub-borrowers with the necessary
technical services including assistance for upgrading production efficiency
and solving complicated technical difficulties. It will observe the opera-
tion of its sub-borrowers and will, whenever necessary, promptly make avail-
able to them constructive and remedial advice on the operation of the project..
When considered necessary, KDB will also dispatch its own staff to the project
companies.

Management and Organization

10. To build and strengthen its own management and staff as well as
to assist clients in the formulation and execution of their projects, KDB
will maintain an effective organization and an adequate staff, including
financial and economic analysis, engineering, accountancy, marketing and
legal services.

Share-Holding Fund

11. KDB shall administer the Share-holding Administration Fund (the
Fund) pursuant to the provisions of the KDB Share-holding Act (Act No. 2128,
enacted 4 August 1969) as a separate and distinct account in KDB's official
books, the Fund will be treated as segregated from the other transactions
and resources of KDB in accordance with the provisions of said Act.

Financial Policies

12. KDB shall conduct its operations according to the provisions of
the KDB Act. It shall endeavor to match the maturity of its liabilities
with those of its assets. It will continually review the charges it levies
for the financial assistance it provides to ensure that it receives an ade-
quate "spread" to cover all its exppnses including provisions for doubtful
loans and investments, and to enable it to build reserves as required legally
and as considered necessary by the management.

EAP Projects Department
June 15, 1976
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Swmszu of Loan oaerationa. 1971=5
(Won in ItLlion)

1271 1971 E 1973197
LO Won _ on l. tutN. Xr197L Amut No V Amoun

Appz,,'ala

Domestic currency capital loas N.A. 31,883 N.A. 118,961 N.A. 84,362 N.A. 90,031 N.A. 144,228

Domestic currency woring capital
loans NA. IL=3 N.A. 2h.054 N.A. 24.222 N.A. 22.039 N.A. 38.o99

Total Domestic Currencv N.A. 47,116 N.A. 143,015 N.A. 108,584 N.A. 112,070 N.A. 182,327

Foreign currency loans N.A. 13,897 N.A. 13,000 N.A. 10,856 N.A. 24,576 N.A. 21,853

Total Anorovals N.A. 61.013 N.A. 156.015 N.A. 119.440 N.A. 136.61&6 N.A. 204.180

Comitments

Domestic currency capital loans 327 31,883 6
49 116,629 379 76,461 452 100,702 331 144 009

Domestic currency working capital 3 15.233 Zk 24 054 684 18.018 713 28.243 477 38.099
loans

Total Domestic Currency 706 47,116 1,223 140,683 1,063 94,479 1,165 128,945 808 182,108

Foreign currency loans 26 13,236 12 13,350 41 10,599 58 24,255 32 21,000

Total Comitme-ta 2 60.352 1.235 154.033 1.104 105.078 1.223 153.200 840 203.108

Disbursements

Domestic currency capital loans - 31,883 - 116,629 - 76,461 - 100,702 - 144,009

Domestic currency working capital
loans _ 15233 _ 24.o54 - 18.018 - 28.243 _- 38099

Total Domestic Currencv 147,116 - 140,683 - 94,479 - 128,945 - 182,108

Foreign currency loans - 1,892 - 4,794 - 9,202 - 15,535 - 20,533

Total Disbursements 49008 _ 145.477 __ 103681 144480 - 202.641

Repayments

Domestic currency capital loans - 9,127 - 34,300 - 9,812 - 26,169 - 18,073

Domestic currency working capital
loans - 11.635 - 28.765 _ 13-097 8.726 _ 28.871

Total Domestic Currency - 20,762 - 63,0653/ - 22,909 _ 34,895 - 46,944

Foreign currency loans W (283) - 773 - 1,435 - 2,362 - 3,570

Total Repayments - 20479 - 63838 - 24.344 - 37.257 - 50.S14

Outstanding

Domestic currency capital loans 1,037 116,956 1,238 199,285 1,342 265,934 1,401 340,467 1,551 466,403

Domestic currency working capital
loans 508 33.479 366 28.768 372 33.689 390 53.206 494 62.434

Total Domestic Currency 1,545 150,435 1,604 228,053 1,714 299,623 1,791 393,673 2,045 528,837

Foreign currency loans 201 7,059 206 11,080 257 18,847 279 32,020 371 48,983

Total Outstanding 1.746 157.494 1.810 239.133 1.971 318.470 2.070 425 2.416 577.820

1/ Number of loans
2/ According to the standard banking practice in Korea, KDB credits its sub-borrowers' domestic currency loan accounts immediately

after making a commitment. Consequently domestic currency commitments are equal to disbursements in all the years. The amounts
not drawn down by the sub-borrowers from their respective loan accounts are shown under Credit Control Account' - a current
liability item. The outstanding balances under Credit Control Accounts as of the end of 1971 through 1975 were as follows:

Year 97 172 1973 1974 1
Amt.(in million Won) 4,721 2,539 3,719 4,189 3,739

Includes repament of loans (W25.77 billion) under the overall scheme of economic reforms introduced by the Government in August, 1972.
/ Includes adjustments in loan amunts on account of exchange rate fluctuations.

EAP Projects Department
June 15, 1976



KOREA

KOREA DEVELOPMEDNT BANK

A.alysis of Loan C-sitted 1973-1975 and Outstanding on t December 31. 1975

1973 1974 1975 Capital Loans Working Capital LoansToaLonOusndg

N.1/ 1/ 1/ CNo. of No. of 1

No % An,c % No. 7. Msoot 2 No. 7. Amount 7. Cpanies. Moun.t 2 Cspsnlee 7, Mount 2 No- 7, A .oont 7

D-eette currency 1,063 96.3 94,479 89.9 1,165 95.3 128,945 84.2 808 96.2 182,108 89.7 312 71.2 466,403 90.5 115 100.0 62,434 100 2,045 84.6 028,837 91.5

Foreign norreny 41 3.7 10,599 10.1 58 4 7 24,255 15.8 52 3.8 21,000 10.5 156 28.8 49,983 9.5 - - - - 371 15.4 48,985 8.5

Total 1.104 100.0 105.078 108.0 1.223 100.0 153J200 100.0 840 100.0 203.108 100.0 458 100.0 515,386 100.0 115 100.0 62.434 60 2.416 100.0 577 820 100*0

II. 0unarship

Private sector 988 89.5 47,065 44.8 1,079 88.2 75,443 49.2 627 74.6 85,796 42.2 405 92.5 175,808 35.7 105 91.5 44,246 70.9 1,902 78 7 218,074 37.7

Public sector 116 10.5 58,015 55.2 144 11.8 77,757 50.8 215 25.4 117,512 57.8 53 7.0 341,488 66.3 18 8.7 18,188 59.1 014 21.5 559,746 62.3

(of hich coepanies under SAF) (5) (2,758) (3) (1,900) (17) (10,418) .. a. .. a. (28) (15,685)

Total 1,104 100.0 105.078 100.0 1.223 100.0 153200 100.0 840 10 2031082 100.0 438 100.0 515.386 100.0 115 1000.0 62L44 100.Q 2.416 100.0 577.820 100.0

Ness ~~~~~~~~121 11.0 54,961 33.5 154 11.0 47,487 31.0 153 18.2 98,285 48.4 75 17.1 69,924 13.6 - - - - 673 27.9 69,924 12.1

Eapaneion 283 55.6 50,483 40.0 360 29.4 75,717 49.4 175 20.8 62,428 30.7 290 66.2 145,781 27.9 - - - - 1,173 48.5 145,765 24.9

Modernisetion,r.pla-c- - t 5 0.4 292 0.3 6 0.5 167 0.1 8 1.0 432 0.2 14 3.2 205,352 59.2 - - - -19 0.8 -202,352 55.0

Working capital 684 62.0 18,018 17.1 713 30.3 28,243 18.4 477 56,8 58,899 18.8 - - - - 118 100,0 62,434 100.0 466 19.3 62,434 10.8

other 11 1.0 1,524 1.3 10 0.8 1,584 1.1 27 3.2 3,884 1.9 59 13.5 99,349 19.3 - - - - 85 3.5 99,349 17.2

Total 1,184 100.0 195,078 100.0 1,223 100.0 133,200 100.0 840 100,0 203,108 100,0 438 1010.0 015,386 100.0 115 100.0 62,434 100.0 2,416 100.0 577,820 100,0

IV. Geozrapicel Distribution

Seoul City 232 21.0 36,987 35.2 259 21.2 50,626 33.0 124 14,8 63,879 51.4 154 30.7 171,236 33.3 29 25,2 19,811 51.8 651 26.9 191,067 33.1

Kysseggi Prvne129 11.7 15,657 14.9 174 14.2 21,757 14.2 110 13.7 28,638 14.1 68 15.5 65,730 12.4 26 22.6 19,424 51.1 444 18.4 83,134 14.4

Sooth Chung-.hb...g Provinc 24 2.2 525 0.5 42 3.4 919 0.6 26 5.1 1,422 0,7 10 2.3 9,819 1.9 4 3.5 837 1.3 62 2.6 10,656 1.8

North Chong-obeong Province 20 1.8 3,573 3.4 66 5.4 7,354 4.8 72 8.6 11,374 5.6 11 2.5 28,806 5.2 4 3.5 3,557 5.7 140 5.8 30,363 5.3

Kang-wo Province 26 2.4 3,152 3.0 53 4.3 5,056 3.3 58 6.9 6,906 3.4 14 3.2 25,980 5.0 5 4.3 671 1.1 123 5.1 26,651 4.6

Sooth Jeon-r Province. 29 2,4 2,942 2.0 63 5.2 5,362 3.0 68 8,1 7,312 3.6 32 7.3 28,826 5.6 2 1.7 1,607 2.6 148 6.1 30,455 5.3

North Jleo-rs Province. 17 1.5 1,576 1.5 40 3.3 1,226 0.8 48 5.7 1,828 0.9 12 2.7 6,789 1.3 5 4.5 325 0.5 57 2.3 1,114 1.2

South Ky.sg-sang Province 44 4 0 11,033 10.5 137 11.2 21,518 14.1 112 13,3 39,606 19.5 42 9.6 73,315 14.2 11 9.6 8,968 14.4 253 10.5 82,284 14.2

North Kyung-sang Plrovioce 94 8.5 13,760 13.1 148 12.1 19,456 12.7 94 11.2 20,311 10.0 32 7.3 00,396 01.3 8 7,0 956 1.5 200 8.3 59,352 10.3

Susa Ctty 489 4.4.3 15,808 15.1 236 19.3 19,763 12.9 121 14.4 21,715 10.7 79 18.0 49,810 9.5 20 17.4 6,128 9.8 324 15.4 54,938 9.5

Che-Ju lsl1nd - - - - 5 0.4 183 0.1 2 0.2 117 0.1 4 0.9 1,659 0.5 1 0.9 149 0.2 14 0.6 1,808 0.3

Total t.104 100.0 105,078 100.0 L.223 100.0 155,500 100.0 840 1000,0 203.108 100.0 438 100.0 515,386 100.0 115 100.0 62,434 100.0 2.416 100.0 577,820 100.0

I/ N-eb-r of loans.
/ Shorehnldipg Administratic Fund.

tiP Frojeots Oops-t...t
Tuco 05. 1976



KOREA

KOREA DEVELOPMENT BANE

Diotnibotion By Dine And Daration Of Loan inaittnd - 1973-1975 Aud Outstanding As Of De-ber 31. 1975

(Won to million)

1973 1974 1975 (ou
1

LasWonito capital Looon Total Loan Outstandin

N.. . A.ount . No.' 7. Mout 7. No.' A. out 7 Nn. . AMount 7 No.- 7 Mout 7. No!' 7, Mount 7.

I 5SIZE (Woo)

Less than 9,000,000 503 45.5 1,0DB 1.0 505 41.3 1,084 0.7 191 21.5 409 0.2 391 20.3 1,195 0.2 39 7.7 155 0.2 429 17.8 1,349 0.2
9,00D.001 ---- 20,000,000 134 12.1 1,693 1.6 205 16.9 2,243 1.5 169 20.0 2,497 1.2 363 18.9 7,887 1.5 32 6.5 582 0.9 395 16.3 8,469 1.5
20,000,OE1 ---- 40,000,000 152 13.8 5,972 3.0 1DB 8.9 2,327 1.5 92 11.0 3,990 1.4 230 02.0 4,729 0.9 124 25.1 3,679 D.9 334 14 7 9,407 1.5
40.000,001 --- 120,000,000 160 14.5 12,336 11.9 192 15.7 1D,967 7.2 142 16.9 12,100 6.D 565 19.0 24,499 4.8 115 23.3 7,327 11.7 480 19.9 31,926 5 5
120,000,001--200,000,000 53 4.8 8,961 B 4 20 5.7 10.192 6.7 73 9.7 1D,148 5.0 149 7.7 14,976 2.9 84 17.0 11,909 19.9 232 9,6 26.795 4 6
200,000,001--400,000,000 69 6.3 19,343 19.4 67 5.3 18,064 11.9 63 7.5 15,328 7.5 139 7.2 34,647 6.7 85 17.2 24,012 39 6 223 9.2 39,659 10.1
409,000,001 --890,000,000 19 1.6 35,699 24.4 32 2.6 27,611 19.0 49 5.0 25,599 12.6 137 7.1 55,106 10.7 13 2.6 9,299 13.3 150 6.2 63,404 11.9
800,000,901-2,000,000,000 13 1.2 15,026 14.3 34 2.9 39,797 25.9 32 6.3 64,279 31.7 100 5.2 126,990 24.6 3 0.6 6,572 10.5 103 4 3 133,552 23.1

2,000,000,901-ad abov 3 0.3 17,160 16.3 10 0.9 41,005 26.7 20 2.4 69,993 34.4 NB 2.6 245,379 47.7 - - - - 39 2.1 245,379 42.5

Total 1.a10
4

100.0 105.078 100.0 1.223 109.0 153.200 EOD.0 940 100.0 203,109 100.0 1.922 100.0 515,386 100.0 494 100.0 62,434 100.0 2.416 100.0 577J82
0

100.0

II. DURATION

UP tn 1 Year 13 3.1 15,563 15.6 - - - - - - - - - - - - - - - - - - - -
- 2 yearn 12 2.9 474 0 5 31 6.1 950 0.7 - - - - 77 4.0 20,359 4.0 - -- -77 3.2 20,359 3.5

2 -4 ye-r 29 6.7 3,676 4.2 40 7.0 9,403 6.7 23 6.3 1,621 1.9 135 7.0 19,709 3.6 - -- -135 5.6 19,799 3.2
4 -6 year 29 6.9 1,570 1.9 84 16.5 15,229 12.2 74 29.4 9,990 5.4 279 14.5 55,099 6.8 - -- -278 11.5 33,098 6.1
6 - years 146 34.9 19,672 21.4 143 29.0 35,419 29.4 73 20.1 31,139 19.9 539 29.0 116,529 22.6 -5--339 22.3 116,529 20.2
9 - Iyoc- 126 30.9 39,277 32.6 193 20.2 26,233 21.0 133 36.7 99,299 34.7 538 29.0 197,960 39.4 - -- -538 22.3 197,960 34.1
10 -15y-,r 36 9.5 3,749 4 3 91 12.0 17,330 14.0 25 6.9 3,462 2.1 191 9.4 33,999 8.6 - -- -191 7.5 33,809 5.9

Ove 5y-ars 30 7.1 17,079 19.6 49 9.4 21,291 17.0 35 9.6 29,609 17.9 175 9.1 92,923 19.9 0 175 7.2 92,923 16.l

Nub-Total 420 100.0 97.060 100,0 310 100.9 12,5 100.0 363 100.0 165,009 100.0 1922! 109.0 515.386 100.0 - - 1.922, 79.6 515.396 89.2

2. Working Capital Loan

Op to 0 -othb 337 53.2 619 3 4 379 33.0 4,250 15.0 257 53.9 5,940 15.3 - - - - 261 52.9 7,867 12.6 261 19.7 7,867 1.4
6 -onho. 1 year 99 14 3 1,932 10.3 100 14.0 9,403 33.3 65 13.6 5,962 18.6 --- -69 14.0 12,674 28.3 69 2.9 12,674 2.2
1 yea- 2 Year 99 02.9 2,146 11.9 92 12.9 2,970 10.2 91 17.0 6,192 16.2 --- -69 14.0 9,242 13.2 69 2.9 9,242 1.4
O-ot 3 year 141 20.6 13,421 24.5 143 20.1 11,7230 41.5 74 13.5 20,115 52.9 --- -95 19.2 33,651 53.9 95 3.9 33,651 5.9

Sub-Total . 694 100.0 19.01 190.0 713 100.0 28.243 100.0 477 100.0 38,092
9

100.0 -- 494 100.0 62,434 199.0 49k 29.4 62,44 10.8

3. TOTAL 1 104 - 105.078 - 22 - 15,0 - 840 __,_. !203108 - 1.922 - 515.386 -494 - 62.434 - 2.416 100.0 577.920 100.0

I/ Nmbor of loan
/ CaPitol and woking rapial1 moo

EIA Projec-ts Drpornot-t!



KORE2

KOREA DEVELOPMENT BANK

Snctoral D stribotion of Loans Conitttd - 1973-1975 and outstanding as of Decesber 31. 1975
(Won in Million)

------------------------------ ------------ Comitmnts-------------------------------------------) (--------------------------------Outst.anding as of December 31, 1975- -________________ _-----

1973 1974 1975 Capital Lo..m Working Capital Loans Total Loans Outstanding

1/1 / No. of No. of 

No. 2 Amsonat % No. % A.o.nt % No.- % _ A.mount % Companint % -ont 7. Companios % Amount % No. %- A-mot %

A. MANUFACTURING INDUSTRIES

Cosnsumr Goods Industries

Fond, beverags and tobacco 45 4.1 1,555 1.5 87 7.1 1,446 0.9 39 4.6 3,693 1.8 22 5.0 8,135 1.6 7 6 1 2,640 4.2 81 3 3 10,775 1.9

Tentil, -aring apparel
ond leathor 109 9.9 9,396 8.9 110 9.0 7,205 4.7 72 8.6 6,756 3.3 76 17.4 19,335 3.7 20 17.4 5,139 8.3 241 10.0 24 474 4.2

Prin ting 8 and poblsohlog 7 0 6 345 0 3 7 0.6 405 0.3 8 1.0 935 0.5 8 1.8 1,521 0.3 3 2.6 272 0.4 27 1.1 1,812 0 3

Sob-total 161 14.6 11.296 10.7 204 16 7 9,05. 5.9 119 14.2 11,384 5.6 106 24.2 28.991 52.6 30 26.1 8,051 12.9 349 14.4 37.061 6.4

h Intoenodfatn CGoods Iondutrites

-ood and wood p-odoots 9 9 8 120 0.1 14 1.1 1,275 0.8 8 1.0 523 0.3 8 1 8 1,417 0.3 4 3.5 1,761 2.8 47 1.9 3,178 0.6

Paper sod papor p-od--ts 32 2.9 1,715 1.0 44 3.6 1,202 0.8 32 3.8 2,050 1.0 16 3.7 4,333 0.8 8 7.0 739 1.2 69 2.9 5,053 0 9

hemsotcals, tubbnr and plastics 448 40.6 4,384 4 2 467 38.2 3,138 2.0 102 12.1 3.110 1.5 25 5.7 11,816 2.3 9 7.7 4,516 7 2 208 8.6 11,900 2.0

Pntrolemn -nd tool 15 1 4 2,842 2.7 30 2.5 9,304 6.1 45 5.3 13,886 68.0 6 1.4 18,853 3.6 2 1.7 2,286 3.7 95 3.9 25,571 4 4

Non-m-tall- mineral p-od-rts 32 2 9 3,942 3.8 53 4.3 5,157 3.4 61 7.3 7,559 3.7 25 5.7 14,219 2.8 14 12.2 3,021 4.8 175 7.3 17,240 3 0

Sub-total 536 48.6 13,011 12 4 608 49.7 20.076 13.1 248 29.5 27,128 13.3 80 18.3 50,638 9.9 37 32.1 12.323 19.7 594 24 6 62 942 10.9

c Coptal Good Gdostries

Bastc metols 72 0 5 21,922 29.9 73 6 0 16,260 10.6 109 13.0 23,542 11.6 21 4.8 43,906 8.6 9 7.7 5,226 8.4 201 8.3 49,132 8.5

Mltal products 63 5.7 4,689 4.5 31 4.2 14,867 9.7 28 3.3 4,696 2.3 11 2.5 8,335 1.6 6 5.3 470 0.8 92 3.8 15,856 2.7

Moo.t-rr (unrept electrical) 1 091 150 0.1 6 0.5 764 0.5 30 3.6 7,303 3.6 12 2 7 9,257 1 8 2 1.7 10,111 16 2 40 1.7 14,176 2 4
Electricol moohonery 36 3.3 1,262 1 2 16 1.3 344 0.2 3 9.4 528 0.3 21 4.8 4 248 0 8 1 0.9 196 0.3 42 1.8 932 0.2

Transport equipunot 35 3.2 4,404 4.2 68 5 5 12,372 8.1 104 12.3 9,344 4.6 13 3 0 25,310 5 0 5 4.4 6,304 10.1 259 10.7 33,267 5.8

Sob-total 207 18.7 312427 30.9 214 17.5 44,607 22.1 224 32.6 45.413 22-A 78 17.8 91.056 173 23 20.0 22.307 35.8 634 26.3 113,363 19.6

d, Slusoollonaous Yfg, Industries 7 9 6 19 - 10 0.8 50 9.1 19 1.2 598 0.3 10 2.3 276 - 4 3,5 30 - 15 0.6 306 0.1

Total Mfg, Indostries 911 82 5 56,744 54.0 1,036 84.7 73,789 48.2 651 77.5 84,523 41.6 274 62.6 170,961 33.2 94 81.7 42,711 68.4 1,592 65.9 213.672 37.0

B. NON-MANUFACTURING 9NDUSTRIES

Agriculture, forestry
and fishnry - - - - I 0.1 427 0.3 7 0.8 912 0.5 2 0.5 694 0.1 1 0 9 913 1 5 12 0.5 1,607 0.3

M-onan and quarryt-g 15 1.4 2,980 2.8 14 1.1 8,093 5.2 10 1.2 6,271 3.1 1 0.2 12,335 2.4 2 1.7 6,109 9.8 45 1.9 18,444 3.2

El-tnoi-nty & wat-rvorks 13 1.2 22,420 21.4 14 1 1 31,573 20.6 23 2.7 56,927 28.0 3 0.7 200,272 38.8 1 0.9 1,030 1.6 185 7.7 201,302 34.8

Conostrc-ton - - - - 22 1.8 11,345 7.4 20 2.5 8,197 4.0 4 0.9 27,578 5 4 - - - - 45 1.8 27,578 4.8

Transportation 30 2.7 6,599 6.3 34 2.8 18,844 12.3 33 3.9 35,782 17.6 105 23.9 73,992 14.4 5 4 3 3,262 5.2 232 9.6 77,254 13.4

Banking and ino.r.n. o 113 10.2 14.590 13.9 78 6.4 7,656 5.0 74 8.8 9,235 4.6 18 4.1 24,119 4.7 10 8,8 8,288 13.3 227 9.4 32,406 5.6

Notel and too-iso 20 1.8 1,705 1.6 23 1.9 1,553 1.0 22 2.6 1,261 0.6 29 6.6 5,334 1.0 2 1 7 121 0.2 73 3 0 5,454 0.9

Othor s-rvices 2 0.2 40 - 1 0.1 10 - - - - - 2 0.5 101 - - - - - 5 0.2 103 -

Total Non-Mfg. Industries 193 17.5 48_334 46.0 187 153 79,411 31.8 189 22.5 118,585 58.4 164 37.4 344,425 66.8 2, 18.3 19_723 31.6 824 34.1 364,148 63.0

GRAND TOTAL 114 O0 185.078 180.0 1223 190.9 153,200 100.0 08 00 1283.18 199.8 438 100 . 510,386 100.0 13 100.0 _ _ 10 0 .0 577 1820 10_____ ____ ______ ______ ______~~~L_ ~3 OO =11A81 82.4 Lf5 000 34 108.0 2.~416 100. 57.3 1800

tAP ProjOnts Department
Juno 15, 1976

1/ Nunber of lo-no
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ANNEX 1 0

DREA

KORE DEVELWMEIT BUAM

Sugry of Invetmaent Onarationea 1971 - 1975
(in million Won)

li 1972 1973 197 1975

I. Eouity Inveitment

Total Investnent at the Beginning
of the Year h6.723 18.514 63.262 58,642 65.883

New Investments during the Year:

Direct Purchases 2,972 5,860 2,649 10,671 14,460

Loan Converpions 2,989 17,534 - - 4,880

Transfers from Government 1. 50 - 349- 50.011

Total New Investmants 7.467 23.394 2.998 10.671 69.351

Investments Sold during th Ye ar 5.676 8,6* 6 7.618 3.A30 3.641

Net Investment at the End of
the Year:

Direct Purchases 16,696 22,547 25,196 43,107 46,81l

Loan Conversions 11,291 21,038 18,611 17,353 17,414

Transfers from Government 2D.527 19.677 24,835 5.423 67,365

Total at the End of the Year _9.514 6326____ 65.883

II. Bonds and Debentures

Total Investmnut at the Beginning
of the Year 8.971 9.14 8.830 8.864 10.076

New Investments during the Year 741 4lo 920 i,684 4,836

Investments Sold during the Year 598 69 4 886 472 1,388

Net Investment at the End of
the Year 8.830 10.076

III. Total Investment (Eeuity Share-
holdirAg. Bonds 6& Debentures)

Total Investment at the Beginning
of the Year 55.694 57.628 72.092 67.506 75.959

New Investments during the Year 8,208 23,8o0 3,918 12,355 74,1
87

Investments Sold during the Year 
6 ,274 9,34O 8,504z 3,902 5,029

Net Investment at the End of
the Year 57.628 92 67.506 1415.117

IV. Income from Investment Portfolio

Dividend Income 750 883 2,356 2,339 2,707

(as % of the average equity
investments) 1.6 1.6 3.9 3.8 2.7

Capital Gains Realized - 257 (2,571) 1,320 1,567

(as % of cost of equity in-
vestments sold) - 3.0 (33.7) 38.5 43.0

Dividend Income Plus Capital Gains 750 1,140 (215) 3,659 4u,274

(as S of average equity in-
vestments) 1.6 2.0 (°-4) 5.9 4.3

Interest Income from Bonds and
Debentures 766 8Il 829 781 986

(as S of average bond and de-
benture investments) 8.5 8.7 8.6 7.7 7.7

Total Income from Total Investment
Portfolio 1,516 1,981 614 4 ,440 5,260

(as % of total average in-
vestment portfolio) 2.7 3.0 0.9 6.2 4.8

EAP Projects Department
June 15, 1973



K(OREA

KOREA 8tEO.OPMENT BANK

(Won In Million)

1973 1974 1975 Deceber 31~ 1975

1.. 1/ A- 1 N. 1/ % A..t % N.' ~ . % M22, %

I Type of Assitanc

lonvstlccuccoocy ~~~ ~~~~20 100.0 2,998 100.7 20 100.0 10,071 100.0 29 100.0 09,350 000 0 33 100.0 131,593 000.0

Po c lto r n y - - - - - - - - - - - - - - - -

Total .20 000.0 2 990 100.0 20 10.0 00 071 090.0 29 100.0 6935 100.0o 33 000.5 030 595 100.0

00. O-crhif

Ecivot seto `5 14.3 504 09.5 1 5.0 153 1.4 7 24.1 7,598 10.9 02 34.4 20,900 16.4

Public secto 2' 1 0 85.7) 2,444 01.5 10) 95.0) 0,50 90.6 22 75.9 61,763 89.1 20 43.0 109,493 83 4

ofwhich c-vpante o-d- SAP)l (3) (14.3) (3003 (10) (2) (00.05 (0,000) (9.49 (03 (3.,) (100) (0.07 (4) (12.1) (10.525) (04 1,

Total 21 000.0 2.998 100.0 20 1000.0 10.671 100.0 29 100.0 69.350 000.0 33 000.0 030,593 000 5
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KOREA DEVELOPMENT BANK

The Readjustment Corporation

Operations

1. Establishment. Establishment of the Readjustment Corporation
(RAC) as a juridical entity separate from the Korea Development Bank is
provided under Article 53-III of the Korea Development Bank Act. Follow-
ing enactment of the Readjustment Corporation Decree, RAC was set up in
April 1962 to (i) protect and collect claims taken over or transferred
to it by KDB and (ii) manage and dispose of properties taken over or
transferred to it by KDB (or such properties acquired by KIB as a result
of foreclosure). The share capital of RAC was wholly contributed by KDB
by transfer of claims and properties valued at W 565 million, title to
which was taken over by RAC as of the date of its establishment. No
increase in RAC's sharecapital has taken place since its establishment.

2. Scope of operations. While originally limited to the settle-
ment of accounts transferred by KDB, the scope of RAC's business was ex-
panded by Presidential Decree in 1966 to cover overdue loans of other
banking institutions as well. Title to properties and collateral is
transferred in full by KDB while claims of other banking institutions are
merely entrusted with RAC which acts as an agent for settlement and col-
lection of overdues. Transfers by KDB over the last five years amounted
to W 20.7 billion against W 61.2 billion for other banking institutions.

3. Organization and staffing. RAC is managed by a President
and three Directors who are appointed by the Minister of Finance upon
recommendation by the Governor of KDB. RAC's President, Mr. Jae Il Kim,
is a former &xecutive Director of the Korea Trust Bank. Mr. Yong Mock
Cho is Director of the Transfer Operations Department in charge of settle-
ments and collection on KDB claims; Mr. Ho Taik Hyun, Director of the
Trust Collection Department in charge of collection of overdue loans
for other banking institutions who also supervises the Property Disposal
Department which disposes of foreclosed properties. Mr. Hang Suck Baik
supervises 3 departments; General Services, Planning and Research, and
Security Control. Two auditors are nominated by the Minister of Finance
to control and audit the operations of RAC. In 1963 RAC opened a branch
office in Busan to collect overdue loans in the Busan/Taegu area. This
branch now has a staff of 21 persons. RAC currently has a total staff
of 152 persons, 53 of which can be considered as professionals 1/ (only
3 of them are former employees of KDB).

4. Procedures. Voluntary repayments by debtors account for ap-
proximately 15% of settlements every year. In all other cases, court
action is undertaken and the mortgaged properties are sold at a public
auction by authority of the court. The opening price for bids is based
on an independent appraisal by the Korea Appraisal Board (KAB). After
bid-awardring by the court, the proceeds from the payment of the auctioned
price are allocated to the creditors ir.cluding RAC. RAC may participate
directly in the biddings if (i) the offering price based on KAB's ap-

1/ Defined as including and above Deputy Manager level.
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praisal is lower than RAC's claims or (ii) the offering price is
reduced by court to the level of RAC's claim. RAC thereby acquires
owrership of the properties which are subsequently sold by its Property
Disposal Departmert when a sale can be made at a reasonable price.
Such sales are usually made on an average 4 to 5 years installment
payment basis, with interest ranging from 0% to 15.5% on the unpaid
balance.

5. - Income. KDB's claims consist of the outstanding principal
amount plus interest accrued to the date of transfer of the account to
RAC. Thereafter accruing interest constitutes RAC's income. For over-
due loans entrusted by other banking institutions RAC charges a fee
fixed by agreement between RAC and the Bankers Association. Income
also arises from the disposal of properties transferred by KDB for
which RAC receives the title at the time of transfer. If proceeds
received through foreclosure or disposal of properties are insufficient
to cover outstanding claims, loans must be written off by KDB or the
institution concerned. During the following 10 year period RAC is
legally authorized to attempt to make further recoveries. RAC receives
10% commission on such collections. In terms of the KDB Act, RAC is
exempt from income tax and the net profit is to be set aside as a reserve
for possible losses. RACts profitability has increased markedly over
the last 3 years as compared to the 1970-72 period. However, accounts
transferred or entrusted have decreased rapidly over the last 5 years
(see table 1, attached) and RZAC's income from KDB transfers has been
substantially reduced in 1975 fron its 1974 level. The summarized
accounts of RAC for the years 1971 through 1975 appear in table 2
attached to this annex 1/.

6. Audit and supervision. RAC is not legally required to have
its accounts audited by independent external auditors; the two internal
auditors appointed by the Minister of Finance are in charge of the
general audit of RAC's business operations. Financial statements are
prepared yearly and submitted to the Ministry of Finance which also
supervises the general operatilons of RAC. Moreover RAC must submit
monthly reports on the progress of collections to the Superintendent
of Banks.

RAC's Operations on Behalf of KDB

7. Performance. KDEB's cumulative transfers of overdue loans
to the end.of 1975 amounted to W 28.2 billion; in addition, transferred
properties amounted to W 4L5 million. RAC's performance in settling
and collecting these overdues is summarized below.

1/ Unaudited accounts based on Korean accounting standards for banking
institutions, i. e. income is reported on an actual receipt basis
and experses on accrual basis thus understating income and retained
earnings.
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(in million Won)
Loans Properties

Cumulative transfers to Dec. 31, 1975 28_244 445

Settlements:

a. Settled and collected 7,591 263
b. Settled and receivable 9,894 179

Total settlements 17,485 442

Write-offs 6,155

Unsettled accounts

a. Principal 1,924 - 3
b. Interest 2,680 -

Total unsettled 4,604 3

Overall, RAG's performance has been satisfactory; 63% of the accounts
transferred by KDB had been settled by the end of 1975; write offs by
KDB of unrecoverable claims represented 21% of cumulative transfers and
unsettled accounts 16% only.

8. Transferred loans. Table 1 attached to this annex shows that
in spite of the growth in KDB's loan portfolio, unsettled claims outstand-
ing with RAC at the end of 1975 stood at W 4.6 billion or 31% of their
1972 level. A particularly high level of settlements and write offs
was responsible for the sharp decrease in 1973 but marginal improvements
were also registered in the last two years as the level of settlements
exceeded that of new transfers. The W 4.6 billion outstanding at end
1975 represented RAC's claims over 46 companies 2/. All these companies
belonged to the private sector and showed a distribution among different
sectors broadly in line with the distribution of KDB's loan portfolio.
Against its claims, RAG held collateral on fixed assets valued at W 1.6
billion or 35% of its unsettled claims. However, past experience shows
that RAC had done very well in collecting payments from personal guar-
antees or through the sale of properties acquired at auctions; RAC is
confident that unsettled claims at end 1975 are fully recoverable. Con-
sequently KDB's write offs in 1975 amounted to W 140 million only.

9. Guarantees. Unlike the transfer of loans, when overdue guar-
antees are transferred by KDB, RAC acts only as an agent and the accounts
entrusted to RAC for recovery still appear in KDB's guarantee portfolio.
As of December 31, 1975, out of a portfolio of 116 companies 2/, guaran-
tees to 4 companies had been entrusted to RAC for a total amount of
W 481 million. Two accounts had already been settled and were being col-
lected leaving an unsettled balance of W 242 million against which the
value of collateral available exceeded W 1.3 billion.

I/ Includes W 1,693 million of principal and W 231 million of recoverable
expenses.

/ Which compares with 41 companies in 1973 and 44 in 1974 but with larger
overdue amounts.

/ Amounting to W 1,480 billion.

EAP Projects Department
June 15, 1976
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KOREA.

KOREA DIVZIOPMKT BANK

Suummarized Accounts of the Readjustment Corporatiom for the Yearm Ended December 31, 1971 through 1975

A. Condersed Balarce Sheets

1971 1972 1973 1974 1975

Assets

Current Assets 679 898 904 1,124 2,210
Fixed Assets (Net) 2/ 15 14 27 40 75
Transferred Accounts - 10,713 16,035 16,590 16 ,604 16,035
Entrusted Accounts 2/ 24,052 32,901 24,794 15,408 12,058
Total Assets 35,459 49,848 42,315 33,181 30,378

Liabilities

Current Liabilities 389 907 2,900 1,671 1,810
Term Liabilities 4/ 21 381 276 1,999 2,873
Counterpart Accounts 34,192 47,636 38,o69 28,309 24,343
Paid-ir Capital 565 565 565 565 565
Surplus 292 359 505 637 787
Total Liabilities & Equity 35,459 49,848 42,315 33,181 30,378

B. Condensed Income Statements

Income

Interest on accounts transferred 5/ 122 300 414 423 260
Interest on depositg, 184 99 87 216 322
Commissions earned /' 33 58 125 97 81
Profits from sales of properties - 12 40 24 104
Other income 43 2 44 133 6
Total Income 3X 471 71R0 __ 777

E)cpenses

Interest paid - - - 68
Depreciation 6 6 5 3 5
General administrative expenses 314 344 365 495 599
Other expenses 23 54 193 196 19
Total ex nses 3Cy 3J 73 
Net___ _ Profit __ __ I7 __6 _

VY Unaudited.
2/ Includes transferred loans, guarantees, receivables, foreclosed properties, (from KDB).
3/ Includes loans entrusted for collection, entrusted properties, receivables on disposal of entrusted properties,

(by other banking institutions).
4/ Including borrowings from KDB.
3/ From KDB.
6/ From other bankinR institutions.

EAP Projects Department
June 15, 1976
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KOREA Table 2

KOREA DEVELOPMENT BANK

:lains of KDB and Otber Banking In st t iuutfa to Ruad:iustaant Coroorstion. 1971-1975

Unsettled New Unsettled
Claims at Net X Claims

beginning of During increasel Settlements during the year at end of
the period The Year (decrease) Collected Uncollected Total Write-Offs Period

A. Korea Development Bank

1971 5,047 10,806 (67) 539 769 1,308 - 14,478

1972 14,478 5,752 (505) 544 4,302 4,846 - 14,879

1973 14,879 2,603 (237) 920 4,114 5,034 5,672 6,539

1974 6,539 1,201 150 497 1,565 2,062 438 5,390

1975 5,390 390 45 256 825 1,081 140 4,604a/

B. Other Institutions

1971 5,316 22,591 - 1,415 2,639 4,054 1,616 22,237

1972 22,237 18,449 - 1,892 4,716 6,608 4,220 29,858

1973 29,858 10,177 - 1,490 6,321 7,811 13,754 18,470

1974 18,470 4,448 - 219 5,432 5,651 8,580 8,687

1975 8,687 5,543 - 273 4,361 4,634 4,520 5,076

l/On account of exchange rate fluctuations.

2/Consisting of W 1,924 million of principal and recoverable expenses and W 2,680 million of accrued interests reimbursable to KDB.

EAP Projects Department
June 15, 1976
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KOREA DEVELOPMYE1T BANK

KOREA INDUSTRIAL LZASDIG CO0PANY

Leasing Business in Korea

1. Legal Framework. In December 1973 the Government promulgated
the "Law on Promotion of Leasing Industries" designed to encourage the devel-
opment and growth of leasing in Korea. Under the law leasing companies have
to obtain a license from the Ministry of Finance, which also is the supervising
authority, and to have an authorized share capital of at least W 3 billion.
Leasing companies are accorded some privileges including exceptions to other
laws such as the Customs, Foreign Trade Transactions or Maritime Transportation
Laws. For instance, equipment imported for lease by a leasing company receives
the same preferential tariff concession under the customs law that apply to
imported equipment used for the purposes described by the law. The law also
specifies the interest to be charged on loans by indicating maximum spreads
allowed to be added to fund raising costs. The maximum spreads allowed under
the law have recently been increased and are presently as follows (previous
rates in bracket):

domestic currency leases: 4% (3%)
foreign currency leases: 5% (3%)
subleases of imported equipment 5% (maximum interest

of 15.5%)

Leases can principally be written on full payout or partial pay-out basis.
Because uncertainty existed as to whether the Korean Tax authorities might
consider full pay-out leases as installment sales contracts, in fact, no full
pay-out leases have been written in Korea since 1973 until recently, when the
Ministry of Finance announced its decision explicitly allowing full pay-out
leases. Hence in the future most leases written in Korea will likely be on
that basis.

2. Present Set-Up. Leasing business was introduced into Korea in
1972 when KILC was established as a wholly owned subsidiary of KDB. In early
1975 two more leasing companies were established; Korea Development Leasing
Company (KDLC) with KDFC (37%) and Oriental Leasing Company of Japan (35%) being
the largest shareholders, and Whashin Tiger Leasing Company 'WTLC), a joint
venture between Whashin Industrial Company of Korea (51%) and Tiger Leasing
Company of the USA (49%). According to industry sources it is unlikely that
additional leasing companies will be established in the near future. Merchant
banks on the other hand, which under the M4erchant Banking Act are allowed to do
leasing business are not expected to take part to any significant extent in
lepsing operations for some time to come since the main purpose of their estab-
lishment would be to raise foreign funds for onlending to private industrial
enterprises. As of today no merchant bank has been formed.
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3. The volume of contracts written by the Yorean cornpanies between
1973 and 1975 was as Lollows:

1973 1974 1975

KILC 1,086 4,081 3,153
KDLC 663
TWTLC 200

TOTAL 1.086 -081 016

As shown above, KILC's contracts increased sharply in 1974., reflecting the strong
demand for lease financing as recognition and understanding of lease financing by
private enterprises gradually increased. In 1975, however, KILC's lease contracts
fell, which was the result of shortage of financial resources at its disposal.
(see para. 16). KDLC and WTLC accounted for 21% of total contracts written and
their relative share in the market may increase in the future.

4. Advantages/Disadvantages of Leasing in Korea. There is a chronic
shortage of medium and long-term capital in the private manufacturing sector in
Korea, with enterprises already having high debt/equity ratios. Leasing broadens
the pool of capital available by enabling the companies to get maximum leaverage
out of a limited equity base. Moreover leasing frees funds originally earmarked
for fixed assets for working capital, where there is also a shortage. Furthermore
since leasing companies do not usually require collateral for lease financing in
contrast to banks, business firms whose property has already been pledged in full
for security of existing bank loans are able to obtain additional capital goods.
This may be vital especially to rapidly exp-anding medium-and small sized companies
whose continuous growth is checked by their limited available collateral needed
for obtaining additional bank loans. While well capitalized companies could get
unsecured loans, these are seldom available for smaller companies. Leasing,
therefore, could be particularly beneficial to the medium-and small segment of
Korean manufacturing enterprises.

5. On the negative side, the cost of leasing is usually higher than
the interest on regular loans. Also high initial depreciation allowances as well
as investment tax credits cannot be availed as they do not apply to leased equip-
ment. For the leasing companies, there exists the risk of unused lease items,
after expiration of the lease, the sale of which may be uncertain.

6. Prospects of the Korean Leasing Industry. The outlook for the
Korean leasing industry is favorable. As described in the previous paragraphs,
leasing is an attractive form of financing for many Korean enterprises because
of their already high debt/equity ratios and the often limited available collateral
needed for obtaining additional bank loans. Moreover, there is a general supplier's
market for any type of long-term finance in Korea. Marketing efforts of the
leasing companies therefore are, and will probably continue to be, directed towards
educating potential lessees rather than finding them. Another indicator of the
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potential of the leasing market in Korea is given by a comparison with Japan
where the share of lease financing in total investment is over four times the
current level in Korea. Consequently, the factor which probably will be most
restrictive to the growth of leasing in Korea is the leasing companies' fund
raising capacity as is also documented by the decline in the volume of leases
written in Korea during 1975 despite a long pipeline of applications at the
leasing companies. Since borrowing on the domestic market will continue to be
very limited due to the unavailability and/or high cost of long term funds, the
future growth of the Korean leasing industry therefore will largely depend on
the successful resource mobilization abroad which the parent companies will be
able to arrange for the three leasing companies over the next few years.

KILC - Institutional Set-Up.

7. Articles of Incorporation, Capital and Ownership. KILC was
incorporated in December 1972, with an initial authorized share capital of
W 300 million, which was fully paid in by its single shareholder, KDB. According
to the Articles of Incorporation KILC shall make long term leases of a broad
variety of facilities, machines and tools, shall extend guarantees relevant to
long term lease for such items and perform any related business. KIIC started
its operations in March 1973 and in December of that year formally received its
license when the Korea Leasing Promotion Law was promulgated. KDB's authorized
capital has been increased in three stages to the present W 3 billion &f which
50% has been paid in,all by KDB.

8. Objectives and Policies. KIIC's perations are governed by its
Articles of Incorporation, its Operating Manual_ and its Guidelines for Leasing.
According to the Guidelines, set up by KIIL's Board, KILC will give priority to
fostering small and medium scale enterprises and such projects that will have great
impact on employement creation. Industrywise it will concentrate on leasing to
export oriented, import substitution and health industries, industries for the
development of natural resources and for the production of essential goods and other
industries encouraged by the Government (machinery, computer, cargo vessel, etc.).
"Finance prudence" limits are contained in KILC's Operating Manuals. These limits
are: a) unpaid leases plus borrowings should not exceed 20 times KILC's equity,
and b) uncollected lease rentals to one company should not exceed (i) W 1 billion,
(ii) 10 times the equity of the lessee and (iii) 50% of KILC's equity.

9. Organization, Management and Staff. KILO is managed by a Board
of Directors, including its President and three Executive Directors. It has four
departments, Planning, General Affairs and two Operations Departments. KILC has
no branches but plans to open one in Busan in 1977. KILC has a staff of 42, 13 of
whon can be considered professional. Mr. Lee, the President, is an experienced,
well regarded banker, who made his career in KDB which he left as Executive Director
at the end of 1974 to join KILC. Mr. Lee provides able leadership to his company.
The present members of the Board and their background is given in Appendix 2.

1/ Some of the more important articles are given in Appendix 1.
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10. Procedures. KILC's appraisal criteria are laid down in its
Guidelines for Leasing. The appraisals usually cover all important aspects
of a project with main emphasis being placed on the financial strength and
debt servicing capacity of the client. For the purpose of its credit evaluation,
KILC has developed a Credit Evaluation Table which divides the clients into
four groups depending on an elaborate points system whereby the applicant is
awarded between one and five points for fifteen different criteria such as
current ratio, debt/equity ratio, profitability ratio (client versus etandard
competitors ratio), capacity utilization, export performance, managerial and
technical capabilities and prospects. If an applicant falls into one of the
two lower groups KILC turns down the application or requires security from the
applicant. KILC also makes a check of the leasing item, whether it is acceptable
for leasing, whether purchase conditions are acceptable and, in particular,
whether the machinery could also be procured locally.

Operations

11. Since its inception in 1973, until the end of 1975, KTIa has
written 75 lease contracts totalling W 8.3 billion and guaranteed three lease
contracts for imported equipment for US$ 2.6 million. As mentianed in paragraph
3, KILC expanded fastest in 1974 when its resource position was relatively strong
and demand brisk while in 1975 business was curtailed due to the severe resource
constraints (see paragraph 16). For 59 of KILC's lease contracts, equipment had
been delivered by December 31, 1975 accounting for W 7.0 billion (8 4% of contract
amounts written) of total commitments. The largest share of contracts, 42 of
the 59, has gone to the manufacturing sector (W 4.2 billion) including cement, can
production, textiles and printing. The other industries in KILC's portfolio are:
transportration (mainly shipping - 5 contracts for W 2.4 billion), hospitals (9
contracts for W 421 million) and mining (3 contracts for W 21 million). The average
size of a contract was W 119 million, ranging from W 890 million for a vessel to
w 4 million for office equipment. Lease periods varied between 3 to 10 years
with the majority between six and eight years. Of the total equipment delivered,
28% was locally procured. In the past,KILC has signed lease contracts with both
large and small enterprises with the largest being a synthetic textiles manufacturer
with total fixed assets of US$ 51.5 million and the smallest a bolt and nuts manu-
facturing shop (US$ 37,000). The three lease guarantees were all signed for used
ship leases abroad. The guarantees were given for periods between 5 and 8 years
and KILC collected guarantee commissions of about 5% of the guaranteed values.

Financial Position and Profitability

12. Lease Accounting. There are two methods by which a leasing company
may prepare financial reports. One is to treat the leased equipment as a fixed
asset, which is generally called the "Operating Method". Under this method, a lessor
records on its balance sheet the leased equipment at cost and then depreciates the
equipment over the estimated useful life. To determine operating results, lease
fees received durirga fiscal year are measured against the year's depreciation
costs. The other method is the "Financing Methods", under which the lessor carries
the lease receivables as its assets and deducts unearned income from the receivables
or treats the unearned lease income as a liability. The unearned lease income,
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representing the excess of the lease receivables over the cost of the leased
equipment excluding its estimated residual value, is recognized as revenue over
the lease period. There is no notion of depreciation in the Financing Method.

13. The Operating Method is much more conservative as the depreciation
cost during the first two or three years accounts for a high proportion of the
level payments by the lessee thereby reducing the recognized profit during the
initial years. KILC prepares financial statements following both methods: the
Operating Method is required by Korean tax regulation while the Financing Method
is used for managerial purposes.

114. Financial Position. Appendices 3 and 4 summarize KILC's financial
statements for the past three years, giving also a comparison of the two accounting
methods for the year 1975. Based on the operating method KILC had total assets of
W 8.0 billion as of December 31, 1975, 92% of which were in the form of leased
equipment and other fixed assets. Deferred accounts of W 176 million represent
capitalized foreign exchange losses which KILC suffered during the 1974 devaluation
of the Won and which will be written off over a five year period. KILC will not
suffer such foreign exchange losses in the future since it now borrows from KDB
only in domestic currency without value maintenance clause.

15. To finance its assets KILC borrowed from KDB W 6.1 billion and used
its equity which, incl Ving accumulated losses for the first three years of opera-
tions of W 250 million- stood at W 1.3 billion. Liabilities include also W 532
million of long term deposits representing deposits equivalent to 3 months lease
rentals whi4 the lessees, as is usual in Korea, have to maintain with the lessor.
KILC's debt- /equity ratio stood at 6.4 to 1, well within its statutory limit of
20 to 1 and its current ratio at the end of 1975 was 5.3 to 1.

16. Profitability. During the three yeers of operations, KI-LC suffered
a total loss of W 250 million. The annual loss dropped from W 153 million in 1974
to W 81 million in 1975 or from 5.5% of average total assets to 1.3% of average
total assets. Using the Financing Method of accounting KILC made a small profit of
W 43 million in 1975 and for its three years of operations just about broke even
with a small total cumulative loss of W 3 million. More than half of KILC's loss
in 1975 was due to the extraordinary expense of W 44 million for the foreign exchange
loss suffered in 1974 (see para. 13). Duiring 1975 KILC's average borrowing cost was
7.6%, its average lease income (excluding average depreciation charge of 9.5%) was
10.3%. Administrative cost was 5.1% of average total assets, close to half of it for
personnel expenses, compared to 5.3% in 1974 and 7.7% in 1973. Administrative ex-
penses as a percentage of assets should decline in the future as the assets base is
enlarged. Up to now KILC has not made any provisions since it has not shown profits
so far and because there has been no default.

1/ Using the financing method KILC is close to breaking even, having accumulated
losses of W 2.6 million.

2/ Includes guarantees of W 1.2 billion.
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17. Audit. KILC's accounts are audited by internal auditors as is
usual in Korea. No external audit of its books has been performed to date.
During negotiations agreement should be reached that KILC will appoint, for
its future annual audits, external auditors, acceptable to the Bank.

18. Resources. As of December 31, 1975 KILC's long-term resource-
position was as follows:

Won in million

Paid in capital 1,500
Accumulated losses 250
Total equity 1,250 15.9

Long-term loans from KDB 6,068 77.3
Deposits 6.8

Total resources 7,850 lOOQ0
Less disbursenents 7,287
Available for disbursements 5-63
Less undisbursed commitments 1,03
Shortfall in resources t47)

As can be seen KILC's resource position was very tight towards the end of 1975
which was mainly due to KDB's own severe resource shortage. Borrowings from
other sources was more or less out of the question because funds of the right
maturities were either not available domestically, or only at a very high cost,
and because KILC has not established an operational record that would have allowed
it to raise funds from commercial sources abroad. The resource shortfall on a
commitment basis of W 470 million will be met through further borrowings fromT KDB
which for 1976 has already committed W 2.5 billion of its own resources to KILC.

19. KILC has basically relied on two sources of .inance: KDB and
deposits of its clients. KDB accounted for 93% of total resources at the end of
1975 which it has contributed in the form of equity (W 1,250 million net of losses
or 15.9% of total resources) and long term loans (W 6,068 nillion or 77.3% of total
resources) which it has extended to KILC since 1973 at an interest rate of 12/% p.a.
with a maturity of 12 years including a 4-year grace period. Deposits of its clients
amounted to W 532 million (6.8% of resources) at the end of 1975. As is comnon in
Korea, lessees have to deposit with lessors an amount corresponding to three months
lease fees at the time of lease contract. Such deposits do not carry any interest.
KILC does not carry the exchange risk on loans it has made from past borrowings fromn
KDB by including value maintenance clauses in its own leases and new loans from KDB
are made on a straight Won basis. On the proposed Bank loan through KD3, KILC would
also pass on the exchange risk to the lessees.
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KILC's Prospects

20. Operational Forecast. In line with the general prospects of the
leasing industry in Korea, KILC's outlook is favorable. Based on its borrowing
program over the next three years, KILC projects the following business volume
(in Won million or equivalent):

Contract Amounts
In Domestic In Foreign
Currency Currency Total

1975 (actual) 3,153 - 3,153
1976 3,300 2,700 6,000
1977 3,300 3,900 7,200
1978 3,400 5,200 8,600

The almost doubling of lease contracts written in 1976 over 1975
is due to the depressed volume of business during 1975 when KILC was unable to
raise additional resources. After 1976, the growth rate is conservatively pro-
jected at 20% p.a. again being dependent on resources availability rather than
business opportunities.

21. Resources. To finance the leases, KILC hopes to obtain, between 1976
and 1978, loans from KDB (W 4.4 billion) and from sources abroad (W 10.1 billion
equivalent), namely the proposed Bank loan through KDB (US$7.5 million) and foreign
commercial sources (US$13.4 million). KILC in fact plans to rely increasingly on
such foreign commercial borrowings which it would make through the merchant bank
KDB is about to estabTish. The remaining funds (W 7.3 billion) are expected to come
from lease payments li (W 5.8 billion), lessees deposits (W 1.4 billion) and a
capital increase which is planned for 1977, when KDB hopes to open KILC to foreign
investors.

22. Financial Projections. KILC's total assets are expected to increase
over three times during the next three years, based on the rapid increase in its
operations, and are estimated to amount to W 24.8 billion at the end of 1978. At
that time fixed assets for lease will account for 96% of total assets. Liabilities
will increase from W 6.7 billion at the end of 1975 to W 21.8 billion at the end of
1978. Most of the liabilities will be in the form of borrowings from KDB (W 19.6
billion or 90%) and lessees' deposits (W 1.9 billion or 9%). As of December 31,
1978, KILC is expected to show, for the first time, retained earnings of W 37 million
which will bring total equity to W ,036 million, after the paid-in capital will have
been doubled in 1977. KILC's debtL! /equity ratio will rise to 9.3 to 1 in 1978 and
the current ratio will be above 4.4 to 1 at all times. KILC will make profits
starting in 1976, rising from W 63 million to W 320 million over the projection period.
KILC's overall spread is expected to remain constant while administrative expenses as
percentage of total assets will decrease from 5.5% in 1975 to 1.6% in 1978 as the
assets base in 1978 will have sharply increased. In 1978 KILC will begin paying taxes
on its income and plans on paying out dividends equivalent to 50% of its net income
after taxes. This dividend policy is thought to be necessary to attract private
investors for the planned 1977 capital increase.

1/ The loans from KDB have a much longer repayment period than KILC's average lease
terms, and include a 4-year grace period. Therefore KILC will be able to relend,
at least during the projected period, the major share of its collections.

2/ Including guarantees and subleases.

EAP Projects Department
June 15, 1976
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KOREA DEVELOPMENT BANK

Important Articles of KIILC's Operating Manuals
(As amended November 10, 1975)

Article 3 (Business)

The Company can engage itself in the following business:

1. Long-term lease of facilities, machinery, tools, and
immovable assets and property-rights relevant thereto
prescribed in Article h (including long-term release
of the leased equipment).

2. Guarantee relevant to long-term lease.

3. Business annexed to the business of No. 1 and No. 2,
approved by the Minister of Finance.

Article 4 (Specific Items)

(1) Items leased by the Company shall fall under one of the followings;

1. Equipment, machinery and instruments directly employed in
manufacturing, mining, agriculture, fishery and facilities
supplementary thereto.

2. Heavy equipment, aircraft, vehicles, ships and containers
directly employed in construction, transportation and
stevedoring.

3. Educational instruments, and equipment and machinery
necessary for the research and development of scientific
technique, and facilities supplementary thereto.

4. Equipment, machinery and instruments directly employed for
anti-pollution and facilities supplementary thereto.

5. Medical equipment and instruments.

6. Electronic equipment, cash register and communication
equipment unconnected with public electrical communication
facilities.

(2) In case the Company imports items prescribed in No. 1 and llo. 6 in-
clusive of Paragraph 1 from abroad for the purpose of leasing, the
brand-newest model shall be selected unless the unavoidable cir-
cumstances exist.
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Article 5 (Alteration of Operating Manuals)

The approval of the Minister of Finance shaU be obtained after the decision
of Board of Executive Directors in order to alter contents of the Operating
Manuals.

Article 15 (Limit of Borrowings)

The amount of unpaid lease-rental and borrowings of the Company shall not
exceed 20 times as much as the amount of capital and reserve of the Company.

Article 17 (Limitation on Acquisition of Immovable Assets)

(1) The Company shall not acquire any immovable asset (excluding the specific
items) except those for business use, whatever its purpose or method may
be. However, a temporary acquisition shall be excepticnal, where deemed
indispensable to execute mortgage.

(2) Immovable assets for business use prescribed in Paragraph 1 shall be
limited to buildings and sites directly employed in the head-office,

branch-offices and sub-branches (excluding agents) of the Company.

Article 18 (Limit of Lease to the Same Person)

(1) Lease to the same person or company shall not exceed the scope pre-
scribed in the following:

1. Within 1 billion Won.

2. Within 10 times as much as the amount of capital
and reserve of lessee.

3. Within one half of the amount of capital and reserve
of the Company.

(2) "Lease to the same person" referred to in Paragraph 1 shall denote un-

collected balance of the purchase cost of lease equipment.

EAP Projects Department
June 15, 1976
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KOREA DEVELOPMENT BANK

Board of Executive Directors of KILO. as of March 31. 1976

Mr. Chun Woo Lee Appointed President of KILC in December 1974. Spent
President his whole career in KDB where he was appointed Executive

Director in January 1968 and reappointed in January 1972.
Age: 56

Mr. Yoon, Keun Oh Appointed Senior Executive Director of KILC in February
Senior Executive 1973. Had long academic career before being appointed,
Director in 1972, to Expert Committee on Accounting and Budget

Systems of the Ministry of Finance.
Age: 50

Mr. Taek Nyoung Lee Appointed Executive Director of KILC in December 1972
Executive Director and reappointed in December 1974. Spent his whole career

in Ministry of Finance where his last position was section
chief.
Age: 57

Mr. Han Byun Yoon Appointed Executive Director of KILC in December 1972 and
Executive Director reappointed in December 1974. Worked in Ministry of

Transportation and Medium Industry Bank, where he was a
director for five years before becoming Executive Director
of a paper factory for another five years before joining
KILC.
Age: 55

EAP Projects Departmnent
June 15, 1976
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KOREA DEVELOPMENT BANK

Summarized Balance Sheets / of KILC. as of December 31, 1973 - 1975
(Won in Million)

Operating Method Financi Method
1973 3-97- 197

ASSETS

Current assets 809.5 645.6 496.7 478.4
Fixed assets
Tangible fixed assets 587.0 3,290.9 7,286.9 1,569.0
(of which for lease) (576.3) (3,276.2) (7,273.8) (1,555-9)

Lease rentals 11,213.0
receivables

Other fixed assets 0.9 1.1 2.8 2.8
Total fixed assets 587.9 3,292.0 7,289.7 12,784.8
Other assets 4.7 225.7 176 176.3
Total assets 1,402.0 1,439.5

LIABILITIES & EQUITY

Current. liabilities 5.0 39.3 94.5 75.2
Total liabilities
Long-term borrowings 850.0 2,468.6 6,068.0 6,068.0
Lessees deposits 64.9 313.8 532.4 532.4
Deferred profit on
leases 4,687.4

Other fixed
liabilities 5.0 10.9 17.6 579.2

Total term
liabilities 919.9 2.793.3 6,618.0 11.867.0

Total liabilities 924.9 2,832.6 6,712.511,942.2
Paid-in capital 500.0 1,500.0 1,500.0 1,500.0
Accunulated losses (22.9) (169.3) (249.8) (2.6)
Total equity 477.1 I,330.7T 1,2
Total liabilities
and equity 1,402.0 4,163.3 7,962.7_

1/ Unaudited

AFP Projects Department
June 15, 1976
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KOREA DEVELOPMENT BANK

Summarized Income Statements./ of KILC, for the Years 1973 through 1975
(Won in million)

Operating Method Financing Method
1973 9724 1975 1975

Operating Income 10.0 247.2 1,056.4 682.1

Operating Cost

Financial Expenses 4.6) 261.3) 379.5 379.5
Depreciation ) ) 498.1

Total Operating Cost 4.6 261.3 877.6 379.5

Gross Operating Profit 5.5 14.1 178.8 302.6

Administration Expenses 54.0 147.5 221.4 221.4

Operating Profit (48-5) (161.6) (42.6) 81.2

Non-operating Income 28.0 14.7 24 .0 23.6

Current Gross Profit (20.5) (146.9) (18.7) 104.8

Non-Operating Expenses 2.3 5.7 61.9 62.0

Current Net Profit (22.9) (152.6) (80.5) 42.8

1/ Unraudited

EAP - Projects Department
Jine 15, 1976
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KOREA DEVELOPMENT BANK

Summary of Guarantee Operations. 1971 - 1975
(Won in Mlllion)

1971 1972 1973 1974 1975
During At the end During At the end During At the end During At the end During At the end

The Year of the Year The Year of the Year The Year of the Year The Year of the Year The Year of the Year

Foreign currency guarantees issued 208,709 584.748 120,252 600.049 296.890 763.132 6892553- 1,278.994 540,058-/ 1,443X050
(of which (i) covered under the GRA)- - - - -- - - - (50,793) (1,148,811)

(ii) covered under GOK
counter guarantee ) - (90,270) - (91,920) _ (70,240) - (113,772) _ (48,064)

(iii) covered under(ii) but)
excluded from (i) ) - - - - - - - - (7,367)

Domestic currency guarantees issued
Local payment guarantees 456 3,851 - 266 - 233 - 200 - 167
Local repayment guarantees 6,899 11,190 4,553 10,069 15,111 21,936 4,188 24,814 11,077 30,876
Others 120 540 438 916 1.736 2.124 6.116 7.334 - 5.919
Total domestic currency guarantees 7,475 15.581 4.991 11,251 16,847 24.293 10.304 32.348 11.077 36,962

Total guarantees issued 3 313.737 787,425 1,311.342 1.480,_12

Guarantees redeemed 40,072 - 114,272 - 137,612 - 175,940 - 382,465 -

Guarantee commission earned 3,064 _ 3,831 _ 3,683 - 4,757 - 7,307 -
(as Z of average outstanding guarantees) 0.6 - 0.6 - 0.5 - 0.5 - 0.5 -

1/ Guarantee Release Arrangement dated March 31, 1975 between the Government of Korea and KDB.

_I New foreign currency guarantees issued during the years 1973 through 1975 can be reconciled with Annex figures after the following adjustments.

1973 1974 1975

New foreign currency guarantees 206,760 561,203 106,849
Increase from variations in the
foreign exchange rates 53,793 41,679 308,832
Other increases 12,110 5,496 16,254
Guarantees on letter of credit 24,227 81.155 108,123

Total 296,890 689,533 540,058

Increases from variations in the foreign exchanges rates arise because of KDB's policy to adjust the recorded value of foreign currency guarantees only at
the time a transaction occurs in respect of specific guarantees.

EAP Projects Department
June 15, 1976
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KOREA

KOREA DOEVELO894NT RANK

AnaYirt of G-irantn-" Cn,ittod 1973 - 1975 and Otntading as of Incahbr 31. 1973
(Won in million)

Out.tandini .. of
1973 1974 1975 D.onober 31, 1975

0s 7 Or.,.,.nt I~~~7 No.- A,no,t Norv . Moont 7 No.~- . Anoont 7.

D-nios curn 69 51.9 16,194 7.3 24 23.0 10,304 1.8 43 30.3 11,077 9.4 45 30.0 36,723 2.3
Fanigo --cooy.- 64 48.1 209,760 92.7 72 75.0 561,203 98.2 108 69.7 106,849 910.6 45 0-0. 1,413,048 97.0
Total 133 100.0 222.954 100.0 96 100.0 571.507 100.0 153 100.0 117(96 000.0 90 100.0 124,71 100.0

IT. Oner-hip
riv-to setor 123 92.3 103,846 92.1 61 63.5 169,314 29.6 144 92.9 67,326 37.1 69 76.7 501,700 90.1
Pob lic secto 10 7.5 39,106 17.0 30 36.5 402,193 70.4 11 7.1 50,608 42.9 21 23.3 860,071 59.9
(of wObh -op-i-o ..d-e SAF) (1) (480)-5(-) (3) (468) (4) - (20,290)
Total 133 100.0 222.954 100.0 96 100.0 571.507 100.0 153 100.0 117.926 100.0 90 100.0 1.449.771 109.0

Ill. Sectporl Distribution

A. M-onf..t- "I Indsro

Food, bv-rog and tobacc 14 10.5 3,488 1.6 22 22.9 7,231 1.3 ZS 16.1 6.314 3.4 3 3.3 11,541 - 8.
Teotil, -- ielg appac1

and loather 10 7.5 56,963 20.1 2 2.1 18,444 3.2 11 7.1 14,843 12.4 a 80.9 8,371 0.6
PrOting and po,blisbing - - - - - -- - - - - -- 
lab-total 24 10.0 60.433 27.1 24 25.0 25.695 4.5 36 23.2 20.937 07.8 - 12.2 19 912 0.4

Is,tncsdistn Goodo Induotrio-
Wood and enod prodocto . - - - 1 1. 200 -
Ppoc- ad p,poc prodooto - - - - 2 2.1 6,804 1.2 11 7.1 1,461 1.2 3 3.3 7,221 0.5

bioolt, robber aod plostico 9 6.8 6,088 2.7 3 5.2 1,583 0.3 9 0.8 1,200 1.0 4 4.4 32,318 2.2
Petrolos_ Isd cool1 3 2.2 12,080 3.4 10 10.4 131,145 22.9 3 1.9 2,107 1.0 15 16.0 335,430 23.2
Noo-n.lolli ineral proda-ts 14 10.3 18,444 8.3 11 11.4 20,674 3.6 12 7.8 7,963 6.0 12 13.3 96,003 6.0
Sob- total 26 19.3 36.612 16.4 28 29.1 160,206 28.0 33 22.6 12.733 10.8 30 420.9 46J225

2
31.9

Canito1 Condo Iodootnies
BOtslo netalo 26 19.5 6,144 2.8 10 18.8 172,708 30.3 11 7.1 9,168 7.8 7 7.0 273,735 10.9
nta prodocta 3 2.3 2959 0.1 1 1.0 25 - 2 1.3 733 0.6 1 1.1 867 -

Macbinory (eoooptoleotrioolo ~3 2.3 6,932 3.1 4 4.2 20,115 3.5 2 1.3 1,339 1.1 7 7.8 37,094 2.5
Olneteieal noehinney ~~~ ~~- - - - - - - . - - - 1I 1.1 169

Teono p-t nqilnoot 6 4.0 60,453 27.1 5 0.2 42.241 7.4 9 5.8 19,698 16.7 15 14.7 164,209 11.4
S.b-t.to1 38 28.6 73.838 33.1 2L8 29.2 235.139 41.2 24 15.3 00.940 26.2 31 34.5 47,09~ 32.0

Hitcnllnnn-s Ondastrios - - - - - . - - 47 30.3 3.2782 2.8 1 .)., 23,983 0.2

Totnl Stanotaotorino Industnino 88 66.1 170.903 76.6 80 83.3 421.040 73.7 142 91.6 67,90 57.6 72 86.7 961.491 66.3

0. Non-01..afottocioa Indontria
Agoitol1t_en, frtnadfinery 3 2.3 10,203 4.6 2 2.1 243 - 3 1.9 8,445 7.2 1 1.0 18,802 1.3
NWieg cod q-acyieg - - -- - - . - - 1 0.7 130 0.1 1I 1.1 130 -
tlnetrieity and eatnr-oks 2 1.5 7,036 3.5 0 0.3 82,234 14.4 2 1.3 4 539 3.0 3 3.4 321,017 22.2
to_otocton- - - - - - - - 1 0.6 2, 014 1.7 I 1.1 4,194 0.3
T-Ooportatioo 7 3.3 33,639 10.1 6 6.3 67,990 11.9 0 3.2 34,259 29.1 1 1.1 128.763 8.9
BankIng and inaurann 3 2.3 122 0.1 - - - - 1 0.7 629 0.5 2 2.2 5,337 0.3
lotol and turton 30 22.3 231 0.1 - - --- I 1.1 2,091 0.2
Olthnenoevl.n..- - - - - - - 2 0.2 7,111 0.5

Total 9N-K..Manfato-iMaOdnn 43 33.9 52.051 23.4 16 18.7 1500.467 26.3 13 8.4 50.018 42 4 12 43.2 488,f28 33.7

06680 TOTAL 0~~~~~~~~~33 100 0 22 924 108. 96 1S0.0 571,507 . 03 00.0 1 azan 2l 22 10000 1 .01 44 #771 10.

IV. Mtoco of P-0-m

Now 19 14.3 98,292 44.1 26 27.1 287,681 50,3 12 7.7 19,340 16.5 19 21.1 518,862 22.0
Enpoosion 82 61.7 100,1397 46.7 40 41.6 262,629 46.0 43 29.0 77,660 63.8 66 73.4 1,069,230 73.8

tnbnooioo.nodnreioation,repla.ennner - - - - - - - - 1 0.7 198 0. - - 198 -
Working eapital 26 19.5 16,416 7.4 26 27.1 19,633 3.4 67 43.2 11.000 9.3 2 2.2 36,481 2.5
other 6 4.5 4,089 1.0 4 4.2 1,044 0.3 30 19.4 9,728 0.2 3 3.3 25,000 1.7
Total 13 3 100.0 222.954 100.0 96 100.0 571,307 100.0 135 100.0 117.926 100.0 90 100.0 1,449,77.1 1910.0

V. OGoaraPhlcal Oi-tmrbatln

Onool city 88 66.2 56,557 23.4 38 59.6 119,787 20.3 37 23.9 21.916 10.5 22 24.4 282,703 19.5
Owggi pnio 7 5.5 7,040 3.1 8 04 27,131 4.7 22 14.2 9,906 0.4 23 23.7 124.680 9.6

Sooth Ibhn-t-hoon.g provino 2 1.1 8,911 4.0 3 3.1 12.681 2.2 1 0.7 590 0.5 02 2.2 20.297 1.4
Nortb Ibong-cheon.g proince.2 1.5 3,710 1.7 2 2.1 13.398 2.3 3 3.2 2.594 2.2 3 3.3 40,594 2.9
Ea

0
-w_ poovin_o 7 0.3 13,567 6.1 5 3.2 15,678 2.7 7 4.3 5,996 5.0 3 3.5 05,536 5.9

South Jo--a proince. 4 3.0 3.991 1.8 12 12.5 130,763 22.9 14 9.0 16,745 14.2 5 50.0 170,422 12.1
Berth Joo-co proince. 1 0.7 3,672 1.6 1 1.0 14,043 2.3 2 1.3 943 0.0 2 2.2 20.747 1.3
Sooth Ky.ng-a4og provnc 11 8.3 105,008 47.1 9 9.4 64,449 11.3 31 20.0 27,477 23.3 19 20.0 292,834 20.2
00dbh KY,.g-c_g proo...c 4 3.0 5,109 2.3 15 15.6 169,205 29.6 27 17.4 23,467 19.9 2 2.2 260,939 18.0
Ewnan city 6 4.0 14,209 6.4 2 2.1 7,478 1.3 8 5.2 8,373 7.1 8 80.9 142,078 9.0
Ch.n-Jo Iland 1 0.7 1,100 0.5 1 1.0 892 0.2 1 0.6 119 0.1 I 1.1 2,099 0.2

Total 133 100.0 222.954 100.0 96 100.0 571.503 100.0 153 100.0 117.926 100.0 90 100.0 1.449.771 100.0

V0. Sian of Aaoiot.nc. (Woo)

too, char 9,000,000 31 23.3 233 0.1 - - - - 3 1.9 20 8.0 41 7.1 173 0.0
8,000,001 ---- 20,000,000 7 5.3 96 0.0 1 1.0 20 0.0 10 6.5 165 0.1 52 9.0 657 0.5
28,000,001----40,000,000 11 0.3 296 0.1 7 7.3 205 0.0 35 22.6 981 0.9 38 6.6 950 0.1
40,000,o:001..---120,000,000 34 25.5 2,298 1.0 8 8.3 763 0.1 34 21.9 2,369 2.0 63 11.2 5,672 0.4
120.000 001 --- 200.000.000 3 3.8 820 0.4 7 7.3 1,193 0.2 13 8.4 1,407 1.3 39 6.7 5,355 0.4
2DO0o9.00.00--- 400,000,000 12 9.0 4,683 2.1 9 9.4 2,720 o;s 22 14.2 5,146 4.4 40 6.9 11,166 0.0
400,000,001 --- 000.000,000 0 6.0 5,709 2.6 8 8.3 4,821 0,9 15 9.7 7,842 6.4 53 9.5 31,501 2.2
800,000O,001-2,000,000.000 4 3.0 7,765 0.5 21 21,9 171,144 30,0 9 0.0 12,972 11.0 72 12.4 87,876 6.0
2.000,000,000 o-d chor 31 15.8 201,054 90.2 35 36.5 390,381 68.3 14 9.0 06,944 73.7 177 30.6 1,306,356 90.1

Total ~~~~ ~~~~~~~~~133 100.0 222,954 100.0 96 1D4,0 571.507 100.0 135 100.0 117.926 1000 079 100.0 1.449.771 100.0

le,~ thao 1 y... 14 10,0 3,408 1,6 20 20.8 8,091 1.4 51 32.9 10,521 0.9
1 o_n-Irt chat 2 y--c 4 3.0 900 0.4 1 1.0 150 - 30 19.4 8,309 7.0
2 y_ac- lent than~ 4 700cc 9 . 658 03 7 7.3 6, 607 I1.2 2 1.3 355 0.3

4 yoarn- leco char 6 year, ~~~~21 15,8 23,508 11,4 7 73 48,050 8.4 20 12.9 2189 B1.5
6yer- mo.. that 8 year 29 21.8 19,865 8.9 19 09.9 09,052 10.3 24 13 .5 16,921 14.3

18 yer-_ o.. than 10 your 39 29.3 77,997 35.0 17 17,7 102,367 17.9 25 16.1 08,593 49.8
Iiyern .lo that 15 year 16 12.0 84,626 38, 20 20.8 157,812 41.2 2 1.3 1,293 1.1
15 ync- and over 1 0,8 9,043 44 5 5.2 89,278 15.6 1 0.6 115 0.1

Total 133 180.0 223,954 180,0 96 100.0 571.507 100,0 105 100.0 117,926 100.8

17 Eoclodes aa--cte foltters of -rdit and go--oto- tr-ferrd to rho Readj--ree Corpraion (W29,760 million atd W481 ailli-t roopcti-oly octetardieg Onf D-eb- 31, 1075).
2/ Nob-c of opnrotlona
3/ Tor .csad decrease causd by flcot sic the forign.. nh-0n cocoa ar o_t refl_tnd, ennpt toe gorncre outstanding as of Dncbh- 31, 1975.
4/ N-bhe at companies .(orpl fo- VI lice of Aso-t-oc whore fig.-r itdicate rho utbec of p-rtians).

'uAr . .... 1074 t-
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KOREA

KOREA DEVELOPMENT BANK

Rates of Interest in Korea before and after August 2, 1976
(percent per annum)

Before After

Up to 3 3 to 8 Over 8
I. Interest rates charged by KDB years years years

a. Capital Loans-l
Government funds 12.0 12.0 12.0 12.0
Machine Industry Promotion Funds 12.0 13.0 14.0 15.0
Special Equipment Funds 12.0 13.0 14.0 -
Internal Funds (priority industries) 12.0 13.0 14.0 15.0
Internal Funds (non-priority industries) 15.5 17.0 18.0 19.0
Foreign Commercial Funds 2/ 12.0 12.0 12.0 12.0

b. Working Capital Loans-l
Government Funds 15.5 15.5 15.5 15.5
Machine Industry Promotion Funds 12.0 13.0 13.0 13.0
Special Equipment Funds 17.0 13.0 13.0 13.0
Internal Funds (prime clients) 15.5 17.0 17.0 17.0
Internal Funds (other clients) 15.5 18.0 18.0 18.0
Foreign Commercial Funds 2/ 12.0 12.0 12.0 12.0

c. National Investment Fun1-/3/ 12.0 13.0 14.0 -

d. Tourism Development Fund1-// 7.5 7.5 7.5 7.5

1/
e. Industrial Rationalization Fund-

Direct Loans 12.0 13.0 14.0 -
through Banking Institutions 10.0 11.5 12.5 -

f. Government Special Fund Loans1/4/ 6-9 6-9 6-9 6-9

g. Foreign Currency Loans
Foreign Commercial Funds5 9.0 9.0 9.0 9.0
USAID (3rd Loan) 10.0 10.0 10.0 10.0
KfW (4th Loan) 9.0 9.0 9.0 9.0
ADB (5th Loan) 10.75 10.75 10.75 10.75
IBRD 10.50 10.50 10.50 10.50

h. Penalty rate on overdue loans 25.0 25.0 25.0 25.0

1/ In domestic currency.
2/ Exchange risk passed on to borrowers.
31 Capital and working capital loans.
4/ For power development, shipbuilding, coal mining, public utilities, maritime

transportation, railways and roads.
5/ Export Industries only.
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II. Commercial Banks Before After
Interest Rates on Deposits

a. Time Deposits
Over 3 months 12.6 15.0
Over 6 months 13.8 15.6
Over 1 year 15.0 16.2

b.- Installment Savings
Over 1 year 11.2 12.2
Over 2 years 12.2 13.2
Over 3 years 13.2 14.2

c. Wage Earners' Savings Scheme-
Over 1 year 22.8(12.2) 23.8(13.2)
Over 3 years 23.2(13.2) 24.2(14.2)
Over 5 years 27.2(15.2) 28.2(16.2)

Interest Rates on Lending

a. Operating Funds
Ordinary loans
Qualified enterprises 15.5 17.0
Ordinary enterprises 15.5 18.0

Commercial notes
Qualified enterprises 17.0 17.0
Ordinary enterprises 18.0 18.0

Overdraft

Qualified enterprises 17.5 18.0
Ordinary enterprises 17.5 19.0

b. Term Loans
Shorter than 3 years 15.5 17.0
Shorter than 8 years 15.5 18.0
In excess of 8 years 15.5 19.0

c. Export Finance 7.0 8.0

d. Financing of raw material import by EURO + 2.5 EURO + 2.5
export industry

e. National Investment Fund
No longer than 3 years 12.0 13.0
No longer than 8 years 12.0 14.0

1/ Percentage values in parantheses are the basic interest rates payable by
financial institutions; the remainder is subsidized by Government.
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III. Medium Industry Bank Before After
Internal Fund Loans
Shorter than 3 years 15.5 17.0
Shorter than 8 years 15.5 18.0
In excess of 8 years 15.5 19.0

Government Funds
Equipment Loans 10.0 10.0
Cooperatives 12.0 12.0
Working Capital Loans 15.5 15.5

Foreign Loan Funds
USAID and OECF, Japan 8.0 8.0
Exim Bank Japan 8.25 8.25
KfW 9.0 9.0
ADB 10.25 10.25
IBRD 10.5 10.5

IV. Korea Development Finance Corporation
Medium-and Long-term Domestic Currency Loans

Priority projects 15.5 18.0
Others 15.5 20.0

Foreign Currency Loans 10.5 to 11 10.5 to 11

EAP Projects Department
September 30, 1976
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KOREA

KOREA DEVBLOPMET BANK

Resource Position as of December 31, 1975
(won in i[l1ions)

A) Domestic Curroicv Reeomrcea

1. Lone-term Resources:
a) Raised in domestic currency

Equity:
Paid in capital 203,200
Reserves and retained earnings 5u.527 253,727

Borrowings:
Government 149,074
Industrial Rationalization Fund 51,112
National Investment Fund 125,629
Tourism Develop mt Fund 380 326,195

Debentures 68,519
Revolving furds 4,139
Time deposits 1$

Sub-total 652,695
b) Raised in foreign currenc7/

Debentures 9,167
Commercial borrwings and time deposits 40,222
Sub-total 49,389
Total long-term resources in domestic currency 702,084
Less: term loans outstanding in domestic currency 504,577
Investment outstanding 145,119
Receivables from property disposed 28,639
Time deposits 12, 45
Fixed assets 5,392 696.272

Resources available for disbursement 5,812
Less undisbursed commitments -
Resources available for commitment

2. Short-term Resources
Short-term deposits 41,894
Others 11U21

Total short-term reaoureaa 43313
Less: Operating loans (less than 12 atxths) 29.817
Short term resources available for disbursement 13,496

and commitments -

B) Foreign Currency Resources

Borrowings from official sources-/
IBRD 29,100
AID 5,991
ADB 58,883
KFW 5.146 99,120

Borrowing from commercial sources and time deposits 17,803
Total foreign currency resources 116,923
Less: foreign currency loans outstanding 8.983
Foreign currency resources available for disbursement 67,940
Less: undisbursed commitments 29."0
Foreign currency resources available for commitment 38,537
Less: uncommitted approvals 1 023
Foreign currency resources available for approval 37.51E

1/ Intended to be used for doziestic currency operations.
j/ :iet of rep,3yments.

EAP Projects Department
June 15, 1976
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KOREA DEVELOPMENT BANK

Details of Long-Term Resources, as of December 31, 1975

1. As shown in Annex 5, KDB had, as of December 31, 1975, total long-
term resources of W818.5 billion (US$1.7 billion) of which W652.2 billion (79.7%)
were in domestic currency and W166.2 billion (20.3%) in foreign currency. Below
is a breakdown of KDB's long-term resources as of December 31, 1975 followed by
a brief description of each resource with the table attached to this annex
giving a summary of the main terms and conditions of KDB's long-term borrowings:

Domestic Currency Won millian US$ million
equivalent

Paid in capital 203,200 419.0
Reserves and retained earnings -50,527 10.2

Total equity 253,727 522.2

Borrowings from Government 149,074 307.4
Industrial Rationalization Fund 51,112 105.4
Tourism Development Fund 380 0.8
National Investment Fund 125,629 259.0
Industrial Finance Debentures 68,519 141.3
Revolving Funds 4,139 18.5
Time Deposits 115 0.2
Total domestic currency resources 652.695 1.345.8
(% of total resources) (79.7)

Foreign Currency

ADB 58,883 121.4
World Bank 29,100 60.0
AID 5,991 12.4
KfW 5,146 10.6
Borrowings from official sources 99,120 204.4

Borrowings from foreign commercial sources 38,720 79.8
Industrial Finance Debentures (foreign) 9,167 18.9
Time Deposits 19.305 39.8
Commercial borrowings 67,12 138.
Total foreign currency resources 166 342.9
(% of total resources) (20.3)
Total Resources .819,007 1,688.
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Domestic Currency Resources

2. Paid in Capital. KDB's authorized capital is W300 billion
of which 67.7% (W203.2 billion) had been paid in as at the end of 1975,
all of which is subscribed by the Government of Korea, as is provided
in KDB's Act. Since 1971 KDB's capital has been increased by i148.7
billion or 370%. In 1972 the Government more than doubled the paid in
capital (from W54.5 billion to W110.l billion) to help KDB carry out the
August 1972 Emergency Decree and it further increased the paid in capital
by 70% in 1975 (from W119.7 billion to W 203.2 billion>, The Government

makes capital contributions basically in three forms: through cash
contributions, conversion of loans and transfer of shares in Government-
owned enterprises. Total capital increases between 1971 and 1975 were made
as follows:

Won in million
Cash contributions 73,376 .3
Loan conversions 20,000 13.4
Share transfers 55,359 37.3
Total capital increase 100.0

3. Loan conversions were all made during 1975, on account of loans
given by the Government to KDB between 1965 and 1974 at a rate of 6% p.a.
with terms of 35 years including five year grace period. Most of the Share
Transfers were also made during 1975 (W 50.0 billion) when the Government was
unable to make cash contributions due to tight budgetary position. During
1976, the Government plans to increase KDB's paid in capital by an additional
amount of W21.7 billion.

h. Reserves and Retained Eamrings: In accordance with the KDB Act,
net income is credited to legal reserves; KDB does not pay income/corporate
tax and also is not required to pay any dividends to the Government. The Act
also provides that net-losses incurred during any year should be charged
against legal reserves and if total losses should exceed this amount, the
Government shall cover such deficiency. In 1961, the Government made a special
cash contribution of Wl.5 billion for establishing a Special Reserve to be
charged with any losses resulting from loans made prior to December 27, 1961
and from KDB's investment in the Readjustment Corporation (see Annex 12). So
far, KDB has made only minor write-offs against these Special Reserves amounting
to W6.6 million. As of December 31, 1975, KDB's reserves and retained earnings
were shown as follows (in million Won):

Legal Reserves 34,913
Special Reserves 1,493
Net income for the year 14.121

Total 50.527

Legal reserves (and equity) as stated above are, in fact, overstated because
provisions for doubtful loans amounting to W3.6 billion -ire also included and
treated as part of KDB's equity.
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5. Borrowings from Government. Borrowings from the Government
have been an important source of funds for KDB. Its reliance on this source
has somewhat diminished in recent years, however, particularly since KDB can
draw on substantial funds from the NIF (see para 10). As of December 31, 1975
borrowings from the Government accounted for 19% of total resources (down from
33% in 1971). The Government makes loans to KDB from three sources: the
Economic Development Fund, the Foreign Loan Repayment Fund and AID-Counter-
part Fund. As of December 31, 1975, the contribution from each fund was as
follows (in million Won):

Economic Development Fund 133,726
Foreign Loan Repayment Fund 152
AID Counterpart Fund 15,196
Total 1492074

Loans from the Foreign Loai Repayment Fund will be fully repaid by KDB during
1976. The Government had made these loans out of grants received from abroad
or out of counterpart-funds created through early repayment of official loans
from abroad by various Government Agencies. The AID Counterpart Fund was also
created likewise and loans were originally given to KDB for making equipment
loans to government projects. Interest rates on AID counterpart fund borrowings
range from 2% to 5% p.a. with the weighted average rate being 2.4%; repayment
terms were 10 to 35 years with the latest repayments by KDB falling due in the
year 2007. During the past five years the Government has not made any new loans
from the AID Counterpart Fund to KDB.

6. The Economic Development Fund represents the Government's own
general funds and allocations to KDB are usually made for pre-identified projects.
The interest rate charged by the Government varies between 6% and 13.5% with a
weighted average rate of 6.1% as of December 31, 1975. Repayment ranges from 5
to 35 years with grace periods of up to 5 years.

7. Industrial Rationalization Fund. This fund was created in KDB under
the Emergency Decree of August 1972 for providing financial assistance on favorable
terms (8% p.a. interest for up to eight years with 3 years grace period) for the
rationalization and development of priority industries such as basic industries
or machinery and export industries. The IRF is administered by KDB within the
broad policy guidelines formulated and laid down by the IRF Council which is under
the control of the Prime Minister and comprises 4 officially appointed members plus
the Governors of KDB and Bank of Korea and the Presidents of Korea Institute of
Science and Technology and Korea Development Institute. Investment decisions on
specific sub-projects are taken by KDB on the basis of its appraisal of each sub-
project.

8. As of December 31, 1975 borrowings from the IRF amounted to W66.6
billion. The resources of the IRF consist of borrowings from the Government
(W51.1 billion or 76.7%) and issuance of IFD's (W15.5 billion or 23.3%). Although
no further borrowings from the IRF are envisaged at present, KDB will be able to
continue to extend IRF loans to the extent that collections from its clients will
exceed the repayments it has to make to the Government. The Government has lent
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funds to the IRF from PL-480 Funds (tallow imports), USAID Counterpart Funds
and its direct borrowings for this purpose from the OECF and the Ex-Im Bank,
both of Japan. These borrowings carry interest rates of 2% - 5% p.a. and have
long repayment periods (15 to 40 years including grace periods ranging from
5 to 10 years). They have a "Dollar/Yen value maintenance clause" and therefore
entail an exchange risk for KDB. To guard against the exchange risk, KDB has
to make special provisions in the amount of 1.5% of the average outstanding
borrowings under the IRF. Losses due to exchange rate fluctuations in excess
of this reserve are to be met by the Government of Korea. IFD's issued by KDB
under the IRF are identical to its regular IFD's (see para 12).

9. Tourism Development Fund. Loans from theTDF have been provided
to KDB by the Ministry of Transportation for financing of tourism projects
such as hotels, etc. The total borrowings from the TDF amounted to W380 million
and no further increase is expected. KDB pays 6% interest p.a. on these funds
which it has relent at 7.5%. The repayment term is 10 years including a two year
grace period.

10. National Investment Fund. On January 1, 1974 the Government insti-
tuted the NIF with the main purpose of improving the flow of domestic savings
into investments in heavy and chemical industries. The NIF is under the juris-
diction of the Ministry of Finance and is in effect managed by the Bank of Korea.
Policy decisions are taken by the NIF Management Council comprising the Prime
Minister and the ministers of eight ministries, the Governors of BoK and KDB
and three other members appointed by the Government. The Council also de-
cides on operational and managerial criteria and prepares an annual Supply and
Oierations Programs which indicates the supply and uses (by industrial sector)
of the Fund. The NIF derives its funds from (a) direct Government contributions,
(b) the sale of NIF-Bonds to National Savings Associations, the newly set up
National Welfare Pension Fund System, Postal Insurance ardTrust Companies and
public funds designated by special Presidential Decree and (c) from repayments
of loans. Although the main emphasis in lending is given to heavy and chemical
industries, loans are also extended to the power sector, agricultural production,
Saemaul factories and for export financing.

Fund Program of the NIF, 1975 and 1976

Sources I/ Uses 1 ,
1975-1 1976 1975-l 1976

1. National Savings 11.3 14.0 1. Heavy & Chemical Ind. 44.7 105.5
Associations

2. Postal Savings 15.0 18.5 2. Increase of Agricul- 11.4 19.5
tural Production

3. Public Funds 16.8 20.0 3. Electric Power 43.2 40.0
4. Banking Institutions8l.1 99.7 4. Saemaul Factories 4.3 5.0
5. Trust Companies - - 5. Export Credits 3.0 10.0
6. Non-life Ins.

Companies 7.5 9.0 6. Undisbursed 18.0
7. Repayments 5.7 6.0
8. Transfer from the

previous year - 12.8 _

TOTAL 137.4 180.0 TOTAL 124.6 180.0

1/ Actual
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The NIF lends available funds to banking institutions which, as intermediaries,
receive the applications for eligible projects and perform appraisal and super-
vision functions. Presently banking institutions pay 10.5% on their borrowings
from the NIF and receive a spread of 1.5% on their relending. Repayment schedules
are synchronized and are for periods of 8 years (equipment loans) and up to 3
years (working capital loans).

11. KDB receives its allocations from the NIF on an annual basis, but
actual disbursements are linked with disbursements for individual subprojects.
To a certain extent KDB is free to select the borrowers from among the industries
specified in its annual NIF program but has also specific projects allocated to
it by the NIF Council. In such cases it usually approves the loans after checking
the compliance of the project proposal with the NIF selection criteria (soundness
of financial structure, appropriateness of size of loan, maturity, repayment
prospects and project and funding plan) making suggestions of changes, where
appropriate. Loans for projects earmarked by the NIF Council amounted to W 53.7
billion in 1975 (67% of total allocations) including W 43.2 billion (54% of total
allocations) for KECO. Outstanding loans under the NIF (net of repayments)
amounted to W 116.8 billion or 20% of KDB's total portfolio. Since its inception,
the NIF gradually has become KDB's most important source of funds and is likely
to further increase its share in KDB's total resources. In its operational pro-
gram for 1976, for instance, XDB expects the NIF to account for about 50% of
total financing of its loan commitments.

12. Industrial Finance Debentures. In terms of its Act, KDB is the
only institution in Korea that can issue IFD's. Repayment of IFD's is secured
by Government guarantee and, therefore, prior approval of the National Assembly
is required before IFD's can be issued by KDB. At the end of 1975 KDB had
outstanding IFD's amounting to W 68.5 billion (w 15.5 billion of which were on
account of IRF), which were subscribed by local banks (27%) and the general
public (73%). Duration of IFD's is between two and five years; since 1973 EDB
has issued IFD's with two and three year maturities only (in the ratio of about
3:1). IFD's are presently issued at an interest rate of 12.4% and 13.2%, de-
pending on duration, but because interest is payable in advance, the effective
cost to KDB is between 18% and 20%. Since KDB's maximum lending rate is 15.5%
p.a., it issues the IFD's, in effect, at a negative margin. The losses incurred
during 1975, for instance, amounted to W 1.2 billion but because KDB receives compen-
sation from the Government for losses on loans to Government designated projects
(such compensation totalled W 198 million in 1975), the net loss it suffered
amounted to W 1.0 billion. Assuming that KDB, as it has stated, will issue new
IFD's only to the extent of redemption of old ones, the annual loss suffered by
KDB will still continue to be sizeable. During negotiations KDB's policy of
rolling over its IFD portfolio should be discussed to ascertain whether it can
afford to let its outstanding IFD's decline gradually at least until it can issue
them at a positive spread.
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13e Revolving Funds. USAID and KfW foreign currency loans have
fixed repayment schedules with final due dates between 1980 and 2003. KDB's
collections from sub-loans exceeding its own repayment obligation are pooled
in two separate funds - AID Revolving Fund and KtV Revolving Fund - and are
subsequently used to finance new domestic currency loans. In making these
second round loans, KDB passes on the exchange risk to the borrower through
a 'Dollar/Deutsche Mark value maintenance clause". Since KDB is exposed to
the foreign exchange risk between the time it receives collections and makes
disbursements on second round loans, it jUdiciously manages these funds so as
to reduce the time gap to a minimum. Of the total outstanding funds as of
December 31, 1975 of W 4.1 billion, W 475 million (or U%1) were still unused.
KDB protects itself against foreign exchange risk on this amount by keeping
adequate deposit balances in foreign currencies. Interest payable on revolving
fund loans is the same as on loans funded from foreign commercial sources
(presently 12% p.a.). The same technique is employed to guard against the exchange
risk involved in using the proceeds of commercial borrowings (see paragrpah 18).

14. Deposits. According to its Act, KDB is authorized to accept time
deposits in domestic as well as foreign currency. While time deposits were an
important resource for KDB only as far back as 1971, when they accounted for
12% of total long term debt, they have dropped to an insignificant level of
w 115 million by the end of 1975 as the result of a 1974 policy decision by
KDB's management not to promote mobilization of deposits anymore because the
maturities of such deposits usually are only one year which does not suit KDB's
needs, and because KDB's branch net-work is too smaUl (9 branches) to have any
significant impact.

Foreign Currency Resources

l5. Foreign Currency Lines of Credit. KDB contracted its first foreign
currency borrowing from USAID in April 1960 in the form of a line of credit of
Us$ 5 million equivalent followed by two more lines of credit totalling US$ 22.4
million in 1966 and 1968. The loan obtained in 1960 has in the meantime been
fully repaid. In 1966 it also began borrowing from Kreditanstalt fur Wiederaufbau
from Germany from which it has since received three loans totalling DM 40 million
(US$ 16.9 million). Both USAID and KfW loans are basically borrowings by the
Government of Korea which relends to KDB. Except for a small residual of the 3rd
KfW line of credit, all amounts have been fully committed, and as of December 31,
1975 outstanding loans from USAID and KfW amounted to W 11.1 billion. KDB pays
interest of 5% to 8%, relending at a spread of 2% to 4%; the most recent loans
from KfW (1970 and 1973) are at a 2% spread. Repayment schedules for all five loans
are fixed (10 to 30 years) and KDB can relend a part of the collections from
its sub-loans (see paragraph 13). KDB expects a fourth KfW loan of DM 20 million
later this year.
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16. KDB established its relationship with ADB in 1970 when it obtained
a line of credit of US$10 million. This was followed by three other lines
of credit in 1972, 1974 aAd 19751/ totalling US$90 million. In 1975 KDB and
ADB jointly appraised a project for which ADB provided W17.5 billion through
KDB. For its borrowings from ADB, KDB has paid varying interest rates ranging
from 7.5% to 8.75% and has onlent these funds with a spread of 2%. The exchange
risk on all ADB loans is born by the sub-borrower. While repayment schedules
for the first four loans are related to KDB's collections from the sub-loans, the
latest loan has a fixed repayment schedule (1978-1989) thereby allowing KDB
to "revolve" a part of its future collections.

17. The World Bank made its first loan to KDB in 1975, in the amount of
US$60 million with repayment tied to collections from the sub-loans. The
loan carries interest at the rate of 8.5% to which KDB adds a 2% spread.

18. Borrowings from Foreign Commercial Sources. KDB obtained its first
Eurodollar loan of US$25 million in June 1970. This loan has been fully repaid
in 1975. In 1974, KDB again went to the Eurodollar market for a US$80 million
placement which was managed by four banks (Bankers Trust Company of London,
Citicorp International Bank, Ltd., London, Asia Pacific Capital Corporation,
Hong Kong and B. T. Finance Ltd. Hong Kong) and was subscribed by 38 banks from
Japan, U.K., USA, Hong Kong, Singapore, Canada and Australia. The loan is re-
payable between 1977 and 1984 and carries a floating interest rate (LIBOR plus
1% - 7.75% as of March 31, 1976) which is fixed semi-annually. KDB onlends
these funds also at a floating rate which is fixed by its International Depart-
ment on the basis of averaRe cost of its commercial borrowinRs at floating rates
plus a mark-up and presently is set at 12%. KDB passes the exchange risk on to
its sub-borrowers (see paragraph 13). During 1976 KDB was able to obtain another
Eurodollar loan of US$80 million with a repayment period of 5 years at an interest
rate of 1.875% above LIBOR and i 5 billion (US$17 million) from a Japanese banking
consortium, repayable over 7 years including 2 years grace period, at 0.7% above
the Japanese prime rate.

19. Industrial Finance Debentures. In October 1974 KDB issued for the
first time IFD's in foreign currency for US$18.8 million to the Government of
Abu Dhabi. The Debentures are repayable over 9 years beginning 1980. The on-
lending rate is determined as described in paragraph 18 and the exchange risk
is also passed on to the sub-borrowers. On April 20, 1976, KDB signed another
agreement for the issuance of IFD's in Abu Dhabi, this time in the amount of
US$15 million. The interest rate for these debentures is 9.5% p.a. and they
are redeemable after 5 years (1981). In addition, in July, KDB issued US$10
million IFD's again in Abu Dhabi, at a rate of 9.25% p.a., which is repayable in
1979.

20. Deposits. KDB has received foreign currency deposits in the amount
of W 35.1 billion (W 18.0 billion from Korea Exchange Bank and W 17.1 million
from the Asia Pacific Capital Corporation, Hong Kong). These deposits are for 6

1/ This loan became effective in March 1976.
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months to one year duration, with rollover feature. KDB originally had
intended to repay these deposits in 1974 and 1975. However, due to its
own resource constraints, it was unable to do so. KDB plans to reduce
these deposits by W 20 billion in 1976 and a further W 12 billion in 1977.
The deposit rates vary between X and 15 3/15 with the average rate at
about 11%•. Onlending terms are the same as with Eurodollar loans described
in paragraph 18.

-AP Projects Department
June 15, 1976
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4thlae 4.05 10.0 9.25% VarIable 4/ 3 -------- N.o-trint .--------- Ftree 101 J.Oy 15, 1976
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ANNEX 19
Page 1

KORBA

KOREA DEVEICPMET BANK

3ummarized Balance Sheets. 1971-1975 -

(Won in kllions)

1971 1972 1973 1974 1975

ASSETS

Current Assets

Cash and bank deposits 9,970 23,50o 15,720 23,717 34,568
Securities 36426 ,0 ,1
Current portion of loans and receivables 398 422 66 7,704 7,017

from property, disposal 31,924 35,459 22,736 62,034 8h,237
Accrued interest and guarantee fee 9,704 i6,o54 16,953 18,117 2o,561
Other current assets 5 496 2,476 AO 604

Total current assets 57492 b,lU 7F, 11, 52,443

Portfolio

Domestic currency loans

Cpeaotia loans 33,479 28,728 33,689 53,206 62,434
Sub-talotals 116,956 199 325 267 285 343,615 471 960

Fore-gn currercy loans 150,43-5 mw 5 W
TotalR clrrrcn lan 7,059 11,080 18 847 32 020 4e 983

less current portion of loans 31 514 35 052 22 181 61,362 82,342
Total loans net of current portion 2 a

______ 367,479 501,035
Investments i ,_ 3 :

Equity shares 48,514 63,262 58,643 65,883 131,595
Deoetalinestmm 9,1JJ. 8,829 8 863 10 076 13 •24
Tbtal investmenss 72 0 6

Other Assets

Receivables from RAD-/ 9,722 13,572 12,619 12,672 12,001
Receivables from Property Disposal 7,288 14,108 15,734 16,052 16,678
Property and equipment 4 8726 5 467 2 1,26

Sub-total -L3 _; 5X392
less current portion of receivables 636572 3 86•

Total other assets 106 072 ___

Total Assets 26t2566 387.9 472 830773



ANNEX 19
Page 2

1971 1972 1973 1974 1975

LIABILITIES AND EQUITY

Current Liabilities

Short term deposits 5,214 6,309 5,145 2,489 25,537
Current portion of long-term debt 8,089 18,802 26,113 60,358 84,500
Credit control account 4,721 2,537 3,719 4,189 3,739
Other current liabilities 2,385 4 513 4 401 7 629 34 224

Total current liabilities 20T,079 32t,t ____ __ 7,5w

Long-term Liabilities

SFD' s - 25,770 27,267 26,726 26,335
Less equivalent cash deposits i - 25,770 27,267 26,726 26,335
Time deposits

Domestic currency 20,707 11,863 12,678 7,14 115
Foreign currency 22 241 35 701 37 274 34,392 35,163

Sub-total 1iw 4 - 49,952 41,536 35,278
less current portion of time deposits - net - - 2,882 6 258 20 174

time deposits less of current portion 42,948 47___ 47,070 35,27 8,
Foreign currency borrowirigs

Official sources 8,309 11,011 17,894 30,943 36,105
Commercial sources 9 345 9 973 5 961 42 149 47,887

Sub-total 2, 90 2 7 83,992
Domestic currency borrawings

Government of Korea 86,254 101,547 116,324 136,580 149,074
Industrial Rationalization fund _ 11,146 29,840 51,112 51,112
Tourism Development fund - 200 380 380
Nlatiopal Investment fund - 40,680 116,830
IFD'sW in domestic currency 26 367 51 391 79,263 73 425 68,519

Sub-total 112,62 164,0c4 225,b27 302177 385,915
Total borrcoings 130,275 185,068 249,482 375,269 469,907
less current portion of borrowings 8 089 18,802 23 231 54,100 64 326

Total borrowings net of current portion 122,186 3212169
Total long-term liabilities 105,134 213,830 273,3 350,447 420,o5-

Other Liabilities

Provision for exchange loss - _ 341 843 1,193
Other liabilities 410 536 2405 4342 7 168

Total other liabilities 41 0,2
Total Liabilities 185,953 2627 315,Li~ ~~.
Outstanding Guarantees

Domestic currency 15,581 11,251 24,293 64,436 36,723
Foreign currency 584,748 600o049 763,132 1,246.906 1,448.289

Sub-total 600,329 611,300 787,425 1,311,342 1,480,012
Less customers liabilities for guarantees 600,329 611,300 787,425 1,311,342 1,480,012

Net liability for guarantees - - - - -

Equity

Paid-in capital 54,466 110,066 110,612 119,712 203,200
Reserves 2 20,607 26,359 30,138 31,935 36,406
Net ircome for the year 1 540 4 142 1,019 4,254 14,121

Total equity i0,567 1 155,901 253.727

Total Liabilities and Equity 262,566 387,094 457,214 592,198 830,773

Audited by external auditors, except for 1971.
2/ Readjustment Corporation.
3/ This is a fixed deposit against the outstanding balance of Special Finance Debentures and can be used only

for the redemption of these debentures.
4/ Industrial Finance Debentures.
:/ KDB makes annual provisions for losses on loans and investment, based on the record of write offs over the

past five years. In the audited statement these provisions are directly booked against 'Legal Reserves.'

EAP Projects Department
June 15, 1976



ANNEX 20

KOREA

KOREA DEVELOPMENT BANK

Summarized Cash Flow Statements. 1971-75
(Won in million)

1971 1972 19 7 3 1 975

Source8

Net income 1,540 4,142 4,549 4,254 14,121
Non cash charges 164 -321 1.265 1.8 2.422

Funds from operations 1,704 4,463 5,814 6,108
Increase in paid in
capital in cash 2,405 55,600 200 9,100 13,476
Draw down on foreign
currency borrowings 2,959 6,589 7,788 39,076 12,709
Borrowings from:
Government of Korea 18,226 16,863 17,085 22,769 36,221
NIF - - - 41,566 80,096
IRF - 11,146 18,694 21,271 -

TDF -- 200 180 
Sub-total 18,226 28,009 85,786 116,317

Increase (decrease) in
deposits 18,406 5,404 254 (10,973) 16,341

Issuances of IFD's
In domestic currency 15,200 31,396 41,478 23,815 13,744
In foreign currency - - - 9 124 -
Sub-lotal ,200 31,396 E , 7 23,815 U,7

Sale of investments 6,275 9,342 8,501 3,974 5,029
Collection of lc'ans 15,721 20,411 24,107 36,947 45,251
Sale of property and

equipment _ _ 59 207 -
Increase in other

liabilities 3.252 3.625 3.280 6.13p5 8644
Total Sources 84,148 164.839 127.m ;208,799 2

Ulses
Increase in property

and qquipment 362 656 - - 415
Loan disbursements
In domestic currency 48,120 114,784 93,161 125,936 182,354
In foreign currency 1.888 4.864 10.520 7.376 17.085
Sub-total 49,008 119,648 103,681 133,312 199,43

New investment 3,713 6,270 3,570 12,427 19,267
Repayment against

Domestic currency
borrowings 970 1,564 2,308 3,404 7,672
Foreign currency

borrowings 499 826 226 0
Sub-total 1,469 2,390 7,533 2W ,

Redemption of IFD's in
domestic currency 17,763 5,699 11,268 27,643 18,026
Increase(decrease) in
receivables (10,849) (10,682) (672) (370) 45

Increase(decrease) in
other assets 17.803 27.328 9,859 18,476 (12,548)
Total Jses 79,269 151,309 135,240 o 237,186

Increase(decrease) in
cash 4,879 13,530 (7,780) 7,997 10,868
Cash Balance beginning
of the year 5,091 9,970 23,500 15,720 23,717

Cash Balance at end
of the year 9,970 23,500 15,720 23,717 34,585

EAP Projects Department
June 15, 1976



ANNEX 21
KOREA

KoREA DEVENPMH BAil

Summarized Income Statements. 1971 - 1975 1
(Won in Million)

191 1972 ; 9.2

INCOME

Interest Income

Interest on loans 14,566_/ 18,356 22,208 33,005 50,553

Interest on bonds and debentures 766 
8 41 829 781 986

Interest on deposits 416 1.246 jJ1185 1 b 366

Total interest income 15.748 20.443 26.222 383 519

Other Income

Dividend income 750 883 2,356 2,339 2,707

Guarantee commissions 3,0
6

4 3,831 3,682 4,757 7,307

Capital gains on sale of investaenti/ - 257 (2,571) 1,320 1,566

Other income 275 689 41 .16016

Total other income 4.089 5.660 9576 13,150

Total Gross Income 19.837 26.102 30,100 44.411 65.056

EXPSES

Financial Exnses

Interest on: Borrowings from Government 4,325 5,378 6,076 9, 4 82 19,634

Foreign loans & debentures 1,3olI 1,688 2,681 6,192 7,256

Debentures in domestic currency 5,990 5,371 9,711 8,507 9,382

Deposits 2,729 4 ,906 5,807 5,868 4,968

Commission and Others 482 506 155 526 1

Total financial expenses 10 17.849 23710 305 41.645

Administrative and other exPenses

Personnel expenses 1,661 2,011 2,363 3,890 5,325

Provision for loan loss 585 1,261 1,274 797 245

Provision for foreign exchange loss-net 101 243 34i1 3,058 424

Other expenses 1.120 596 1. S74 2,14

Total Administrative and other expenses 3467 4.111 5.371 9.619 8.137

Total Expenses 18.297 21.960 29.081 40.154 49.782

Net income before defense tax 1,540 4,142 1,019 4,257 15,273

Defense tax - - - - 1,152

NET INCONE 1.50 425 1_21

i/ Audited by external auditors, except for 1971.
j/ Excludes accrued interest and guarantee fee income of W 1,526 million.
i/ The auditors have directly credited capital gains to 'Legal Reserves' and did not show it as part of KDB's normal income

during the respective years.
W In terms of the provisions of the KDB Act, the entire net income of KDB is transferred to 'Legal Reserves'. The government

of Korea which is the sole shareholder of KDB does not receive any dividend.

EAP Projects Department
June 15, 1976



ANNEX 22

KOREA

KOREK DEVELOPMENT BENK

Condition of Loan and Guarantee Portfolio as of December 31, 1975
(Won in Million)

Portfolio Portfolio Affected
Out-anding , b Defaults mount in Arrears

N * v e (4as of( Princ22al Intl rst Ttl (as 7f of (27

A. Loan Portfolio

Companies under coatructioni or in 15 42,534
1

- - - _ 

pre-operating stage not in technical
or financial difficulty

Companies operating profitably 385 4
6

7,024 7 12,119 2.59 l 83 224 0.05

Companies operating at a loss but 33 43,907 28 2,297 5.23 60 70 130 0.30

not in serious technical or
financial difficulty

Companies facing serious financial 10 22,683 8 1,905 8.40 393 230 623 2.75
or technical difficulties

Companies temporarily closed doain 3 1,672 1 67 4.0l 67 44 111 6.64

Companies under liquidation - - - - - - - -

Total 44
6 577.820 44 16.388 2.84 661 427 1.088 0.19

B. Guarantee Portfolio

Companies under construction or 10 184,232 - - - - - -

in pre-operating stage not in
technical or financial difficulty

Companies operating profitably 89 1,152,531 - - - - - -

Companies operating at a loss but 8 91,868 3 23,291 25.35 1,570 67 1,637 1.78
not in serious technical or
financial difficulty

Companies facing serious financial 3 32,828 2 8,174 24.89 698 29 727 2.21
or technical difficulties

Companies temporarily closed down 2 18,072 - - - - - - _

Companies under liquidation 4 481/ - - - - - -

Total X 1.480.012 31
1 65 2.13 2.268 26 2.364 0.16

1/ Number of companies
I/ Transferred to the Readjustment Corporation

EAP Projects Department
June 15, 1976



ANNEX 23

KOREA

KOREA DEVELOPIENT BANK

Loan and C-uarantee Portfolio in Arrears 1972 - 1975
(Won in Million)

As of December 31 1972 1973 197 1975_

A. Loan Portfolio

Loans Outstanding
Capital loans 210,365 284,781 372,487 515,386
Working capital loans 28,768 33.68 53.2o6 62.4
Total loans outstanding 239,133 318,470 425,693 577,820

Principal affected by arrears
Capital loans N.A. N.A. 2,897 11,499
(as % of capital loans outstanding) - - (0.8) (2.2)
Working Capital loans N.A. N.A. 1,483 h,889
(as % of working capital loans - - (2.8) (7.8)
outstanding) _

Total principal affected 15,223 12,233 4,380 16,388
(as % of total principal outstanding) (6.4) (3.8) (1.0) (2.8)

Arrears on capital loans
Principal in arrears 889 578 158 240
Interest in arrears 394 581 168 307
Total arrears on capital loans 1,283 1,159 326 57
(as % of capital loans outstanding) (0.6) (0.4) (0.1) (0.1)

Arrears on working capital loans
Principal in arrears 1,068 1,161 430 421
Interest in arrears 523 407 117 120
Total arrears on working capital loans 1,591 1,5 57 541
(as % of working capital loans (5.5) (4.7) (1.0) (0.9)
outstanding)

Total arrears of principal and interest 2.87 2,727 813 1088
(as % of total loans outstanding) (1.2) (O. (0.2) 2-. 2

B. Guarantee Portfolio

Total guarantees outstanding 611,300 787,425 1,311,342 1,480,012
Outstanding guarantees affected by 13,073 804 16,644 31,465
arrears
(as % of guarantee portfolio) (2.1) (0.1) (1.3) (2.1)

Principal in arrears - - 2,268
Fees in arrears 103 5 58 9
Total arrears 103 55 58 2,364
(as % of guarantee portfolio) (-) (-) (-) (0.2)

EAP Projects Department
June 15, 1976



ANNEX 24

KOREA

KOREA DEVEiLOPINIT BANK

Analysis of Loans in Arrears. 1972 - 1975
(Won in Million)

As of Dec. 31. 1972 As Of Dec. 31. 1973 As of Dec. 31. 1974 As of Dec. 31. 1975
Portfolio ont in Portfolio Amount in Portfolio Amount in Portfolio Amount in

affectedS...... arrear-..~.. affected arra affected arrear affected arrear
, fjPrin- Inter- , Prin- Inter- Prin- Inter- 1/ Prin- Inter-

No.-/ Amount cipal est No.- Amount cioal est No.!/ Amount fipal est Ao. Amount ciDal est

I. Leneth of Arrears

Less than 3 montns 48 9,141 966 379 51 5,006 560 124 69 3,102 548 239 22 13,615 520 342
3 - 6 months 18 3,183 254 85 19 2,136 170 49 29 997 35 42 10 2,041 75 48
6 - 12 months, 16 1,069 441 262 14 776 5 4 10 281 4 4 6 595 48 25

1 - 2 years 7 930 209 119 7 2,407 522 495 - - - .6 137 18 12
More than 2 years 2 900 86 72 7 1,908 481 316 -

Total a 15.223 1.956 917 98 12.233 1.738 988 1CB 4.38 58-7 285 44 16.388 661 427

II. Sector

Government sector 3 230 59 265 11 1,931 2 34 - - - - 1 19 1 10
Private sector 88 14,993 1,897 652 87 10,302 1,736 954 108 4,380 587 285 43 16,369 660 417

Total a 15,223 1.5 98 12.233 988 108 4.380 5§j 285 44 16.388 661 427

III. Tvye of Industry

A. Manufacturing Industries

Food, Beverage & Tobacco 3 596 81 18 - - - - 5 1,236 396 16 2 2,878 16 73
Textile, Wearing Apparel

and Leather 12 3,471 103 41 4 466 76 17 5 86 6 37 3 495 77 52
Wood, Wood Products and
Furniture 2 1,876 986 363 14 3,935 851 636 1 235 67 - - - - -

Paper & Paper Products 2 237 45 58 2 707 41 73 3 - 20 - -

Printing & Publishing - - - - - - - - - - - - - - - -

Chemical, Rubber & Plastic - - - - 1 47 1 5 2 288 14 5 1 397 15 23
Petroleum & Coal 1 365 27 10 - - - - - - - - 1 79 21 10

Non-metallic Mineral
Products - - - - 5 287 116 105 - - - - 3 807 118 3

Basic Metals 2 865 46 223 - - - - - - - - 4 1,870 46 64

Fabricated Metal Products, 3 817 101 37 10 2,346 525 97 20 1,003 37 167 3 930 66 34
Machinery( excluding
electrical)

Electrical Equipment 1 931 89 26 -
Transport Equipment 1 48 3 - - - - - - - - - 4 1,442 - 30
Others 10 2,731 173 26 3 329 5 1 3 469 4 2 1 4,566 195 73

Sub-total Manufacturing T7 11.937 1.654 802 32 j8.1 1.615 934 23.3117 544 227 22 1.464 5 362

3. Non-Manufacturing Industries

Agriculture, Forestry &
Fishery - - - - - - - - 4 67 9 6 1 268 9 5

Mining & Quarrying - - - - - - -

Electricity, Gas &
Waterworks - - - - - 3 75 3

Construction - - - - -

Transportation 51 2,356 215 67 45 1,946 19 10 56 696 30 23 16 484 16 17
Financing & Insurance - - - - 7 1,638 80 34 1 9 - 4 - - - -
Hotel & Tourism - - - - - - - - 5 216 4 22 4 1,843 81 33

Others 3 930 87 48 7 532 24 10 - _ - - 1 329 1 10
Sub-total Non-Mfg. 3.286 302 115 5 4.116 121 06 22 2-924 1 6
GRAND TOTAL i 917 12.233 1. 7 2# 1 16 3 Ž3 427

i/ Number of companies.

EAP Projects Department
June 15, 1976



ANNEX 25

KOREA

KOREA DEVELOPMENT BANK

Analysis of Guarantees in Arrears. 1972-1975

(Won in Million)

As of Dec. 31. 1972 As of Dec. 31. 1973 As of Dec. 31, 1974 As of Dec. 31, 1975
Portfolio Amount in Portfolio Amount in Portfolio Amount in Portfolio Amount in

affected arrear affected arrear affected arrear affected arrear
Prin- Inter- Prin- Inter- 1/ Prin- Inter- F/ Prin- Inter-

No.-/ Amount ciPal est No.~ Amount cipal est No./ Amount cipal est No.- Amount cipal est

I. Length of arrears

Less than 3 months 5 13,073 - 103 2 804 - 55 1 16,644 - 58 4 30,269 2,129 94
3 -6 months - - - - - - - - - - - - - - - -
6 - 12 months - - - - - - - - - - - - 1 1,196 139 2

- 2 years
More than 2 years

Total 5 13.073 103 2 804 - 55 1 16,644 - 58 5 31,465 2,268 96

II. Sector

Government Sector 2 5,813 - 62 - - - - - - 1 4,195 536 11
Private Sector 3 7,260 - 41 2 804 - 55 1 16,644 - 58 4 27,270 1,732 85

Total 5 13.073 - 103 2 804 - 55 1 16,644 - 58 5 31465 2,268 96

III. Type of Industry

A. Manufacturing Industries - - - - - - - - - - - -
Food, Beverage & Tobacco - - - - - - - - - - - - - - - -

Textile, Wearing Apparel
& Leather 2 1,864 - 29 1 477 1 54 - - - - 1 171 15 2

Wood, Wood Products
& Furniture - - - - - - - -

Printing and Publishing - -
Chemical, Rubber & Plastics - -
Petroleum & Coal - -
Non-metallic Mineral

Products 1 5,396 - 12
Basic Metals 1 1,303 - 33
Fabricated Metal Products,

Machinery - - - - - - - - 1 16,644 - 58 2 25,903 1,578 81

(excluding electrical)
Electrical Machinery
Transporting Equipment - - - - I 327 - 1
Others - - - - - - - - - - - - 1 1,196 139 2

Sub-total 4 8.563 - 74 2 804 - 55 1 16644 - 58 4 27 270 1,732 85

B. Non-manufacturing Industries
Agriculture, Forestry &

Fishery - - - - - - - - - - - - -

Mining & Quarrying
Electricity, Gas &

Waterworks
Construction 1 4,510 - 29 - - - - - - - - 1 4,195 536 11
Transportation -
Financing & Insurance -
Hotel & Tourism -
Others -

Sub-total 1 4,510 - 29 - - 1 4,195 536 11

GRAND TOTAL 5 13.073 - 103 2 804 - 55 1 16.644 - 58 5 31,465 2,268 96

1/ Number of companies.

EAP Projecta Department
June 15, 1976



KOREA DEVELOEMENT BANK

Economic and FinancIal Rates of Return on a Sample of KDB Financed Projects

Size of Shares of Share Of TInernalType of typ ofI A t. of Export Project Cost KDB Rate of Reton Total
NOT COUP0LETED Industry Project-/ Capacity CO,uatyZ- On Ostput Local Foreign Financing Financial -canEmc Coat per Job

$'o000 $'000 $'000 X- $'000
1 Daedong Chemical Company Synthetic leather E 4,105 Km synthetic leather 10,614 60 1,196 1,290 51.8 31.4 53.5 8

and shoes 570,000 pairs of ahaes

2 aI.Id Star Tele-Commusicatios Cu Machinery E 98,000 .... telephone 25,064 9 2,928 1,411 32.5 43.6 46.9 5

3 sm-yang Tire Coupany Robber E 150,800 sets of tire 40,841 58 19,266 4,000 17.1 30.1 46.3 69

4 Dong Yang Warner Company Machinary E 27,600 set steering sets 7,866 - 1,881 1,544 45.0 48.2 45.7 19
36,000 set Propellor shaft

5 Korea Integrated Spec-al Steel Co.Basic Metal E 53,000 M/T Special Steel 54,847 85 23,002 14,560 5.3 17.9 45.5 35

6 Korea Synthetic Robber Company Others E 7,000 M/T SBR 15,682 - 3,384 1,166 25.6 29.5 41.1 152

7 Tong Myung Industries Company Machimery N 28,000 Oil Hydraulic 15,498 - 2,851 2,208 40.1 30.4 35.6 11
Eqaipment

B Cold ltar Cable Company Metal E 4,260 M/T Electric Wire 34,176 100 18,612 5,625 16 5 19.8 30.5 80
and Cable

9 Kangw.n Industries Company Metal N 5,000 M/T Rolled steel 71,877 - 6,486 4,000 38.1 17.9 29.8 43

10 Pusan Steel Company Metal E 19,000 M/T Steel Tngot & 10,272 79 7,309 2,882 28.2 16.0 26.6 8
Canting 8,400 Steel Forging

11. Karea Integrated Spanial Basic Metal E 4,500 M/T Stainless Steel 29,472 56 12,553 20,599 17.6 15.9 26.3 59
Steel Compasy Sheet and Coils

12 D-e Won Machinery Company Machinery N 1,360 Set Machine Tools 7,317 - 2,351 4,313 59.7 19.9 25.6 60

13 Ornent Brewery Company Others E 2,700 Thosand n/n beer 42,395 0.3 18,776 6,437 9.1 13.6 25.6 82

14 JAong Ang Shipping Company Transportation E 15,376 DWT 3,987 n.-. 257 4,000 69.2 20.9 22.9 133

15 samyang Shipping Company Transportation E 7,010 DkT 4,041 n.a. 406 3,000 88.0 22.3 21.8 100

16 Doug SIn Shipping Company Transportatios E 16,159 LDWT 10,913 n.a. 1,052 3,300 68.9 22.6 21.8 106

17 San Ick Lines Company Transportation E 20,000 DWT 11,716 n.a. 173 6,000 64.7 19.8 21.7 162

18. Ueung-A Shipping Company Transpartat.on E 7,000 DWT 9,467 n.a. 2,464 1,132 53.5 21.6 21.0 109

19. NRm Yang Shipp-ng Company Transpartetion E 10,326 DWT 2,062 n.a. 322 3,950 73.7 17.7 18.2 127

20. ssangyong Shipping Company T--nsportation E 15,000 DWT 20,541 n.e. 333 4,100 90.2 19.8 17.3 143

21 Sam Ick Line Company Transportation E 23,196 DWT 5,909 n.a. 178 6,750 57.8 17.1 16.4 177

22 Kok JA Shipping Company Transportation E 13,945 DWT 7,200 n.a. 83 3,500 97.6 17.2 15.9 93

23 Doug Yang Empress Ferry Company Transportation N 2,280 G/T 343 m.a. 821 2,700 76.6 27.9 15.4 35

COM PLETED

I Orient Frecisiun Company Electronics E 5,827 telaphane switch- 6,054 - 379 204 35.0 21.1 46.8 22.4
bhards

2 Dung Yang Warner Company Metal E 192M/T ring gears and 1,682 - 29 179 86.0 30.0 45.0 4.6
pinion sets

3 Bookook Steel and Wire Company Metal E 720 M/T Aircraft Cable 1,464 100 263 182 40.0 24.0 34.6 5.4

4 Sam Ky-ng Trading Company Textile E 260,000 yards polyester 2,933 65 224 162 42.0 25.2 26.5 25.7
Jersey

5 Daejong Commercial Cmspuny Teetile N 612 M/T Stretched Yarn 248 100 137 617 81.8 18.4 25.8 17.2

6 Hyon Sal Wool Teatile Coxpany Tetile E 2,364 accrylic yarm 2,028 100 1,126 1,759 37.2 17.6 25.5 5.5

7. sam-sh Aluminium Company Metal E 992 M/T aluminium f1 443 32 1,819 876 25.0 24.0 23.9 -
172,000 R/L aluminiom
failm papr

8. TOi Han Electric Wire Company Metal E 33 /IT paletri ire 3,910 32 497 557 55.0 21.9 23.1 35.1

9 Yechum Filatare Company Textile N 57,566 kg silk yarn 4,053 100 230 119 34.0 9.6 22.1

10 Doe Ban Nlp Incorporated Paper E 1,450 M/T corrugated manila 2,190 36 150 108 42.0 21.6 18.9 4 8
1/ New (N) or Expaneinn (E) board paper
2/ Size of Assets of Company at Time of Application

AEP ProAects Department
JAne 15, 1976



KOREA ANNEX 27

KORIS DEVEOPMST 'dANK

Forecast of Approvals, Commitments and Disbursements, 1976 - 1980
(Won in Million)

Year ending December 31 1976 1977 1978 1979 1980

Approvals

Domestic currency loans 192,276 234,263 284,101 346,455 421,098

Domestic currency investments 32,518 18,000 20,000 22,000 24,000

Foreign currency loans 32,727 36,230 37,895 43,505 45,120

Total approvals - 257,521 288 493 341,996 411,960 490,218

Commitments

Domestic currency-

92°h of current year's loan approvals 176,894 215,522 261,373 318,738 387,410
1/

8% of previous year's loan approvals 11,627 15,382 18,741 22,728 27,716

96% of current year's investment approvals 31,218 17,280 19,200 21,120 23,040
1/

47. of previous year's investment approvals 217 1,300 720 800 880

Total comsitments of domestic currency approvals 219,956 249.484 300.034 363,386 439.046

Foreign currency:

96% of current year's loan approvals 31,418 34,781 36,379 41,765 43,315
t/

4% of previous year's loan approvals 1,026 1,309 1,449 1,556 1,740

Total cosmmitments of foreign currency approvals 32,444 36,090 37,828 43,281 45,055

Total commitments 252,400 285,574 337,862 406,667 484,101

Disbursements

Domestic currency:

2/
100% of current year's loan commitments 188,521 230,904 280,114 341,466 415,126

100% of current year's investment commitments 31,435 18,580 19,920 21,920 23,920

Total disbursements in domestic currency 219,956 249,484 300,034 363,386 439,046

Year ending December 31

Foreign currency:

50% of current year's commitments 16,222 18,045 18,914 21,641 22,528
3/

50% of previous year's commitments 29,426 16,222 18,045 18,914 21,640

Total disbursements in foreign currency 45,648 34,267 36,959 40,555 44.168

Total disbursements 265.604 283,751 336,993 403,941 483.214

1/ Actual uncommitted approvals from 1975.
2/ The allocation of annual disbursements of domestic currency loans to operating loans and capital loans are assumed

as follows, based on the past tendency:

Source . Operating loans Capital loans

General loans 302 70%

National Investment Fund 10% 90%
Loans

Industrial Rationalization 50% 50%
Fund Loans

3/ Actual undisbursed commitments from 1975

EAP Projects Department
May 6, 1976



ICOREA ANNEX 28

KOREA DEVELOPMENT BANK

Borrorinas Program to Meet I Forecast Comnitments . i76 - 1980
(Won in Million)

Year ending December 31 1976 1977 1978 1979 1980

Domestic Currency Borrowings

Borrowings from Goverrment 36,134 35,000 35,000 35,000 35,000

National Investment Fund 98,700 115,439 138,5282/ 166,712 198,900
2/ 2/ 2/ 2/

Industrial Finance Debentures 40,000 20,000 25,000 25,000 25,000

Total 174,834 170,439 198,528 226,712 258,900

Foreign Currency Borrowings

IBRD 38,800 - 48,500 - 48,500
($80 Mil) ($100 Mil) ($100 Mil)

ADB - 24,250 - 29,100 -
($50 mil.) ($60 mil.)

KFW 3,800 - 3,800 - 3,800
(DM20 mil.) (DM20 mil.) (DM20 mil.)

3/
Foreign commercial banks 24,250 24,250 24,250 24,250 24,250

($25 mil.) ($50 mil.) ($50 mil.) ($50 mil.) ($50 mil.)
3/

Industrial Finance Debentures-aborad 12,125 24,250 24,250 24,250 24,250
($25 mil.) ($50 mil.) ($50 mil.) ($50 mil.) ($50 mil.)

Total 78,975 72,750 100.800 77,600 100,800

Grand Total 253.809 243,191 299.,328 304,312 359,700

1/ Borrowings in this annex are shown on the basis of amounts contracted, not on the basis of actual draw-downs.
However, in the case of domestic currency borrowings, contracted amounts and draw-downs will be equal.

2/ Indicates the issuance of Industrial Finance Debentures only for redemption of existing debentures.

3/ In addition to amount shown, an additional borrowing of about US$50 million is under consideration and
is expected to materialize during the next few months.

EAP Projects Department
may 6, 1976



KOREA
ANNEX 29

KOREA DEVELOPMENT BANK Page 1

Projected Balance Sheets. 1976 - 1980
(Won in Million)

1976 1977 1978 1979 1980

As of December 31

Assets

Current Assets

Cash and Deposits 40,147 60,196 69,243 58,813 29,632

Current portion of long-term loans 92,245 113,298 140,163 173,034 209,636

Current portion of receivables from property disposal 3,348 3,139 3,548 3,958 3,986

Accrued interest and guarantee fee receivable 23,154 28,677 35,128 42,760 46,723

Other current assets 13,500 14,000 14,500 15,000 15,500

Total current assets 172,394 219.310 262,582 293,565 305,477

Portfolio

Domestic currency loans:

Operating loans 60,078 72,305 88,757 108,720 132,514

(Current portion thereof) (35,304) (41,134) (50,255) (61,917) (76,263)

Capital loans 579,599 713,170 872,788 1,065,755 1,298,616

(Current portion thereof) 9,802) (62,910) (78,281) (96,554) (118,2+0

554,571 681,431 833,009 1,016,004 1,236,627

Foreign currency loans 89,205 116,333 144,038 172,966 202,571

(Current portion thereof) (7,139) (9,254) (11,627) (14,563t (15,133~

82,066 107,079 132,411 158,403 187,438

Total loans (Net of current portion) 636,637 788,510 965,420 1,174,407 1,424,065

Less P.ovi,.ion for doubtf"l loans 1,300 1.300 1,300 1,347 1,634

Net loans (Net of current Portion) 635,337 787,210 964,120 1,173,060 1,422,431

Investments:

Equity shares 152,135 157,654 162,599 167,161 171,978

Debentures/Bonds 15,552 18,113 20,588 22,946 24,04

Total investments 167,687 175,767 183,187 190,307 196,027

Receivables fro. property disposal (Net of current portion) 24,302 23,780 23,479 23,501 24,366

Dther fLxed assets and deferred A/C 8,306 10,306 11,306 12,036 13,306

Property and equipment (Net) 5,968 8,625 11,858 14,561 16,218

Total Assets 1,013,994 1,224,998 1.456,532 1,707,100 1.977.825

Liabilities and equity

Liabilities

Current Liabilities

Deposits (Short-term) 15,500 16,000 16,500 17,000 17,500

Credit control account 4,113 4,524 4,976 5,474 6,021

Employee retirement liability 5,000 6,000 7,000 8,000 9,000

Current maturities of long-term debts 78,613 92,502 113,015 139,138 175,726

Other current liabilities 19,500 20,500 21,000 22,000 23,000

Total current liabilities 122.726 139,526 162,491 191,612 231,247

Long-tern liabilities

Special Finance Debentures (SFD) 23,335 20,335 17,335 14,335 11,335

Deduct: Equivalent cash deposit 23.335 20,335 17,335 14,335 11,335

Net liability for SFD - - - - -



ANNEX 29
Page 2

1976 1977 1978 1979 1980

As of December 31

Deposits:

Domestic currency 500 1,000 1,500 2,000 2,500

Foreign currency 14,989 2,904 968 - -

(Current maturities thereof) (12,085)) 1,936 (968) tz_ ) ( _

Total Deposits (Net of current portior) 3,404 1,968 1,500 2,000 2,500

Foreign currency borrowings:

International organizations 78,445 108,826 140,579 173,205 206,981

(Current maturities thereof) (3,886) (5,206) (7,929) (10,392) (10,962)

Foreign commercial banks 62,970 82,057 97,680 106,375 108,142

(Current maturities thereof) (5,163) (8,627) (15,555) (22,483) (25,947)

Total foreign currency borrowings (Net of current portion) 132,366 177,050 214.775 246.705 278,214

Industrial Finance Debentures:

Domestic rurrency 61,782 59,934 56,826 56,826 56,826

(Current maturities thereof) (21,848) (28,108) (25,000) (25,000) (25,000)

Foreign currency 21,292 45,542 69,792 94,042 117,373

(Current maturities thereof) - ) ( - ) ( - ) ( 919) (13,169)

Total Industrial Finance Debentures (Bet of current portion) 61,226 77,368 101,618 124,949 135.236

Borrowings from:

Government 180,759 210,366 238,926 266,797 294,046

(Current maturities thereof) (5,393) (6,440) (7,129) (7,751) (8,951)

Industrial Rationalization Fund 53,406 50,550 48,432 45,961 43,072

(Current maturities thereof) (2,856) (2,118) (2,471) (2,889) (3,279)

Tourism Development Fund 380 340 273 206 139

(Current maturities thereof) ( 40) ( 67) ( 67) ( 67) ( 67)

National Investment Fund 200,607 288,704 387,232 500,048 629,311

(Current maturities thereof) (27,342) (40,000) (53,896) (69,637) (87,557)

Total domestic currency borrowings (Net of current portion) 399,521 501,335 611,300 732,668 866,714

Other long-tem liabilities 5,500 6,500 7,500 9,000 12,000

Total long-tem liabilities (Net of current portion) 602,017 764,221 936,693 1,115,322 1,294,664

Total liabilities 724,743 903,747 1,099,184 1,306,934 1,5251

Outstanding guarantees:

Long-term guarantees:

Public sector 1,378,573 1,654,288 1,985,146 2,382,175 2,858,610

Private sector 320,304 384.365 461.238 553,48
6

664,183

Total long-term guarantees 1,698,877 2,038,653 2,446,384 2,935,661 3,522,793

Short-term guarantees 77,134 92,561 111,073 133,288 159,946

Total guarantees 1,776,011 2,131.214 2.557,457 3,067,949 3,682,739

Deduct: Customer's liabilities for guarantees 1.776,011 2.131,214 2.557,457 3,067,949 3.682,739

Net liabilities for guarantees - - - - -

Equity

Paid-in capital 224,942 239,942 256,942 276,942 300,000

Reserve and retained earnings 64,309 81,309 100,406 123,224 151,914

Total equity 289,251 321,251 357,348 400,166 451,914

Total liabilities and eauitc 1,013,994 1.224.998 1,456,532 1707.100 1.977825

EAP Projects Department
May 6, 1976



ANNEX 30

KOREA

KOREA DEVELOPMENT BANK

Projected Income Statements. 1976 - 1980
(Won in Million)

For the year ended December 31 1976 1977 1978 1979 1980

Income

Interests on:

Domestic currency loans 57,822 71,423 88,397 108,837 133,207

Foreign currency loans 6.909 10,277 13,019 15.850 18,777

Total interests on loans 64,731 81,700 101,416 124,687 151,984

Interests on municipal & corporate debentures 1,204 1,392 1,601 1,802 1,945

Interests on special deposits for special finance debentures 3,104 2,729 2,354 1,979 1,604

Dividends on stocks 4,966 5,423 5,607 5,764 5,937

Cuarantee fees 8,140 9,768 11,722 14,064 16,877

Capital gains on sale of investments 1,100 1,200 1,300 1,400 1,500

Other income 1,600 1,700 1,800 1,900 2,000

Total Income 5 9912 6

Expenses

Interests on:

Domestic currency borrowings 40,413 51,266 62,859 76,042 91,179

Foreign currency borrowings 12,322 18,748 25,474 31,831 37,462

Deposits 5,149 2.892 2.263 2,175 2.243

lotal interest expenses 57,884 72,906 90.59 110,048 130,84

Otictr financial expenses 619 574 614 t64 764

Salaries & other personnel expenses 6,217 7,267 8,509 9,978 11,717

Other administrative and general expenses 2,240 2,576 2,962 3,406 3,917

Bad debts/provision for doubtful loans 800 - - 47 287

Other expenses 1,500 1,700 1,900 2,100 2,400

Total expenses 69,260 85,023 104,581 126.243 149,969

Net profit before National Defense Tax 15,585 18,889 21,219 25,353 31,878

National Defense Tax 1,558 1,889 2,122 2,535 3,188

Net Profit Tax 14.027 17.000 19.097 22,818 28,690

EAP Projects Department
May 6, 1976



AINNEX 31

KOREA

KOREA DEVILODPKNT BANK

Pro.lcted Cash Flow Statement, 1976 - 1980
(Won in Million)

Sources 1976 1977 1978 1979 1980

Net Income 14,027 17,000 19,097 22,818 28,690

Add: No-C-sh Charges 1,917 1,143 1,167 1,244 1,520

Inuneane in Capital 21,742 15,000 17,000 20,000 23,058

Dran-down on Foreign Currency Borrowings 69,898 58,517 61,209 _64805 68_418

)Poblic Loans) (45,648) (34,267) (36,959) (40,555) (44,168)

(Foreign Cons-erciol Bank Leans) (24,250) (24,250) (24,250) (24,250) (24,250)

Incco-se in 'innestic currency borrowings from: 134.834 150,439 173,528 201 712 233900

-(Goverment) (36,134) (35,000) (35,000) (35,000) (35,000)

(Nati-nol In-eotaent Fond) (98,700) (115,439) (138,528) (166,712) (198,900)

Increase in Long-ern Deposits J85 500 500 500 500

Issoan.c of Industrial Finance Debentures 52.125 
4
425 495 49

2
50 49_25.04

(Donrotic Curnency) (40,000) (20,000) (25,000) (25,000) (25,000)

(Foreign Currescy) (12,125) (24,250) (24,250) (24,250) (24,250)

Decrase in invest,. nst 8,867 10,500 12,500 15,000 18,000

lncreasn in correct liabilities - 1,911 1,452 1,998 2,047

Collecti.os egainnt: 03.106 92,245 113,298 140,163 ~ 173034

(Dosestic currency opnrating loans) (38,655) (35,304) (41,134) (50,255) (61,917)

(Domestic currency capitol loans) (39,025) (49,802) (62,910) (78,281) (96,554)

(Foreign crrenocy Iooas) (5,426) (7,139) (9,254) (11,627) (14,563)

Decrease in Receivables from Frnperty Disposal 3,109 3,348 3,139 3,548 3,958

Increase in other liabilities 1,401 1,000 1,000 1,500 3.000

Totol Dources 391 411 395,853 453 140 522,538 005 375

Inc-e.. in rroPerty h Eqip-sent 700 2,800 3,400 2,900 1,890

Dihborserents of Loans 234.169 265,171 317_073 _ 382,021 459,394

(Do-eotic currency leoes) (188,521) (230,904) (280,114) (341,466) (415,126)

(Foreign corrency leans) (45,648) (34,267) (36,959) (40,555) (44,168)

Net invest=ents 31,435 18,580 19,920 21,920 23,920

Repaynent: 35j849 44,680 62,458 87,047 113,219

Against donestic currency borrowings from 32,541 35,631 48,625 03,563 80,344

(Govermoent) (4,449) (5,393) (6,440) (7,129) (7,751)

(National lnvestnert Fond) (14,923) (27,342) (40,000) (53,896) (69,637)

(Iodostrial Rationaleiation FPnd) (13,169) (2,856) (2,118) (2,471) (2,889)

(T0o-isn D-eelop Lent Frud) ( - ) ( 40) ( 67) ( 67) ( 67)

Against foreign crrcncy borroeing from; 3,308 9,049 13,833 23,484 32,875

(Publir loane) (3,308) (3,886) (5,206) (7,929) (10,392)

(Foreign books Loan) ( - ) (5,163) (8,627) (15,555) (22,483)

Redemption of 51,449 33,933 _0,044 25,968 25,919

Industrial Finance Debenotues: 31.275 21,848 28,108 2_,00 25,919

(Domestic currency) (31,275) (21,848) (28,108) (25,000) (25,000)

(Fore-gncurenecy) (- ( (- ) (- S (- ) ( 919)

Foreign currency deposits 20,174 12,085 1,936 968 -

Increase in rnrennt assets 3,040 6,023 6,951 8,132 4,463

Decreose in corrent liobilities 24,386 - -

Inncoase in Receivobles from property dispso-l 2,080 2,617 3,247 3,980 4,851

Increose in othnr onsets 2,741 2,000 1,000 1,000 1,000

Totol Ulses 385,849 375.804 444.093 532,068 034,550

Inco-sse (D-creaoe) of Cash 5,562 20,049 9,047 (10,430) (29,181)

Cash Balonce ot beginning of year 34,585 40,147 60,196 69,243 58,813

Cash Balanceat end od year 40,147 60 196 69 243 58813 29,632

EAF Fro-j)ts Department
May 6, 1976



AINKZ 32
KOREA

KOREA DEVELOPMET BANK

Projected Indicators of Financial and Operational Perforslari0e, 1976 - 1980

(Won in Mlllion)

1976 1977 1978 1979 1980

I. Total Assets 1,013,994 1,224,998 1,456,532 1,707,100 1,977,825
1/

of which loan portfolio 727,582 900,508 1,104,283 1,346,094 1,632,067

Investment Portfolio 167,687 175,767 183,187 190,107 196,027

Total long-term debts and guarantees 2,295,394 2,796,374 3,375,877 4,01,983 4,o5,457
of which in foreign exchange 117,696 239,329 309,019 373,622 432,496

Borrowings from the Government 180,759 210,366 238,926 266,797 294,o46

Debentures in domestic currency 61,782 59,934 56,826 56,826 56,826

Special loans and funds 254,393 339,594 435,937 546,215 672,522

Deposits 500 1,000 1,500 2,000 2,500

Outstanding guarantees 1,776,011 2,131,214 2,557,457 3,067,949 3,682,739

of which covered by ORA 1,378,573 1,654,288 1,985,146 2,382,175 2,858,610

Equity 289,251 321,251 357,348 4oo,166 451,914

Long-term debt /equity 3.2 3.6 3.9 4.1 4.3
4/

Total debt /equity 3.9 4.3 4.7 5.0 5.2

Current ratio 1.4 1.6 1.6 1.5 1.3

II. Profit before provision as percentage of
average total assets 1.7 1.6 1.5 1.5 1.6

5/
Net income after provision as percentage

of average equity 5.2 5.6 5.6 6.o 6.7

Reserves and provisions as percentage of
total portfolio 7.4 7.7 7.9 8.1 8.4

Financial expenses as percentage of
average total assets 6.3 6.6 6.9 7.0 7.2

6S/
Administrative expenses as percentage of

average total assets 1.1 1.0 1.0 1.0 1.0

Book value as percentage of par value 129 134 139 145 151

Gross earnings as percentage of average
assets 9.2 9.3 9.5 9.6 9.9

Debt service coverage (times) 1.06 1.21 1.23 1.23 1.24

Interest on long-term debt as percentage
of average long-term debt 7/ 9.4 9.3 9.4 9.4 9.5

Cost of total long-term resources as percentage
of average total long-term resources 8/ 6.4 6.7 6.9 7.1 7.2

Income from loan portfolio as percentage of
average loan portfolio 9.9 10.0 10.1 10.2 10.2

1/ Net of provisions for doubtful loans.2/ Ecluding Shareholding Administration Fund and Provision for Foreign Exchange loss on IRF in foreign currency.3/ Including NIF and IRF.
Z/ Including guarantees not covered under GRA.
5/ Indicates net income after National Defense Tax; KDB does not pay income/corporate tax.
6/ Included are Salaries and otber Personnel Expenses, other administrative and general expenses, and other expenses.
7/ Excluding guarantees.

1/ Jong-term debts plus equity. Since KDB is not required to pay a dividend, the cost of equity is assumed to be zero.

EAP Projects Department
May 6, 1976



ANNEX 33

KOREA DEVELOPMENT BANK

Schedule of Projected Draw-Downs from Proposed Bank Loan of US$82.5 million-/
(US$ in millions)

1977

January - March 0.0
April - June 0.0
July - September 1.6
October - December 4.0

Sub-total 5.6

1978

January - March 7.6
April - June 9.9
July - September 11.9
October - December 12.5

Sub-total 41.9

1979

January - March 11.8
April - June 10.5
July - September 7.0
October - December 4.2

Sub-total 33.5

1980

January - March 1.1
April - June 0.4
July - September -
October - December -

Sub-total 1.5

Total 82.5

1/ Assuming that the loan shall become effective in January 1977.

EAP Projects Department
September 30, 1976



KOREA DEVELOPMENT BANK
ORGANIZATION CHART OF A TYPICAL BRANCH

GENERAL MANAGER |

DEPUTY GENERAL DEPUTY GENERAL

1 MANAGER MANAGER

MANAGER MANAGER

LOAN & GENERA ACCOUNTING & LON DECRIYTECHNICAL SURVEY LON&RSAC ONIPANN
SERVICES [ADMINISTRATION TY & APPRAISAL L LOAN&PLANNING

EAP Projects Department World Bank-16056

June 15, 1976



KOREA DEVELOPMENT BANK
ORGANIZATION CHART AS OF MARCH 31, 1976

GOVERNOR

Woon G,e K-mn

AUDITOR

Ch.ll Namkoong

DEPUTY GOVERNOR

Joe CEuII Chn

FXECUTIVE DIRECTOR CIV EXECUTIVE DIRECTOR EXECUTIVE DIRECTOR EXECUTIVE DIRECTOR EXECUTIVE DIRECTOR EXECUTIVE DIRECTOR

S h-an L-e K Y.. jjCEh Pdr k W_ S_ jeooHo D k Hy-nJP-rk JOO P.ak - Ki Kim

AUDIT PERSONNEL l # PLANNING RESEARCH FOREIGN CAPITAL FOREIGN GUARANTEE LOAN I SPECIAL C SE A

_iGENERAL SERVICES | |BUSINESS CONTROL | |TECHNICAL SERVICES | | FOREIGN LOAN 4 SHARE HOLDING LOAN I4 SPECIAL LOAN

-|SECURITY CONTROL INV AESTM ENT & - BUSINESS ANALYSIS | | INTERNATIONAL

_ HEAD OFFICE _ OPERATION

CONSTRUCTION DEVELOPMENT

EAP P,HOeCII DOParImO-O

Jun_: 1S 1B76 Wo,id 8ank-16062


