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It has been already three years since the Korean Housing Financial Corporation (KHFC) was established. We are
proud to publish our third annual report.

Despite a number of challenges in its early years, KHFC never stumbled and exerted its best efforts to achieve the
founding goals. As a result, the customer base of KHFC was quickly established and its operations are expanding.
KHFC actually reported profits for the three consecutive years and laid a foundation for sound business management.
| believe this achievement is largely thanks to the full support of the consumers, investors, and financial institutions as
well as government authorities. | would like to take this opportunity to express my deepest appreciation to all of them.

In fiscal year 2006, KHFC recorded its poorest performance since its founding in its two major business areas -
securitization and housing finance credit guarantees - owing to an unfavorable market environment. But KHFC
aggressively responded by developing new products and further enhancing the competitiveness of existing products.
This included the introduction of e-mortgage loans, which are handled over the Internet and by an automated
screening system, the lowering of bogeumyari-loan interest rates, and development of new guarantee products
tailored to customer individual needs.

In addition, KHFC strove to improve customer satisfaction by such means as opening of an integrated call center, in
order to provide the same excellent service as that of private financial institutions. We also took the lead in corporate
ethics and transparent management to fulfill our responsibility as a public finance company. Thanks to the hard work
of our people, KHFC was ranked number one in a customer satisfaction survey in 2006 in the public pension fund
management institution category.

In 2006, KHFC secured another foothold to position itself as the public’s financial institution for life. Since kicking-off its
business in housing finance, KHFC expanded into student loans in 2005 and introduced reverse mortgages in 2006. It
plans to begin offering reverse mortgages in the second half of 2007. KHFC is thus establishing itself as a financial
institution for life that stands ready to help with all of a customer’s most important financial needs, including
education, housing, and retirement.

In order to make a meaningful contribution toward improving the welfare of the public, KHFC will fully promote its four
core business areas - securitization, housing finance credit guarantee, student loan credit guarantee, and reverse
mortgages. To this end, we will secure enough funds to perform our business and improve and upgrade our systems
and regulations. In addition, we will strive to become more competitive through efficient organizational management
and a market-friendly sales approach.

KHFC is poised for a take-off to become your true financial partner for life, bringing you a better future. We appreciate

the unwavering support from the public and government authorities.

Thank you.

’:-1 —_— _E_rr
i I,i'l.d , ) O

Ryu, Jae han
President & CEO, Korea Housing Finance Corporation
May 2007
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/) Housing and Economy in 2006




General Economy

The Korean economy performed well in 2006, growing at its potential rate despite the high
international oil prices and the strong Korean won. Without excessive economic stimulus, there
were even signs of a rebound from the uncertainties in 2005. Most of this may be attributable
to stronger-than-expected exports, which have been robust since 2002, thanks to the continued
strength of the global economy (especially in China and Europe] and improved domestic
consumption and investment. Domestic consumption had been weak through 2003 and 2004
but finally began to rebound in 2005 and normalized in 2006. Consumer prices showed stability
as a whole in the face of the rising international oil prices and other uncertainties, benefitting
from the strong Korean won, low demand-pull pressure, and stability in prices of agricultural,
livestock, and fishery products. In some industries including semiconductors to replace
obsolete facilities, there was some increase in facility investment, but investment continued to
rise at a steady and healthy rate into the second half of 2006.

The improvement in economic indicators, however, did not lead to recovery in the real sector.
Domestic demand weakened again in the second half and the high oil prices deteriorated the
terms of trade. As a result, the gap between gross domestic product (GDP) and real gross
national income (GNI) widened further. Although companies managed to increase sales,
corporate profits were down for the year, and the incomes of workers and households
stagnated. Then household debt, including mortgages, increased more rapidly than income.
Consequently, the weakness in domestic demand and poor corporate profitability led to weak job
creation. In fact, fewer new jobs were created than originally forecasted by the government. In
short, the economic growth did not lead to qualitative improvement in employment or income.

The Korean economy in 2007 is forecasted to grow more slowly than in 2006. In addition to
maximizing job creation in order to accelerate the economic recovery, the government should
step up efforts to ensure a soft-landing in the real estate market. It should also seek to
stabilize the economy to benefit low-income earners and narrow the disparity in income
distribution.

Economic Indicators
Unit: %

Category 2003 2004 2005
GDP 3.1 4.7 4.2 5.0 6.3 5.1 4.8 4.0

Exports 15.6 19.6 85 12.4 1.1 15.7 12.4 10.5
Consumption -1.2 -0.3 3.6 4.2 52 4.1 4.0 3.7
Investment 4.0 2.1 2.4 32 35 0.1 4.6 4.5

Note: All figures are year-on-year real growth rates, and the 2006 figures are estimates
Source: The Bank of Korea
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Housing and
Economy in 2006

Bond Market

The bond market was strong throughout most of 2006. Concerns about economic slowdown
and a reduction in government bond issuance were more than enough to offset three increases
in the target call rate. The yield on the benchmark five-year government bond dropped to
5.00% by year-end, a decrease of 36 basis points from the end of 2005.

In the first quarter, the bond yield rose for some time due to an increase in the call rate in
February, concerns about rate hikes in other countries and tighter monetary policy to counter
inflation and stabilize real estate market. The slowdown in exports and easing inflation
concerns led to a downturn in interest rates afterwards. In the second quarter, there was a
greater possibility of a domestic economic slowdown as a result of deteriorating external
factors, including the strong Korean won and the rising oil prices. After an increase in the call
rate in June, both the Korea Monetary Policy Committee and the Federal Open Market
Committee (FOMC] of the Federal Reserve were expected to keep rates steady, and interest
rates dropped further. The downward trend in bond yields continued into the third quarter, and
the lowest of the year was recorded in late September. In this period, expectations for an
additional increase in the target interest rate were low as the call rate had just been increased
in August. Besides, the won-dollar exchange rate was low, economic indicators were pointing
lower, and demand for government bonds was rising spurred by the issuance of structured
notes by banks. All those factors were combined to affect the bond markets.

Interest Rates ABS Issuance
— Government bonds (3-year] ~ — Government bonds (5-year)
— Government bonds (10-year) — Corporate bonds (3-year AA-) B Total ABS Issuance (MBS] MBS issued by KHFC
Unit: % Unit: KRW trillion

60

398 399
V\m\q /\// 270 26
50 W I I 22

(5.0]3'0 (4.6)4.4 88)3.4

0 (1.0 (03)
L L L J I
i March June September December 2002 2003 2004 2005 2006

Source: Korean Securities Dealers Association Source: Financial Supervisory Service



Housing Market

Beginning in mid-October, the market rate began to rebound in anticipation of a higher target
call rate. At this time, real estate prices and industrial production were going up, and the Bank
of Korea raised the reserve requirement ratio. The bond market was bearish for the remainder
of the year. Despite the uncertainties in the economic outlook caused by the strong Korean
won, there was speculation of another interest rate hike because of the sharply rising real
estate market prices and profit-taking on government bond futures by foreign investors.

A total of KRW23.2 trillion in asset-backed securities (ABS), including mortgage-backed
securities (MBS), was issued in Korea in 2006, a decline of 18.8% from KRW28.6 trillion in 2005.
Improved asset quality of banks and higher credit ratings of loan companies served to reduce
demand for securitization. Issuance of ABS for real estate project financing increased, however.

Contrary to expectations of stability in the housing market after the announcement of tough
policy on real estate in August 2005 and tight restrictions on house-secured loans, prices in the
housing market continued to rise into 2006. Prices skyrocketed in some metropolitan areas,
including the Pangyo new town development area, where pre-sales were planned, and
Gangnam area, Gangseo area, and new towns. The government announced additional real
estate restrictions in March and further tightened the availability of house-secured loans on
high-end houses. These actions seemed to finally arrest the rise in housing prices, but in the
second half of the year, prices began to rise sharply again. At this time, new town development
and re-development initiatives, soaring rents (jeonsel, and lack of confidence in government
policies stemming from high pre-sales prices in some areas triggered a sense of public alarm.
On November 15, the government announced another package of measures featuring the
expansion of housing supply and more restrictions on house-secured loans. Eventually, these
measures seem to have effectively brought stability to the housing market remained.

Annual House Price Increase Rates(Sales) Annual House Price Increase Rates(Rent)
M Nation-wide Seoul M Nation-wide Seoul
Unit: % Unit: %
164 164

1.6

I i I 101
9.9 225 l .
B 57 189 18.7

129 40 138 108 2
04 = 30
— L 69 | 14 ol 99 B0 o 98
31 = . = 23
21 14 b
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Source: Kookmin Bank Source: Kookmin Bank
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Housing and
Economy in 2006

Despite the government's best efforts to restore stability to the real estate market, house
prices rose 11.6% nation-wide in 2006. Prices for houses in Seoul and the capital region soared
18.9% and 20.3%, respectively. Rents for leased homes also rose sharply in Seoul and the
capital region. House rents increased 6.5% across the country in 2006, fueled by an imbalance
in supply and demand in some regions, higher taxation on real estate, and a shortage in the
housing supply in the second half.

A total of 469,503 housing units were built in 2006, an increase of 1.3% from the previous year.
The numbers built in Seoul and the capital region, where housing supply is tight, declined by
23.4% and 13.1%, respectively, raising concerns over continued housing shortages. On the
other hand, the number built in provincial areas increased 11.9%, and the recession in the
provincial housing market caused by the accumulation of unsold houses continued as a result.

In 2006, construction permits were granted for 133 million m? of floor space, a 19.5% increase
from the previous year. Permitted floor space for industrial and commercial purposes
increased sharply, but that for residential purposes rose only 7.1%.

Housing Units Built Construction Permits
M Nation-wide Capital region W Total ™ Residential
Unit: No. of houses Unit: 1,000m?*
142,107
585,382 133,270
117,461 111,506
463800 463641 469,503 I I I I
297,289
" | | |
205,719 y » 50099 50,281 53,860
' 172,058
L
2003 2004 2005 2006 2003 2004 2005 2006

Source: Ministry of Construction and Transportation Source: Ministry of Construction and Transportation



Housing Finance
Market

e

Although the Bank of Korea raised the call rate three times in 2006, the interest rates on
house-secured loans did not rise much. They were held down by intense competition among
commercial banks in issuance of loans and the limited increase of the yields on CDs. The
interest rates began to increase in the second half as a result of the soaring market rates, the
Bank of Korea's decision to raise the bank reserve requirement ratio, and restrictions on
house-secured loans. In December, the interest rates on house-secured loans in a weighted
average rose to 5.88%, an increase of 28 basis points from the end of 2005.

The growth in the volume of house-secured loans slowed significantly at one point in early 2006
because the first-time home buyer loans’ were resumed temporarily by the National Housing
Fund. It recovered to the normal level after three phases of tightening of the qualification
requirements for the first-time home buyer loans’. The financial supervisory authorities
imposed guidelines for tighter risk management on house-secured loans, but heated
competition among banks and skyrocketing house prices caused the loan volume to increase
sharply nevertheless. As of the end of 2006, the outstanding balance of house-secured loans
was KRW217 trillion, an increase of KRW27 trillion for the year.

At the end of 2004, the year KHFC was founded, only 20.7% of household loans had maturities
of 10 years or over. However, by the end of 2006, the corresponding figure sharply increased to
51.0%. The share of installment repayment loans doubled from 23.2% at the end of 2004 to
52.4% at the end of 2006. These changes indicate that bogeumyjari-loanllong-term fixed-rate
mortgage) by KHFC have done much to establish long-term housing finance in Korea.

Housing Finance Market

Unit: KRW100 billion M House-secured loan net increase (left axis] @~ House-secured loan interest rate [right axis) Unit: %
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Securitization
Housing Finance Credit Guarantees
Student Loan Credit Guarantees

Reverse Mortgage Guarantees



Securitization

-l i

< ,'-r |
- - :
4 .
V' Supply of long-term/fixed-rate mortgage loans
& - C g
-
3
» o~

-

V' Issuance of Mortgage-Backed Securities/

Student-Loan Backed Securities

KHFC's securitization business was transferred from the Korea Mortgage Corporation (KoMoCo) and

became operative on March 17, 2004. lts responsibilities include supply of long-term and fixed-rate
mortgage of KHFC(bogeumjari-loan in Korean) through partnerships with financial institutions; issuance
of securities backed by mortgages and student loans transferred from sales partners; purchasing and
holding bogeumjari-loan; issuance of payment guarantees against MBS(Mortgage Backed Securities)
and SLBS(Student-Loan Backed Securities) issued by KHFC; granting credit to financial institutions for
purchasing bogeumyjari-loan; and post-management of securitized assets and liabilities.

In fiscal year 2006, KHFC issued a total of KRW1.4 trillion in bogeumyjari-loan through 21 financial
institutions in partnership agreements and helped about 18,000 households become home owners.
Based on these loans, KHFC offered five issues of MBS totaling KRW1.8 trillion. In addition, KHFC
provided KRW1.6 trillion SLBS in four issuances. Their underlying assets were student loans transferred
from 15 financial institutions bound by the Student Loan Transfer Agreement. KHFC has been
instrumental in the growth of the long-term bond market in Korea by supplying MBS and SLBS to
institutional investors, including banks, insurers, and pension funds.
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Securitization

Supply of
Bogeumyjari-loan

The bogeumyjari-loan is the first long-term, fixed-rated, installment payment housing loan
product ever offered in Korea. In 2006, KHFC supplied KRW1.4 trillion in bogeuryari-loan, only
about one-third of the KRW4.2 trillion in 2005. Demand in bogeumjari-loan declined
precipitously as first-time home buyer loans’ funded by the National Housing Fund were
resumed and commercial banks competed intensely in issuance of house-secured loans in
order to increase their asset size. Thankfully, the volume of bogeumyjari-loan began to rebound
in the second half to a significant extent. The e-mortage loan were first offered in June, and
they were quite competitive. There were also favorable changes in the external environment,
including tightening of restrictions on house-secured loans. By the end of 2006, KHFC provided
a cumulative total since its founding of KRW8.9 trillion in bogeumjari-loan to 122,189
households and helped numerous mid- and low-income earners become home buyers.

Monthly Bogeumyjari-loan Issuance

M Based on executed loan (left axis) - daily average issuance [right axis) Unit: KRW biliion
200 12
160 10
120 8
80 [
40 4
oL I I )
Jan Feb Mar Apr May Jun Jut Aug Sep Oct Nov Dec

Note: Based on executed loan amount

Gyeonggi region accounted for the largest share of bogeumyari-loan issued, with 35.5% or
KRWA492 billion, followed by Seoul with 20.5% or KRW284 billion and Incheon with 7.3% or
KRW101 billion. Hence, the capital region accounted for KRW877 billion, or 63.3% of the total
supply. The Gyeongsang region including Busan, Daegu, Ulsan represented KRW290 billion
[20.9%], Chungcheong region KRW121 billion (8.8%), and Jeolla region KRW78 billion (5.6%).
These figures roughly corresponded with the nationwide distributions of the population and
housing.



Bogeumyjari-loanlssuance by Region in 2006
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Note: Figures in (] represent shares of total

As of the end of 2006, bogeumjari-loan was available through 21 financial institutions: 16 banks,
four insurers, and one installment financing company. In May 2006, to expand the base of
bogeumyari-loan, KHFC signed a working agreement with Hyundai Capital, a financial company
specialized in credit loans. Of the 21 financial institutions with partnerships to sell bogeurmyari-
loan, the top five, including Hana Bank, accounted for KRW770.3 billion, or 55.5% of the total
amount in 2006, which indicates that certain financial institutions continued to account for the
vast bulk of loans issued. KHFC launched the Internet-based e-mortgage loan in June 2006,
and the supply of bogeumjari-loan immediately began to rebound. The e-mortgage loan
system greatly improved customer accessibility as it automated the loan inquiry and application
processes via its web site. The reductions in fees afforded by the streamlined procedures
allowed KHFC to offer lower interest rates on bogeumyari-loan.
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Securitization

Issuance of MBS

MBS issued by KHFC is a beneficiary certificate with payment of principal and interest
guaranteed by KHFC. Its underlying assets are bogeumjari-loan transferred from the financial
institutions that had sold them according to the issuance criteria agreed with KHFC in advance.
KHFC MBS is listed on the Korea Exchange and traded like regular bonds. KHFC issued senior
MBS in eight different maturities (one, two, three, five, seven, ten, fifteen, or twenty-year] and

21-year maturity junior MBS.

The yield on KHFC MBS is determined by the spreads against the benchmark g

overnment

bond yield. The spreads had steadily narrowed as a result of the rising investor confidence in

KHFC and the decline in bond yields since the second half of 2006.

Weighted Average Spread of MBS against Benchmark Five-year Government Bond
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In 2006, KHFC offered KRW1.8 trillion senior MBS in five separate issues. By maturity, five-year
MBS totaled KRW355 billion, accounting for the largest share (20.3%) of MBS issued for the
year. MBS with seven-year maturity or longer accounted for 44.2%. From its founding through
the end of 2006, KHFC issued KRW8.6 trillion in senior MBS, out of which 57% (KRW4.9 trillion)

was long-term MBS with maturities of seven years or over.

MBS Issuance

Unit: KRW billion
Total: KRW 1,752 billion
380 389
I 342 513 329
2006-1 2006-2 2006-3 2006-4 2006-5

Note: Issuance of junior MBS not included



Issuance of SLBS

The institutions investing in KHFC MBS issued in 2006 were banks, insurers, pension funds,
investment trust companies, and securities firms. Banks accounted for KRW746 billion,
insurers KRW430 billion, and pension funds KRW205 billion.

Pension funds and insurance companies, respectively, allocated 85.4% and 58.7% of their total
KHFC MBS investments to tranches with maturities of seven years or over. Investment trust
companies and securities firms placed all of their KHFC MBS investment in tranches with
maturities of five years or less. Banks put 88.6% of KHFC MBS investments in tranches with
maturities of seven years or less.

MBS Investment by Maturity and Institutions in 2006
Unit: KRW billion, %

7 60 25 0 746

Bank 120 100 225 145

(42.6)
| 30 40 70 120 125 110 95 40 630
nsurance 36.0)
Pension 205
fund 0 0 20 10 50 70 55 0 (11.6)
Investment 100
ath 30 50 20 0 0 0 0 0 5.9)
» 72
Securities 52 10 10 0 0 0 0 0
(4.1
Total 182 220 220 355 320 240 175 40 1,752
(10.3) (12.6) (12.6) (20.3) (18.3) (13.7) (10.0) (2.2) (100.0)

KHFC issued its first SLBS in the second half of 2005. SLBS issued by KHFC is a beneficiary
certificate with payment of principal and interest guaranteed by KHFC. Its underlying assets
are student loans transferred from financial institutions that have issued student loans
guaranteed by the Student Loan Credit Guarantee Fund (90% guaranteed). Just like MBS,
KHFC SLBS is traded in the form of regular bonds. KHFC applies the same issuance structure
as MBS: it currently issues senior SLBS in eight different maturities (one, two, three, five, seven,
ten, fifteen or twenty-year) and 21-year maturity junior SLBS.
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Securitization

SLBS issuance by KHFC raises long-term funds for student loans through the capital market.
This allows for extension of the repayment period of students loans from 14 years to 20 years
and makes many more students qualified for student loans. The new system is seen to be
marked improvement over previous student loan programs, in which the interest rate
differentials were covered by the government.

In 2006, KHFC offered KRW1.6 trillion senior SLBS in four separate issues. By maturity, five-
year SLBS totaled KRW380 billion, accounting for the largest share (23.1%) of SLBS issued for
the year. SLBS with seven-year maturity or longer accounted for 48.7%. From the second half
of 2005 through the end of 2006, KHFC issued SLBS totaling KRW2.2 trillion. It increased the
supply of funds and helped about 696,000 university students secure government-guaranteed
student loans through financial institutions. Hereby, KHFC not only provided equal
opportunities for higher education but also helped promote the long-term bond market.

SLBS Issuance

Unit: KRW billion
Total: KRW 1,643 billion
1
415 405 402
2006-1 2006-2 2006-3 2006-4

The institutions investing in KHFC SLBS issued in 2006 were banks, insurers, pension funds,
investment trust companies, and securities firms. Banks accounted for KRW847 billion,
insurers KRWA480 billion, and pension funds KRW160 billion.

Pension funds and insurance companies, respectively, allocated 100% and 74% of the total
KHFC SLBS investments to tranches with maturities of seven years or over. Investment trust
companies and securities firms, respectively, placed the 100% and 88.9% of KHFC SLBS
investment in tranches with maturities of five years or less. Banks put 85.2% of KHFC MBS
investments in tranches with maturities of seven years or less.



SLBS Investment by Maturity and Institution in 2006

Unit: KRW billion, %

Bank 51 75 116 330 150 85 40 0 87
an (51.6)
| 10 25 40 50 135 130 70 20 480
nsurance [292]
Pension 160
fund 0 0 0 0 20 90 50 0 ©.7)
Investment 4 40 30 0 0 0 10 0 i
trust (5.5)
Securities 34 30 0 0 0 0 0 0 66
(4.0)
Total 107 170 186 380 305 305 170 20 1,643
(6.6) (10.3) (11.3) (23.1) (18.6) (18.6) (10.3) (1.2) (100.0)
Servicing and As of the end of 2006, the securitized assets of KHFC totaled KRW9.3 trillion, including KRW7.3

Administration trillion in bogeumjari-loan and IKR.WZ.O tr@llon in student loans. Cash as§§ts raised through
regular or prepayment of the principal and interest amounted to KRW2.0 trillion. Asset-backed
securities issued by KHFC, which are liabilities, totaled KRW11.1 trillion (KRW8.9 trillion in MBS

and KRW2.1 trillion in SLBS).

Securitized Assets and Liabilities as of the End of 2006
Unit: No. of pools, 1,000 accounts, KRW billion

Securitized Assets
Category Trust pool . Cash assets ABS
Outstanding loan balance

Bogeumyjari-loan 30 216 7,258 1,922 8,927
Student loan 5 677 2,033 96 2,133
Total 35 893 9,291 2018 11,060
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Securitization

The repayment of securitized assets soared from KRW309 billion in 2004 to KRW1.8 trillion in
2006. This is attributable to the significantly growing repayment of bogeumyari-loan, of which
the prepayment rate and installment repayment volume are rising each year, rather than
student loans, of which the repayment amount is still minimal because issuance of them
started only recently. Prepayment, which greatly affects the cashflow of securitized assets,
increased sharply from KRW236 billion in 2004 to KRW1.4 trillion in 2006. The prepayment rate
of bogeumyjari-loan rose steeply from 0.68% in December 2004 to 2.06% in December 2006.
This appears to be a result of refinancing at lower rates and growing demand for housing

replacements.
=
T Asset Repayment Asset Prepayment
=
;) M Bogeumjari-loan ™ Student loan W Bogeumjari-loan T Student loan
2 Unit: KRW billion Unit: KRW billion, %
c
1,332
Q i
5 1,695 (2.06)
D
o
o
~ 838
B 1,014 (1.33)
o
o~
—_ [235]
309 0.68
45
4
18 l 8 95 I 0.28) 027)
L 1 — 1 J 1 p— 1
2004 2005 2006 2004 2005 2006

Note: Figures in [ ) represent prepayment rate by
December of each year

From its founding through the end of 2006, KHFC issued KRW13.7 trillion in bond-type
beneficiary certificates, including KRW11.5 trillion in MBS (including KRW2.9 trillion issued by
and transferred from KoMoCo) and KRW2.2 trillion in SLBS. Repayment totaled KRW2.6
trillion, and the outstanding balance of ABS as of the end of 2006 was KRW11.1 trillion.

Issuance and Repayment of ABS as of the end of 2006

Unit: KRW billion
Repayment details S

MBS 11,507 1,248 1,332 2,580 8,927

SLBS 2,160 27 - 27 2,133

Total 13,667 1,275 1,332 2,607 11,060




Housing Finance
Credit Guarantees
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The Housing Finance Credit Guarantee Fund(HFCGF) was established in 1988 to facilitate housing loans and
improve the housing welfare of the public by providing credit guarantees for housing loans to home builders
and home buyers. By the end of 2006, HFCGF provided a total of KRW90 trillion in credit guarantees to 5.7
million households and greatly improved housing conditions for low-income households.

The year 2006 may be seen as a time of reorientation and reinvention of HFCGF as a sound fund. In
February 2006, KHFC developed the Housing Credit Guarantee Innovation Plan to more effectively support
low-income earners and improve its financial condition by reducing asset degeneration and improving asset
guality. And a number of innovations were made to the operation system.

The net increase rate in asset degeneration dropped to an unprecedented 0.1%, and the improvement in
soundness of HFCGF translated into a significant decline in the annual loss. Net basis capital totaled
KRW381 billion, an increase of KRW75 billion from the previous year. The various innovations made the
foundation for credit guarantees more stable than in 2005.
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Housing Finance
Credit Guarantees

Fund Raising

Basis Capital and
Operating Multiples

The Guarantee Fund is financed by contributions from the government, financial institutions,
guarantee fee income, realization of claims against indemnity rights, returns from fund
investment, and loans from government, financial institutions, and international organizations.
In 2006, contributions totaled KRW243 billion, including KRW100 billion from the government
and KRW143 billion from financial institutions.

In May 2006, an organization for discussions among financial institutions was set up within the
Korea Federation of Banks to improve the financial institution contribution system. The
amendment of provisions on contributions in the KHFC Act enforcement rules was suggested
to the government in September to create an effective institutional base for contribution.

The basis capital constitutes contributions from the government and financial institutions. A
sum of these contributions and surplus carried forward is used to finance credit guarantees. In
2006, thanks to the significant decline in the degeneration rate and increased claim collection,
net basis capital after deducting cumulative loss from basis capital increased by KRW75 billion.

The operating multiple is an indicator of the stability of the credit guarantee operation. The
operating multiple of the HFCGF is legally capped at 30 times the sum of the net basis capital
and IBRD loans. The multiple dropped to 14.4 times in 2006, the lowest ever since 2000.

Overview of Basis Capital
Unit: KRW billion, times

Basis capital” 1,924 2,191 2,433

Net basis capital (A 301 306 381
(Government contributions) (200) (130) (100)
(Financial institution contributions) (126) (137) (143)
IBRD loan (B) 238 210 182

Total (C=A+B) 539 516 563
Guarantee balance (D) 11,890 9074 8,111
Operating multiple (D/C) 22.1 17.6 144

Note: 1) Basis capital is the cumulative total of contributions from the government and financial institutions
2) Net basis capital is basis capital minus the cumulative loss



Issuance of Credit
Guarantees

The basic purpose of credit guarantees in 2006 was to build a stable base for guarantee
issuance through qualitative restructuring. Four different new guarantee products were
developed and operations were improved to clear the way for the gradual expansion of sound
guarantee supply to low-income earners.

In 2006, a total of KRW4.1 trillion in housing finance credit guarantees was issued, out of which
87% or KRW3.6 trillion was used to support households. Since its establishment in 1988
through 2006, HFCGF provided a total of KRW64.9 trillion in credit guarantees to 3.4 million
common households. The fund also issued KRW25.0 trillion in guarantees to home builders to
finance construction of about 2.3 million small and medium-sized houses.

Credit Guarantee Performance

Unit: KRW biltion
Guarantee issuance 3,852 4,805 4121
For households 3,132 4,166 3,587
For home builders 720 640 534
Guarantee balance (year-end) 11,890 9,074 8,111

Especial focus in 2006 was on providing guarantees to households by establishing an
appropriate guarantee portfolio. The ultimate objective was to ease the sense of alienation felt
by low-income households in the face of skyrocketing rents and house prices.

Credit guarantees on lease loans, a common means of financing for low-income households,
totaled KRW1.7 trillion, or 42.1% of the total guarantee issuance. Guarantee limits on lease
loans were increased and the renewal guarantee system was introduced, specifically to
stabilize housing conditions for households not owning homes. Demand for credit guarantees
issued on home purchases and partial payments declined due to government restrictions on
loans, intense competition in the guarantee market, and the introduction of the post-
construction sale system. Nonetheless, KHFC strove to build a base for guarantee issuance
expansion through enhanced product competitiveness, including the development of new
product “Plus Home-buying Guarantee” and the promotion of the collective partial payment
guarantee approval system.
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Housing Finance
Credit Guarantees

Post Management

Construction of rental homes declined owing to a Credit Guarantee lssuance in 2006

slowdown in the construction industry and — Homebulder Unit KRW bilion, %

deteriorating profitability. Consequently, the — Household

volume of guarantees given to home builders fell
16.4% to KRW534 billion compared to the previous
year. In order to conform with the government’s
post-construction sale system and promote
guarantees for home builders, however, KHFC
made efforts to diversify means of support,
including the launch of a new product, the “Bank
Account Home Builder Guarantee” in December
2006. Subsequently, HFCGF has helped ease the
financial difficulty of small/medium-sized
construction firms.

In 2006, post-management was stepped up for every phase. A number of improvements were
made to the screening system, strategic operation, and preventive post-management through
the development of a delinquency management system. As a result, the net increase rate of
degeneration, an indicator for future soundness, dropped to 0.1%. This was an important step
toward KHCGF's goal of becoming financially independent by 2009.

Degeneration in Credit Guarantees
Unit: KRW billion, %

Degeneration (A) 1,107

Normalization (B) 545 523 39
Net degeneration (C=A-B) 562 246 "

(Net degeneration rate) (4.7) (2.7) (0.1)

Degeneration balancelyear-end) 1,688 1,455 1,038




I
' e

.-.'1
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Subrogation remained high in 2006 owing to the after-effects of a surge in degeneration
following the foreign currency crisis in 1997. In order to write-off the outstanding balance of
degeneration, which totaled about KRW1 trillion as of the end of 2006, subrogation will continue
at similar levels for the next two years. However, since the net increase rate of degeneration, a
leading indicator for future subrogation, has greatly improved, the rate of subrogation should
decline to a reasonable level within the range of balanced accounts in 2009 and afterwards.

In 2006, KHFC opened the Collection Management Center and began to systematically manage
the many small-amount claims and introduce specialization into indemnity collection. It also
launched two special campaigns for recovery, and indemnity rights totaling KRW186 billion
were recovered.

Indemnity Rights
Unit: KRW billion, %

Guarantee balancelyear-end) 11,890 9,074 8,111
Subrogation (A) 574 526 490
Recovered (principal)[B] 103 136 167
Net subrogation (C=A-B) 471 390 323
Total recovery 114 154 186

Note: Total recovery is the sum of principals and recovered losses of indemnity right debts and bad debts
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Student Loan Credit

Guarantees

/ Credit guarantees on loans for

undergraduate/graduate students

The Student Loan Credit Guarantee Fund (SLCGF) was established in August 2005 to assure equal
opportunities for higher education and improve the efficiency of financing for advanced education. The
SLCGF is a credit guarantee system for student loans. It has so far provided funding to 697,000 students:
182,000 students in the second semester of 2005 and 515,000 students in 2006. These figures prove that
KHFC has fully realized the objective of the SLCGF: to allow any able and determined person to pursue
higher education.



Fund Raising and
Operation

Issuance of Credit
Guarantees

The Student Loan Credit Guarantee Fund is financed by contributions from the government
and non-government parties, guarantee fee income, realization of claims against indemnity
rights, returns from fund investment, loans from funds managed or invested in by the
government, and other sources designated by the presidential order to finance the SLCGF. In
2006, funds raised totaled KRW305 billion, an increase of 153% from KRW121 billion in 2005.
These funds included KRW149 billion from the government, KRW60 billion in contributions
from the Korea Research Foundation, and KRW38 billion from guarantee fee income.
Expenditures include KRW101 billion to cover

interest differentials and KRW12 billion for Guarantee Funds, Guarantee Outstanding
SLCGF administration and external Balance, and Operating Multiple
payments. Reserves of KRW192 billion were Endof2005 [ End of 2006

deposited with financial institutions. 1832

The guarantee funds nearly tripled to
KRW127 billion compared to the end of 2005.
The operation multiple increased somewhat
to 14.4 times from 10.6 times at the end of

144
2 2 127
the previous year as student loan credit “ 106
uarantee issuance and the guarantee T —— ‘
9 9 Guarantee Funds Guarantee Operating Multiple
(KRW billion) Outstanding Balance times)

outstanding balance surged. R

In 2006, credit guarantees amounting to KRW1.5 trillion were issued to 515,000 students,
proving the effectiveness of the student loan credit guarantee system. Because of on-going
improvement to the system, guarantee funds were significantly increased and demand for
guarantees rose steadily.

Based on the number of beneficiaries, regular guarantees accounted for 84%, and interest free
guarantees for low-income students majoring in science and engineering and low interest-
bearing guarantees for low-income students majoring in non-science and engineering fields
accounted for 10% and 6%, respectively. Student loan support to students enrolled at private
universities accounted for 86% of total beneficiaries, or 447,000 students. National universities
and public universities represented 12% and 2%, respectively. Undergraduates represented
335,000 students or 65% of total borrowers. Junior colleges and graduate schools accounted
for 28% and 7%, respectively.
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Student Loan Credit
Guarantees

Guarantee Issuance in 2006 by
Guarantee Type

Low-interest guarantee:
32,000 (6%)

Guarantee Issuance in 2006 by
University Type

Public University:
8,000 (2%)

National Univ; ‘
60,000

Post Management

Interest-free guarant: ‘
50,000 (10%)

2006

Unit: No, of students

Note : Figures in [ ] represent shares of the
total number of beneficiaries

Ever since the Student Loan Credit
Guarantee system was introduced, the
number and share of beneficiaries from
households belonging to the bottom 30%
in terms of income (less than KRW21
million in annual household income) has
increased steadily. This indicates that
SLCGF is fulfilling its intended role of
expanding opportunities for higher
education to low-income households and
serving as a social safety net.

2006

Unit: No, of students

/000 (86%)

Note : Figures in [ ] represent shares of the
total number of beneficiaries

Guarantee Issuance in 2006 by
University Program Type

Graduate School:
37,000 (7%)

Junior College:
143000(28%) 2006

Unit: No, of students

Undergraduate School:
335,000 (65%)

Note : Figures in [ ] represent shares of the
total number of beneficiaries

Student Loan Credit Guarantees to Low-
income Households

™ No. of beneficiaries(1,000 students) ~ —@—Share(%)
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In order to prevent degeneration of the SLCGF, KHFC, the trustee of the SLCGF, takes post-
management actions through a call center immediately when loans become delinquent.

KHFC also established a delinquency management system through universities by launching

the Delinquency Reduction Campaign for each university in order to raise students” awareness

on credit control and the sense of responsibility among student loan officers at universities. As

a part of delinquency prevention efforts, an e-learning center was opened within the student

loan portal to provide education on finance, and letters on self-credit control are mailed to all

student borrowers.



As of the end of 2006, the delinquency rate of
SLCGF was 3.5% [delinquent amount:
KRW&5 billion), up by 1.4%p from the end of
2005. KHFC developed the Student loan
Credit Scoring System (SCSS) in April 2006 to
provide credit guarantees selectively and
reduce delinquency. The delinquency rate
among students enrolled in two-year or
three-year colleges was highest (4.9%],
followed by four-year universities (3.3%),
other universities (3.2%), and graduate
schools (1.4%).

Delinquency Rate and Delinquent Amount

M Delinquent Amount(KRW billion) ~ —@- Delinquency Rate(%)

3.5%
2.1% 65

1

2005 2006

Note: According to the Asset Soundness Classifications of the
Financial Supervisory Service, loans delinquent for less than
one month are not included in the delinquency data

Suretyship obligation was first performed in May 2006, when grounds to request payment in

subrogation was established. In order to increase convenience for indemnity right obligors in

remote areas, such as rural villages, KHFC established the Installment Repayment Agreement

System on the student loan portal for the
recovery of indemnity rights. As of the end of
2006, suretyship obligation was performed
on 779 loans totaling KRW2.2 billion that
were delinquent for six months or more. Out
of these payments, KRW 0.1 billion was
recovered, and the outstanding balance of
indemnity right claims amounted to KRW2.1
billion.

Indemnity Right Claims as of the end of 2006

Unit: No. of cases, KRW billion

No. of cases 779
Subrogated amount 2.2
Recovered amount 0.1
Outstanding Balance 2.1
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v Introduction of reverse
mortgage loans

In December 2006, the National Assembly of Republic of Korea voted for the amendment of the KHFC Act
and provided the legal grounds to set up an account for reverse mortgage guarantees. It aims to promote
the retiree pension system backed by houses and to assure stable housing and post-retirement income for
senior citizens. The amendment would come into effect in April 2007.

The reverse mortgage guarantee takes a house owned by a senior citizen as collateral and, in return, pays
out funds for living expenses in the form of a pension. A public guarantee institution compensates losses
incurred by financial institutions and fulfills loan obligations to borrowers in the case of the bankruptcy of
financial institutions.



Background

Progress

The population of Korea is aging rapidly, and the unstable employment and the poor
functionality of pensions have made retirees especially vulnerable. There are those who have
expressed concerns that the reduction in the productive population and consumption will likely
reduce national growth potential.

The population aged 65 or older includes many of the lowest income earners, but about 77% of
these senior citizens are home owners. This indicates that there is high potential demand for
the reverse mortgages. The government provided the legal grounds necessary to introduce the
reverse mortgage guarantee system to offer post-retirement income support to senior citizens
who own houses but do not have cash income.

At the 57th National Administration Initiative Meeting presided by the president of the ROK in
January 2005, promotion of reverse mortgages was designated as one of the key initiatives of
the Aging Population Support Industry Promotion Strategy. In February 2006, the Ministry of
Finance and Economy (MOFE) announced the Reverse Mortgage Promotion Plan. Based on
the government plan, KHFC began to develop a reverse mortgage product in October 2005. In
expectation of launching the product in the second half of 2007, we also pushed forward the
amendment of the presidential order (enforcement order) and the MOFE order (enforcement
rules); the development of an IT system to facilitate interactions among senior citizens, financial
institutions, and KHFC; and the streamlining of applicable regulations including business
process standards. In addition, KHFC is preparing to establish a professional advisory system
to offer customer-tailored financial advisory services considering the special needs of senior
citizens.
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DUSING FINANCE CORPORATION

Internal Controls and Risk Management
Organization

Social Contribution



Internal Controls
and Risk
Management

M Internal Controls

KHFC established various internal controls to assure transparency and reinforce confidence in
its work operations. The internal control systems largely consist of controls between executing
departments and those performed by the auditor.

KHFC allocates, adjusts, and manages responsibilities systematically according to organization
management regulations, including rules on the rank system, duties, and authorities. Each
post is duly invested with authority to perform its functions and is held accountable. The budget
planning departments and the execution departments are separated for internal control. The
risk management department is separated from the business departments and run
independently to assure systematic internal control on an on-going basis. The Fund
Investment Review Committee, which reviews management plans for liquid assets, now
includes outside, non-governmental experts to ensure availability of needed expertise and
objectivity in its reviews and to reinforce control on fund investment. The asset management
system and IT support for clearing and transfer effectively separate the investment and
settlement functions, and systematically eliminate operational risks.

The auditor, who is independent of KHFC's decision-making and executing bodies, attends the
Board of Directors meetings and the Executive Council and voices his opinion on internal
controls. The Auditing & Examination Office, which is directly under the auditor, performs
general, special, and regular audits on the organization and overall operations.

In 2006, KHFC scaled up its audit organization and increased the number of regular audits as a
part of efforts to improve internal controls. At the same time, the expertise of auditing staff was
raised for the quantitative and qualitative improvement of internal audits and the establishment
of an operational risk management system at a level required by Basel I.
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Organization &

Operation

B Risk Management

In order to practice independent and professional risk management for stable profit and
optimal asset allocation, KHFC established a department dedicated to risk management
directly under the deputy president and comprehensively manages the various risks and
uncertainties that may occur in overall operations.

Each business unit at KHFC that has or creates risks also bears the primary responsibility for
managing them. In addition, the Risk Management Department, which is independent of the
business units, performs checks and balances as well as preventive and post-risk
management. It adequately decentralizes risks to prevent excessive concentration of risks in
any area. It also sets the tolerable risk limit of each business unit based on its profit generation
capacity and equity capital and monitors its compliance. The main responsibilities of risk
management include establishing the corporate-wide risk management strategy; setting,
allocating, and managing risk capital limits; and pre-screening risks for the development of
new products and introduction of new systems. The risk management department also
manages market risk and credit risk in association with securitization, housing finance credit
guarantees, and student loan credit guarantees; monitors the incidence of prepayment of
bogeumyari-loan; and analyzes other risks on an on-going basis to address changes in the
business environment.

KHFC established the Risk Management Committee as the chief decision-making body for
company-wide risk management. Chaired by the deputy president and including external
directors, the committee develops strategy on risk management and sets total risk limits. In
addition, the Risk Management Consultative Council reviews and makes decisions on pending
issues, including limit-setting of each risk type; and the Risk Management Working Meeting, an
inter-departmental working-level consultative body, facilitates risk management affairs.

For more proactive response to the rapidly changing financial environment, KHFC developed
several IT systems for risk management, including the asset-liability management (ALM)
system, structuring model, housing finance credit guarantee risk monitoring system, and
market risk management system to efficiently manage interest rate risk by means of
derivatives. KHFC uses these systems to set and manage limits for risk capital and periodically
analyzes risk factors in securitization, housing finance credit guarantees, and student loan
credit guarantees to check the soundness of the trust and funds. In addition, all actions
necessary are taken in managing operational risks to prevent the risk of loss stemming from
inappropriate internal controls, errors in business procedures and systems, or mistakes or
wrongdoing by employees.



Organization

B Housing Finance Operation Committee

The Housing Finance Operation Committee (HFOC) is the chief decision-making body within
KHFC. It reviews and decides upon all significant issues. The agenda may include
establishment of basic directives for operations; establishment and modifications of work
plans; amendments of the articles of incorporation; budget planning, revision, and settlement;
criteria for mortgage transfers; establishment and modification of operation plans for the
Housing Finance Credit Guarantee Fund; and indemnity rights write-offs. In 2006, HFOC held
four meetings and handled 11 agenda items, including the proposed settlement of accounts,
budget plans and business operation plans of KHFC and the Fund.

HFOC has six members including the KHFC president & CEO as chairman, one government
official representing the Ministry of Finance & Economy (MOFE] and another from the Ministry
of Construction & Transportation (MOCT), one member appointed by the minister of the MOFE
from among executives of financial institutions or housing finance experts, and two members
appointed by the minister of the MOFE who are each recommended by MOCT and the Bank of
Korea. The term of appointed members is two years.

Housing Finance Operation Committee Members

Korea Housing Finance Corporation President & CEO Ryu, Jae han
Ministry of Finance and Economy Deputy Minister Cho, Won dong
Ministry of Construction and Deputy Minister for Policy Management
. . . Lee, Jae young
Transportation and Public Relations
Seoul National University Professor Rhee, Chang yong
Korea Housing Institute President Koh, Chul
Seoul Money Brokerage Services, Ltd. Advisor Park, Jae joon

Note: As of March 2007
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Organization &

Operation

MW Board of Directors

The Board of Directors (BOD) is KHFC's chief executive body, chaired by the president & CEOQ.
The BOD consists of CEO, executive directors and outside directors. The BOD examines and
makes decisions on issues requiring the review and decision of the Housing Finance Operation
Committee, matters including changes in capital, the legislation and amendment of
regulations regarding the BOD and its sub-committees, the sales of indemnity rights, and other
matters recognized as necessary by the BOD and president & CEO. The auditor may attend the
BOD meetings and state his opinions.

Up until March 2007, according to provisions stipulated in the KHFC Act, the president & CEO of
KHFC was appointed or dismissed by the President of the ROK through recommendation of the
minister of MOFE. The deputy president, executive directors, and outside directors were
appointed or dismissed by the minister of MOFE through the recommendation of the president
& CEO. The auditor was appointed or dismissed by the minister of MOFE. The term of office
for each member of BOD and auditor was three years. However, when “the Law on the
Operation of Public Institutions” takes effect in April 2007, the Ministry of Planning and Budget
(MOPB) would designate and notify KHFC as a quasi-government organization for fund
management. Then, the appointment or dismissal of KHFC executives will be conducted
according to regulations stipulated in said law. Accordingly, after April 2007, the president &
CEO will be appointed by the President of the ROK through nomination by the minister of MOFE
after the multiple recommendations of the Executive Recommendation Committee. The
auditor will be appointed and dismissed by the President of the ROK through nomination by the
minister of MOPB after the multiple recommendations of the Executive Recommendation
Committee and deliberation and voting by the Public Organization Operation Committee. The
deputy president and executive directors will be appointed or dismissed by the minister of
MOFE through nomination by the president & CEO after the multiple recommendations of the
Executive Recommendation Committee, while outside directors will be appointed or dismissed
by the minister of MOPB after the multiple recommendations of the Executive
Recommendation Committee and deliberation and voting by the Public Organization Operation
Committee. The term of the president & CEOQ is three years, and that of other executives is two
years. Based on the findings of performance evaluation legally defined, their terms may be
extended on a yearly basis.



BOD Members

President & CEO
Deputy President

Executive Director

Ryu, Jae han
Park, Jae hwan

Kim, Dong hwan

Outside director
Outside director

Outside director

Kim, Kyung whan
Ahn, Dong kyu

Kim, Hee kyung

Executive Director Kim, Kang yong Outside director Kim, Jun kon

Executive Director Choi, Byung soo Outside director Jo,Inje
Outside director Oh, Jong nam
Outside director Kim, Bang hee

Note: As of May 2007

In 2006, a total of 47 agenda, a significant increase from 34 agenda in 2005, was presented to
BOD meetings. This was attributable to the enhanced functions of the BOD. Some agenda that
in the past were voted on by the Executive Council, which consists only of executive directors,
are now voted on by the BOD, which also includes external directors as its members.

B Organization Structure

In early 2006, KHFC underwent reorganization to increase accountability and improve business
efficiency. It consolidated redundant functions and similar processes and newly opened the
Customer Management Center to upgrade its capability in customer management.

Following recommendations made in a government report on the organizational assessment
of public institutions released in 2006, KHFC conducted an internal diagnosis on its functions
and human resources in early 2007. The organization was re-designed to position business
units as high priority departments. In addition, the Reverse Mortgage Guarantee Department
was newly set up to introduce and operate the reverse mortgage system, and the e-Mortgage
Task Force Team became a standing organization.

As of the end of February 2007, KHFC had two business groups, one business unit, 13
departments, four offices, one center, and 13 branches.
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Organization &
Operation

Organization Chart

Housing Finance
Operation Committee

Board of Directors

President & CEO

Innovation Planning | :
Office Auditor

Secretariat Auditing &
Examination Office
Deputy President

Risk Management
Department

Housing Credit Student Loan Business &
Guarantee Credit Guarantee Financial
Business Group Business Unit Management

=

Securitization
Business Group

General Affairs
&IT

Securitization Securitizatio d 5 ustome Huma
Develop usiness  Manag Gug::ﬂttee &ngﬁéee Gugﬁe:ttee Subrogation  Management Management D'ze:;anmt Communicati ~ Service  Resources  Technology  Field Offices
Department Department Department Department ~ Department  Department P -ons Office Center ~ Department Department

Department  Department  Department

Note: As of the end of February 2007

Full-time Employees

Unit: persons

General
Category Secretary
Count 15 31 71 110 147 8 382

Note: Number of regular personnel as of the end of February 2007



Executive Directors
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@ President & CEO  Ryu, Jae han

® Auditor Lee, Tae seob
® Deputy President  Park, Jae hwan
O Executive Director Kim, Dong hwan

@ Executive Director Kim, Kang yong

@® Executive Director Choi, Byung soo
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Social Contribution

KHFC engaged in social contribution activities steadily and systematically to fulfill its social responsibility as a

quasi-government organization and position itself as a public organization that is valued and trusted by the

public. In 2006, “the BogeumjariVolunteer Team” was organized to conduct social contribution activities more

proactively. In addition, KHFC employees voluntarily began to raise the Bogeumjari Fund, a charity fund.

Practicing Social
Contribution

B Participation in the Habitat Movement

Every year, KHFC participates in the Habitat Movement. [t entails building homes for low-
income families. In September 2006, 20 KHFC employees participated in construction of the
“Village of Hope™ in Gyochon-ri, Mokcheon-eup, Cheonan. Their volunteer activities included
carrying lumber and setting up the skeletons of houses.

B One Company-0One Village Movement

In order to protect the environment through exchanges with fishing villages and express care
toward fishing villages via volunteering, KHFC established a sisterhood relationship with the
fishing village of Ganghu in June 2006 and launched the One Company-One Village Movement.

B Environmental Protection Movement

In June 2006, KHFC cleaned up the tidal flats and area of its sisterhood fishing village.
Beginning in November, we initiated environmental clean-up activities along roads and in parks
to protect the environment around our head office and Sungnyemun (the South Gate).

.
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B Support for the Recovery of Flooded Areas

In order to help the recovery of areas flooded by a torrential downpour in July 2006, KHFC
volunteered for recovery support activities in Yangpyeong-dong, Seoul and provided goods to
flood victims.

B Beautiful Saturday Event

To take a part in the “sharing” and “recycling” campaign movement, KHFC organizes the
Beautiful Saturday Event every year jointly with the Beautiful Store. In December 2006, a total
of 1,500 items donated by KHFC employees were sold by KHFC employees volunteering as
one-day sales persons. The proceeds from the sales were donated to help people in need.

B Support to Social Welfare Facilities

KHFC has been supporting social welfare facilities. In November 2006, we participated in
volunteer activities to build the “Love-sharing Network™ among banks. In December, the labor
union collected piggy banks with one year of savings campaign and donated the savings to
social welfare facilities, including shelters for senior citizens.
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Social Contribution

The details and structure of major social contribution activities launched by KHFC are as
follows.

Set up charity fund Raise Bogeurjari Fund

Donation
Donation to help - o
i ﬁontlnue periodic and ad
people in need 0C support
= Bogeurnig Habitat Movement Volunteer for home building
T Volunteer Team
S
> - .
=l St 0 Establish sisterhood
ne Company - One : =
“C,i Village Movernent relgtlons'hlp with Ganghu
- fishing village
S
!
N Green Environment Launch environment
§ Movement protection activities
— Volunteering
40 Hold Beautiful Saturday
Event
Participate in searches for
Other volunteer e e
= e missing children
Increase support to welfare
facilities
Join a blood drive
Support volunteering
Support to volunteer = e
i FEEC activities by the “Neighbor
Love Society”

Trend and Outlook of KHFC has strived to raise employees” awareness of social contribution activities and has
launched activities systematically. In 2006, the number of donations increased to 12 cases from

Social Contribution
nine in 2005, while the number of volunteer activities rose to nine from five.

Activities
KHFC considers 2006 to be the true beginning of social contribution activities as this was the
year when the Bogeumyjari Volunteer Team was set up and the Bogeumjari Fund was raised.
We plan to initiate a wide range of volunteer activities more proactively and substantially
increase donations. By doing so, we will take a lead in defining KHFC as a company that works
hand-in-hand with the public and in creating a sound corporate culture and healthy society.



KOREA HOUSING FINANCE CORPORATION

Settlement of Accounts & Summary of Financial Statements

Korea Housing Finance Corporation
Housing Finance Credit Guarantee Fund

Student Loan Credit Guarantee Fund
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Settlement of Accounts

Settlement of Accounts

In order to assure the transparency and maintain confidence
in business operations, KHFC had the financial statements
of the KHFC accounts, trust accounts, the Housing Finance
Credit Guarantee Fund, and the Student Loan Credit
Guarantee Fund audited by an external accounting firm.
Under the provisions of the Korea Housing Finance
Corporation Act Article 48 (work plan & budget and
settlements) Paragraph 2 and Article 59 (the accounting and
settlements of the Guarantee Fund) Paragraph 3, the
financial statements of KHFC and the Housing Finance
Credit Guarantee Fund need to be voted on by the BOD and
the Housing Finance Operation Committee and submitted to
the Minister of Finance and Economy. Under the National
Finance Act Article 73 (the settlement of the Fund)
Paragraph 1, an accounting audit by an accounting firm is
obligatory for the financial statements of the Housing
Finance Credit Guarantee Fund. Under the provisions of the
Student Loan Credit Guarantee Fund Management and
Operation Regulations Article 12 (accounting and
settlements) Paragraph 2, the financial statements of the
Student Loan Credit Guarantee Fund need to be reviewed by
the Fund Operation Committee and submitted to the
Minister of Education and Human Resources Development.

The financial statements of KHFC, the Housing Finance
Credit Guarantee Fund, and the Student Loan Credit
Guarantee Fund for fiscal year 2006 were audited by Daejoo
Accounting Corporation, which declared all of them
“adequate”.

KHFC realized KRW5.5 billion in net income for the year,
continuing an unbroken record of profits for three
consecutive years since its establishment. Its financial
soundness continued to improve: owner’s equity increased
by KRW26.9 billion, a significant rise relative to its paid-in-
capital of KRW376.6 billion.

The Housing Finance Credit Guarantee Fund reported a net
loss of KRW166.8 billion, a decline of KRW92.8 billion from
the previous year. With contributions by the government and
financial institutions totaling KRW242.5 billion, net basis
capital amounted to KRW 381.4 billion as of the end of 2006.

The Student Loan Credit Guarantee Fund showed a net loss
of KRW1.4 billion. With contributions by the government and
the Korea Research Foundation totaling KRW209.0 billion,
net basis capital amounted to KRW163.3 billion as of the end
of 2006.



Summary of Financial Statements

m Korea Housing Finance Corporation (proprietary account)

Assets of KHFC's proprietary accounts total KRW444.5
billion, of which KRW123.5 billion are cash and deposits,
KRW263.9 billion are securities, and KRW57.1 billion are
other assets. Liabilities total KRW41.0 billion, of which
KRW10.0 billion are securities payable and KRW31.0 billion
are other liabilities (allowance for payment guarantees, etc.).
Owner’s equity totals KRW403.5 billion.

KHFC realized KRW5.5 billion in net income on total revenue
of KRW123.0 billion and total expenses of KRW117.5 billion.
Total revenue included KRW23.1 billion in interest revenue
on deposits and securities and mortgages, KRW 24.8 billion
in fund management revenue, KRW36.2 billion in fee
revenue, KRW34.8 billion in mortgage disposal income, and
KRWA4.1 billion in other revenue. Total expenses included
KRWA4.8 billion in interest and fees, KRW14.8 billion in

unt

| . Cash and Deposits 1,235
|l. Securities 2,639
lIl. Other assets 571
Assets Total 4,445

mortgage disposal losses, KRW27.4 billion in derivatives
transaction and valuation losses, KRW13.1 billion in
transfers to the allowance for payment guarantees,
KRW55.3 billion in sales & administration expenses, and
KRW?2.1 billion in income tax expenses.

The paid-in capital of KHFC totaled KRW376.6 billion and
includes contributions from the Bank of Korea (KRW310.0
billion, 82.3%), the National Housing Fund in Ministry of
Construction and Transportation (KRW56.6 billion, 15.0%),
and the government or Ministry of Finance and Economy
(KRW10.0 billion, 2.7%). Retained earnings were KRW26.9
billion, including KRW4.3 billion in legal reserves and
KRW22.6 billion in retained earnings before appropriations.
Owner’s equity totaled KRW403.5 billion.

Unit: KRW100 million

| . Securities payable

[I. Other Liabilities 310
Liabilities Total 410

| . Paid-in capital 3,766
|I. Retained earnings 269
(Current net income) (55)
Owner’s Equity Total 4,035
Liabilities and Capital Total 4,445

| . Interest Revenue

|1. Fund Management Revenue 248
lIl. Fee Revenue, etc. 362
[V. Mortgage Disposal Income 348
V. Others 41

Total 1,230

Unit: KRW100 million

. Interest Expense

||. Fee Expense 8
lIl. Mortgage Disposal Losses 148
|V. Derivative Transaction and 274
Valuation Losses
V. Transfers to Allowance for 131
Payment Guarantees
VI. Sales & Administration expenses 553
VII. Income Tax Expenses 21
Current Net Income 55

Total 1,230
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Summary of
Financial Statements

m Korea Housing Finance Corporation (integrated trust account)

With the continued provision of bogeumjari-loan and student
loans as the underlying assets for securitization, the total
assets of the KHFC trust account at the end of 2006
amounted to KRW11.4 trillion, an increase of KRW2.9 trillion
from the end of 2005. Cash and deposits totaled KRW1.4
trillion, securities were KRW621.7 billion, securitized assets
were KRW 9.3 trillion, and other assets were KRW75.0
billion. The accumulated losses on trust totaled KRW8.5
billion, a decline of KRW12.6 billion from the end of the
previous year.

Liabilities totaled KRW11.4 trillion, of which KRW11.1 trillion
were securitized liabilities, KRW185.0 billion were other
liabilities, and KRW179.1 billion were accumulated gains on
trust.

Operating revenue of the integrated trust account totaled
KRW638.0 billion, which included KRW62.5 billion in interest

revenue on deposits and securities, KRW554.8 billion in
interest revenue on mortgages and student loans, and
KRW?20.7 billion in commission income. Non-operating
revenue totaled KRW1.1 billion, which was revenue from
settlement with the National Housing Fund. Extraordinary
profit of KRW13.3 billion was a gain on debt write-offs, which
arose from payment of principal and interest of MSB2000-1
subordinated securities. Compared to the previous year,
trust losses dropped by KRW2.4 billion to KRW2.5 billion.
The entire amount was incurred on MBS issued by KoMoCo.

Operating expenses were KRW558.6 billion, including
KRW481.2 billion in MBS and SLBS interest expenses and
KRW?77.4 billion in commissions. Non-operating expenses
totaled KRW3.4 billion, all of which was a loss from
settlement with the National Housing Fund. Trust profits for
the year were up by KRW42.7 billion to KRW92.9 billion.

Unit: KRW100 million

| . Cash and Deposits 13,960

|1. Securities 6,217
Ill. Securitized Assets 93,140
|V. Other Assets 750
Accumulated Losses on Trust 85
Assets total 114,152

| . Securitized Liabilities 110,511
||. Other Liabilities 1,850
Accumulated Gains on Trust 1,791

Liabilities total 114,152

Unit: KRW100 million

| . Operating Revenue 6,380
Interest on Deposits 413
Interest on Securities 212
Interest on Mortgages 4,763
Interest on Student Loans 785
Commission Income 207

|I. Non-operating Revenue 1
[Il . Extraordinary Profit 133
[V. Trust Losses 25

Total 6,549

| . Operating Expenses 5,586
MBS Interest Expenses 4,170
SBLS Interest Expenses 642
Commissions paid 774

|1. Non-operating Expenses 34

[Il. Trust Profits 929

Total 6,549




B Housing Finance Credit Guarantee Fund

Assets as of the end of 2006 totaled KRW1.0 trillion, of which
KRW?272.9 billion were cash and deposits, KRW266.9 billion
were securities, KRW433.9 billion were indemnity rights, and
KRW37.3 billion were other assets. Liabilities totaled
KRW&629.6 billion, of which KRW395.0 billion were provision
for credit guarantee, KRW182.0 billion were IBRD loans
(which are included when calculating the guarantee
operating multiple], and KRW52.6 billion were other
liabilities. The capital total was KRW381.4 billion, after
deducting the capital adjustment and deficit carried forward
(KRW2.1 trillion) from basis capital (KRW2.4 trillion), which
includes government contributions.

Net losses in fiscal year 2006 were KRW166.8 billion on total
revenue of KRW200.2 billion and total expenses of KRW367.0
billion. Total revenue included KRW&1.1 billion in guarantee
fees, KRWA43.3 billion in interest revenue on deposits and

| . Cash and Deposits 2,729
|l. Securities 2,669
Il Indemnity Rights 4,339
|V. Other Assets 373

Assets Total 10,110

securities, KRW5.6 billion in interest on arrears, KRW87.3
billion in transfers from credit guarantee provision, and
KRW2.9 billion in other revenue including recovered bad
debts previously written-off. Total expenses included
KRW304.6 billion in indemnity right write-offs, KRW24.8
billion in administrative expenses, KRW16.5 billion in
derivatives transaction losses, and KRW21.1 billion in other
expenses including interest expenses.

In 2006, basis capital reached KRW2.4 trillion on
contributions of KRW242.5 billion, including KRW100 billion
from the government and KRW142.5 billion from financial
institutions. However, after deducting a deficit carried
forward and capital adjustment (KRW2.1 trillion), net basis
capital fell to KRW381.4 billion. The credit guarantee
operating multiple reduced from 17.58 times in 2005 to 14.40
times.

Unit: KRW100 million

. Provision for Credit Guarantee 3,950

|| . Loan Payables 1,820
Il Other Liabilities 526
Liabilities Total 6,296

| . Basis Capital 24,332
I1. Accumulated Deficit 20,501
[Net Losses) (1,668)

IIl. Capital Adjustment (17)
Capital Total 3,814

Liabilities and Capital Total 10,110

| . Guarantee Fees oM

I1. Interest Revenue 433

lIl. Interest on Arrears 56

[V. Transfers from Credit 873
Guarantee Provision

V. Others 29

Total 2,002

Unit: KRW100 million

| . Indemnity Right Write-offs 3,046
|1 Administrative expenses 248
[Il. Derivatives Transaction Losses 165
|V. Others 21
Net Losses (1,668)

Total 2,002
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M Student Loan Credit Guarantee Fund

Assets totaled KRW?209.0 billion, of which KRW199.8 billion
were deposits, KRWS.1 billion were accrued revenue, and
KRWA4.1 billion were fixed assets. Liabilities totaled KRW45.7
billion, of which KRW27.4 billion were current liabilities
including unearned revenue and KRW18.3 billion were fixed
liabilities or provision for credit guarantees. The capital total
was KRW163.3 billion.

For fiscal year 2006, a net loss of KRW1.4 billion was
incurred on KRW26.2 billion in total revenue and KRW27.6
billion in total expenses. Total revenue included KRW18.1
billion in guarantee fees and KRW8.1 billion in interest
revenue, while total expenses included KRWO.7 billion in
guarantee fee refunds, KRW6.1 billion in commissions,

KRWAO.5 billion in depreciation, KRW2.0 billion in indemnity
right write-offs, and KRW18.3 billion in transfers to the
provision for credit guarantees.

In 2006, KRW209.0 billion were raised in contributions and
KRW101.2 billion were disposed. With the outstanding
balance of initial contributions of KRW53.3 billion combined,
basis capital amounted to KRW161.1 billion. The capital total
of the fund was KRW163.3 billion, after adding KRW2.2 billion
in profits carried forward. The credit guarantee operating
multiple was 14.41 times, which is based on KRW127.1
billion, a sum of KRW124.9 billion in balance of contributions
for credit guarantees and KRW2.2 billion in retained earnings
carried forward.

Unit: KRW100 million

| . Current Assets 2,049
Deposits 1,998
Accrued Revenue 51

|l. Fixed Assets 41

Assets Total 2,090

| . Current Liabilities

|1. Fixed Liabilities 183
Liabilities Total 457

| . Basis Capital 1,611
|1 Retained Earnings Carried Forward 22
(Net Losses) (14)
Capital Total 1,633

Liabilities and Capital Total 2,090

Unit: KRW100 million

| . Guarantee Fees
|| Interest Revenue 81

Total 262

| . Guarantee Fee Refund

|I. Commissions 61

[Il. Depreciation 5

[V. Indemnity Right Write-offs 20

V. Transfers to Credit 183
Guarantee Provision

Net Losses (14)

Total 262




Korea Housing Finance
Corporation

Audit Report by External Auditor

IBDO

Daejoo Accounting Corporation
629, Daechi-dong, Gangnam-gu
Seoul 135-280 Korea

Tel: 02)563-5967, FAX: 02)553-8146

January 31, 2007

To KHFC:

The financial statements of the Korea Housing Finance Corporation (hereinafter “KHFC”) have been audited and reviewed.
The Balance Sheet, Income Statement, Appropriation of Retained Earnings Statement, and Cash-flow Statement figures were
produced as of December 31, 2006 and December 31, 2005. The responsibility for producing the financial statements lies with
the management of KHFC. The responsibility of the auditor is to audit the financial statements and express opinions thereon.

The audit was performed in accordance with the Financial Auditing Standards of the ROK. The Standards required that audits
be performed so as to be reasonably certain that no material distortions had been made to the financial statements. Audit
evidence supporting the figures of the financial statements and publicly announced information was verified by means of
sample testing. The audit includes not only overall evaluation on the contents of statements but also evaluations on the
applied accounting principles and assumptions. It is believed that the auditing process provided a rational foundation for
opinions to be demonstrated.

It is the opinion of the auditor that the presented financial statements adequately represent the financial position, the business
performance, changes in retained earnings, and the cash-flow of KHFC for both of the fiscal years ending December 31, 2006
and December 31, 2005. The statements are sufficiently expressed in view of materiality in accordance with generally
accepted corporate accounting standards of the ROK.

CEOQ Lim, Hun kyung

This Audit Report is effective as of January 31, 2007. Hereafter, from this date, any incident or condition having material impact on the KHFC Financial Statement

that may occur shall require an audit report of modification.
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Korea Housing Finance
Corporation

Summary Balance Sheet of KHFC Account

Term 3: as of December 31, 2006 / Term 2: as of December 31, 2005

Unit: KRW100 million

Term 3 Term 2
[tem —_————— Variance
Amount Amount

| . Cash and Deposits 1,235 797 438
Deposits 1,235 797 438
|1. Securities 2,639 1,802 837
(1) Short-term Transaction Securities 129 - 129
Financial Institution Notes 99 - 99
Beneficiary Certificates 30 - 30
(2) Bonds Held to Maturity 2,510 1,802 708
Treasury/Public Notes 1,000 1,201 A201
Financial Institution Notes 1,401 599 802
Corporate Bonds 100 - 100
MBS 9 2 7
Ill. Mortgages 2 3.902 A3,900
Mortgages Purchased 2 3.912 23910
(Allowance for Bad Debts) (-) (10) 10
IV. Fixed Assets Pl 85 6
Tangible Assets 79 71 8
Intangible Assets 12 14 N2
V. Other Assets 478 532 AbBL
Guarantee Deposits 327 295 32
Accrued Revenue 74 55 19
Deferred Income Tax Assets 56 - 56
Derivatives Assets 4 120 Al16
Others 17 62 ALD
Assets Total 4,445 7,118 A2,673
| . Loan Payables 100 3,040 A2,940
Loans S 3,040 A3,040
Securities Payable 100 - 100
I1. Other Liabilities 310 98 212

Allowance for Severance Liability 22 13
(Retirement Insurance Deposit) (4) 18 (4) 9 9
Allowance for Payment Guarantee 188 57 131
Income Taxes Payable 70 - 70
Others 34 32 2
Liabilities Total 410 3,138 N2,728
| . Capital Stock 3,766 3,766 -
Paid-in Capital 3,766 3,766 -
|1. Retained Earnings 269 214 55
Legal Reserve 43 36 7
Retained Earnings before Appropriations 226 178 48
Owner’s Equity Total 4,035 3,980 55

Liabilities and Owner’s Equity Total 4,445 7,118 A2,673




Summary Income Statement of KHFC Account

Term 3: January 1, 2006 - December 31, 2006 / Term 2: January 1, 2005 - December 31, 2005

Unit: KRW100 million

Term 3 Term 2
[tem —_— Variance

Amount Amount
| . Operating Revenue 1,229 1,214 15
(1) Interest Revenue 231 314 A83
Interest on Deposits 47 43 4
Interest on Security Holdings 110 89 21
Interest on Mortgages 74 182 A108
[2)Fund Management Revenue 248 - 248
Fund Management Revenue 248 - 248
(3) Commission Revenue 362 247 115
Payment Guarantee Fee 243 170 73
Trust Commissions 108 62 46
Other Commission Income 1 15 N
(4) Other Operating Revenue 388 653 A265
Mortgage Disposal Income 348 54 294
Derivatives Transaction (Valuation) Gains 30 599 N569
Transfer from Allowance for Bad Debts 10 - 10
||. Operating Expenses 1,154 1,170 A6
(1) Interest Expense 40 88 A48
Interest on Borrowings 40 88 A48
[2) Commission Expenses 8 24 A16
Fees Paid 8 24 A6
(3) Other Operating Expenses 553 817 A264
Mortgage Disposal Losses 148 538 A390
Derivatives Transaction (Valuation) Losses 274 212 62
Bad Debt Expenses - 10 A10
Transfer to Payment Guarantee Provision 131 57 74
(4)Sales & Administrative Expenses 553 241 312
Salaries 280 90 190
Advertisement Expenses 55 39 16
Commissions Paid 43 28 15
Others 175 84 91
lll. Operating Income 75 [A 31
IV. Non-operating Revenue 1 1 -
V. Non-operating Expenses - 1 Al
VI. Ordinary Income 76 [7A 32
VI Income before Income Tax Expenses 76 A 32
VIll. Income Tax Expenses 21 12 9
IX. Net Income 55 32 23
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Korea Housing Finance
Corporation

Summary Balance Sheet of Integrated Trust Account

Term 3: as of December 31, 2006 / Term 2: as of December 31, 2005

Unit: KRW100 million

= | 9007 Hoday 1enuuy J4HY

Term 3 Term 2
ltem —_— Variance

Amount Amount
| . Cash and Deposits 13,960 5,494 8,466
Deposits 13,960 5,494 8,466
11. Securities 6,217 1,752 4,465
Treasury/Public Notes 1574 1,552 22
Financial Institution Notes 4,643 200 4,443
lll. Securitized Assets 93,140 77,090 16,050
(1] Mortgages 72,585 72,003 582
Mortgages|(principal) 72,581 71,941 640
Mortgages(premium on purchase) 538 534 4
Mortgages|(discount on purchase) (534) (472) (62)
(2) Student Loans 2,055 5,087 15,468
Student Loans(principal) 20,330 5113 15,217
Student Loans(premium on purchase) 246 - 246
Student Loans(discount on premium) (21) (26) 5
IV. Other Assets 750 314 436
Interest Receivables 4 - 4
Revenue Receivables 511 203 308
Accounts Receivable 200 98 102
Advance Payments 89 13 22
V. Accumulated Losses on Trust 85 21 A126
Assets Total 114,152 84,861 29,291
| . Securitized Liabilities 110,511 82,093 28,418
(1IMBS 89,199 76,928 12,271
MBS(senior) 88,480 76,017 12,463
MBS|junior) 786 975 A189
MBS(discount on issuance) (67) (64) (3
(2)SLBS 21,312 5,165 16,147
SLBSl(senior) 21329 5,170 16,159
SLBS(junior) - - -
SLBS(discount on issuance) (17) (5) (12)
I1. Other Liabilities 1,850 1,754 96
Advancements 1,116 1,260 A44
Unearned Revenue 5 17 A12
Accrued Trust Interest 655 417 238
Unpaid Expenses 71 60 1
Accounts Payable(s) 3 - 3
lll. Accumulated Gains on Trust 1,791 1,014 777
Liabilities Total 114,152 84,861 29,291




Summary Income Statement of Integrated Trust Account

Term 3: January 1, 2006 - December 31, 2006 / Term 2: January 1, 2005 - December 31, 2005

Unit: KRW100 million

Term 3 Term 2
[tem Variance
Amount Amount

| . Operating Revenue 6,380 4,184 2,196
(1) Interest on Deposits 413 150 263
[2)Interest on Securities 212 24 188

(3) Interest on Mortgages 4,763 3,817 946

(4) Interest on Student Loans 785 b4 721

(5) Commission Income 195 126 69

(6) Securities Valuation Gains 12 3 9

I1. Non-operating Revenue 1" - 1"
(1)Gain on Prior Period Error Correction 11 - 11

lll. Extraordinary Profit 133 - 133
(1) Debt Write-off 133 - 133

IV. Trust Losses 25 49 A24
Total 6,549 4,233 2,316

| . Operating Expenses 5,586 3,731 1,855
(1) MBS Interest Expenses 4,170 3,149 1,021
[2)SLBS Interest Expenses 642 52 590

(3) Commissions Paid 769 518 251

(4) Securities Disposal Losses - 4 Ak
(5)Securities Valuation Losses 5 8 A3

I1. Non-operating Expenses 34 - 34
(1) Loss on Prior Period Error Correction 34 - 34

Ill. Trust Profits 929 502 427
Total 6,549 4,233 2,316
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Housing Finance Credit
Guarantee Fund

Audit Report by External Auditor

IBDO

Daejoo Accounting Corporation
629, Daechi-dong, Gangnam-gu
Seoul 135-280 Korea

Tel: 02)563-5967, FAX: 02)553-8146

January 31, 2007

To Housing Finance Credit Guarantee Fund:

The financial statements of the Housing Finance Credit Guarantee Fund (hereinafter “the Guarantee Fund”] have been audited
and reviewed. The Balance Sheet, Income Statement, Appropriation of Deficit Statement, and Cash-flow Statement figures
were produced as of December 31, 2006 and December 31, 2005. The responsibility for producing the financial statements lies
with the management of the Guarantee Fund. The responsibility of the auditor is to audit the financial statements and express
opinions thereon.

The audit was performed in accordance with the Financial Auditing Standards of the ROK. The Standards required that audits
be performed so as to be reasonably certain that no material distortions have been made to the financial statements. Audit
evidence supporting the figures of the financial statements and publicly announced information were verified by means of
sample testing. The audit includes not only overall evaluation on the contents of statements but also evaluations on the
applied accounting principles and assumptions. It is believed that the auditing process provided rational foundations required
for opinions to be demonstrated.

It is the opinion of the auditor that the presented financial statements adequately represent the financial position, the business
performance, changes in deficit, and the cash-flow of the Guarantee Fund for both of the fiscal years ending December 31,
2006 and December 31, 2005. The statements are sufficiently expressed in view of materiality in accordance with the General
Law of Fund Management, applicable regulations, and generally accepted corporate accounting standards of the ROK.

The following shall not effect the audit opinion; however, it is judged that the information benefits the reader in the process of
making a rational decision.



(1) Accounting of IBRD Loans and Related Transactions

As described in Notes 2 and 10 of the Financial Statement, the Guarantee Fund procured IBRD loans totaling US$200,000,000
from the Korea Development Bank at an interest of Libor+0.95% in May 1998 in order to increase the limit of guarantees. As of
the end of the fiscal year, the balance was US$ 130,000,000. To hedge the exchange rate and interest rate risk against the
loan, the Guarantee Fund established currency swap contracts with Kookmin Bank, conditioning the swaps at a contracted
exchange rate (W1,400/US$1) and contracted interest rate (13.32%). For payments in KRW against the foreign exchange
swap, the Guarantee Fund invested in KB fixed-term deposits and junior bonds in amounts of KRW105,100 million and
KRW?76,900 million, respectively, as of the fiscal year end. Based on the "Directives on Corporate Special Accounting and
Settlement” established by the Ministry of Finance and Economy, founded on the General Law of the Fund Management
Execution Decree, transactions on said IBRD loan will be valued at the exchange rate under the swap contract (W 1,400/US$1)
until the 2007 fiscal year, and related derivatives and junior bonds will not be valued at fair prices.

(2) Contributions
As explained in Notes 11 and 12 of the Financial Statement, a significant portion of losses incurred in duly performing the

essential functions of the Guarantee Fund is covered by contributions from the government and financial institutions. In this
term, contributions from the government and financial institutions totaled KRW100 billion and KRW142.5 billion, respectively.

CEO Lim, Hun kyung

This Audit Report is effective as of January 31, 2007. Hereafter, from this date, any incident or condition having material impact on the KHFC Financial Statement
that may occur shall require an audit report of modification.
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Housing Finance Credit
Guarantee Fund

Summary Balance Sheet

Term 19: as of December 31, 2006 / Term 18: as of December 31, 2005

Unit: KRW100 million

Term 19 Term 18 .

Amount Amount halabs

| . Current Assets 7,767 8,329 A562
1. Cash and Deposits 1,678 2,666 N988

2. Securities 1,579 1,696 A7

3. Indemnity Rights 19,867 18,553 1314
[Allowance for Indemnity Rights Write-Offs) (15,528 (14,787) 741

4. Other Current Assets 171 201 A30
I1. Fixed Assets 2,343 2,172 17
1. Long-term Deposits 1,051 1,151 A100

2. Securities 1,090 872 218

3. Guarantee Deposit 74 49 25

4. Tangible Assets 126 97 29

5. Intangible Assets 2 3 Al
Assets Total 10,110 10,501 A391
| . Current Liabilities 773 777 Ak
1. Accounts Payable 17 17 -

2. Unearned Revenue 394 378 16

3. Unpaid Expenses 82 102 A20

4. Other Current Liabilities 280 280 -
I1. Fixed Liabilities 5,523 6,664 A1,141
1. Long-term Loan Payables 1,540 1,820 A280

2. Provision for Credit Guarantee 3,950 4,823 N873
3. Allowance for Severance Liability B 21 12
Liabilities Total 6,296 7,441 A1,145
| . Basis Capital 24,332 21,907 2,425
1. Government Contribution 13,820 12,820 1,000
2. Financial Institution Contribution 1,048 9,060 1,425

3. Reserves for Credit Guarantee 27 27 -
I1. Capital Adjustment (17) (14) A3
1. Marketable Security Valuation Gain or Loss (17) (14) A3
lll. Accumulated Deficit 20,501 18,833 1,668
1. Adjusted Accumulated Deficit Carried 18,833 16,237 2,596
2. Net Losses 1,668 2,596 N928
Capital Total 3,814 3,060 754

Liabilities and Capital Total 10,110 10,501 A391




Summary Income Statement

Term 19: January 1, 2006 - December 31, 2006 / Term 18: January 1, 2005 - December 31, 2005

[tem

| . Operating Revenue
1. Guarantee Fees
2. Interest on Arrears
3. Interest on Deposits
4. Interest on Securities

5. Transfers from Credit Guarantee Provision

. Operating Expenses
. Interest Payments
. Commissions Paid

. Derivatives Transaction Losses

1
2
3
4. Administrative Expenses
5. Indemnity Right Write-Offs
6. Transfers to Credit Guarantee Provision
7. Depreciation
8. Indemnity Right Transfer Loss
lll. Operating Losses
IV. Non-operating Revenue
1. Recovery of Bad Debts Written-Off
2. Refund of Income Tax
3. Miscellaneous Revenue
V. Non-operating Expenses
1. Subrogation Payment Write-Offs
2. Bad Debt Administrative Expenses
3. Miscellaneous Expenses
VI. Ordinary Losses
VIl Losses before Income Tax Expenses
VIll. Income Tax Expenses
IX. Net Losses

611

56
208
225
873

80

51
165
248
3,046

17
83

Term 19

Amount

1,973
794
4h
237
241
3,607
70
66
216
238
3,042
230
42
1,634
29
25
17
3
63
21
21
M
1,668
1,668
1,668

Term 18

Amount

1,316

3,904

2,588
45

53

2,596
2,596

2,596

Unit: KRW100 million

Variance

657
A183
12
A29
A6
873
N297
10
A5
Ab1
10

4
£230
17
AL2
A954
A6
N7
A7

10

N

N928

A928

A928
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Housing Finance Credit
Guarantee Fund

Summary Basis Capital Statement

Term 19: as of December 31, 2006 / Term 18: as of December 31, 2005

Unit: KRW100 million

Term 19 Term 18
[tem e Variance

Amount Amount
| . Basis Capital 24,332 21,907 2,425
1. Basis Capital at Establishment 193 193 -
Government Contribution 100 100 -
Financial Institution Contribution 66 66 -
Reserves for Credit Guarantee 27 27 -
2. Contributions 24,139 21,714 2,425
Government 13,720 12,720 1,000
Financial Institution 10,419 8,994 1,425
|1. Accumulated Deficit 20,501 18,833 1,668
1. Adjusted Accumulated Deficit Carried 18,833 16,237 2,596
2. Net Losses 1,668 2,596 A928
Il Capital Adjustment (17) (14) A3
1. Marketable Security Valuation Gains (17) (14) A3
IV. Net Basis Capital 3,814 3,060 754
V. Loan Payables 1,820 2,100 A280
VI. Guarantee Balance 81,107 90,740 A9,633
V. Operating Multiples 14.40 17.58 A3.18




Student Loan Credit
Guarantee Fund

Audit Report by External Auditor

IBDO

Daejoo Accounting Corporation
629, Daechi-dong, Gangnam-gu
Seoul 135-280 Korea

Tel: 02)563-5967, FAX: 02)553-8146

January 31, 2007

To Student Loan Credit Guarantee Fund:

The financial statements of the Student Loan Credit Guarantee Fund (hereinafter “the Guarantee Fund”) have been audited
and reviewed. The Balance Sheet, Income Statement, Appropriation of Retained Earnings statement, and Cash-flow
Statement figures were produced as of December 31, 2006 and December 31, 2005. The responsibility for producing the
financial statements lies with the manager of the Guarantee Fund. The responsibility of the auditor is to audit the financial
statements and express opinions thereon.

The audit was performed in accordance with the Financial Auditing Standards of the ROK. The Standards required that audits
be performed so as to be reasonably certain that no material distortions have been made to the financial statements. Audit
evidence supporting the figures of the financial statements and publicly announced information were verified by means of
sample testing. The audit includes not only overall evaluation on the contents of statements but also evaluations on the
applied accounting principles and assumptions. It is believed that the auditing process provided rational foundations required
for opinions to be demonstrated.

It is the opinion of the auditor that the presented financial statements adequately represent the financial position, the business
performance, changes in retained earnings, and the cash-flow of the Guarantee Fund for both of the fiscal years ending
December 31, 2006 and December 31, 2005. The statements are sufficiently expressed in view of materiality in accordance
with generally accepted corporate accounting standards of the ROK and the accounting guidelines of the Student Loan Credit
Guarantee Fund.

CEO Lim, Hun kyung

This Audit Report is effective as of January 31, 2007. Hereafter, from this date, any incident or condition having material impact on the KHFC Financial Statement
that may occur shall require an audit report of modification.
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Student Loan Credit
Guarantee Fund

Summary Balance Sheet

Term 2: as of December 31,2006 / Term 1: as of December 31, 2005

Unit: KRW100 million

Term 2 Term 1
[tem e Variance

Amount Amount
| . Current Assets 2,049 627 1,422
1. Deposits 1,998 621 1,377
Demand Deposits 1,815 80 1,735
Time Deposits 183 541 A358
2. Indemnity Rights 1 - 1
Indemnity Rights 21 - 21
Allowance for Indemnity Rights Write-Offs (20) (20)
3. Other Current Assets 50 6 A
Accrued Revenue 50 6 A
I1. Fixed Assets 41 13 28
1. Tangible Assets 41 13 28
Assets Total 2,090 640 1,450
| . Current Liabilities 274 71 203
1. Other Current Liabilities 274 71 203
Accounts Payable 6 5 1
Unearned Revenue 268 66 202
I1. Fixed Liabilities 183 - 183
Credit Guarantee Provision 183 - 183
Liabilities Total 457 71 386
| . Basis Capital 1,611 533 1,078
1. Government Contribution 3,172 1,082 2,090
2. (Contribution to Cover Interest Difference) (1,561) (549) (1,012)
I1. Retained Earnings 22 36 Alb
1. Retained Earnings Carried Forward 36 - 36
2. Net Income (14) 36 A50
Capital Total 1,633 569 1,064

Liabilities and Capital Total 2,090 640 1,450




Summary Income Statement

Term 2: January 1, 2006 - December 31, 2006 / Term 1: August 11, 2005 - December 31, 2005

Unit: KRW100 million

Term 2 Term 1
ltem _————— Variance

Amount Amount
| . Operating Revenue 262 b4 198
1. Guarantee Fees 181 91 130
Regular Guarantee Fees 152 39 113
Low interest Guarantee Fees 11 5 6
Interest-free Guarantee Fees 18 7 11
2. Interest Revenue 81 13 68
||. Operating Expenses 276 28 248
1. Guarantee Fee Refund 7 - 7
2. Fees Paid 61 28 33
3. Depreciation 5 = 5
4. Other Operating Expenses 203 - 203
Indemnity Right Write-offs 20 - 20
Transfer to Credit Guarantee Provision 183 - 183
Il Operating Income (14) 36 50
V. Net Income (14) 36 50

Summary Basis Capital Statement
Term 2: as of December 31,2006 / Term 1: as of December 31, 2005
Unit: KRW100 million

Term 2 Term 1
[tem —_—— Variance

Amount Amount
| . Basis Capital 1,611 533 1,078
1. Contributions 1,611 533 1,078
Government Contributions 3,172 1,082 2,090
(Contribution to Cover Interest Difference) (1,561) (549) (1,012)
I1. Retained Earnings Carried Forward (A) 22 36 Alh
1. Retained Earnings Brought Forward from Previous Term 36 - 36
2. Net Income (14) 36 A50
Il Basis Capital Total 1,633 569 1,064
Contributions for Credit Guarantee (B) 1,249 400 849
Basis for Calculating Operating Multiples (C=A+B) 1,271 436 835
Guarantee Balance 18,317 4,604 13,713
Operating Multiples 14.41 10.56 3.85

[B) Government contributions (KRW317.2 billion) after deducting payment ([KRW156.1 billion) and scheduled payment (KRW36.2 billion) to cover interest difference
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KOREA HOUSING FINANCE CORPORATION

YTN Building 6-1 Namdaemunro 5-ga, Jung-gu, Seoul, Korea, 100-998
Tel:82-2-2014-8114  Fax : 82-2-755-1638
www.khfc.co.kr





