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Notes to
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of
KEB Hana Bank (D) AG


1.  General

KEB Hana Bank (D) AG (hereinafter also referred to as the “Bank” or the “Institution”) was founded by an agreement dated 29 July 1992 and commenced operations on 22 December 1992. The Institution is entered in the commercial register of Frankfurt am Main Local Court under HRB no. 36083 and has its registered office in Frankfurt.
The Bank is a non-listed company. It is a wholly owned subsidiary of KEB Hana Bank, Seoul, Korea. The latter is likewise a non-listed company and since 2013 has been wholly owned by Hana Financial Group Inc., Seoul, Korea, which itself is listed on a stock exchange.

2.  Notes to the financial statements

The Bank’s balance sheet and income statement were prepared in accordance with the provisions set out in the HGB [“Handelsgesetzbuch”: German Commercial Code] and the RechKredV [“Verordnung über die Rechnungslegung der Kreditinstitute und Finanzdienstleistungsinstitute”: German Bank Accounting Directive]. The financial statements also meet the requirements of the AktG [“Aktiengesetz”: German Stock Corporation Act]. 

Accounting and valuation principles

The cash reserve is recognized at nominal value.

Loans and advances to banks and customers are reported at nominal value plus accrued interest, net of bad debt allowances. 

General and specific bad debt allowances are recognized to cover potential and acute default risks. In addition, prudential reserves pursuant to Sec. 340f HGB are recognized.
Debt securities and other fixed-income securities comprise securities held as current and fixed assets. In accordance with a resolution of the Management Board, listed securities are allocated to current assets, and non-listed securities are held as fixed assets. Securities classified as current assets are valued according to the strict lower of cost or market principle. Securities classified as fixed assets are valued in accordance with the modified lower of cost or market principle. Securities acquired at a premium are amortized to their nominal value over the residual term. 
Property and equipment and intangible assets are recognized at acquisition cost and are depreciated or amortized straight-line over their estimated useful lives, which are based on tax regulations. Write-downs are recognized in the event of expected permanent impairment. Assets qualifying as low-value assets under tax law are written off in the year of acquisition.
Other assets are recognized at their nominal value, applying the strict lower of cost or market principle.
Liabilities to banks, customers and other liabilities are recognized at the settlement value plus accrued interest. 
Provisions are recognized for uncertain liabilities and for potential default risks from contingent assets at the settlement value deemed necessary according to prudent business judgment.
Subscribed capital is stated at the nominal amount.
Amounts in foreign currencies are translated pursuant to Sec. 340h HGB in conjunction with Sec. 256a HGB. Foreign currency assets and liabilities were translated using the ECB reference rates as of the reporting date. 
Foreign exchange transactions were translated using the closing rates on the transaction date.
Forward exchange contracts in the non-trading book which are used to hedge interest-bearing positions are generally valued using the split forward rate. The swap amounts are recognized in other assets and liabilities and amortized to interest income or interest expense over their term. The cash amounts are determined on the reporting date and also reported in other assets and liabilities. Amounts affecting profit and loss are shown as other comprehensive income.
Deferred income contains only interest and fees received for future accounting periods.
Expenses and income are accounted for on an accrual basis.


There was no need to recognize a provision for potential losses for the net liability from business involving interest rate-related financial instruments in the banking book.
1. The procedure for determining the net realizable value of the banking book is as follows:
· The subject of valuation is the banking book, comprising all on-balance sheet and off-balance sheet interest rate-related financial instruments outside of the trading book (including securities). Interest on the interest rate-related financial instruments of the banking book is accrued via the Bank’s interest book.
· We use an income statement approach to determine whether a provision for potential losses pursuant to Sec. 340a in conjunction with Sec. 249 (1) Sentence 1 Alternative 2 HGB has to be recognized.

2. In this context, we made the following decisions on the matters set out in IDW AcP BFA 3:
· Inclusion of risk costs: No risk costs had to be included as a sufficient general bad debt allowance had already been recognized.
· Inclusion of administrative expenses: Administrative expenses are accounted for using a flat rate approach, based on the ratio of interest income to total income.
· Accounting for the refinancing effect of equity: Equity is not included in the calculation.
· Cash flows were not discounted as residual terms were not longer than 12 months.
The accounting and valuation methods have changed against the prior year.

Notes to the balance sheet

The item “Loans and advances to banks” (asset item no. 2) contains unsecuritized loans and advances to affiliates of EUR 84,799k (prior year: EUR 71,443k) and the item “Liabilities to banks” (liability item no. 1) contains unsecuritized liabilities to affiliates of EUR 237,774k (prior year: EUR 169,254k), excluding accrued interest in each case.


Breakdown of balance sheet items by residual maturity as of 31 Dec 2017
Loans and advances to banks

							31 Dec 2017	31 Dec 2016
Other loans and advances	EUR k 	EUR k	
Up to three months    	75,387	97,287
More than three months and up to one year	      143,890        	137,796
More than one year and up to five years	-	-	
More than five years	-	-
Accrued interest	1,334	1,486
      Specific bad debt allowances/prior year Sec. 340f HGB	-1	-1
	========	========
	      220,610	236,568

	Loans and advances to customers
	31 Dec 2017
EUR k
	31 Dec 2016
EUR k

	Payable on demand
	7,038
	21,094

	Up to three months
	23,473
	20,787

	More than three months and up to one year
	70,122
	66,469

	More than one year and up to five years
	21,549
	22,876

	More than five years
	10,426
	-

	Specific bad debt allowance                                                        
General bad debt allowance                                          
Sec. 340f HGB                                                  
Accrued interest
	-237
-773
-101
323
	  -237       
 -713
-379
429                                                                                                                                                            

	Total
	131,820
	130,326





Liabilities to banks with an agreed term or period of notice

	
	31 Dec 2017
EUR k
	31 Dec 2016
EUR k

	
	
	

	Up to three months
	182,053
	156,736

	More than three months and up to one year
More than one year and up to five years 
More than five years

	42,252
0
0
	47,756
0
0


	Accrued interest
	140
	101

	
	======
	======

	Total
	224,445

	204,593


	
	
	


Other liabilities to customers with agreed term or period of notice

	
	31 Dec 2017
EUR k
	31 Dec 2016
EUR k

	
	
	

	Up to three months
	11,111
	16,125

	More than three months and up to one year
More than one year and up to five years                                               
	4,735
0
	4,265
     25

	More than five years
	22
	0

	Accrued interest
	5
	6

	
	=====
	=====

	Total
	15,873
	20,421





The total amount of all assets and liabilities denominated in foreign currency and all contingent liabilities breaks down as follows:

	

	31 Dec 2017
	31 Dec 2016

	
	EUR k
	EUR k

	
Total amount of assets
Total amount of liabilities
Total amount of contingent liabilities

	
 231,651
  225,040
189
	
    291,865
    287,519
        741


As of the balance sheet date, there was one forward exchange contract that had not yet been settled. It was a closed position due on 19 January 2018 in an amount of EUR 5,373k (prior year: EUR 2,585k), with an underlying loan or advance to a customer and which merely entailed a settlement risk.
The net market value of derivatives as of the balance sheet date was EUR 107k (prior year: EUR 26k).
Holdings of debt securities and other fixed-income securities which are negotiable on a stock market and listed have a nominal value of EUR 34,000k (prior year: EUR 34,000k). The other securities held are non-listed floating rate notes (corporate bonds), which are, however, negotiable on a stock market. They are denominated in USD and have a nominal amount of USD 34,000k (EUR 30,000k). 
A write-down of EUR 562k had to be made on one corporate bond as of 31 December 2017 in line with the strict lower of cost or market principle.
There are no securities which will mature in 2018 (prior year: EUR 14,230k). 





Fixed assets
(in EUR k)
	
	Acquisition cost 
1 Jan 2017
	Additions

	Exchange rate fluctuations
	Disposals
	Amortization, depreciation and write-downs


	Residual carrying amount
	Residual carrying amount

	
	

	

	

	
	Accumulated 31 Dec 2017
	Fiscal year
	31 Dec 2017

	31 Dec 2016


	Intangible assets software
	
  6
	
   0
	
0
	
0
	
2
	
1
	
4
	
5

	Office equipment 
	
484
	
70
	
 0
	
0
	  
429
	
42
	
125
	
  97

	Securities classified as fixed assets
	
38,945
	
36,671
	
-2,986
	
14,280
	
 0
	
0
	
58,350
	
38,945

	Total
	
39,435
	
36,741
	 
-2,986
	
14,280

	
431
	
 43
	
58,479

	
39,047







Contingent liabilities and other obligations before deduction of compensating balances and provisions for indemnification claims:
(in EUR k)
	31 Dec 2017
	31 Dec 2016
	

	-
	-
	From letters of credit for customers

	
	
	

	3,931
	4,874
	From guarantees for customers

	6,616
	5,830
	From guarantees for banks

	
	
	

	=====
	=====
	


		 10,547		10,704
As of the balance sheet date, there were compensating balances for guarantees of EUR 2,662k (prior year: EUR 1,893k) and general bad debt allowances on indemnification claims of EUR 7k (prior year: EUR 16k). Security totaling EUR 6,153k (prior year: EUR 485k) had also been granted for overdraft facilities.
The contingent liabilities were primarily performance guarantees for import and export business (on behalf of and for the account of foreign banks), six performance bonds, five payment guarantees, four warranties and one customs guarantee for reputable companies. 
We do not expect any significant claims to be made.

Interest income breaks down by percentage to the following geographical regions:
	2017
	2016
	

	79
	66
	Asia

	-11
	2
	Germany

	31
	30
	Europe

	1
	2
	Other



The percentage stated for Germany relates to negative interest charged on the balances held at Deutsche Bundesbank in excess of the minimum reserves.


Commission income breaks down by percentage to the following geographical regions:
	2017
	2016
	

	12
	11
	Asia

	70
	74
	Germany

	17
	15
	Europe

	1
	0
	Other



The currency result of EUR 8k is presented under other operating income (prior year: other operating expenses of EUR 163k).
We will propose to the annual general meeting a resolution to transfer the net retained profit for 2017 in full to the other revenue reserves, as in the prior year. 

Other financial obligations break down as follows:
(in EUR k)

			2018	2019	2020   2021   
Rent		 148	 148	 148	 208    
Service charges	 41	  41	  41    45    
The current lease runs until 31 December 2020. In view of rising demand in the wake of Brexit, we have forecast a potential rent increase for 2021. 

3.  Other notes

The Institution employed an average of 26 members of staff, including the members of the Management Board, in fiscal year 2017 (prior year: 25). Five of these were seconded by the parent company.
The total fee charged by the auditor in fiscal year 2017 was EUR 102k plus VAT (prior year: EUR 134k) and comprised audit services (EUR 85k; prior year: EUR 101k) and tax services (EUR 17k; prior year: EUR 18k). As in the prior year, no audit-related services were provided. The audit services in fiscal year 2017 related exclusively to the audit of the statutory financial statements. The tax services related to the preparation and submission of tax returns.


Management Board

The members of the Management Board are:

Hyuk-Jun Kim, (Chairman), banker
Dr. Franz Siener-Kirsch, banker
	      	

Management remuneration is not disclosed pursuant to Sec. 286 (4) HGB.

Supervisory Board

The members of the Supervisory Board are:

Soon Chul Kwon, Seoul, banker (Chairman), KEB Hana Bank, Seoul (until 13 March 2017)
Ki Jung Sung, Seoul, banker (Chairman), KEB Hana Bank, Seoul (since 13 March 2017)
Tae Gyun Lee, Seoul, banker (Deputy Chairman), KEB Hana Bank, Seoul (until 31 August 2017)
Jin Kwon Namkoong, Seoul, Banker (Deputy Chairman), KEB Hana Bank, Seoul (since 31 August 2017)
Karsten Weyhausen, bank officer (employee representative) (until 17 May 2017)
Kum Hoe Huh, bank officer (employee representative) (since 17 May 2017)

As in the prior years, the members of the Supervisory Board do not receive any remuneration for their activities.

Loans to managers, etc.

As in the prior year, there were no credit lines or loans granted to the members of the Management Board or the Supervisory Board as of the balance sheet date.


Capital stock

Since 1 January 2015, there have been 45,000 registered shares with a notional value of EUR 511.29 each (20,000 of which originally had a value of DM 1,000.00).

Parent company

The Bank’s financial statements are included in the consolidated financial statements of Hana Financial Group, Seoul, the largest group of consolidated companies, and can be requested from Hana Financial Group – Financial Planning Division – Seoul, Korea. The consolidated financial statements may also be downloaded from www.hanafn.com. In addition to these consolidated financial statements, subgroup consolidated financial statements are also prepared, especially for KEB Hana Bank, Seoul, Korea. These subgroup consolidated financial statements can likewise be downloaded from the aforementioned website.

Subsequent events

A special event after the reporting date which may affect assets, liabilities and financial performance is the classification of a loan exposure of EUR 7.2m as a problem loan. This exposure is to a wholly owned Romanian subsidiary of a Korean parent company which is the global market leader for outsourced tire mold and drum manufacturing. The exposure was classified as a problem loan on 13 March 2018 due to failure to make repayment. The Bank will prepare a new repayment agreement and demand further collateral. It is not possible to conclusively determine the extent of default risk at the current point in time.    


Frankfurt am Main, 28 March 2018 


	KEB Hana Bank (D) AG

	

	The Management Board




	
	

	__________________
	___________________

	Hyuk-Jun Kim
	Dr. Franz Siener-Kirsch
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