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CFO'S MESSAGE

.
Suk-Jeh Cho
Executive Vice President and CFO

Delivering shareholder value through
smart management, strategic growth, and
a commitment to excellence.

LG Chem faced tough market conditions at home and abroad in 2005. The Korean
economy continued to underperform expectations. Qil prices rose above $60 per bar-
rel. International petrochemical prices fell dramatically. And exchange rates became

increasingly volatile.

We responded by placing top priority on strengthening our financial structure. This
included securing favorable financing and allocating funds for mid- and long-term
investment in our strategic businesses along with financial risk management. These
efforts enabled us to reduce our debt-to-equity ratio by 30 percentage points, from

159% at the end of 2004 to 129%.

We also put in place an early warning system to assist in effectively identifying and
responding to rapid changes in the external business environment. The system provides
early warnings for a number of key business indicators, giving us the ability to pre-
assess financial risk on a business-by-business basis as well as formulate and implement

appropriate countermeasures.

In 2006, our first and foremost priority will be on maximizing the synergistic benefits of
our merger with LG Daesan Petrochemicals completed on January 1, 2006. LG Daesan
has an excellent financial structure. It operates a naphtha cracking center, and pro-
duces a wide range of products such as ethylene, propylene, polyethylene, polypropy-
lene, ethylene glycol, and synthetic rubber. The merger is a good fit for our existing
businesses, and we expect to reap the benefits of synergy across our organization as

integration continues.
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Our second priority will be on balancing growth and financial stability. We are working
hard to maximize our return on investment by considering timing and scale issues from
the very beginning of the decision-making process, meticulously analyzing internation-

al market trends to ensure optimal investment timing.

Our third priority will be to reduce risk by effectively dealing with key business threats
such as volatile exchange rates and oil prices, thereby maximizing corporate value. The
crucial importance of risk management is something that can never be stressed

enough.

Last, but certainly not least, we will continue to generate value for our shareholders.
We will also continue to upgrade and expand our investor relations activities to reach
potential investors both at home and abroad. Toward this end, we will be attending
conferences around the globe as well as holding non-deal roadshows and one-on-one

meetings to share the LG Chem value proposition.
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MANAGEMENT'S DISCUSSION & ANALYSIS

SALES
in KRW billions

Non-Consolidated  Consolidated

10,902
8,817

7,425
7,127

04 05 04 05

OPERATING PROFIT
in KRW billions

Non-Consolidated  Consolidated

890 g3

523 42

04 05 04 05

NET INCOME
in KRW billions

Non-Consolidated  Consolidated

536 538
400 403

04 05 04 05

INTRODUCTION

LG Chem was founded in 1947. Over the past six decades, we have grown to become
one of Korea's leading chemical companies. Our operations are divided into three
groups: Petrochemicals, Industrial Materials, and Information & Electronic Materials. In
particular, we consider the Information & Electronic Materials Group to represent the
strategic future direction of our company. We believe that our active ongoing invest-
ments in the fields and businesses connected with this group will provide the founda-

tion for our next great leap forward.

2005 OVERVIEW

Looking at parent company performance in 2005, we saw sales growth of approxi-
mately 4% to KRW 7,425 billion on the strength of a strong performance by our LCD
polarizer business. Contrary to expectations, operating profit fell by KRW 101 billion
to KRW 422 billion. The two primary factors behind the decline were lower
Petrochemical Group profitability due to high oil prices, and a poor performance by
our battery business. Net income was also down, dropping KRW 136 billion to KRW
400 billion.

On a consolidated basis including all our global subsidiaries and affiliates, sales rose
more than 23% to KRW 10,902 billion. Operating profit was off KRW 48 billion to
KRW 843 billion, while net income slid KRW 135 billion to KRW 403 billion.

Taking a look at group performance on a parent-company basis, our Petrochemicals
Group delivered sales growth of about 5% to top KRW 4,068 billion. Operating profit
fell from KRW 366 billion to KRW 311 billion, affected by facility overexpansion in
China by carbide-based PVC makers as well as high prices for oil, ethylene, and other
feedstocks. As part of our ongoing vertical integration efforts to improve the self-suf-
ficiency and profitability of our petrochemical operations, we decided to merge the

operations of LG Daesan Petrochemicals into LG Chem effective January 1, 2006.

Our Industrial Materials Group delivered sales growth of just over 2% to reach KRW
2,081 billion. We believe the primary cause for this weak performance lies in the cur-
rent domestic market situation. Korea’s construction market has still not fully recov-
ered from the Asian financial crisis of the late 1990s, and a robust recovery appears to

be a few years off. However, operating profit was up about 28% to KRW 140 billion.
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We attribute this profit to the success of our ongoing restructuring efforts, particular-
ly our focus on shifting our product mix to value-added products and cost savings

achieved through production outsourcing.

Our Information & Electronic Materials Group grew sales by KRW 62 billion to KRW
1,268 billion as dramatic growth by our LCD polarizer business offset a poor perfor-
mance by our battery business. Operating profit was off KRW 68 billion for the year,
resulting in a KRW 26 billion loss. The origin of this loss dates back to 2004 when we
completed a major expansion of our battery production facilities. We started shipping
batteries to major clients such as Apple Computer without having the appropriate
quality control procedures in place, leading to a product recall of certain models in
2005. We halted production to put new quality control measures into place as part of
a comprehensive overhaul program. In the second half of the year, we signed new
long-term supply agreements with HP and other companies, and we expect the busi-

ness to continue to bounce back as we win new customers.

Our R&D efforts continue to position us for growth as a total solution provider in all
our businesses. Our Information & Electronic Materials Group is working on batteries
for hybrid and electric vehicles, LCD color filter photoresists, plasma display panel
(PDP) filters, and semiconductor materials. Our Industrial Materials Group is focusing
on construction materials, sign media, and functional film products. Our
Petrochemicals Group is exploring high polymer compounds as well as process and
feedstock technologies. Backed by world-class facilities, investment, and people, our
R&D organization is now playing a key role in achieving our goal of generating 60%

of sales from our core product portfolio by 2010.

In 2005, we planned to invest a total of KRW 627 billion on capital projects, including
KRW 172 billion in petrochemical businesses, KRW 92 billion in industrial material
businesses, KRW 253 billion in information and electronic material businesses, and
KRW 110 billion for other projects. Our actual investments totaled KRW 502 billion,
about KRW 125 billion less than projected due to project scale-backs and postpone-

ments by our battery and petrochemical businesses.
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SHAREHOLDER COMPOSITION

@ Korean Individuals & Institutions
Foreign Shareholders
LG Corp.

Common stock
as of
December 31, 2004

28.73%
37.24%
34.03%

Common stock
as of
December 31, 2005

33.53% e
32.44%
34.03%
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DEBT-TO-EQUITY

Non-Consolidated  Consolidated

158.7% 155.5%
137.0%

129.4%

04 05 04 05

RETURN ON ASSETS

Non-Consolidated  Consolidated

10.3% 10.6%

7.9%
7.0%

04 05 04 05

RETURN ON EQUITY

Non-Consolidated  Consolidated

26.8% 27.6%

17.1%

04 05 04 05

FINANCIAL INFORMATION

Financial Structure

As of December 31, 2005, our parent company debt-to-equity and net debt-to-equity
ratios dropped 30 and 14 percentage points to 129% and 76%, respectively, as we
invested conservatively and scaled-back plans for a number of projects. On a consoli-
dated basis, the ratios were 137% and 85%.

In 2006, we expect LG Daesan Petrochemicals’ retained earnings and solid cash flow to
provide a major boost to our financial structure. That said, we will continue to
improve our finances across the board through rational investment planning, opera-
tional profitability, business restructuring, and efficient working capital management.
We plan to internally fund our 2006 R&D and capital expenditures. Our mid- to long-

term target is to maintain our net debt-to-equity ratio around the 50% level.

KEY FINANCIAL RATIOS

Non-Consolidated Consolidated

2004 2005 2004 2005
Debt-to-equity ___1587% @ 1294%  1555%  137.0%
Net debt-to-equity 90.2% 755% 95.8% 84.5%
Interest coverage 57% 45% 78% 58%
Return on assets . 103% 7.0%  106% 7.9%
Return on equity 26.8% 17.1% 27.6% 19.4%

* The consolidated ROE and ROA are calculated with total net income, which includes the income of minority interests.

DEBT BY CURRENCY

in KRW billions

2004 2005 Change
Roreanivon S [1:557,C NN 15066 - RISIOS
Foreign 312.1 335.6 +23.5
Total 1,979.7 18422 - -137.5
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Equity
Under current Korean trade regulations, LG Corp. must maintain ownership of at least

30.0% of LG Chem'’s total outstanding shares in order to retain its holding company status.

At the end of 2004, LG Corp. and other majority shareholders held 34% of LG Chem's
common stock, foreign shareholders held 37%, and Korean individual and institutional
investors held 29%. As of December 31, 2005, LG Corp.’s holdings totaled 34%, foreign

shareholders held 32%, and Korean individual and institutional investors held 34%.

STOCK INFORMATION
as of December 31, 2005

Outstanding Paid-In Capital Foreign Investor
Shares in KRW billions Holdings
Commonstock fneEaly S
Preferredstock ) S I
Total 73,086,315 365.4 33.09%

Funding Strategy

Long- and Short-Term Borrowings
Our policy is to use long-term loans to fund plant and equipment investments, and
short-term loans for operating capital. To guard against liquidity risk, we limit short-

term borrowings to less than 90% of our net working capital.

Interest Rates
We use an appropriate mix of fixed and floating-rate loans to give us flexibility in
responding to interest rate fluctuations. We limit floating-rate loans to between 20%

and 40% of total borrowings.

Foreign Currency Borrowings
We maintain a certain level of foreign borrowings as a natural hedge against foreign
exchange exposure. In 2006, our estimated exposure will be approximately $1.5 bil-

lion, and we will maintain foreign borrowings of around $400 million as a hedge.

COST OF CAPITAL

in KRW billions

2005 Results 2006 Target Change
Interestpaid U7 958 1.1
Interest rate 4.90% 5.29% +39 bp

FINANCIAL REVIEW MANAGEMENT'S DISCUSSION AND ANALYSIS

FOREIGN INVESTOR HOLDINGS

Common stock

32.46%

Preferred stock

37.98%
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NET INCOME EPS
in KRW billions in KRW
536
400 7,341
5,501
362 4,951
03 04 05 03 04 05
COMMON STOCK DIVIDEND YIELD
DIVIDEND PAYOUT RATIO
in % in %
35
30
25 3.6
3.4
2.2

03 04 05 03 04 05

DEBT BY CURRENCY

in KRW billions

Dec 2005 Dec 2006 (E) Change
WOICEIIO e o 1:2000 NN 1,398 - A
Foreign currencies 335.6 406.2 70.6
Total 18422 1,766.0 762

Dividend Policy & Dividends

We consider dividends to be the most fundamental way to return profits to our share-

holders. When determining the dividend, we consider a variety of factors such as the

company’s financial structure and funding requirements for planned investments.

Taking into account the ongoing need to upgrade our mid- to long-term business
competitiveness, make capital and R&D investments for future growth, and maintain
our debt-to-equity ratio within our target range, we declared a 2005 dividend payout
of 25% for common stock and 26% for preferred stock, both five percentage points

lower than 2004. The payout is based on the share face value of KRW 5,000.

We aim to continuously increase shareholder value by enhancing the competitiveness
of our core businesses and generating solid profits. It is our intention to maintain divi-
dends at a level that satisfies both our commitment to sound financial governance

and investor expectations for profit sharing.

DIVIDEND SUMMARY

2003 2004 2005

Net income in KRW billions 362 536 400

EPSinwon 491 7341 5,501
Total dividends in KRW billions 128 110 91
Dividends-to-netincome =~ 3538%  2051%  22.74%
Dividend payout, common 3% 30% 0 - 25%
Dividend payout, preferred 6% 31% 26%
Dividend yield rato 34% 36% 22%

* Dividend payout is percentage of KRW 5,000 face value.
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MERGER WITH LG DAESAN PETROCHEMICALS

The incorporation of LG Daesan Petrochemicals at the beginning of 2005 has enabled
us to improve cost leadership through vertical integration, providing our core PVC and
ABS businesses with a stable, long-term supply of feedstocks such as ethylene, styrene
monomer, and butadiene. Our merger in 2006 is expected to take these strengths to a

much higher level.

In addition to greater productivity and competitiveness, we anticipate synergies with
our existing businesses that will expand our market leadership in the styrene

monomer, butadiene, and low-density polyethylene businesses.

The merger will also bring LG Daesan’s surplus cash into the parent company. This is
expected to improve our cash flow, providing the financial resources needed to invest

in future growth businesses.

We are forecasting 2006 consolidated sales of KRW 11,500 billion as we continue to

grow in our role as a global general chemical company.

PRO FORMA BALANCE SHEET
FOR LG CHEM AFTER MERGER

PRO FORMA INCOME STATEMENT
FOR LG CHEM AFTER MERGER

in KRW billions in KRW billions
January 1, 2006 Fiscal 2005

Assets Sales 8,897.2
Janeemesset o Geserwles | GAZIE)
_ Cash and equivalents 3709  Gross profit 1,469.6
_ Othercurrentassets ~~ 1,587.2  Selling and administrative (964.1)

Total current assets 1,958.1 expenses
_Fixed assets Operating profit 505.5
_ememEs Gilees OIS OE )
__Negative goodwill (353.8)  Ordinary income 494.9

Total fixed assets 3,809.4 Income tax expense | (93.0)

Total assets 5,767.5 Net income 401.9
Liabilities

Current liabilities 2,086.3
‘Long-term liabilites ~ 1,241.0
Total liabilities 3,327.3
Shareholders’ equity
Coghelseds 2984

Retained earnings, etc. 2,074.8
Total shareholder’s equity 2,440.2
Total liabilities and equity 5,767.5

FINANCIAL REVIEW MANAGEMENT'S DISCUSSION AND ANALYSIS
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CAPITAL INVESTMENT BY BUSINESS GROUP

PETROCHEMICALS INDUSTRIAL
in KRW billions MATERIALS
in KRW billions
253.3
97.7
134.0
733 69.6
71.1

03 04 05

INFORMATION &

03 04 05

OTHER PROJECTS

ELECTRONIC in KRW billions
MATERIALS
in KRW billions
228.1
206.9 223 197.0
91.3
71.8

03 04 05

03 04 05

CAPITAL EXPENDITURES

Of the KRW 502 billion we invested in 2005, KRW 207 billion went to our Information
& Electronic Materials Group. The total investment was KRW 125 billion less than orig-
inally planned due to project scale-backs and postponements in our battery and petro-

chemicals businesses.

We will continue to invest conservatively in 2006. Our main focus will be on the naph-
tha cracking center revamping project currently underway at the Daesan plant as well
as selected Information & Electronic Materials Group projects related to LCD polarizers

and other businesses projected to enjoy explosive growth in the coming years.

CAPITAL INVESTMENT

in KRW billions

2004 2005 2006 (E)
Debodusulent A = 1 ZHE
DwlprlWaiartels [ ®O____ El
Unernsifion @ Hecrome deiadas 22 Alsy ZEE
Cuneppreees o WEmvo El- I s
Total 569.5 501.8 646.1

2006 OUTLOOK

Although the outlook for economic and market recovery in Korea remains unclear
and China’s appetite for imports appears to be slowing, we expect continued strong
performance in LCD polarizers and other core businesses along with our merger with
LG Daesan Petrochemicals to keep sales growing in 2006. We are forecasting parent
company sales growth of around 28% to KRW 9,500 billion, and consolidated sales
growth of 5% to KRW 11,500 billion.

While prospects in our home market are expected to gradually improve, we will con-
tinue to ceaselessly pursue greater profitability by breaking into new global markets

and expanding sales of value-added products.

In our pursuit of growth, profitability, and stability, we will be seeking out top-tier
clients who are willing to pay a premium for superior products and service that help
them gain a fundamental competitive edge. We will also be building a high-perfor-

mance organization as we continue to foster a culture of excellence.

FINANCIAL REVIEW MANAGEMENT'S DISCUSSION AND ANALYSIS
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Our Petrochemicals Group will focus on competitiveness as it achieves full vertical inte-
gration in its core businesses. The group will be aiming to secure a fundamental com-
petitive edge in its PVC and ABS businesses, executing a total tear-down and redesign
of production, sales, and R&D operations as it continues to pursue emerging opportu-

nities for growth.

Our Industrial Materials Group will leverage its excellent R&D and marketing capabilities
to drive value-added product sales in the United States, China, and other strategic glob-
al markets. The group will also systematically pursue growth in a promising new busi-

ness, commercializing and launching pilot production of high-performance display films.

Our Information & Electronic Materials Group will be working to quickly ramp up new
production facilities and boost cost competitiveness. The group will also launch new
medium- and large-format batteries and display materials as it aims for continued

strong growth.

FINANCIAL REVIEW MANAGEMENT'S DISCUSSION AND ANALYSIS
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REPORT OF INDEPENDENT AUDITORS

To the Board of Directors

and Shareholders of LG Chem, Ltd.

We have audited the accompanying non-consolidated balance sheets of LG Chem, Ltd.
(the “Company”) as of December 31, 2005 and 2004, and the related non-consolidated
statements of income, appropriations of retained earnings, and cash flows for the
years then ended, expressed in Korean won. These financial statements are the
responsibility of the Company’s management. Our responsibility is to express an opin-
ion on these financial statements based on our audits. We did not audit the financial
statements of Ningbo LG Yongxing Chemical Co., Ltd. and certain other subsidiaries,
the investments in which are reflected in the accompanying non-consolidated finan-
cial statements using the equity method of accounting. The investments in those sub-
sidiaries represent 7.55% of the Company'’s total assets as of December 31, 2005 (2004:
14.21%), and the equity in their net profits and losses represent 7.61% of the
Company'’s net income before income taxes for the year ended December 31, 2005
(2004: 34.23%). These statements were audited by other auditors whose reports have
been furnished to us and our opinion, insofar as it relates to the amounts included for

the subsidiaries, is based solely on the reports of the other auditors.

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

audits provide a reasonable basis for our opinion.

In our opinion, based on our audits and the reports of other auditors, the non-consoli-
dated financial statements referred to above present fairly, in all material respects,
the financial position of LG Chem, Ltd. as of December 31, 2005 and 2004, and the
results of its operations, the changes in its retained earnings and its cash flows for the
years then ended in conformity with accounting principles generally accepted in the

Republic of Korea.
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PRICEWATERHOUSE(COPERS

Samil Accounting Corporation

Kukje Center Building 191 Hangangro 2 ga,
Yongsanku Seoul 140-702, KOREA
(Yongsan P.O.Box 266, 140-600)

Without qualifying our opinion, as discussed in Note 25 to the non-consolidated financial

statements, the Company acquired LG Daesan Petrochemicals Ltd. as of January 1, 2006.

Accounting principles and auditing standards and their application in practice vary
among countries. The accompanying non-consolidated financial statements are not
intended to present the financial position, results of operations and cash flows in con-
formity with accounting principles and practices generally accepted in countries and
jurisdictions other than the Republic of Korea. In addition, the procedures and practices
used in the Republic of Korea to audit such financial statements may differ from those
generally accepted and applied in other countries. Accordingly, this report and the
accompanying non-consolidated financial statements are for use by those who are
informed about Korean accounting principles or auditing standards and their applica-

tion in practice.

Seoul, Korea

February 3, 2006

S «g /r@(e WiLortro %)’447/%

This report is effective as of February 3, 2006, the audit report date. Certain subsequent events or circum-
stances, which may occur between the audit report date and the time of reading this report, could have a
material impact on the accompanying non-consolidated financial statements and notes thereto. Accordingly,
the readers of the audit report should understand that there is a possibility that the above audit report may

have to be revised to reflect the impact of such subsequent events or circumstances, if any.

FINANCIAL REVIEW REPORT OF INDEPENDENT AUDITORS
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NON-CONSOLIDATED BALANCE SHEETS
DECEMBER 31, 2005 AND 2004

(in millions of Korean won)

2005

2004

Assets
Current assets
Cash and cash equivalents (Note 23)
Short-term investments (Note 7)
Trade accounts and notes receivable, net (Notes 2, 4, 5 and 20)
Other accounts receivable, net (Notes 2, 5 and 20)
Accrued income, net (Note 5)
Advance payments
Prepaid expenses
Inventories, net (Notes 2 and 6)
Deferred income tax assets (Note 17)
Other current assets

Total current assets

Long-term financial instruments (Note 3)
Investment securities (Note 7)
Equity-method investments (Note 8)
Long-term trade accounts and notes receivable, net (Note 5)
Long-term guarantee deposits
Long-term prepaid expenses
Other investments
Property, plant and equipment, net (Notes 2, 9 and 22)
Intangible assets, net (Notes 2, 10 and 22)
Total assets

189,445 413,717
. 59,627

499,382 457,061
100,059 88,267
55 133

3,062 1,672
15,142 12,612
608,850 614,824
11,545 .
8,756 8,793
1,436,296 1,656,706
51 48

1,939 16,473
1,476,532 1,280,131
775 1,100
67,611 66,054
20,470 21,519
32,048 33,780
2,456,822 2,453,255
100,855 150,463
5,593,399 5,679,529
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NON-CONSOLIDATED BALANCE SHEETS
DECEMBER 31, 2005 AND 2004

(in millions of Korean won)

2005

2004

Liabilities and Shareholders’ Equity
Current liabilities
Short-term borrowings (Note 11)
Current maturities of long-term debt, net (Note 11)
Trade accounts and notes payable (Note 23)
Other accounts payable (Notes 23)
Withholdings
Accrued expenses (Note 23)
Income tax payable (Note 17)
Other current liabilities

Total current liabilities

Long-term debt, net (Note 12)
Accrued severance benefits, net (Notes 2 and 3)
Deferred income tax liabilities (Note 17)
Derivative instrument transaction credit (Note 14)
Other long-term liabilities

Total liabilities

Commitments and contingencies (Note 14)

Shareholder’s equity (Note 1)
Common stock
Preferred stock

Capital surplus (Note 15)
Paid-in capital in excess of par value
Gain on disposal of treasury stock
Asset revaluation surplus

Retained earnings (Note 15)
Legal reserve
Other reserves

Unappropriated retained earnings

Capital adjustments
Gain on valuation of equity-method investment (Note 8)
Loss on valuation of equity-method investment (Note 8)
Treasury stock (Note 16)
Loss on valuation of derivative instruments (Note 14)

Total shareholders’ equity
Total liabilities and shareholders’ equity

100,224 W 181,314
740,604 321,145
596,580 769,932
372,834 367,897
39,400 33,656
30,452 22,317
63,609 77,713
3,207 5,071
1,946,910 1,779,045
988,805 1,460,209
80,410 69,951
111,020 132,120
23,814 39,302
3,915 3,761
3,154,874 3,484,388
322,126 322,125
43,306 43,306
365,432 365,431
532,002 532,002
841 880
206,769 206,770
739,612 739,652
40,335 29,337
921,393 505,940
400,261 536,430
1,361,989 1,071,707
36,109 48,696
(41,043) (24,131)
(23,129) (2,403)
(445) (3,811)
(28,508) 18,351
2,438,525 2,195,141
5,593,399 W 5,679,529

FINANCIAL REVIEW NON-CONSOLIDATED BALANCE SHEETS
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NON-CONSOLIDATED STATEMENTS OF INCOME
YEARS ENDED DECEMBER 31, 2005 AND 2004

(in millions of Korean won, except per share amounts)

2005 2004

Sales (Notes 20 and 22) W 7,425,104 W 7,127,411
Cost of sales (Note 20) 6,107,725 5,784,125
Gross profit 1,317,379 1,343,286
Selling and administrative expenses 895,665 820,368
Operating income 421,714 522,918

Non-operating income
Interest income 12,193 13,921
Foreign exchange gains 45,795 40,976
Gain on foreign currency translation 13,894 73,734
Gain on disposal of investment securities (Note 7) 10,306 -
Gain on valuation of investments using the equity method of accounting (Note 8) 243,751 334,668
Gain on disposal of property, plant and equipment 8,574 1,275
Reversal of bad debt allowance - 237
Gain on valuation of derivative instrument (Note 14) - 2,265
Others 38,094 24,790
372,607 491,866

Non-operating expenses

Interest expenses 94,731 92,174
Foreign exchange losses 24,748 27,222
Loss on foreign currency translation 5,321 7,278
Loss on disposal of trade accounts receivable (Note 2) 22,747 10,557
Loss on disposal of investment securities 73 -
Loss on disposal of property, plant and equipment 35,468 15,840
Loss on valuation of investments using the equity method of accounting (Note 8) 33,731 23,349
Impairment loss on investment securities 2,161 30,607
Impairment loss on intangible assets (Note 10) 51,434 29,677
Impairment loss on property, plant and equipment 23,912 -
Loss on valuation of derivative instrument (Note 14) 3,080 31,570
Donations 5,950 4,451
Others 23,287 22,347
326,643 295,072
Income before income taxes 467,678 719,712
Income tax expense (Note 17) 67,420 183,292
Net income 400,258 536,420

Per share data (in won)
Earnings per share (Note 18) W 5501 W 7,341
Ordinary income per share (Note 18) W 5501 W 7,341

The accompanying notes are an integral part of these non-consolidated financial statements.

FINANCIAL REVIEW NON-CONSOLIDATED STATEMENTS OF INCOME

NON-CONSOLIDATED STATEMENTS OF APPROPRIATIONS OF RETAINED EARNINGS

YEARS ENDED DECEMBER 31, 2005 AND 2004
(Date of appropriations: March 9, 2006 and March 17, 2005 for the years ended December 31, 2005 and 2004)

(in millions of Korean won)

2005 2004
Retained earnings before appropriations
Unappropriated retained earnings carried over from prior year W 3 W 10
Net income 400,258 536,420
400,261 536,430
Transfers from other reserves
Reserve for technology development 46,667 16,666
Appropriation of retained earnings
Legal reserve 9,103 10,998
Dividend 91,028 109,975
Reserve for technology development 182,270 220,000
Reserve for investment losses 164,522 -
Reserve for facilities - 212,120
446,923 553,093
Unappropriated retained earnings carried forward to the subsequent year W 5 3

FINANCIAL REVIEW NON-CONSOLIDATED STATEMENTS OF APPROPRIATIONS OF RETAINED EARNINGS
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NON-CONSOLIDATED STATEMENTS OF CASH FLOWS
Years Ended December 31, 2005 and 2004

(in millions of Korean won)

2005 2004
Cash flows from operating activities
Net income W 400,258 W 536,420
Adjustments to reconcile net income to net cash provided by operating activities
Depreciation and amortization 372,092 353,851
Provision for severance benefits 55,853 59,233
Gain on foreign currency translation, net (10,515) (68,813)
Loss on disposal of trade accounts receivable 22,747 10,557
Loss on inventory valuation 3,469 4,960
Impairment loss on investment securities 2,161 30,607
Loss on disposal of property, plant and equipment, net 26,894 14,565
Impairment loss on intangible asset 51,434 29,677
Gain on disposal of investment securities, net (10,233) -
Gain on valuation of investments using the equity method of accounting, net (210,020) (311,319)
Loss on valuation of derivative instrument, net 3,080 29,305
Reversal of bad debt allowance - (237)
Others, net 35,344 5,364
342,306 157,750
Changes in operating assets and liabilities
Increase in trade accounts and notes receivable (72,358) (79,105)
Decrease (increase) in inventories 7,640 (226,342)
Dividend income 68,415 40,425
Increase in other accounts receivable (16,968) (25,163)
Decrease in accrued income 78 216
Increase in advance payments (1,390) (200)
Increase in prepaid expenses (2,531) (2,328)
Increase in other current assets (23,600) (885)
Decrease in long-term trade accounts and notes receivable 454 514
(Decrease) increase in trade accounts and notes payable (168,313) 160,948
Increase (decrease) in other accounts payable 6,302 (9,315)
Increase in accrued expenses 8,135 9,196
(Decrease) increase in income taxes payable (14,089) 30,320
Increase (decrease) in other current liabilities 3,865 (21,426)
Accrued severance benefits transferred from affiliated company 361 786
(Decrease) increase in deferred income tax liabilities (44,728) 68,618
Payment of severance benefits (49,068) (46,797)
Others, net 26,389 (16,177)
(271,406) (116,715)
Net cash provided by operating activities 471,158 577,455
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NON-CONSOLIDATED STATEMENTS OF CASH FLOWS
Years Ended December 31, 2005 and 2004

(in millions of Korean won)

Cash flows from investing activities

Disposal of property, plant and epuipment
Disposal of short-term financial instruments, net
Disposal of short-term investment assets
Acquisition (disposal) of other investment, net
Acquisition of property, plant and equipment
Disposal (acquisition) of investment securities, net
Acquisition of equity method securities, net
Acquisition of intangible assets, net

Others, net

Net cash used in investing activities

Cash flows from financing activities

(Repayment of) proceeds from short-term borrowings, net

Repayment of current maturities of long-term debt
Issuance of debentures

Payment of dividends

Proceeds from long-term debt, net

(Acquisition) disposal of treasury stock

Others, net

Net cash (used in) provided by financing activities

Net (decrease) increase in cash and cash equivalents

Cash and cash equivalents
Beginning of the year
End of the year

2005 2004
30,138 W 10,495
- 330
74,513 653
(3,347) 5,409
(451,447) (383,575)
22,873 (168,903)
(72,860) (31,191)
(19,055) (26,157)
(10,238) (41,142)
(429,423) (634,081)
(81,090) 94,817
(322,266) (262,463)
227,344 428,682
(109,963) (128,090)
41,635 76,304
(20,779) 3,990
(888) 17
(266,007) 213,257
(224,272) 156,631
413,717 257,086
189,445 W 413,717

FINANCIAL REVIEW NON-CONSOLIDATED STATEMENTS OF CASH FLOWS



LG Chem Annual Report 2005 | Change is our DNA

NOTES TO NON-CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2005 AND 2004

1. THE COMPANY
The Company was spun off from LG Chem Investment Ltd. (formerly LG Chemical Ltd.) on April 1, 2001, and completed the registration process on April 3, 2001. The
Company engages in the business of petrochemicals, performance polymers, industrial materials, and information and electronic materials. The Company has its manu-

facturing facilities in Yeosu, Cheongju, Ulsan, Naju, Onsan, Iksan, Daesan and Ochang.

As of December 31, 2005, the Company has an outstanding capital stock of #365,432 million, including preferred stock of 43,306 million. The Company has been listed
on the Korea Stock Exchange since April 25, 2001.

The Company is authorized to issue 292 million shares of common stock at 5,000 per share. As of December 31, 2005, the Company has 64,425,064 common shares and
8,661,251 preferred shares issued and outstanding. The holders of preferred stock are not granted the right to vote and are entitled to receive cash dividend at a rate of

one percentage point over the common stockholders.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The significant accounting policies followed by the Company in the preparation of its non-consolidated financial statements are summarized below.

Basis of Financial Statements Presentation

The Company maintains its accounting records in Korean won and prepares statutory financial statements in the Korean language, in conformity with financial account-
ing principles generally accepted in the Republic of Korea. Certain accounting principles applied by the Company that conform with financial accounting standards and
accounting principles in the Republic of Korea may not conform with generally accepted accounting principles in other countries. Accordingly, these financial statements
are intended for use by those who are informed about Korean accounting principles and practices. The accompanying non-consolidated financial statements have been
condensed, restructured and translated into English from the Korean language non-consolidated financial statements. Certain information attached to the Korean lan-
guage financial statements, but not required for a fair presentation of the Company’s financial position, results of operations, or cash flows, is not presented in the

accompanying non-consolidated financial statements.

Application of the Statements of Korean Financial Accounting Standards

The Korean Accounting Standards Board has published a series of Statements of Korean Financial Accounting Standards (SKFAS), which will gradually replace the exist-
ing financial accounting standards established by the Korean Financial Supervisory Commission. The Company has adopted SKFAS Nos. 1 to 13, except No. 11, for its
financial statements. In addition, the Company has adopted SKFAS Nos. 15 to 17, which became applicable to the Company on January 1, 2005, for its financial state-

ments for the period ended December 31, 2005.

In accordance with SKFAS No. 16, Deferred Income Tax, the Company changed its accounting policy for income taxes in 2005. The effect of this application of SKFAS No.
16 was a decrease in capital adjustments and an increase in deferred income tax liabilities by 12,082 million each. However, the prior year financial statements have

not been restated to reflect the provisions of SKFAS No. 16.

Accounting Estimates
The preparation of the non-consolidated financial statements requires management to make estimates and assumptions that affect amounts reported therein. Although
these estimates are based on management’s best knowledge of current events and actions that the Company may undertake in the future, actual results may differ from

those estimates.
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Revenue Recognition

Sales of manufactured products and goods are recognized upon delivery when the significant risks and rewards of ownership of the goods are transferred to the buyer.

Asset-Backed Securities

The Company recognizes interest and issuance expenses as losses on disposal of trade accounts receivable and losses on disposal of investments, respectively.

Allowance for Doubtful Accounts

The Company provides an allowance for doubtful accounts based on the aggregate estimated realizable value of the receivables.

Inventories

Inventories are stated at the lower of cost or market, with cost being determined using the moving-average method, except for materials-in-transit which are stated at
actual cost determined using the specific identification method. If the net realizable value of inventory is less than its cost, a contra inventory account representing the
valuation loss, is presented to reduce the inventory to its net realizable value. The said valuation loss is recorded as cost of sales. If, however, the circumstances which
caused the valuation loss ceased to exist, causing the market value to rise above the carrying amount, the valuation loss is reversed limited to the original carrying

amount before valuation. The said reversal is a deduction from cost of sales.

Securities

In accordance with SKFAS No. 8, Investments in Securities, investments in equity securities or debt securities are classified into trading securities, available-for-sale securi-
ties and held-to-maturity securities depending on the acquisition and holding purpose. Trading securities are classified as current assets, and available-for-sale securities
and held-to-maturity securities are classified as long-term investments, except for those securities that mature or are certain to be disposed of within one year, which are

classified as part of current assets.

Securities are initially carried at cost, including incidental expenses, with cost being determined using the moving average method. Debt securities, which the Company
has the intent and ability to hold to maturity, are generally carried at cost, adjusted for the amortization of discounts or premiums. Premiums and discounts on debt
securities are amortized over the term of the debt using the effective interest rate method. Trading and available-for-sale securities are carried at fair value, except for
non-marketable securities classified as available-for-sale securities, which are carried at cost. Non-marketable debt securities are carried at a value using the present value

of future cash flows, discounted at the reasonable interest rate determined considering the credit ratings provided by independent credit rating agencies.

Unrealized valuation gains or losses on trading securities are charged to current operations, and those resulting from available-for-sale securities are recorded as a capi-
tal adjustment, the accumulated amount of which shall be charged to current operations when the related securities are sold, or when an impairment loss on the securi-
ties is recognized. Impairment losses are recognized in the income statement when the recoverable amounts are less than the acquisition cost of securities or adjusted

cost of debt securities for the amortization of discounts or premiums.
Equity-Method Investments
In the non-consolidated financial statements of the Company, investments in business entities, over which the Company exercises significant control or influence over the

operating and financial policies of such entities, are recorded using the equity method of accounting.

Under the equity method, the original investment is recorded at cost and adjusted by the changes in the Company’s proportionate ownership in the book value of the

investee in current operations, as capital adjustments or as adjustments to retained earnings, depending on the nature of the underlying change in the net book value
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of the investee. Unrealized profit arising from intercompany transactions is eliminated based on the average gross profit ratio of the corresponding company. The
Company's proportionate unrealized profit arising from sales between the Company and equity-method investees or sales between equity-method investees is eliminat-

ed. However, unrealized profit arising from sales by the Company to its consolidated subsidiaries is fully eliminated.

The Company discontinues the equity method of accounting for investments when the Company’s share in the accumulated losses of the investee equals the costs of the
investments, and until the subsequent accumulated proportionate net income of the investees equals its cumulative proportionate net losses not recognized during the
periods when the equity method was suspended. Even if the book value of the investments, including other investment-type assets such as the preferred shares or long-
term debts of the investees becomes zero or negative, the Company still continues to record its share in the net losses of the investees until its proportionate net loss of

the investee equals the book value of such assets.

The difference between the Company'’s initial proportionate ownership in the net fair value and the net book value of the investee, which is the net of the fair value

and the net book value of the recognizable assets and liabilities, is amortized according to the investee’s accounting policy for the related assets and liabilities.

When the initial purchase price exceeds or is below the Company’s initial proportionate ownership of the net fair value of the investee, which is the net of the fair value
of the investee’s recognizable assets and liabilities, the Company considers the difference as goodwill (negative goodwill) and amortizes it in accordance with the

Accounting Standards for Business Combination.

In cases where the investee is the Company’s consolidated subsidiary, the difference between change of the Company’s proportionate ownership in the net book value of

the investee and purchase price, which is paid for the Company’s additional acquisition of shares or investee's issuance of new shares, is accounted for capital adjustments.

Accounts and records of the overseas equity method companies are maintained in foreign currencies. The financial statements of the overseas equity-method
investees have been translated into Korean won at exchange rates as of the balance sheet date for the balance sheet and annual average exchange rate for income
statements. Any resulting translation gain or loss is accounted for as overseas operation translation debit or credit under the capital adjustments, a component of

shareholders’ equity.

In the application of the equity method of accounting, the Company makes adjustments to the financial statements of overseas investees whose estimated useful lives
on their property, plant and equipment are different from those used by the Company. As a result of these adjustments, the equity-method investments balance as of
December 31, 2005 decreased by 6,475 million. Further, for the year ended December 31, 2005, the gain on valuation of equity-method investments decreased by

W2,341 million, while the loss on valuation of equity-method investments increased by W4,134 million.

Prior to 2005, the equity method of accounting was not applied to certain investees if their total assets were less than W7 billion as of the prior year end, and if the
application of the said method on the investments’ valuation was insignificant. However, effective January 1, 2005, the Company will apply the equity method of
accounting on all investees over which it exercises significant control or influence, regardless of the investees’ total assets as of the prior year end. As a result of this
change in accounting policy, the investment securities balance as of December 31, 2005, was lower by ¥2,365 million and the gain on valuation of investments as capital
adjustment and the loss on valuation of investments as capital adjustment were higher by W84 million and #331 million, respectively, than what would have been
reported under the previous policy. For the year ended December 31, 2005, the loss on valuation of equity-method investments was higher by 2,118 million than what

would have been reported under the previous policy (Notes 7 and 8).

Property, Plant and Equipment, and Related Depreciation

Property, plant and equipment are recorded at cost, except for upward revaluations in accordance with the Korean Asset Revaluation Law. Such revaluations present

production facilities and other buildings at their depreciated replacement cost and land at the prevailing market price as of the effective date of revaluation.
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Depreciation is computed using the straight-line method over the following estimated useful lives:

Estimated Useful Lives

Buildings and structures 25~50 years
Machinery and equipment 6~12 years
Vehicles 6 years
Tools 6 years
Furniture and fixtures 6 years

The Company reduced its estimated useful lives of the Battery and Display & Optical Materials Division’s machinery and equipment from 12 years to six years in order to
match costs with revenues in more reasonable manner for the year ended December 31, 2004. As a result of this change, for the year ended December 31, 2004, invento-
ries and depreciation expenses, net of income tax expenses, were higher by #5,186 million and 34,026 million, respectively, than they would have been using the old

estimated life.

The Company capitalizes interest expense incurred on borrowings used to finance the cost of constructing property, plant and equipment.

Routine maintenance and repairs are charged to expense as incurred. Expenditures, which enhance the value or extend the useful lives of the related assets, are capitalized.

The Company assesses the potential impairment of property, plant and equipment when there is evidence that events or changes in circumstances have made the recov-
ery of an asset’s carrying value unlikely, and recognizes an impairment loss when the carrying value of an asset exceeds the value of its future economic benefits. The
carrying value of the impaired assets is reduced to the estimated realizable value, and an impairment loss is recorded as a reduction in the carrying value of the related
asset and charged to current operations. However, the recovery of the impaired assets is recorded in current operations up to the cost of the assets, net of accumulated
depreciation before impairment, when the estimated value of the assets exceeds the carrying value after impairment. In 2005, the Company decided to downsize the

function of research and development.

Intangible Assets

Intangible assets, consisting of intellectual property rights and exclusive facility use rights, are stated at cost, net of accumulated amortization. Amortization is computed
using the straight-line method over the estimated useful lives ranging from three to 25 years. Research and development costs are charged to current operations when
incurred and are included in operating expenses. Costs incurred in developing new products or technologies, which can be clearly defined and measured, and having
probable future economic benefits, are capitalized as development costs. Other development costs are charged as normal development expense in the period incurred.

For the year ended December 31, 2005, the Company expensed 190,348 million (2004: W 155,941 million) as normal development expense.

Capitalized development costs are amortized over their economic lives not to exceed 20 years using the straight-line method. The Company performs periodic assess-

ments of the recoverability of development costs. Unrecoverable costs are charged to operations in the period that they are first identified.
Revaluation of Receivables
Receivables, which are modified during the course of court receivership, court mediation or restructuring of customers, are revalued at the present value discounted by

an adjusted interest rate. The difference between the book value and the present value is accounted for as bad debt expense.

Premiums or Discounts on Debentures

The Company accounts for the difference between the face amount and issued amount of debentures as an addition to or deduction from debentures.
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Premiums or discounts on debentures are amortized using the effective interest rate method over the terms of the debentures. The resulting amortization is recorded as

interest expense.

Accrued Severance Benefits
Employees and directors with at least one year of service are entitled to receive a lump-sum payment upon termination of their employment, based on their length of
employment and rate of pay at the time of termination. Accrued severance benefits represent the amount of severance benefits which would be payable assuming all

eligible employees and directors were to terminate their employment as of the balance sheet date.

Accrued severance benefits are funded at approximately 59.9% (2004: 63.1%) as of December 31, 2005 through group severance insurance plans and are presented as a

deduction from accrued severance benefits.

The Company has made deposits to the National Pension Fund in accordance with National Pension Funds Law. The use of the deposit is restricted to the payment of sev-

erance benefits. Accordingly, accrued severance benefits in the accompanying balance sheets are presented net of this deposit.

Impairment Loss
An impairment loss related to assets, other than marketable securities, investment securities, restructured receivables and assets for which present value discounts are
applied, are included in income from operations when there are declines in fair value arising from obsolescence, physical damage or the significant decline in market

value. A subsequent recovery is recorded as non-operating income up to the original book value.

Income Taxes

The Company recognizes deferred income taxes for anticipated future tax consequences resulting from temporary differences between amounts reported for finan-
cial reporting and income tax purposes. Deferred tax assets and liabilities are computed on such temporary differences by applying enacted statutory tax rates
applicable to the years when such differences are expected to reverse. Deferred tax assets are recognized when it is more likely that such deferred tax assets will be
realized. The total income tax provision includes the current tax expense under applicable tax regulations, and the change in the balance of deferred tax assets and

liabilities during the year.

Deferred income tax assets (liabilities) for temporary differences are classified into current assets (current liabilities) or investments (non-current liabilities) according to
the classification of the assets (liabilities) on balance sheet, to which the temporary differences are related. For temporary differences that are not related to the assets
(liabilities) on balance sheet, the deferred income tax assets (liabilities) are classified into current or non-current assets (liabilities) according to the expected reversal date

of the temporary differences.

Derivative Financial Instruments
The Company utilizes derivative instruments to reduce its exposure to fluctuations in interest and foreign currency exchange rates. Derivative financial instruments for
trading or hedging purpose are valued at estimated market price with the resulting unrealized gains or losses recognized in the current operations, except for the effec-

tive portion of derivative transactions entered into for the purpose of cash-flow hedges, which is recorded as an adjustment to shareholders’ equity.

Foreign Currency Translation
Monetary assets and liabilities denominated in foreign currencies are translated into Korean won at the exchange rate in effect at the balance sheet date, and resulting
translation gains and losses are recognized in current operations. The exchange rate used to translate U.S. dollar denominated monetary assets and liabilities as of

December 31, 2005 is W1,013.0 : US$1 (2004: W-1,043.8 : US$1).
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3. RESTRICTED BANK DEPOSITS
As of December 31, 2005, long-term financial instruments of W51 million (2004: W48 million) are deposited in connection with bank overdraft agreements. The with-

drawal of these deposits is restricted.

Further, group severance insurance deposits are restricted as to their withdrawal in connection with employees’ retirement (Note 2).

4. ASSET-BACKED SECURITIZATION

In accordance with Asset Securitization Law, on November 28 and 29, 2001, the Company transferred ¥ 199,841 million of trade accounts receivable and ¥30,369 million
of long-term guarantee deposits outstanding as of September 30, 2001, to LG Chem 1st and 2nd Special Purpose Companies, respectively. Through the asset-backed secu-
ritization of trade receivables and guarantee deposits, the Company acquired beneficiary certificates and subordinated notes. The Company repaid all the related float-

ing debentures on November 28 and 29, 2004, their maturity dates.
In accordance with the Asset Securitization Law, on December 27, 2004, the Company transferred #229,625 million of trade accounts receivable outstanding as of
November 30, 2004, to LG Chem 3rd Special Purpose Company. Through the asset-backed securitization of trade receivables, the Company acquired beneficiary certificates.

The maturity dates of these beneficiary certificates are January 28, 2008 (50,000 million), February 28, 2008 (150,000 million) and March 28, 2008 (60,000 million).

As of December 31, 2005, 2nd beneficiary certificates acquired from the trust companies, amounting to 49,760 million (2004: #53,440 million), are included in the

trade accounts receivable.

The senior tranche securities have priority claims on the principal, interest and operating expenses of the special purpose companies. However, the beneficiary certifi-

cates and subordinated notes held by the Company can enforce their claim only after the priority claims will have been satisfied.

The Company has the obligation to collect the trade accounts receivable transferred and pay for the special purpose companies’ expenses, such as interest and operating

expenses as described above.

As of December 31, 2005, trade accounts receivable transferred to the special purpose companies amounted to 209,760 million (2004: ¥213,440 million).
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5. RECEIVABLES

Receivables and allowance for doubtful accounts as of December 31, 2005 and 2004 consist of the following:

(in millions of Korean won)

2005 2004
Trade accounts and notes receivable W 546,511 499,311
Less: Allowance for doubtful accounts (47,129) (42,250)
W 499,382 457,061
Other accounts receivable W 123,520 106,279
Less: Allowance for doubtful accounts (23,419) (18,012)
Less: Present value discount accounts (42) S
W 100,059 88,267
Accrued income W 55 1,203
Less: Allowance for doubtful accounts = (1,070)
Less: Present value discount accounts o -
W 55 133
Long-term trade accounts and notes receivable W 926 1,327
Less: Allowance for doubtful accounts (151) (247)
W 775 1,100
6. INVENTORIES
Inventories as of December 31, 2005 and 2004 consist of the following: (in millons of Korean won)
2005 2004
Merchandise, net of valuation allowance of W561 million (2004: 684 million) W 29,750 27,481
Finished products, net of valuation allowance of W12,881 million (2004: 8,658 million) 279,431 308,521
Work-in-process 82,377 99,805
Raw materials, net of valuation allowance of W315 million (2004: W 107 million) 149,709 134,804
Supplies 17,914 17,002
Materials-in-transit 49,669 27,211
W 608,850 W 614,824

As of December 31, 2005 and 2004, inventories are insured against fire and other casualty losses up to #514,020 million and W438,106 million, respectively.
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7. INVESTMENT SECURITIES

Investment securities as of December 31, 2005 and 2004 consist of the following: (i il g )
In- mithons o orean won,

CLASSIFICATION 2005 2004
Short-term investments Commercial paper’ W - W 59,626
Investment securities Commercial paper’ - 12,707
Non-marketable stocks 2 1,939 3,766
1,939 16,473
W 1,939 W 76,099
1 |  The Company acquired commercial papers issued by LG Card Co., Ltd. in January 2004, whose initial maturity dates were May and June 2004, but were extended

to December 2005. At the end of 2004, the Company agreed with the creditors of LG Card Co., Ltd. to extend the maturities of commercial papers amounting to
74,586 million up to the end of 2005. Also, in accordance with the resolution of the Board of Directors dated January 20, 2005, the Company executed the
debt-to-equity swap of commercial papers amounting to W25,414 million on January 28, 2005 and acquired 4,381,724 shares of common stock of LG Card Co.,
Ltd. For the year ended December 31, 2004, the Company recognized #27,667 million as impairment loss on investments for the papers. In 2005, the Company
reclassified W59,626 million of the commercial papers, whose maturities were extended, as short-term investments. Furthermore, the Company disposed of all
common stocks of LG Card Co., Ltd. which were acquired through the debt-to-equity swap, resulting to a gain on disposal of 10,306 million for the year ended
December 31, 2005. And the Company realized gains on disposals of W 14,960 million from the commercial papers on its maturity for the year ended December
31, 2005.

2 | Non-marketable stocks, which were presented in the 2004 financial statements as long-term investment securities, were reclassified as equity method investments

to conform to the current period’s financial statement presentation (Note 8).

Non-marketable stocks classified as available-for-sale as of December 31, 2005 and 2004 consist of the following: )
(in millions of Korean won)

Percentage of Ownership (%) Acquisition Cost Book Value Fair Value or Net Asset Value®
2005 2004 2005 2004 2005 2004 2005 2004
Long-term Investment
N&L Marble 22.73 22.73 W 539 W 539 W - W 539 W 114 W 275
PT. Halim Samara Interutama 12.10 12.10 576 576 576 576 564 657
TECWIN ' 19.90 19.90 279 139 279 139 1,550 902
Chemizen. Com Ltd. 2.62 2.62 300 300 10 10 10 10
LG Mozel Ltd. 9.75 9.75 195 195 195 195 377 353
EICO Properties Pte. Ltd. 9.20 9.20 2,298 2,298 870 2,298 870 1,010
LG Environment Strategy Institute 6.00 6.00 9 9 9 9 10 13
LG Lucoat Powder Coatings Ltd. 2 13.30 - 1,036 - - - 574 -
W 5,232 W 4,056 W 1,939 W 3,766 W 4,069 W 3,220
1 1 The Company acquired an additional 27,860 shares of TECWIN for W 140 million in 2005 without any change in percentage of ownership.
2 |  The Company disposed of 104,236 shares of LG Lucoat Powder Coatings Ltd. in 2005. As a result of this disposal, the Company’s percentage of ownership for

LG Lucoat Powder Coatings Ltd. decreased from 20% to 13.30%, causing the Company to reclassify this investment as investment securities as of December 31, 2005.
3 | Net asset values were calculated based on the recent available financial statements of the investees. Impairment losses are recognized in the statement of

income in cases where there is an indication that an investment may have been impaired.
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8. EQUITY-METHOD INVESTMENTS

Equity-method investments as of December 31, 2005 and 2004 consist of the following: (in millons of K ;
In millions ot Korean won,

Percentage of Ownership (%) Acquisition Cost Book Value Fair Value or Net Asset Value®
2005 2004 2005 2004 2005 2004 2005 2004

LG Petrochemical Co., Ltd.' 40.00 40.00 W 153,790 W 153,790 W 338,017 W 291,131 W 325,493 W 280,760
Tianjin LG DAGU Chemical Co., Ltd. 75.00 75.00 17,498 17,498 30,172 42,110 41,256 48,038
Tianjin LG New Building Materials Co., Ltd. ? 81.47 93.61 19,894 19,894 16,037 14,864 17,343 15,550
Tianjin LG Window & Door Co., Ltd. ? 90.00 100.00 13,308 13,308 7,479 8,558 8,290 9,041
Ningbo LG Yongxing Chemical Co., Ltd.? 75.00 75.00 86,417 73,347 103,608 94,810 107,004 96,410
LG India Holdings Inc. 100.00 100.00 31,466 31,466 43,441 52,348 44,066 52,223
LG Chem Hong Kong Ltd. 100.00 100.00 254 254 6,141 5,378 5,257 5,202
LG VINA Chemical J/V Company 40.00 40.00 1,194 1,194 2,270 2,140 2,621 2,541
LG Chem America, Inc. 100.00 100.00 9,596 9,596 5,764 - 8,993 4,078
LG Lucoat Powder Coatings Ltd. * - 20.00 - 1,558 - - - 1,638
M. Dohmen SA * 49.00 49.00 43,203 43,203 18,306 21,299 18,306 21,299
Hyundai Petrochemical Co., Ltd. © - 50.00 - 302,563 - 585,372 - 1,097,023
LG Daesan Petrochemicals Ltd. 100.00 - 554,634 - 650,565 - 1,113,010 -
SEETEC Co., Ltd. © 50.00 - 36,643 - 44,663 - 145,429 -
LG Dow Polycarbonate Ltd. 50.00 50.00 36,794 36,794 71,534 46,704 70,925 45,458
PT Sinar LG Plastics Ind. ’ - = = = = = = =
LG Chem (Guangzhou) Engineering

Plastics Co., Ltd. 100.00 100.00 10,486 10,486 9,249 7,401 10,125 8,444
LG Chem (Nanjing) Information &

Electronic Materials Co., Ltd.*® 79.01 100.00 41,679 41,679 28,130 41,679 31,323 36,304
LG Chemical Trading Co., Ltd.? 100.00 100.00 3,503 3,503 1,850 1,723 1,687 1,822
LG Chem (China) Investment Co., Ltd. ™ 100.00 100.00 31,339 6,253 31,757 6,253 31,666 6,253
LG Chem (Taiwan), Ltd. ® 100.00 100.00 2,291 2,291 2,113 2,291 3,155 2,009
LG Chem Industrial Materials, Inc. ® 100.00 100.00 17,846 17,846 11,873 17,846 11,845 14,955
LG Chem Europe Sarl ® 100.00 100.00 5,635 5,635 - 2,321 196 1,820
LG Holdings (HK) Ltd. " 18.18 18.18 30,494 30,494 22,302 30,494 18,904 26,531
LG Chemical (Hunan) Phosphor

Materials Co., Ltd. > - 100.00 - 1,793 - 1,793 - 2,021
Ningbo LG Yongxing Latex Co., Ltd. "> 75.00 75.00 6,843 3,162 6,158 3,162 6,209 3,921
Compact Power, Inc. ™' 81.00 61.00 4,635 3,731 1,120 454 277 -
LG Chem (Tianjin) Engineering

Plastics Co., Ltd.? 90.00 - 5,589 - 4,415 - 4,675 -
LG Chem Display Materials Co., Ltd. * 90.00 - 6,865 - 6,898 - 6,894 -
Tianjin LG Bohai Chemical Co., Ltd. ™ 22.07 - 8,185 - 8,169 - 8,206 -
LG Chem Europe GmbH * 100.00 - 1,927 - 1,448 - 1,840 -
LG Chem Brasil, Ltd. ™ 100.00 - 258 - 258 - 258 -
LG Poland Sp. z 0.0." 100.00 - 2,795 - 2,795 - 2,795 -

W 1,185,061 w 831,338 W 1,476,532 W 1,280,131 W 2,048,048 W 1,783,341
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As of December 31, 2005, the market value of the shares of LG Petrochemical Co., Ltd. owned by the Company amounted to #455,616 million.

In 2005, LG Chem (China) Investment Co., Ltd. acquired from the Company the shares of Tianjin LG New Building Materials Co., Ltd. and the shares of Tianjin LG
Window & Door Co., Ltd. As a result, the Company’s percentage of ownership in Tianjin LG New Building Materials Co., Ltd. decreased from 93.61% to 81.47%,
and that for Tianjin LG Window & Door Co., Ltd. from 100% to 90%.

The Company acquired new shares of Ningbo LG Yongxing Chemical Co., Ltd. for 13,070 million without any change in percentage of ownership.

The Company disposed of 104,236 shares of LG Lucoat Powder Coatings Ltd. in 2005. As a result of this disposal, the Company’s percentage of ownership in LG
Lucoat Powder Coatings Ltd. decreased from 20% to 13.30%. Therefore, the Company reclassified this investment as investment securities as of December 31, 2005.
The Company recognized 14,194 million of the accumulated unamortized difference between the purchase price and the underlying proportionate net book
value of the investee as an impairment loss in 2004.

Hyundai Petrochemical Co., Ltd. (HPCL) was acquired by a consortium consisting of the Company and Honam Petrochemical Corp. in 2003. On January 1, 2005,
HPCL spun off its petrochemical business to the newly established LG Daesan Petrochemicals Ltd. (LGPC) and Lotte Daesan Petrochemical, Ltd. (LDPC). The
remaining businesses of HPCL are maintained by the continuing company, SEETEC Co., Ltd. (formerly Hyundai Petrochemical Co., Ltd.). The spin off resulted in
the Company owning 50% of LGPC, LDPC and SEETEC Co., Ltd. On April 30, 2005, the Company swapped its 50% ownership in LDPC for Honam Petrochemical’s
50% ownership in LGPC. As of December 31, 2005, the Company has 100% ownership of LGPC and 50% ownership of SEETEC Co., Ltd.

PT Sinar LG Plastics Ind. was liquidated during the year ended December 31, 2005.

As their total assets are over #7,000 million as of December 31, 2004, these investments were reclassified as equity method investments in 2005.

LG Chem (China) Investment Co., Ltd. acquired the shares of LG Chem Information & Electronics Materials in 2005. As a result, the Company’s percentage of
ownership in LG Chem Information & Electronics Materials decreased from 100% to 79.01%.

In 2005, this investment was reclassified as an equity-method investment as the Company acquired new shares for 25,086 million, making the impact of applying
the equity method significant (Note 7).

This investment is classified as an equity-method investment as the combined percentage of ownership of the Company and LG Electronics Inc., a consolidated
subsidiary of LG Corp., exceeds 20%.

As a result of the change of an accounting policy, these investments were reclassified as equity-method investments in 2005 (Notes 2 and 7).

These investees were established in 2005. The equity method of accounting was applied as a result of the change in accounting policy (Note 2).

In 2005, the Company disposed all of LG Chemical (Hunan) Phosphor Materials Co., Ltd. stocks and recognized losses on disposal of #622 million.

The Company acquired new shares of Ningbo LG Yongxing Latex Co., Ltd. at ¥3,681 million in 2005 without any change in percentage of ownership.

The Company acquired 512,821 shares of Compact Power, Inc. for #904 million in 2005. As a result, the Company’s percentage of ownership of Compact

Power, Inc. increased from 61% to 81%.
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Changes in equity-method investments for the year ended December 31, 2005 and 2004 are as follows: TS 6 e e 1 | The Company resumed the equity method of accounting since the investee’s net asset value became positive in 2005.
2005 2 | Hyundai Petrochemical Co., Ltd. (HPCL) was acquired by a consortium consisting of the Company and Honam Petrochemical Corp. in 2003. On January 1, 2005,
As of January Acquisition Dividends Valuation Gain Incre_ase(De_crease) NI rDecember HPCL spun off its petrochemical business to the newly established LG Daesan Petrochemical Ltd (LGPC) and Lotte Daesan Petrochemical, Ltd. (LDPC). The remain-
1, 2005 (Disposal) (Loss) Capital Adjustment 31, 2005 ing businesses of HPCL are maintained by the continuing company, SEETEC Co., Ltd. (formerly Hyundai Petrochemical Co., Ltd.). The spin off resulted to the
LG Petrochemical Co., Ltd. W 291,131 W - W (31,640) W 79,341 W (815) W 338,017 Company owning 50% of LGPC, LDPC and SEETEC Co., Ltd. The book value of the Company’s investment security in HPCL as of January 1, 2005, consists of acqui-
vl LG D2 EY el €9, itk 2110 B (3,008) (8,482) (448) 30,172 sition costs of investment securities in LGPC, LDPC, and SEETEC, in proportion to the fair values of the three companies. On April 30, 2005, the Company
Tianjin LG New Building Materials Co., Ltd. 14,864 - - 1,172 1 16,037 . o ) o ) . . ) .
Tianjin LG Window & Door Co, Ltd. 8558 i i (1,054) 25) 7.479 swapped its 50% ownership in LDPC for Honam Petrochemical’s 50% ownership in LGPC. The Company did not recognize any gain or loss on disposal of equity-
Ningbo LG Yongxing Chemical Co., Ltd. 94.810 13,070 (27.612) 25,243 (1,903) 103,608 method investments for this transaction. As of December 31, 2005, the Company has 100% ownership of LGPC and 50% ownership of SEETEC Co., Ltd.. The
LG India Holdings Inc. 52,348 - (5,393) 889 (4,403) 43,441 equity method was applied on the investment in LGPC since the spin-off to account for the 100% ownership.
LG Chem Hong Kong Ltd. 5,378 - - 919 (156) 6,141 3 | Non-marketable stocks, which were presented in the 2004 financial statements as long-term investment securities, were reclassified as equity method investments
LG VINA Chemical J/V Company 2,140 - (762) 986 (94) 2,270 to conform to the current year's financial statement presentation (Note 7).
T e ez e B B B 4,156 1.608 3,764 4 | During the nine-month period ended December 31, 2005, the Company discontinued the application of the equity method as the investment’s book value was
M. Dohmen SA 21,299 S S (1,731) (1,262) 18,306 ) ) o .
Hyundai Petrochemical Co,, Ltd. * 585,372 (585,372) i i ) ) reduced to nil. The accumulated unrecognized loss after the discontinuation amounted to ¥293 million.
LG Daesan Petrochemicals Ltd. 2 B 554,634 B 95,931 . 650,565 5 1 During the year ended December 31, 2005, the Company acquired additional shares and recognized impairment loss.
SEETEC Co., Ltd. ? - 36,643 - 8,031 (11) 44,663
Lotte Daesan Petrochemical, Ltd. 2 - - - - - -
LG Dow Polycarbonate Ltd. 46,704 - - 24,830 - 71,534
LG Chem (Guangzhou) Engineering
Plastics Co., Ltd. 7,401 - - 1,881 (33) 9,249
LG Chem (Nanjing) Information &
Electronic Materials Co., Ltd. 3 41,679 - - (9,041) (4,508) 28,130
LG Chemical Trading Co., Ltd. ? 1,723 - - 139 (12) 1,850
LG Chem (China) Investment Co., Ltd. 3 6,253 25,086 - (197) 615 31,757
LG Chem (Taiwan), Ltd. 3 2,291 - - (51) (127) 2,113
LG Chem Industrial Materials, Inc. 3 17,846 - - (3,904) (2,069) 11,873
LG Chem Europe Sarl ** 2,321 - - (2,239) (82) -
LG Holdings (HK) Ltd. * 30,494 - - (4,915) (3,277) 22,302
LG Chemical (Hunan) Phosphor
Materials Co., Ltd. 3 1,793 (2,027) - 234 - -
Ningbo LG Yongxing Latex Co., Ltd.? 3,162 3,681 - (553) (132) 6,158
Compact Power, Inc. *° 454 710 - - (44) 1,120
LG Chem (Tianjin) Engineering
Plastics Co., Ltd. - 5,589 - (1,225) 51 4,415
LG Chem Display Materials Co., Ltd. - 6,865 - - 33 6,898
Tianjin LG Bohai Chemical Co., Ltd. - 8,185 - - (16) 8,169
LG Chem Europe GmbH - 1,927 - (340) (139) 1,448
LG Chem Brasil, Ltd. - 258 - - - 258
LG Poland Sp. z 0.0. - 2,795 - - - 2,795
W 1,280,131 W 72,044 W (68,415) W 210,020 W (17,248) W 1,476,532
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(in millions of Korean won)

2004
As of January Acquisition Dividends Valuation Gain Increase (De_crease) in  As of December
1, 2004 (Disposal) (Loss) Capital Adjustment 31, 2004

LG Sports Ltd. W 989 W (989) W - W - W - W S
LG Petrochemical Co., Ltd. 242,512 - (27,120) 75,809 (70) 291,131
Tianjin LG DAGU Chemical Co., Ltd. 47,817 - - 1,052 (6,759) 42,110
Tianjin LG New Building Materials Co., Ltd. 10,097 7,495 - (742) (1,986) 14,864
Tianjin LG Window & Door Co., Ltd. 8,236 3,488 - (1,864) (1,302) 8,558
Ningbo LG Yongxing Chemical Co., Ltd. 90,292 - (13,165) 30,893 (13,210) 94,810
LG India Holdings Inc. 49,215 - - 8,070 (4,937) 52,348
LG Chem Hong Kong Ltd. 5,087 - - 1,029 (738) 5,378
LG VINA Chemical J/V Company 1,968 - (140) 758 (446) 2,140
LG Chemical America, Inc.’ - - - - - -
LG Lucoat Powder Coatings Ltd. 2 2,340 (2,340) - - - -
M. Dohmen SA 41,116 - - (18,890) (927) 21,299
Hyundai Petrochemical Co., Ltd. 378,290 - - 207,050 32 585,372
LG Dow Polycarbonate Ltd. 19,277 17,517 - 10,007 (97) 46,704
LG Chem (Guangzhou) Engineering

Plastics Co., Ltd. - 10,486 - (1,853) (1,232) 7,401
LG Chem (Nanjing) Information &

Electronic Materials Co., Ltd. 3 6,069 35,610 - - - 41,679
LG Chemical Trading Co., Ltd. ? 3,503 (1,780) - - - 1,723
LG Chem (China) Investment Co., Ltd. 3 - 6,253 - - - 6,253
LG Chem (Taiwan), Ltd. 3 - 2,291 - - - 2,291
LG Chem Industrial Materials, Inc. 3 3,514 14,332 - - - 17,846
LG Chem Europe Sarl 3 2,321 - - - - 2,321
LG Holdings (HK) Ltd.? 22,011 8,483 - - - 30,494
LG Chemical (Hunan) Phosphor

Materials Co., Ltd. 3 1,793 - - - - 1,793
Ningbo LG Yongxing Latex Co., Ltd.? - 3,162 - - - 3,162
Compact Power, Inc. ? 1,325 (871) - - - 454

W 937,772 W 103,137 W (40,425) W 311,319 W (31,672) W 1,280,131

1 | The Company discontinued using the equity method of accounting and the investments in these affiliates are stated at nil, since the affiliate’s net asset value

is negative. The accumulated unrecognized loss incurred after the discontinuation of the application of the equity method of accounting is W260 million.
2 | The Company recognized impairment loss and disposed of the investment in 2004.
3 |  Asa result of change in the Company’s accounting policy, the Company reclassified long-term investment securities that are non-marketable into equity-method

investments for comparative purpose.
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The accumulated unamortized differences between the purchase price and the underlying proportionate net book value of equity investments, as well as the changes in

such amounts for the year ended December 31, 2005 and 2004, are as follows: )
(in millions of Korean won)

2005 2004

el Increase Amortization Al Eeeflunlli) Increase Amortization el

Balance Balance Balance Balance
LG Sports Ltd. W - W - W - W - W 10 W (10) W - W -
LG Petrochemical Co., Ltd. 18,703 - 2,583 16,120 21,286 - 2,583 18,703
Tianjin LG New Building Materials Co., Ltd. 212 - 32 180 125 115 28 212
LG Lucoat Powder Coatings Ltd. - - - - 20 (20) - -
M. Dohmen SA - - - - 15,662 - 15,662 -
Hyundai Petrochemical Co., Ltd. (337,487) 337,487" - - (362,486) - (24,999) (337,487)
LG Daesan Petrochemicals Ltd. - (393,058)" (39,306) (353,752) - - - -
SEETEC Co., Ltd. - (73,982) (3,363) (70,619) - - - -
LG Dow Polycarbonate Ltd. 1,784 - 198 1,586 1,982 - 198 1,784
LG Holdings (HK) Ltd. - 5,235 1,832 3,403 - - - -
Compact Power, Inc. - 845 - 845 - - - -
W (316,788) W (123,473) W  (38,024) W (402,237) W (323,401) W 85 W (6,528) W (316,788)
1 | As of January 1, 2005, the date of the spin-off of Hyundai Petrochemical Co., Ltd., the differences between the Company’s book values for LG Daesan

Petrochemicals Ltd. and SEETEC Co., Ltd., and the Company's respective proportionate fair value for each company represent their respective negative goodwill.
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The eliminated unrealized gains incurred from transactions entered into with equity method

investees as of December 31, 2005 and 2004 are as follows:

(in millions of Korean won)

2005 2004
Inventory Inventory

LG Petrochemical Co., Ltd. W 4,268 W 9,687
Tianjin LG DAGU Chemical Co., Ltd. 39 -
Tianjin LG New Building Materials Co., Ltd. 45 121
Tianjin LG Window & Door Co., Ltd. 8 36
Ningbo LG Yongxing Chemical Co., Ltd. 39 -
LG Chem Hong Kong Ltd. 421 773
LG VINA Chemical J/V Company 198 297
LG Chem America, Inc. 3,843 4,338
Hyundai Petrochemical Co., Ltd. - 1,026
LG Daesan Petrochemicals Ltd. 159 -
LG Dow Polycarbonate Ltd. 1,002 513
LG Chem (Guangzhou) Engineering Plastics Co., Ltd. 223 245
LG Chem (Nanjing) Information & Electronic Materials Co., Ltd. 1,070 -
LG Chem (China) Investment Co., Ltd. 3 -
LG Chem (Taiwan), Ltd. 1,221 -
LG Chem Industrial Materials, Inc. 17 -
LG Chem Europe Sarl 430 -
Ningbo LG Yongxing Latex Co., Ltd. 24 -
LG Chem Europe GmbH 393 -
LG Chem (Tianjin) Engineering Plastic Co., Ltd. 116 -

W 13,519 W 17,036
Changes in gain (loss) on valuation of investment securities accounted for as capital adjustment
for the year ended December 31, 2005, and 2004 are as follows: (in millions of Korean won)

2005 2004
Gain Loss Net Gain Loss Net

Beginning balance W 48,697 W (24,131) W 24,566 W 60,571 W (3,591) W 56,980
Increase 2,318 (16,948) (14,630) 32 (31,704) (31,672)
Decrease 2,619 - 2,619 11,906 (11,164) 742
Ending balance W 48,396 W (41,079) W 7,317 W 48,697 W (24,131) W 24,566
Tax effect 1 (12,287) 36 (12,251) - - -
Net Ending balance W 36,109 W (41,043) W (4,934) W 48,697 W (24,131) W 24,566
1 |  Asthe Company adopted SKFAS No. 16, Deferred Income Tax, in 2005, the Company recognized deferred income taxes for the temporary differences arising

from the capital adjustments, which may be realized in the future (Note 17).
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The summary of financial information on the equity-method investees as of and for the year ended December 31, 2005 is as follows:

(in millions of Korean won)

Company Total Assets Total Liabilities Sales Net Income (Loss)
LG Petrochemical Co., Ltd. 1,039,959 W 226,227 1,988,923 W 192,944
Tianjin LG DAGU Chemical Co., Ltd. 137,445 82,437 222,000 (6,312)
Tianjin LG New Building Materials Co., Ltd. 51,399 30,112 25,725 1,754
Tianjin LG Window & Door Co., Ltd. 28,208 18,997 19,330 (1,046)
Ningbo LG Yongxing Chemical Co., Ltd. 263,545 120,873 574,657 36,205
LG India Holdings Inc. 69,894 25,828 117,244 1,721
LG Chem Hong Kong Ltd. 140,271 135,014 867,162 211
LG VINA Chemical J/V Company 12,091 5,539 30,790 2,218
LG Chem America Inc. 129,051 120,058 328,464 3,262
M. Dohmen SA 103,300 65,941 65,536 (1,733)
LG Daesan Petrochemicals Ltd. 1,298,694 185,684 1,631,874 15,611
SEETEC Co., Ltd. 503,698 212,841 358,713 6,394
LG Dow Polycarbonate Ltd. 259,550 117,701 316,612 51,284
LG Chem (Guangzhou) Engineering Plastics Co., Ltd. 37,151 27,026 56,966 1,720
LG Chem (Nanjing) Information &
Electronic Materials Co., Ltd. 159,447 119,803 248,728 (6,342)
LG Chemical Trading Co., Ltd. 3,716 2,029 4,824 (123)
LG Chem (China) Investment Co., Ltd. 40,924 9,258 52,233 (194)
LG Chem (Taiwan), Ltd. 73,725 70,570 121,687 1,471
LG Chem Industrial Materials, Inc. 45,328 33,483 9,868 (2,692)
LG Chem Europe Sarl 7,605 7,409 14,722 (1,420)
LG Holdings (HK) Ltd. 167,689 63,707 - (3,877)
Ningbo LG Yongxing Latex Co., Ltd 39,827 31,548 11,674 (496)
Compact Power, Inc. 669 327 2,607 101
LG Chem (Tianjin) Engineering Plastics Co., Ltd. 14,852 9,658 1,237 (1,063)
LG Chem Display Materials Co., Ltd. 18,663 11,003 - =
Tianjin LG Bohai Chemical Co., Ltd. 87,233 50,050 o o
LG Chem Europe GmbH 10,316 8,476 9,486 53
LG Chem Brasil, Ltd. 258 - - o
LG Poland Sp. z o.0. 2,795 - - -
4,747,303 W 1,791,599 7,081,062 W 289,651
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9. PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment as of December 31, 2005 and 2004 consist of the following:

(in millions of Korean won)

Buildings

Structures

Machinery and equipment
Vehicles

Tools and furniture

Accumulated depreciation
Accumulated impairment loss

Land
Construction-in-progress
Machinery-in-transit

2005 2004
W 774,933 W 702,657
260,851 248,692
3,068,204 2,999,088
24,087 22,085
553,310 492,181
4,681,385 4,464,703
(2,763,241) (2,561,809)
(23,912) -
1,894,232 1,902,894
340,755 347,873
179,757 172,258
42,078 30,230
W 2,456,822 W 2,453,255

For the year ended December 31, 2005, capitalized interest expense amounted to W4,575 million (2004: ¥7,269 million). As a result of the capitalization of interest

expense, for the year ended December 31, 2005, property, plant and equipment increased by #18,422 million (2004: 14,905 million), and net income increased by

W3,010 million (2004: 4,778 million).

As of December 31, 2005, property, plant and equipment, except for land, are insured against fire and other casualty losses up to #6,622,074 million (2004: ¥+6,568,366).

In addition, as of December 31, 2005 and 2004, the Company has business interruption insurance policies.

As of December 31, 2005, certain property, plant and equipment have been pledged as collateral for certain bank loans, up to a maximum of 369,442 million (2004:

W361,890 million) (Notes 11 and 12).

As of December 31, 2005, the appraised value of the Company’s land, as determined by the local governments in Korea for property tax assessment purposes, amounted

to approximately #525,953 million (2004: 485,326 million).

10. INTANGIBLE ASSETS

Intangible assets as of December 31, 2005 and 2004 are as follows:

(in millions of Korean won)

Intellectual property rights
Exclusive facility use rights
Development costs, net
Others

2005 2004
W 10,966 W 7,036
169 234
83,392 135,865
6,328 7,328
W 100,855 W 150,463
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The changes in development costs for the year ended December 31, 2005 and 2004 are as follows:

(in millions of Korean won)

2005 2004
Beginning balance W 135,865 W 141,790
Increase 23,795 37,423
159,660 179,213
Amortization (24,149) (17,979)
Disposal (685) (367)
Impairment loss (51,434) (25,002)
Ending balance W 83,392 W 135,865
For the year ended December 31, 2005 and 2004, expenses which have potential future benefits
but were not capitalized as intangible assets due to their uncertainty include: (in millons of Korean won)
2005 2004
Employee education expenses W 13,897 W 17,218
Advertising expenses 35,125 46,499
W 49,022 W 63,717
11. SHORT-TERM BORROWINGS AND CURRENT MATURITIES OF LONG-TERM DEBTS
Short-term borrowings and current maturities of long-term debts as of December 31, 2005 and 2004 consist of the following: (in millons of Korean won)
Annual Interest Rate (%)
2005 2004 2005 2004
Short-term borrowings
General term loans CD+1.45 LIBOR+0.45 W 224 31,314
Commercial paper 3.66 - 3.68 36-56 100,000 150,000
- (US$30,000)
100,224 181,314
Current maturities of long-term debt
Debentures, including US$130,000 thousand
(2004: US$155,000 thousand) LIBOR+0.45 - 5.0 LIBOR+0.6 - 6.0 696,495 261,789
Won currency loans 3.0-7.0 3.0-7.0 195 197
Foreign currency loans of US$31,245 thousand
(2004: US$57,562 thousand and CHF 214 thousand) LIBOR+0.6-0.92 LIBOR+0.6 - 1.7 46,847 60,281
753,537 322,267
Less: Discount on debentures issued (2,933) (1,122)
740,604 321,145
W 840,828 502,459

Certain property, plant and equipment serve as collateral for the above borrowings as of December 31, 2005 (Note 9).
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12. LONG-TERM DEBTS

Long-term debts as of December 31, 2005 and 2004 consist of the following:

(in millions of Korean won)

Reference 2005 2004
Debentures Q)] W 872,470 1,335,470
Loans 2) 116,335 124,739
W 988,805 1,460,209
(1) Debentures as of December 31, 2005 and 2004 are as follows: N

Annual Interest Rate (%)

2005 2004 2005 2004
Publicly offered debentures, payable through 2010 3.5-5.0 3.5-6.0 W 1,200,000 1,200,000
Privately offered debentures, payable through 2006 CD+0.7 CD+0.7 100,000 100,000

Foreign debentures of US$275,000 thousand

(2004: US$300,000 thousand), payable through 2008 ' LIBOR+0.45 - 0.92 LIBOR+0.45 - 0.92 278,575 313,140
1,578,575 1,613,140
Less: Current maturities (696,495) (261,789)
Discount on debentures issued (9,610) (15,881)
W 872,470 W 1,335,470
1 |  Floating rate notes were issued on June 21, 2002 to mature on June 21 and December 21, 2005; on March 11, 2005 to mature on March 11, 2008; and on May

25, 2005 to mature on November 25, 2007 and November 25, 2008. Term notes were also issued on April 17, June 25 and December 23, 2003, and June 24, 2004,

with maturities on April 17, 2006, June 25, 2005, December 23, 2006 and June 24, 2007, respectively.

For the foreign currency debentures amounting to US$50 million maturing on December 23, 2005, the debenture holders may exercise early redemption rights

in the event that the Company provides any financial aid to LG Card Co., Ltd. As the Company purchased commercial papers issued by LG Card Co., Ltd., the

debenture holders exercised early redemption rights for the foreign currency debentures amounting to US$25 million in January 2005. The debenture holders of

the remaining US$25 million could exercise the early redemption rights in January 2006, but opted not to.
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(2) Loans as of December 31, 2005 and 2004 consist of the following:

(in millions of Korean won)

Annual Interest Rate (%)

2005 2004 2005 2004
Won currency loans
Energy fund loans 7.0 50-7.0 W 100 264
Housing loans 3.0 3.0 3,247 3,335
Company house
Movement expense - - 1,754 -
5,101 3,599
Less: Current maturities (195) (197)
4,906 3,402
Foreign currency loans
General term loans of US$156,245 thousand (2004:
US$173,807 thousand and CHF 214 thousand) LIBOR+0.6 - 1.1 LIBOR+0.6 - 1.7 158,276 181,618
Less: Current maturities (46,847) (60,281)
111,429 121,337
W 116,335 124,739

Certain property, plant and equipment serve as collateral for the above borrowings as of December 31, 2005 (Note 9).

The annual maturities of long-term debt, excluding discounts and premiums on debentures, as of December 31, 2005 are as follows:

(in millions of Korean won)

Year Debentures Won Currency Loans Foreign Currency Loans Total

2007 W 381,040 W - W 70,910 451,950

2008 301,040 1,754 40,519 343,313

2009 100,000 - - 100,000

Thereafter 100,000 3,152 - 103,152
W 882,080 W 4,906 W 111,429 998,415

13. STOCK OPTIONS

Based on the Korean Commercial Code, stock options may be granted to employees and directors to the extent of 10% of the Company’s issued shares by a shareholders’

special resolution. Also, the stock options may be granted, to the extent that the related laws and ordinances allow, by a resolution of the Board of Directors in confor-

mity with the Korean Securities and Exchange Law. In 2005, the Company granted stock options in accordance with the resolution of the Board of Directors.

Details of the stock options are as follows:

Grant Date Number of Common Shares to Grant' Grant Style Exercise Price (in Korean won) Exercise Period
Difference compensation March 26, 2008 to
March 25, 2005 221,000 style W42,530 March 25, 2012
1 1 In 2005, 347,000 shares of stock options were withdrawn due to the early termination of employment of the related employees.

The Company recognized 1,042 million in stock compensation expense for the year ended December 31, 2005.
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14. COMMITMENTS AND CONTINGENCIES
As of December 31, 2005, the Company provides a joint guarantee for obligations existing prior to the spin-off, which were assumed by LG Corp. (formerly LG Chem

Investment Ltd.) and LG Household & Health Care Ltd., and provides financial guarantees to customers.

As of December 31, 2005, the Company has been provided with guarantees from Seoul Guarantee Insurance for the execution of supply contracts.

In the normal course of business, as of December 31, 2005, the Company has provided three blank promissory notes as collateral to creditors and guarantors.

The Company has guaranteed the repayment of various obligations of subsidiaries and affiliated companies. The outstanding balances of such guarantees as of

December 31, 2005 amounted to 204,241 million (2004: 250,028 million) (Note 20).

As of December 31, 2005, the Company is contingently liable for notes from export sales which were discounted through financial institutions in the ordinary course of
business amounting to W334,610 million (2004: W284,081 million including agent sales made through LG International Corp.). Further, as of December 31, 2005, the

Company is contingently liable for trade receivables transferred to the special purpose companies amounting to ¥209,760 million (2004: 213,440 million) (Note 4).

As of December 31, 2005, the Company has bank overdraft agreements with several banks for up to %38,500 million. The Company has also entered into contracts with

several financial institutions to open letters of credit for up to W101,600 million and US$263 million.

The Company has entered into various multi-year technical assistance and license agreements with several foreign companies for the manufacture of certain product

lines. In connection with these agreements, the Company is obligated to pay fees and royalties.

On January 1, 2005, the Company entered a contract with LG Corp. to use trademarks on goods that the Company manufactures and sells as well as on the services the

Company provides in relation to its business.

As of December 31, 2005, the Company has a long-term purchase contract and provided US$30,833 thousand (2004: US$16,422 thousand) as a guarantee for the contract

execution.
The Company has interest rate swap, currency swap, forward exchange contracts and options for hedging against fluctuations in foreign exchange rates and interest
rates. As of December 31, 2005, outstanding contracts and options include interest rate swaps of W100,000 million (2004: 100,000 million), currency swaps of

US$100,000 thousand (2004: US$205,000 thousand), and no currency options (2004: US$50,000 thousand ).

As of December 31, 2005, the Company has been named as a defendant in various legal actions. Management believes that the outcome of these cases will not have a

material adverse impact on the Company’s operations or financial position.

FINANCIAL REVIEW NOTES TO NON-CONSOLIDATED FINANCIAL STATEMENTS

094

095

15. CAPITAL SURPLUS AND RETAINED EARNINGS
Paid-in Capital in Excess of Par Value

At the time of spin-off, the Company recorded ¥532,002 million as paid-in capital in excess of par value.

Legal Reserve
The Korean Commercial Code requires the Company to appropriate an amount equal to a minimum of 10% of its cash dividends as a legal reserve until such reserve
equals 50% of its paid-in capital. This reserve is not available for the payment of cash dividends. With the approval of the Board of Directors, it may be transferred to

common stock or may be used to reduce accumulated deficit, if any.

Other Reserve
Pursuant to the Special Tax Treatment Control Law, the Company is required to appropriate, as a reserve for business rationalization, a portion of retained earnings

equal to tax reductions arising from investment and other tax credits. This reserve may be distributed as dividends after reversal.

16. TREASURY STOCK

Changes in treasury stock for the years ended December 31, 2005 and 2004 are as follows: _
(in millions of Korean won)

2005
Common Stock Preferred Stock
Number of Shares Amount Number of Shares Amount
January 1, 2005 54,080 W 2,383 3,657 W 20
Increase 568,000 21,395 - -
Decrease (15,199) (669) - -
December 31, 2005 606,881 W 23,109 3,657 W 20
(in millions of Korean won)
2004
Common Stock Preferred Stock
Number of Shares Amount Number of Shares Amount
January 1, 2004 126,493 W 5,573 3,657 W 20
Increase - - - -
Decrease (72,413) (3,190) - -
December 31, 2004 54,080 W 2,383 3,657 W 20
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17. INCOME TAXES

Income taxes for the year ended December 31, 2005 and 2004 consist of the following:

(in millions of Korean won)

2005 2004
Current income taxes under the tax law W 112,132 W 114,911
Income tax directly added to capital surplus ' 15 (237)
Changes in deferred income tax assets (liabilities) (44,727) 68,618
Income taxes W 67,420 W 183,292
1 1 Income tax resulting from loss on disposal of treasury stock was directly added to capital surplus.
2 | The changes in deferred income tax assets (liabilities) are as follows:

(in millions of Korean won)

Accumulated Temporary Differences

Deferred Income Tax Assets (Liabilities)

2005 2004 2005 2004
Beginning balance W 480,435 W 234,230 W (132,120) W (63,502)
Ending balance 361,727 480,435 (99,475) (132,120)
32,645 (68,618)
Deferred income taxes added to
(deducted from) shareholders’ equity ' (12,082) -
W 44,727 W (68,618)
1 |  Deferred income taxes directly added to (deducted from) shareholders’ equity are as follows: -
(in millions of Korean won)
Accumulated Temporary Differences ' Deferred Income Tax Assets (Liabilities)
Gain on valuation of equity-method investments W (44,552) W (12,251)
Loss on valuation of derivative instruments 614 169
W (43,938) W (12,082)
1 1 Asthe Company adopted SKFAS No. 16, Deferred Income Tax, in 2005, the Company recognized deferred income taxes for the temporary differences arising
from the capital adjustments, which can probably be realized in the future.
Current income taxes under the tax law are calculated as follows: -
(in millions of Korean won)
2005 2004
Income before income taxes W 467,678 W 719,712
Additions to pretax income 564,210 367,126
Deductions from pretax income 584,716 608,163
Taxable income W 447,172 W 478,675
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Changes in temporary differences for the year ended December 31, 2005 and 2004 are as follows: N
(in millions of Korean won)

2005
Eeohing Increase Decrease Ending Current Non-current
Balance Balance
Accrued severance benefits W 116,503 W 32,534 W 26,794 W 122,243 W - W 122,243
Severance insurance plans (116,503) (32,534) (26,794) (122,243) - (122,243)
Allowance for doubtful accounts 60,827 64,917 58,707 67,037 64,524 2,513
Accrued interest income (399) (232) (629) 2) 2) -
Research and development costs (25,771) - (17,839) (7,932) - (7,932)
Present value discount 130 - 61 69 69 -
Depreciation 40,138 10,552 10,364 40,326 - 40,326
Gain on valuation of equity-method investments (417,984) (210,020) (216,943) (411,061) - (411,061)
Gain on foreign currency translation 450 - 450 - - -
Reserves for technology development (263,333) (90,000) (46,667) (306,666) (46,666) (260,000)
Others 125,507 93,867 98,265 121,109 24,055 97,054
Equity ' (20,754) 17,861 3,811 (6,704) - (6,704)
(501,189) W (113,055) W (110,420) (503,824) 41,980 (545,804)
Gain on valuation of equity-method investments ? - (179,331) - (179,331)
Equity ? (20,754) 37,234 - 37,234
Total W (480,435) W (361,727) W 41,980 W (403,707)
Deferred income tax assets (liabilities) W (132,120) W (99,475) W 11,545 W (111,020)
1 | Asthe Company adopted SKFAS No. 16, Deferred Income Tax, in 2005, the accumulated temporary differences for equity were included in the list of accumulated
temporary differences.
2 | Asof December 31, 2005, the accumulated temporary differences that may not be realized in the future were excluded in the calculation of deferred income taxes.
(in millions of Korean won)
2004
ngli::i:g Increase Decrease BE:I:ir:‘cge
Accrued severance benefits W 19,451 W 118,632 W 21,580 W 116,503
Severance insurance plans (18,806) (119,277) (21,580) (116,503)
Allowance for doubtful accounts 48,270 57,897 45,340 60,827
Accrued interest income (614) (43) (258) (399)
Research and development costs (39,408) - (13,637) (25,771)
Present value discount 221 - 91 130
Depreciation 35,301 17,400 12,563 40,138
Gain on valuation of equity-method investments (146,269) (270,894) 821 (417,984)
Gain on foreign currency translation 3,903 - 3,453 450
Reserves for technology development (190,000) (90,000) (16,667) (263,333)
Others 53,721 102,347 30,561 125,507

W (234,230) W (183,938) W 62,267 W (480,435)

The statutory income tax rate, including resident tax sub-charges, applicable to the Company for the year ended December 31, 2005, was 27.5% (2004: 29.7%).

However, as a result of tax reconciliation, tax credits and other items, the effective tax rate of the Company for the year ended December 31, 2005 was 14.4% (2004: 25.5%).
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18. EARNINGS PER SHARE

Basic ordinary income per share and earnings per share for the years December 31, 2005 and 2004 were computed as follows: .
(in millions of Korean won, except per share amounts)

2005 2004
Net income 400,258 W 536,420
Preferred stock dividends (11,255) (13,419)
Preferred stock share of remaining profit available for dividend (36,839) (50,568)
Net income and ordinary income available for common stock (A) 352,164 472,433
Weighted average number of shares of outstanding common stock (B) ' 64,014,536 64,352,782
Basic earnings per share and ordinary income per share (A/B) 5501 W 7,341

1 | Net of treasury stock

There are no outstanding convertible bonds or other dilutive securities as of December 31, 2005 and 2004. Accordingly, basic earnings and ordinary income per share are

identical to fully diluted earnings and ordinary income per share.

19. DIVIDENDS

Details of dividends for the years ended December 31, 2005 and 2004 are as follows:

2005

2004

Shares issued and outstanding (par value per share: W5,000)
Common stock
Preferred stock
Dividend per share (in won)
Common stock: cash
Preferred stock: cash

Cash dividend amount (in millions)

63,818,183
8,657,594

1,250 (25%) W
1,300 (26%) W

64,370,984
8,657,594

1,500 (30%)
1,550 (31%)

Common stock 79,773 W 96,557
Preferred stock 11,255 13,419
91,028 W 109,976
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20. RELATED PARTY TRANSACTIONS
Significant transactions, which occurred in the ordinary course of business with related companies for the year ended December 31, 2005 and 2004 and the related

account balances as of December 31, 2005 and 2004 are summarized as follows:

(in millions of Korean won)

Sales Purchases Receivables Payables
LG Petrochemical Co., Ltd. 8,659 W 1,467,574 2,409 W 161,429
LG Corp. - 20,616 35,478 1,140
LG Household & Health Care, Ltd. 16,390 26,864 1,114 676
Related overseas companies 1,050,039 218,878 21,665 50,036
LG Electronics Inc. 290,049 5,485 31,501 3,442
LG MMA Corp. 10,512 76,410 1,663 7,030
LG International Corp. 306,952 26,889 10,417 4,542
LG CNS - 34,929 - 7,411
LG.Philips LCD 406,035 - 44,795 -
LG Daesan Petrochemicals Ltd. 35,975 121,447 3,259 9,320
SEETEC Co., Ltd. 516 17,350 518 1,897
Others 22,256 217,334 18,733 45,198
2005 Total 2,147,383 W 2,233,776 171,552 W 292,121
2004 Total 2,099,700 W 2,250,539 147,792 W 402,341

Transactions with GS Caltex Corp., GS Engineering & Construction Corp. and GS Retail Co., Ltd. were not classified as related party transactions due to their separation from LG Corp.

The Company has guaranteed the repayment of various obligations of its subsidiaries. The outstanding balance of such guarantees as of December 31, 2005 amounted

to approximately W204,241 million for outstanding bank borrowings of 125,032 million (2004: 250,028 million for related outstanding bank borrowings of

W142,813 million).

The details of guarantees provided are as follows:

(in millions of Korean won)

Guarantee Beneficiary

2005

Amount of Guarantee

Financial Institution

Outstanding Loan Amount

Tianjin LG DAGU Chemical Co., Ltd. W 12,156 Fudong Bank 12,156
18,234 ABC 18,234

Tianjin LG New Building Materials Co., Ltd. 2,026 ICBC 1,520
4,660 KDB 4,660

LG Chem (Nanjing) Information & Electronic Materials Co., Ltd. 25,325 BOC 25,325
25,325 Woori Bank 20,260

LG Chem America, Inc. 10,130 Woori Bank -
LG Chem Industrial Materials, Inc. 25,629 Wachovia 25,629
LG Chem Hong Kong Ltd. 35,455 BOA 7,395
LG Chem Europe Sarl 1,195 CL Bank 1,378
3,586 SG 1,384

Tianjin LG Bohai Chemical Co., Ltd. 40,520 KEXIM 7,091
W 204,241 W 125,032
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(in millions of Korean won)

Guarantee Beneficiary

2004

Amount of Guarantee

Financial Institution

Outstanding Loan Amount

Tianjin LG DAGU Chemical Co., Ltd.

Tianjin LG New Building Materials Co., Ltd.

Tianjin LG Window & Door Co., Ltd.

LG Chemical (Guangzhou) Engineering Plastics Co., Ltd.

LG Chem (Nanjing) Information & Electronic Materials Co., Ltd.

LG Chem America, Inc.

LG Solid Source, LLC

LG Chem Industrial Materials, Inc.
LG Chem Hong Kong Ltd.

LG India Holdings Inc.

LG Chem Europe Sarl

12,526 Fudong Bank 12,526
18,788 ABC 18,788
4,175 ICBC 4,175
1,253 KEB 1,044
4,697 ICBC 4,697
4,697 CHB 4,697
4,801 KDB 4,801
6,680 Woori Bank 6,680
7,307 UFJ 4,436
6,248 Woori Bank 4,168
3,131 CHB 3,131
4,175 ABC 3,131
5219 SCB 3,914
1,879 KEB 1,566
6,054 ICBC 5,941
2,088 SG 2,025
34,289 BOC 33,767
26,095 Woori Bank 5,219
10,438 Woori Bank -
5,219 Bank One 3,601
16,075 Wachovia -
36,533 BOA 10,470
4,697 BOA 16
14,446 SCB 2,958
4,259 CL Bank 419
4,259 SG 643
250,028 142,813
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21. OPERATING RESULTS FOR THE FINAL INTERIM PERIOD

Operating results for the three-month periods ended December 31, 2005 and 2004 are as follows:

(in millions of Korean won, except per share amounts)

Three-Month Periods Ended December 31

2005 (unaudited) 2004 (unaudited)
Sales W 1,910,751 1,902,836
Operating income 102,578 84,940
Net income 111,150 126,535
Earnings per share 1,532 1,731

22. SEGMENT INFORMATION

The Company defines its segments by the nature of its products and services.

(1) Industry Segment Information

Industry

Products or Services

Major Customers

Chemicals & Polymers

Industrial Materials

Information & Electronic Materials

PE, PVC, VCM, alcohol,
plasticizers, ABS/PS, EPS,
MBS, SBL, EP and others

Hi Sash, UBR, wall coverings,
living materials,
building materials and others

Batteries, fluorescent materials,
polarized light board and others

LG Electronics Inc.

Daewoo Electronics Co., Ltd.

Kia Motors Corp.

Youlchon Chemical Co., Ltd.

National Plastic Co., Ltd. and others

Hyundai Motors Co., Ltd.

GM Daewoo Auto & Technology Company

Distributors and wholesalers

LG Electronics Inc.
Hynix Semiconductor Inc.

LG.Philips LCD, and others

FINANCIAL REVIEW NOTES TO NON-CONSOLIDATED FINANCIAL STATEMENTS



LG Chem Annual Report 2005 | Change is our DNA

Financial information on industry segments for the years ended December 31, 2005 and 2004 is as follows:

(in millions of Korean won)

2005

Information &

Chemicals & Polymers Industrial Materials Electronic Materials Others Total
Sales
External sales W 4,065,677 2,078,903 1,267,973 W 12,551 7,425,104
Inter-segment sales 261,058 7,823 3,413 47,689 319,983
W 4,326,735 2,086,726 1,271,386 W 60,240 7,745,087
Operating income W 310,497 140,264 (24,986) W (4,061) 421,714
Property, plant and
equipment, and
intangible assets W 857,017 441,664 829,451 W 429,545 2,557,677
Depreciation and
amortization W 164,690 62,961 139,547 W 4,894 372,092
(in millions of Korean won)
2004
Chemicals & Polymers Industrial Materials Inforr_natlon & Others Total
Electronic Materials
Sales
External sales W 3,884,777 2,033,589 1,206,057 W 2,988 7,127,411
Inter-segment sales 267,526 22,243 627 46,471 336,867
W 4,152,303 2,055,832 1,206,684 W 49,459 7,464,278
Operating income W 365,735 109,528 43,144 W 4,511 522,918
Property, plant and
equipment, and
intangible assets W 947,674 434,413 788,841 W 432,790 2,603,718
Depreciation and
amortization W 162,211 64,270 122,964 W 4,406 353,851
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(2) Geographical Segment Information

The sales by geographical segments for the years ended December 31, 2005 and 2004 are as follows: _
(in millions of Korean won)

Domestic China North America South America  South-East Asia Western Europe Others Total
2005 W 4,400,623 W 1,650,030 W 374,390 W 69,370 W 146,389 W 219,111 W 565,191 W 7,425,104
2004 W 4,320,580 W 1,543,240 W 313,232 W 38,988 W 156,933 W 209,527 W 544,911 W 7,127,411
1 |  Domestic sales include the exports made through local letters of credit.

(3) Discontinued Operations

The Company discontinued or disposed of some businesses, including the POM business, and realized a gain on the disposal of the segment amounting to 8,315 million in 2005.

The financial results of the discontinued operations are as follows: )
(in millions of Korean won)

2005 2004
Sales W 22,599 W 37,559
Cost of sales 23,275 34,322
Gross profit (loss) (676) 3,237
Selling and administrative expenses 1,526 5,757
Operating loss W (2,202) W (2,520)

On August 31, 2004, the Company disposed of its methanol business and realized a gain on the disposal of the segment amounting to W5,100 million.

The financial results of the discontinued operations were as follows: )
(in millions of Korean won)

Jan. 1 ~ Aug. 30, 2004 2003
Sales W 40,315 W 71,887
Cost of sales 38,613 63,651
Gross profit (loss) 1,702 8,236
Selling and administrative expenses 740 2,492
Operating loss W 962 W 5,744
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23. ASSETS AND LIABILITIES DENOMINATED IN FOREIGN CURRENCIES

Monetary assets and liabilities denominated in foreign currencies are translated into Korean won at the exchange rates in effect at the balance sheet date. Resulting

translation gains and losses are recognized in current operations.

As of December 31, 2005 and 2004, monetary assets and liabilities denominated in foreign currencies, excluding items referred to in Notes 11 and 12, consist of the following:

Foreign Currency (in thousands)

Korean Won (in millions)

2005 2004 2005 2004

Cash and cash equivalents us$ 1,864 us$ 3,983 2,920 W 4,909
EUR 483 EUR 203
GBP 197 GBP 105
JPY 12,688 JPY 24,223

Trade accounts and notes receivable us$ 77,828 us$ 90,804 97,761 185,211
EUR 2,463 EUR 549
GBP 44 GBP 68
JPY 1,847,268 JPY 8,413,950

Other accounts receivable us$ 7,313 us$ 2,825 12,287 3,209
EUR 53 EUR 41

Trade accounts and notes payable us$ 78,185 uUs$ 140,726 210,924 221,127
EUR 523 EUR 479
JPY 15,221,656 JPY 6,902,454

Other accounts payable us$ 41,547 us$ 27,119 55,968 32,059
JPY 1,474,255 JPY 228,256
EUR 974 EUR 549

Accrued expenses us$ - us$ 1,788 - 1,892
JPY - JPY 8,057
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24. SUPPLEMENTAL CASH FLOW INFORMATION

Major transactions not involving an inflow or outflow of cash and cash equivalents for the years ended December 31, 2005 and 2004 are as follows:
(in millions of Korean won)

2005 2004
Reclassification of construction-in-progress to property, plant and equipment W 310,536 W 519,248
Reclassification of machinery-in-transit to machinery and equipment 92,143 132,053
Reclassification of depreciation expenses to development costs 3,929 5,225
Gain on valuation of investment using the equity method of accounting (capital adjustment) 17,248 32,415
Reclassification of long-term debt to current maturities of long-term debts 48,466 60,478
Reclassification of long-term debt to current maturities of debentures 700,037 261,789
Gain on valuation of derivatives (capital adjustment) 3,197 887

25. SUBSEQUENT EVENT
As approved by the Board of Directors on October 13, 2005, the Company entered into a merger contract with LG Daesan Petrochemicals Ltd. on October 19, 2005. As
this merger was considered small scale under the Commercial Code of Korea, the Company did not need the approval of the shareholders. Instead, the Board of

Directors approved the merger contract on November 16, 2005.
On January 1, 2006, the Company merged with LG Daesan Petrochemicals Ltd., increasing its assets and liabilities by W173,105 million. A negative goodwill of W353,752

is also expected to be recorded. The merger was officially announced by the Board of Directors on January 3, 2006.

26. APPROVAL OF FINANCIAL STATEMENTS

The December 31, 2005 non-consolidated financial statements were approved on January 25, 2006 by the Board of Directors of the Company.

27. RECLASSIFICATION OF PRIOR YEARS’ FINANCIAL STATEMENTS
Certain amounts in the December 31, 2004 financial statements were reclassified to conform with the December 31, 2005 financial statement presentation. These reclas-

sifications had no effect on the previously reported net income, shareholder’s equity or cash flows.
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