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Independent Auditors’ Report

Based on a report originally issued in Korean

The Board of Directors and Stockholder
Shinhan Card Co., Ltd.:

Opinion

We have audited the accompanying consolidated financial statements of Shinhan Card Co., Ltd. and its subsidiaries
(“the Group”), which comprise the consolidated statements of financial position as of December 31, 2018 and 2017, the
consolidated statements of comprehensive income, changes in equity and cash flows for the years then ended, and notes,
comprising a summary of significant accounting policies.

In our opinion, the accompanying consolidated financial statements present fairly, in all material respects, the
consolidated financial position of the Group as of December 31, 2018 and 2017, and its consolidated financial
performance and its consolidated cash flows for the years then ended in accordance with Korean International Financial
Reporting Standards (“K-IFRS”).

Basis for Opinion

We conducted our audits in accordance with Korean Standards on Auditing (KSAs).  Our responsibilities under those
standards are further described in the Auditors’ Responsibilities for the Audit of the Consolidated Financial Statements
section of our report. We are independent of the Group in accordance with the ethical requirements that are relevant to
our audit of the consolidated financial statements in the Republic of Korea, and we have fulfilled our other ethical
responsibilities in accordance with these requirements. We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our opinion.

Other Matter
The procedures and practices utilized in the Republic of Korea to audit such consolidated financial statements may
differ from those generally accepted and applied in other countries.

Responsibilities of Management and Those Charged with Governance for the Consolidated Financial
Statements

Management is responsible for the preparation and fair presentation of the consolidated financial statements in
accordance with K-IFRS and for such internal control as management determines is necessary to enable the preparation
of consolidated financial statements that are free from material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, management is responsible for assessing the Group’s ability to
continue as a going concern, disclosing, as applicable, matters related to going concern and using the going concern
basis of accounting unless management either intends to liquidate the Group or to cease operations, or has no realistic
alternative but to do so.

Those charged with governance are responsible for overseeing the Group’s financial reporting process

Auditors’ Responsibilities for the Audit of the Consolidated Financial Statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial statements as a whole are
free from material misstatement, whether due to fraud or error, and to issue an auditors’ report that includes our
opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in accordance
with KSAs will always detect a material misstatement when it exists. Misstatements can arise from fraud or error and
are considered material if, individually or in the aggregate, they could reasonably be expected to influence the economic
decisions of users taken on the basis of these consolidated financial statements.

As part of an audit in accordance with KSAs, we exercise professional judgment and maintain professional skepticism
throughout the audit. We also:

e Identify and assess the risks of material misstatement of the consolidated financial statements, whether due to fraud
or error, design and perform audit procedures responsive to those risks, and obtain audit evidence that is sufficient
and appropriate to provide a basis for our opinion.



The risk of not detecting a material misstatement resulting from fraud is higher than for one resulting from error, as
fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override of internal control.

e  Obtain an understanding of internal control relevant to the audit in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
Group’s internal control.

e  Evaluate the appropriateness of accounting policies used in the preparation of the consolidated financial statements
and the reasonableness of accounting estimates and related disclosures made by management.

e Conclude on the appropriateness of management’s use of the going concern basis of accounting and, based on the
audit evidence obtained, whether a material uncertainty exists related to events or conditions that may cast
significant doubt on the Group’s ability to continue as a going concern.  If we conclude that a material uncertainty
exists, we are required to draw attention in our auditors’ report to the related disclosures in the consolidated
financial statements or, if such disclosures are inadequate, to modify our opinion. Our conclusions are based on
the audit evidence obtained up to the date of our auditors’ report. However, future events or conditions may
cause the Group to cease to continue as a going concern.

e Evaluate the overall presentation, structure and content of the consolidated financial statements, including the
disclosures, and whether the consolidated financial statements represent the underlying transactions and events in a
manner that achieves fair presentation.

e  Obtain sufficient appropriate audit evidence regarding the financial information of the entities or business activities
within the Group to express an opinion on the consolidated financial statements. We are responsible for the
direction, supervision and performance of the group audit. We remain solely responsible for our audit opinion.

We communicate with those charged with governance regarding, among other matters, the planned scope and timing of
the audit and significant audit findings, including any significant deficiencies in internal control that we identify during
our audit.

Seoul, Korea
March 11, 2019

This report is effective as of March 11, 2019, the audit report date. Certain subsequent events or circumstances,
which may occur between the audit report date and the time of reading this report, could have a material impact on
the accompanying consolidated financial statements and notes thereto. Accordingly, the readers of the audit
report should understand that the above audit report has not been updated to reflect the impact of such subsequent
events or circumstances, if any.




SHINHAN CARD CO., LTD. AND SUBSIDIARIES
Consolidated Statements of Financial Position

As of December 31, 2018 and 2017
(In millions of won, except share data)
Assets

Cash and due from banks
Trading financial assets

Financial assets at fair value through profit or loss

Derivative assets

Loans and receivables, net

Credit card assets at amortized cost, etc.
Lease assets

Available-for-sale financial assets

Financial assets at fair value through other

comprehensive income
Property and equipment, net
Intangible assets
Deferred tax assets
Other assets

Total assets

Liabilities

Derivative liabilities

Borrowings

Debentures, net

Liability for defined benefit obligations
Current tax liabilities

Provisions

Other liabilities

Total liabilities

Equity

Common stock

Capital surplus

Capital adjustments

Accumulated other comprehensive loss
Retained earnings

Equity attributable to owners of the Group

Non-controlling interests
Total equity

Total liabilities and equity

See accompanying notes to the consolidated financial statements.

Note 2018 2017
10,41 W 637,990 566,970
11 - 360,064
12 253,854 -
13 7,477 3,966
14 - 24,284,494
14 26,902,687 -
15 365,581 103,620
16 - 34,585
17 34,519 -
18 88,601 82,358
19 49,184 45,936
40 224,856 208,032
20 864,706 677,537
29,429,455 26,367,562

13 80,928 140,732
21 2,415,507 1,964,344
22 16,691,757 13,959,909
23 18,670 3,015
40 89,906 123,904
24 182,477 137,356
25,26 3,948,743 3,763,183
23,427,988 20,092,443

27 626,847 626,847
27 860,592 860,592
27 1,234 10
27 (43,687) (3,534)
27,28 4,561,125 4,797,629
6,006,111 6,281,544

27 (4,644) (6,425)
6,001,467 6,275,119

29,429,455 26,367,562
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SHINHAN CARD CO., LTD. AND SUBSIDIARIES
Consolidated Statements of Comprehensive Income

For the years ended December 31, 2018 and 2017
(In millions of won, except earnings per share)

Interest income
Financial assets at amortized cost
Loans and receivables

Interest expense

Net interest income

Fee and commission income
Fee and commission income before K-IFRS No0.1115
Consideration paid to customers

Fee and commission expense
Fee and commission expense before K-IFRS No0.1115
Consideration paid to customers

Net fee and commission income

Dividend income

Net income on trading financial assets

Net income on financial assets at fair value through profit or loss
Net income (loss) on derivatives

Net income (loss) on foreign currency transactions

Net gain on sales of available-for-sale financial assets

Net impairment loss on financial assets

Provision for credit loss allowance

General administrative expenses

Other operating income (loss), net

Operating income

Non-operating expense, net

Profit before income tax

Income tax expense

Profit for the year

Other comprehensive income (loss) :

Items that will never be reclassified to profit or loss

Remeasurement of the net defined benefit obligations

Net changes in the unrealized fair value of financial assets at fair
value through other comprehensive income

Items that are or may be reclassified subsequently to profit or
loss

Net changes in the unrealized fair value of available-for-sale
financial assets

Net changes in the unrealized fair value of cash flow hedges

Foreign currency translation adjustments for foreign operations

Other comprehensive loss for the year, net of tax

Total comprehensive income for the year

Note 2018 2017
2,013,810 1,880,908
2,013,810 -
- 1,880,908
(430,710) (379,854)
32 1,583,100 1,501,054
1,485,749 2,434,001

2,621,264

(1,135,515)
(1,253,393) (2,265,803)

(2,388,908)

1,135,515
33 232,356 168,198
34 1,393 12,400
11 - 2,040
12 46,111 -
13 98,475 (246,175)
(62,516) 279,726
16 - 250,572
35 - (291,694)
14,36 (466,447) -
37 (703,005) (791,163)
38 (2,969) 278,168
726,498 1,163,126
39 (25,211) (14,956)
701,287 1,148,170
40 (183,526) (249,447)
517,761 898,723
23,27 (10,481) 21,873
17,27 2,385 -
16,27 - (150,392)
13,27 (30,324) 19,030
27 (2,206) (1,278)
(40,626) (110,767)
477,135 787,956




SHINHAN CARD CO., LTD. AND SUBSIDIARIES
Consolidated Statements of Comprehensive Income (continued)

For the years ended December 31, 2018 and 2017
(In millions of won, except earnings per share)

Profit attributable to:
Owners of the Company
Non-controlling interests
Profit

Total comprehensive income (loss) attributable to:

Owners of the Company
Non-controlling interests
Total comprehensive income

Earnings per share
Basic and diluted earnings per share (in won)

See accompanying notes to the consolidated financial statements.
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Note 2018 2017

30 519,446 913,791
(1,685) (15,068)

517,761 898,723

479,293 802,986

(2,158) (15,030)

477,135 787,956

30 4,143 7,289



SHINHAN CARD CO., LTD. AND SUBSIDIARIES

Consolidated Statements of Changes in Equity
For the years ended December 31, 2018 and 2017

2017
Accumulated Nor-
Common Capital Capital other Retained . Total
) . . Sub total controlling )
stock surplus adjustments comprehensive earnings interests equity
(In millions of won) income (loss)
Balance at January 1, 2017 W 626,847 860,592 (370) 107,271 4,283,892 5,878,232 4,314 5,882,546
Dividends - - - - (400,054)  (400,054) - (400,054)
Share-based payment transactions - - 380 - - 380 - 380
Changes in non-controlling interests - - - - - - 4,291 4,291
Retained earnings after
appropriation:
Profit for the year - - - - 913,791 913,791 (15,068) 898,723
Remeasurement of the net
defined benefit obligations - - - 21,873 - 21,873 - 21,873
Net changes in the unrealized
fair value of available-for-sale
financial assets - - - (150,392) - (150,392) - (150,392)
Net changes in the unrealized fair
value of cash flow hedges - - - 19,030 - 19,030 - 19,030
Foreign currency translation
adjustments for foreign operations - - - (1,316) - (1,316) 38 (1,278)
Balance at December 31, 2017 W 626,847 860,592 10 (3,534) 4,797,629 6,281,544 (6,425) 6,275,119
2018
Accumulated Non-
Common Capital Capital other Retained . Total
) . . Sub total controlling .
stock surplus adjustments comprehensive earnings interests equity
(In millions of won) income (loss)
Balance at January 1, 2018 W 626,847 860,592 10 (3,534) 4,797,629 6,281,544 (6,425) 6,275,119
Effect of changes in accounting
policies - - - - (155,932)  (155,932) (155,932)
Dividends - - - - (600,018)  (600,018) - (600,018)
Share-based payment transactions - - 1,224 - - 1,224 - 1,224
Changes in non-controlling interests - - - - - - 3,939 3,939
Retained earnings after
appropriation:
Profit for the year - - - - 519,446 519,446 (1,685) 517,761
Remeasurement of the net
defined benefit obligations - - - (10,481) - (10,481) - (10,481)
Net changes in the unrealized fair
value of financial assets at fair
value through other
comprehensive income - - - 2,385 - 2,385 - 2,385
Net changes in the unrealized fair
value of cash flow hedges - - - (30,324) - (30,324) - (30,324)
Foreign currency translation
adjustments for foreign operations - - - (1,733) - (1,733) (473) (2,206)
Balance at December 31, 2018 W 626,847 860,592 1,234 (43,687) 4,561,125 6,006,111 (4,644) 6,001,467

See accompanying notes to the consolidated financial statements.
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SHINHAN CARD CO., LTD. AND SUBSIDIARIES

Consolidated Statements of Cash Flows
For the years ended December 31, 2018 and 2017

(In millions of won)

Cash flows from operating activities
Profit before income tax
Adjustment for:
Interest income
Interest expense
Dividend income
Fee and commission income before K-IFRS No0.1115
Consideration paid to customers
Fee and commission expense
Net gain on valuation of trading financial assets
Net gain on sales of financial assets at fair value through profit
or loss
Net loss on valuation of financial assets at fair value through
profit or loss
Net loss (gain) on valuation and transaction of derivatives
Net loss (gain) on foreign currency transaction
Net gain on sales of available-for-sale financial assets
Net impairment loss on financial assets
Provision for credit loss allowance
General administrative expenses
Other operating expenses
Non-operating expenses, net

Changes in assets and liabilities:
Trading financial assets
Financial assets at fair value through profit and loss
Loans and receivables, net
Credit card assets at amortized cost, etc.
Lease assets
Other assets
Liability for defined benefit obligations
Provisions
Other liabilities

Income taxes paid
Interest received
Interest paid
Dividend received

Net cash used in operating activities

2018 2017
701,287 1,148,170
(2,013,810)  (1,880,908)
430,710 379,854
(1,393) (12,400)

- (323,919)

176,188 -
745 169,640

- (64)

(6,413) -
312 -
(98,475) 246,175
76,952 (173,610)

- (250,572)

- 10,182

466,447 -
51,822 58,358
51,622 34,330

799 146
(864,494)  (1,742,788)

- (19,916)

110,064 -

- (2,299,004)
(3,191,263) -
(313,210) (109,402)
(175,989) (38,364)
(15,171) (25,595)
(3,126) (51,273)
93,655 481,464
(3,495,040)  (2,062,090)
(159,625) (221,157)
1,859,324 1,742,429
(429,421) (374,415)
1,393 12,400
(2,386,576)  (1,497,451)




SHINHAN CARD CO., LTD. AND SUBSIDIARIES

Consolidated Statements of Cash Flows (continued)
For the years ended December 31, 2018 and 2017

(In millions of won) Note

Cash flows from investing activities

Increase in restricted due from banks
Proceeds from disposal of financial assets at fair value through profit
or loss

Acquisition of financial assets at fair value through profit or loss
Proceeds from disposal of available-for-sale financial assets

Acquisition of available-for-sale financial assets

Proceeds from disposal of financial assets at fair value through other
comprehensive income

Acquisition of financial assets at fair value through other
comprehensive income

Proceeds from disposal of property and equipment
Acquisition of property and equipment

Proceeds from disposal of intangible assets
Acquisition of intangible assets

Decrease in guarantee deposits

Increase in guarantee deposits

Net cash provided by (used in) investing activities

Cash flows from financing activities
Proceeds from borrowings

Repayment of borrowings

Proceeds from debentures

Repayment of debentures

Cash inflows from cash flow hedges

Cash outflows from cash flow hedges

Paid in capital from non-controlling interests
Dividends paid

Net cash provided by financing activities

Effect of exchange rate fluctuations on
cash and cash equivalents held

Net increase in cash and cash equivalents
Cash and cash equivalents at the beginning of year

Cash and cash equivalents at the end of year 41

See accompanying notes to the consolidated financial statements.

2018 2017
W (8,663) (100,132)
6,413 -
(710) -
- 266,483
- (2,000)
200 -
(300) -
342 117
(21,805) (25,569)
93 914
(20,669) (13,706)
48,937 51,099
(53,162) (60,679)
(49,324) 116,527
1,738,119 1,212,293
(1,284,393) (628,387)
5,831,259 4,703,013
(3,183,963)  (3,562,204)
10,166 65,220
(16,832) (6,490)
3,939 4,291
(600,018) (400,054)
2,498,277 1,387,682
(20) (199)
62,357 6,559
380,874 374,315
W 443,231 380,874




SHINHAN CARD CO., LTD. AND SUBSIDIARIES

Notes to the Consolidated Financial Statements
For the years ended December 31, 2018 and 2017

1.

Reporting Entity

General information of Shinhan Card Co., Ltd. (the “Company” or the “Controlling Company”) and its subsidiaries
(together referred to as the “Group”) is as follows.

(a) Controlling Company

(b)

The Controlling Company was incorporated on December 17, 1985.
office is Eulji-Ro 100, Building A, Jung-Gu, Seoul (Pine Avenue Eulji-Ro 2Ga).

The address of the Company’s registered
The Company provides credit

card services, factoring, installment financing and lease financing under the Specialized Credit Finance Business

Act.

As of December 31, 2018, the Company has approximately 12.50 million personal credit card holders (21.16
million including check card holders), 1.82 million merchants in its network and 24 branch offices (including head

office).
Group™).

Subsidiaries

As of December 31, 2018 and 2017 consolidated subsidiaries are summarized below.

Subsidiaries

Location

2018

The Company is a wholly owned subsidiary of Shinhan Financial Group Co., Ltd. ("Shinhan Financial

2017

Non-
controlling
interest

Fiscal
year-end

Operating
activities

Controlling
interest

Controlling
interest

Non-
controlling
interest

Shinhan Card
2014-1 (*1),(*2)

Shinhan Card
2014-2 (*1),(*2)

Shinhan Card
2015-1 (*1),(*2)

Shinhan Card
2016-1 (*1),(*2)

Shinhan Card
2017-1 (*1),(*2)

Shinhan Card
2017-2 (*1),(*2)

Shinhan Card
2017-3 (*1),(*2)

Shinhan Card
2018-1 (*1),(*2)

Shinhan Card
2018-2 (*1),(*2)

Shinhan Finance
LLC

Shinhan Indo
Finance

Shinhan

Microfinance Co.,

Ltd.

Specified money
in trusts (*1)

Republic of
Korea

Kazakhstan

Indonesia

Myanmar

Republic of
Korea

December 31 ABS

0.5% 99.5%

Installment,

credit loan

Installment,
credit card and
lease financing

100.0%

50%+1 of the
shares

50%-1 of the
shares

Credit loan 100.0%

Trust asset

0,
management 100.0%

0.5%

100.0%

50%+1 of the
shares

100.0%

100.0%

99.5%

50%-1 of the
shares



SHINHAN CARD CO., LTD. AND SUBSIDIARIES

Notes to the Consolidated Financial Statements
For the years ended December 31, 2018 and 2017

(*1) The above subsidiaries are structured entities and voting rights or similar rights are not major factors when
determining control.
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SHINHAN CARD CO., LTD. AND SUBSIDIARIES

Notes to the Consolidated Financial Statements
For the years ended December 31, 2018 and 2017

1.

Reporting Entity, continued
(b) Subsidiaries, continued

(*2) Although the Controlling Company’s ownership percentage of shares for structured entities is less than 50%,
structured entities are operated according to necessity for the Controlling Company’s specific business and
the Controlling Company holds a majority of the benefits in the structured entities’ operations. For this
reason, the Controlling Company is considered to have power to control the structured entities. The
Controlling Company can transfer additional credit card assets if these subsidiaries are unable to repay
securitized debentures connected to the entities’ underlying assets.

(c) Change in subsidiaries

(i) Subsidiaries newly included in consolidated financial statements during the year ended December 31, 2018 are

as follows;
Subsidiary Reason
Shinhan Card 2018-1 New Investment
Shinhan Card 2018-2 New Investment

(i) Subsidiary excluded from consolidated financial statements during the year ended December 31, 2018 is as

follows;
Subsidiary Reason
Shinhan Card 2014-1 Liquidation
Shinhan Card 2014-2 Liquidation
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SHINHAN CARD CO., LTD. AND SUBSIDIARIES
Notes to the Consolidated Financial Statements

For the years ended December 31, 2018 and 2017

(In millions of won)

1.

Reporting Entity, continued

(d) Condensed financial information for the Group’s subsidiaries as of and for the years ended December 31,
2018 and 2017 is as follows:

12

2018
Subsidiaries Total .To_ta_ll' Tot.a ! Profit (loss) comp-l;zthaelnsive
assets liabilities equity for the year .
income (loss)
Shinhan Card 2014-2 - - - 476 510
Shinhan Card 2015-1 358,681 361,247 (2,566) (868) (877)
Shinhan Card 2016-1 606,119 611,850 (5,731) (3,634) (3,478)
Shinhan Card 2017-1 798,306 806,467 (8,161) (7,123) (9,459)
Shinhan Card 2017-2 765,804 774,427 (8,623) (6,763) (9,074)
Shinhan Card 2017-3 508,787 515,850 (7,063) (5,495) (8,246)
Shinhan Card 2018-1 625,107 632,942 (7,835) (4,860) (7,835)
Shinhan Card 2018-2 790,741 796,755 (6,014) (2,825) (6,014)
Shinhan Finance LLC 13,832 3,375 10,458 964 89
Shinhan Indo Finance 80,656 89,944 (9,288) (3,371) (4,317)
Shinhan Microfinance Co., Ltd. 8,816 2,822 5,994 162 (222)
Specified money in trusts 700,000 - 700,000 89 89
2017
Subsidiaries Total _To_ta}l_ Tot.a ! Profit (loss) comp-l;ce):waelnsive
assets liabilities equity for the year .
income (loss)

Shinhan Card 2013-1 - - - (3) 3)
Shinhan Card 2014-1 - - - 6,266 7,735
Shinhan Card 2014-2 349,399 349,910 (511) 9,002 11,579
Shinhan Card 2015-1 702,737 704,426 (1,689) 4,891 7,249
Shinhan Card 2016-1 747,370 749,623 (2,253) 5,462 8,211
Shinhan Card 2017-1 798,525 797,227 1,298 (539) 1,298
Shinhan Card 2017-2 773,590 773,139 451 (495) 451
Shinhan Card 2017-3 512,615 511,431 1,184 213 1,184
Shinhan Finance LLC 10,664 295 10,369 575 (342)
Shinhan Indo Finance 88,610 101,461 (12,851) (30,135) (30,059)
Shinhan Microfinance Co., Ltd. 7,605 1,389 6,216 (194) (631)
Specified money in trusts 443,000 - 443,000 187 187



SHINHAN CARD CO., LTD. AND SUBSIDIARIES

Notes to the Consolidated Financial Statements
For the years ended December 31, 2018 and 2017

2.

Basis of Preparation

The consolidated financial statements have been prepared in accordance with Korean International Financial Reporting
Standards (“K-IFRS”), as prescribed the Act on External Audits of Stock Companies in the Republic of Korea.

The consolidated financial statements were authorized for issue by the Board of Directors on February 12, 2019, which
will be submitted for approval to the stockholder’s meeting to be held on March 26, 2019.

The consolidated financial statements have been prepared by initially applying K-IFRS No.1115 Revenue from
contracts with customers and K-IFRS No0.1109 Financial instruments.  This change is explained in note 2. (d).

(a) Basis of measurement

The consolidated financial statements have been prepared on the historical cost basis, except for the following
material items in the statement of financial position:

e derivative financial instruments are measured at fair value;

* financial instruments at fair value through profit or loss are measured at fair value;

* financial instruments at fair value through other comprehensive income are measured at fair value;

* liabilities for share-based payment arrangements are measured at fair value; and

* liabilities for defined benefit plans are recognized at the net of the total present value of defined benefit
obligations less the fair value of plan assets.

(b) Functional and presentation currency

(©

These consolidated financial statements are presented in Korean won, which is the Controlling Company’s
functional currency and the currency of the primary economic environment in which the Group operates.

Use of estimates and judgements

The preparation of the consolidated financial statements in conformity with K-IFRS requires management to make
judgments, estimates and assumptions that affect the application of accounting policies and the reported amounts
of assets, liabilities, income and expenses.  Actual results may differ from these estimates.

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are
recognized in the period in which the estimates are revised and in any future periods affected.

Information about critical judgements in applying accounting policies that have a significant effect on the amounts
recognized in the consolidated financial statements and information about assumptions and estimation
uncertainties that have a significant risk of resulting in a material adjustment within the next financial year are
described in note 5.
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SHINHAN CARD CO., LTD. AND SUBSIDIARIES

Notes to the Consolidated Financial Statements
For the years ended December 31, 2018 and 2017
(In millions of won)

2.

Basis of Preparation, continued
(d) Changes in Accounting Policies

The Group has initially adopted K-IFRS N0.1115 Revenue from Contracts with Customers and K-IFRS No0.1109
Financial Instruments from January 1, 2018. Other new standards that applied from January 1, 2018 do not
significantly affect on the Group’s financial statements.

(i) K-IFRS No.1115 Revenue from Contracts with Customers

K-IFRS No0.1115 establishes a comprehensive framework for determining whether, how much and when
revenue is recognized. It replaces existing revenue recognition guidance, including K-IFRS No0.1018 Revenue,
K-IFRS No0.1011 Construction Contracts, K-IFRS N0.2031 Revenue- Barter transactions involving advertising
services, K-IFRS No0.2113 Customer Loyalty Programs, K-IFRS No0.2115 Agreements for the construction of
real estate, K-IFRS No0.2118 Transfers of assets from customers.

Under K-IFRS 1115, revenue is recognized when a customer controls goods or services. Control is transferred
over a point or period and judgment is required.

The Group has recognized the cumulative effect of applying the initially adoption of K-IFRS No0.1115 as of the
initially application date, January 1, 2018, retroactively applying K-IFRS No0.1115 without applying the
practical expedients. Accordingly, the Group has not restated the information disclosed in 2017, which applies
K-IFRS No0.1011, K-IFRS N0.1018 and related interpretations. In addition, the disclosure requirements of K-
IFRS No.1115 have not generally been applied to comparative information.

The amount allocated to the credit card points from customer loyalty program was deferred and recognized as
unearned revenue or recognized as a provision under onerous contract. However such amount is recognized as
a consideration payable to a customer under K-IFRS No. 1115. As the impact of transition to K-IFRS
No.1115, the Group has reclassified provision for customer loyalty programmes amounting to W?26,104 million,
unearned revenue W196,721 million, and accounts payable W62,496 million as other liabilities (point liability)
amounting to ¥285,321 million on January 1, 2018.

There is no effect of changes in retained earnings and non-controlling interest from the adoption of K-IFRS
No.1115.

The effect of applying K-IFRS No0.1115 in the statements of financial position and statement of comprehensive

income as of and for the year ended December 31, 2018 of the Group is as follows. The effect on the
statements of cash flows for the year then ended of the Group is not significant.
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SHINHAN CARD CO., LTD. AND SUBSIDIARIES

Notes to the Consolidated Financial Statements
For the years ended December 31, 2018 and 2017
(In millions of won)

2. Basis of Preparation, continued
(d) Changes in Accounting Policies, continued
(i) K-IFRS No0.1115 Revenue from Contracts with Customers, continued

The effect on the consolidated statement of financial position as of December 31, 2018 is as follows:

Amount after Adjustments Amount before
K-IFRS No.1115 K-IFRS No.1115
Liabilities(*1)
Provision
Provision for customer loyalty
programmes W - 24,700 24,700
Other liabilities
Account payable 2,500,661 41,758 2,542,419
Unearned revenue 106,845 209,240 316,085
Others 283,550 (275,698) 7,852

The effect on the consolidated statement of comprehensive income for the year ended December 31, 2018 is as
follows:

Amount after Adiustments Amount before
K-IFRS No.1115 ) K-IFRS No.1115

Net Fee and Commission Income

(*1)(*2)
Fee and commission income

credit card assets W 1,357,236 1,135,515 2,492,751
Fee and commission expense

credit card assets (1,144,771) (1,135,515) (2,280,286)

(*1) Before adopting K-IFRS No. 1115, the Group defers and recognizes the amount allocated to the credit card
points as unearned revenue and revenue is recognized only when the points are redeemed and the Group has
fulfilled its obligation to provide the benefits. In addition, a provision for onerous contracts is recognized
when the expected benefits to be derived by the Group from customer loyalty program are lower than the
unavoidable cost of meeting its obligations under the programmes. However under K-IFRS No.1115, the
amount allocated to the credit card points is regarded as consideration payable to the customers and
recognized as a reduction of fee and commission income, estimated as fair value of the monetary benefits
taking into account the expected redemption rate.

(*2) The Group has changed the recognition of card holder service fee paid to a customer recognized as fee and
commission expense before adopting K-IFRS No.1115, to reduction of fee and commission income under
K-IFRS No.1115.
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SHINHAN CARD CO., LTD. AND SUBSIDIARIES

Notes to the Consolidated Financial Statements
For the years ended December 31, 2018 and 2017
(In millions of won)

2. Basis of Preparation, continued
(d) Changes in Accounting Policies, continued
(if) K-IFRS N0.1109 Financial Instruments
K-IFRS No0.1109 sets out requirements for recognizing and measuring financial assets, financial liabilities and
some contracts to buy or sell non-financial items. This standard replaces existing guidance in K-IFRS

No0.1039 Financial Instruments: Recognition and Measurement.

The following table summarizes the impact, net of tax, of transition to K-IFRS No0.1109 on the opening balance
of retained earnings as of January 1, 2018.

Amount
Retained earnings
Recognition of expected credit losses under K-IFRS No0.1109 W 215,080
Related tax (59,148)
Impact at January 1, 2018 W 155,932

The details of K-IFRS N0.1109 and the nature and effect of the changes to previous accounting policies are set
out below.

(@ Classification and measurement of financial assets and financial liabilities

K-IFRS No0.1109 largely retains the existing requirements in K-IFRS No0.1039 for the classification and
measurement of financial liabilities. However, it eliminates the previous K-IFRS No0.1039 categories for
financial assets of held to maturity, loans and receivables and available for sale.

The adoption of K-IFRS No0.1109 has not had a significant effect on the Group’s accounting policies related to
financial liabilities and derivative financial instruments (for derivatives that are used as hedging instruments,
see ((©) below). The impact of K-IFRS No0.1109 on the classification and measurement of financial assets is
set out below.

On initial recognition, a financial asset is classified as measured at: amortized cost; fair value through other
comprehensive income (“FVOCI”) — debt investment; F\VOCI — equity investment; or fair value through profit
or loss (“FVTPL”). The classification of financial assets under K-IFRS N0.1109 is generally based on the
business model in which a financial asset is managed and its contractual cash flow characteristics. Derivatives
embedded in contracts where the host is a financial asset in the scope of the standard are never separated.
Instead, the hybrid financial instrument as a whole is assessed for classification.
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SHINHAN CARD CO., LTD. AND SUBSIDIARIES
Notes to the Consolidated Financial Statements

For the years ended December 31, 2018 and 2017
(In millions of won)
2. Basis of Preparation, continued

(d) Changes in Accounting Policies, continued

(if) K-IFRS N0.1109 Financial Instruments, continued

(@ Classification and measurement of financial assets and financial liabilities, continued

The effect of adopting K-IFRS N0.1109 on the carrying amounts of financial assets at January 1, 2018 relates
solely to the new impairment requirements, as described further below.

The following table and the accompanying notes below explain the original measurement categories under K-
IFRS No0.1039 and the new measurement categories under K-IFRS No0.1109 for each class of the Group’s
financial assets as at January 1, 2018.

Classification under  Classification under Amounts Amounts
K-1FRS No.1039 K-IFRS No0.1109 under K-IFRS N0.1039  under K-IFRS No.1109
Due from banks Loans and
receivables(*1) Amortized cost W 566,917 566,917
Loans Loans and
receivables(*1) Amortized cost 24,937,001 24,937,001
Other financial assets Loans and
receivables(*1) Amortized cost 498,492 498,492
Trading assets Fair value through Financial assets at
(beneficiary certificates) profit or loss FVTPL 360,064 360,064
Available-for-sale
financial assets Available-for-sale  Financial assets at
(debt securities) financial assets(*2) FVTPL 1,953 1,953
Available-for-sale Available-for-sale  Financial assets at
financial assets financial assets(*3) FVTPL 1,503 1,503
(equity securities) Available-for-sale  Financial assets at
financial assets(*4) FVOCI 31,129 31,129
W 26,397,059 26,397,059

(*1) Loans and other receivables that were classified as loans and receivables under K-IFRS No0.1039 are now
classified at amortized cost. An increase of W155,612 million in the loss allowance over these
receivables was recognized in opening retained earnings at January 1, 2018 on transition to K-IFRS
No.1109.

(*2) The corporate debt securities categorised as available-for-sale under K-IFRS No0.1039 are held by the
Group in a separate portfolio to provide interest income, but may be sold to meet liquidity requirements
arising in the normal course of business. The Group considers that these securities are held within a
business model whose objective is not achieved both by collecting contractual cash flows and by selling
securities. These assets have therefore been classified as financial assets at FVTPL under K-IFRS
No0.1109.

(*3) Under K-IFRS No0.1039 these equity securities were designated as at available-for-sale financial assets, but
in principle, these equity securities have been classified as measured at FVTPL under K-IFRS No.11009.

(*4) These equity securities represent investments that the Group intends to hold for the long term for strategic
purposes. As permitted by K-IFRS No0.1109, the Group has designated these investments at the date of
initial application as measured at FVOCI.
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SHINHAN CARD CO., LTD. AND SUBSIDIARIES

Notes to the Consolidated Financial Statements
For the years ended December 31, 2018 and 2017
(In millions of won)

2. Basis of Preparation, continued
(d) Changes in Accounting Policies, continued
(if) K-IFRS N0.1109 Financial Instruments, continued

® Impairment of financial assets

K-IFRS No.1109 replaces the ‘incurred loss’ model in K-IFRS No.1039 with an expected credit loss (“ECL”)
model. The new impairment model applies to financial assets measured at amortized cost, contract assets and
debt investments at FVOCI, but not to investments in equity instruments. Under K-IFRS No0.1109, credit
losses are recognized earlier than under K-IFRS N0.1039.

The financial assets at amortized cost consist of credit card assets, cash and due from banks, accounts receivable
and accrued income, etc..

Under K-IFRS No0.1109, loss allowances are measured on either of the following bases:
- 12 month ECLs: these are ECLs that result from possible default events within the 12 months after the
reporting date; and
- Lifetime ECLs: these are ECLs that result from all possible default events over the expected life of a
financial instrument.

For assets in the scope of the K-IFRS N0.1109 impairment model, impairment losses are generally expected to
increase and become more volatile. As a result of the application of K-IFRS No.1109’s impairment
requirements at January 1, 2018, the Group incurred an additional loss allowance as follows.

Classification Classification Loss allowances Loss allowances
under under under under
K-1FRS No0.1039 K-1IFRS No0.1109 K-1IFRS No0.1039 K-IFRS No0.1109 Differences
Loans Amortized cost W 652,507 806,939 154,432
Other financial assets Amortized cost 8,688 9,868 1,180
661,195 816,807 155,612
Allowance for Allowance for
unused credit unused credit
commitments commitments 72,793 132,261 59,468
W 733,988 949,068 215,080
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SHINHAN CARD CO., LTD. AND SUBSIDIARIES

Notes to the Consolidated Financial Statements
For the years ended December 31, 2018 and 2017

2. Basis of Preparation, continued
(d) Changes in Accounting Policies, continued
(if) K-IFRS N0.1109 Financial Instruments, continued

(© Hedge accounting

The Group has elected to adopt the new general hedge accounting model in K-IFRS No0.1109. This requires
the Group to ensure that hedge accounting relationships are aligned with its risk management objectives and
strategy and to apply a more qualitative and forward-looking approach to assessing hedge effectiveness.

The Group uses swap contracts to hedge the variability in cash flows arising from changes in interest rates and
foreign exchange rates relating to borrowings and debentures.

The effective portion of changes in fair value of hedging instruments is accumulated in a cash flow hedge
reserve as a separate component of equity.

There was no effect of adjustments arising from application of K-IFRS No0.1109 hedge accounting requirements
on the amounts presented as of January 1, 2018.

(@ Transition

Changes in accounting policies resulting from the adoption of K-IFRS No0.1109 have been applied
retrospectively, except as described below.

The Group has taken an exemption not to restate comparative information for prior periods with respect to
classification and measurement (including impairment) requirements. Differences in the carrying amounts of
financial assets and financial liabilities resulting from the adoption of K-IFRS No0.1109 are recognized in
retained earnings and reserves as at January 1, 2018. Accordingly, the information presented for 2017 does
not generally reflect the requirements of K-IFRS N0.1109 but rather those of K-IFRS No0.1039.

The following assessments have been made on the basis of the facts and circumstances that existed at the date
of initial application.
- The determination of the business model within which a financial asset is held.
- The designation and revocation of previous designations of certain financial assets and financial liabilities as
measured at FVTPL.
- The designation of certain investments in equity instruments not held for trading as at FVOCI.

All hedging relationships designated under K-IFRS No0.1039 at December 31, 2017 met the criteria for hedge

accounting under K-IFRS No0.1109 at January 1, 2018 and are therefore regarded as continuing hedging
relationships.
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SHINHAN CARD CO., LTD. AND SUBSIDIARIES

Notes to the Consolidated Financial Statements
For the years ended December 31, 2018 and 2017

3. Significant Accounting Policies

The significant accounting policies applied by the Group in preparation of its consolidated financial statements are
included below. The accounting policies set out below have been applied consistently to all periods presented in
these consolidated financial statements, except for those as disclosed in note 2 (4).

(a) Operating segment

An operating segment is a component of the Group that engages in business activities from which it may earn
revenues and incur expenses, including revenues and expenses that relate to transactions with any of the Group’s
other components.  All operating segments’ operating results are reviewed regularly by the Group’s CEO to
make decisions about resources to be allocated to the segment and assess its performance, and for which discrete
financial information is available. The Group has a single reportable segment.  Accordingly, information about
segment assets, liabilities and profit or loss is not disclosed.

(b) Basis of consolidation
(i) Subsidiaries

Subsidiaries are investees controlled by the Group. The Group controls an investee when it is exposed to, or has
rights to, variable returns from its involvement with the investee and has the ability to affect those returns through
its power over the investee. The financial statements of subsidiaries are included in the consolidated financial
statements from the date that control commences until the date that control ceases.

If a member of the Group uses accounting policies other than those adopted in the consolidated financial
statements for like transactions and events in similar circumstances, appropriate adjustments are made to its
financial statements in preparing the consolidated financial statements.

(ii) Structured entity

The Group has established a number of structured entity by way of the transfer of credit card assets and others.
Structured entity is consolidated if, based on an evaluation of the substance of its relationship with the Group and
the Structured entity’s risks and rewards, the Group concludes that it controls the Structured entity.

(iii) Elimination of intra-group transactions

Intra-group balances and transactions, and any unrealized income and expenses arising from intra-group
transactions, are eliminated in preparing the consolidated financial statements. Intra-group losses are recognized
as expense if intra-group losses indicate an impairment that requires recognition in the consolidated financial
statements.

(iv) Non-controlling interests

Non-controlling interests in a subsidiary are accounted for separately from the parent’s ownership interests in a
subsidiary. Each component of net profit or loss and other comprehensive income is attributed to the owners of
the parent and non-controlling interest holders, even when the allocation reduces the non-controlling interest
balance below zero.
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SHINHAN CARD CO., LTD. AND SUBSIDIARIES

Notes to the Consolidated Financial Statements
For the years ended December 31, 2018 and 2017

3. Significant Accounting Policies, continued
(c) Cash and cash equivalents

Cash and cash equivalents comprise balances with cash in hand, deposits held at call with banks and other short-
term highly liquid investments with insignificant risk of changes in their fair value. Equity investments are
excluded from cash equivalents unless they are, in substance, cash equivalents, for example in the case of
preferred shares acquired within a short period of their maturity and with a specified redemption date.

(d) Non-derivative financial assets
(i) Recognition and initial measurement

Issued debentures are initially recognized at the time of issue. Other financial instruments and financial
liabilities are recognized only when the Group becomes a party to the contract for the financial instrument. At
initial recognition, financial assets or financial liabilities are measured at fair value, and transaction costs
directly related to the acquisition of the financial assets or the issue of the financial liabilities are added to fair
value unless they are measured at fair value through profit or loss.

(ii) Classification and subsequent measurement

Financial asset - accounting policies adopted from January 1, 2018

On initial recognition, a financial asset is classified as measured at: amortized cost; fair value through other
comprehensive income (“FVOCI”) — debt investment; FVOCI — equity investment; or fair value through profit
or loss (“FVTPL”). Unless the Group changes its business model for managing financial assets, after first
recognition, the financial assets cannot be reclassified. When, and only when, the Group changes its business
model for managing financial assets, it shall reclassify all affected financial assets at the first day of the
Group’s next reporting period.

A financial asset is measured at amortized cost if it meets both of the following conditions and is not designated
as at FVTPL:
- It is held within a business model whose objective is to hold assets to collect contractual cash flows; and
- Its contractual terms give rise on specified dates to cash flows that are solely payments of principal and
interest on the principal amount outstanding.

A debt investment is measured at FVOCI if it meets both of the following conditions and is not designated as at
FVTPL:
- It is held within a business model whose objective is achieved by both collecting contractual cash flows and
selling financial assets; and
- Its contractual terms give rise on specified dates to cash flows that are solely payments of principal and
interest on the principal amount outstanding.
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SHINHAN CARD CO., LTD. AND SUBSIDIARIES

Notes to the Consolidated Financial Statements
For the years ended December 31, 2018 and 2017

3. Significant Accounting Policies, continued
(d) Non-derivative financial assets, continued
(ii) Classification and subsequent measurement, continued

On initial recognition of an equity investment that is not held for trading, the Group may irrevocably elect to
present subsequent changes in the investment’s fair value in other comprehensive income. This election is
made on an investment-by-investment basis.

All financial assets not classified as measured at amortized cost or FVOCI as described above are measured at
FVTPL. This includes all derivative financial assets (refer to Note 7). On initial recognition, the Group may
irrevocably designate a financial asset that otherwise meets the requirements to be measured at amortized cost
or at FVOCI as at FVTPL if doing so eliminates or significantly reduces an accounting mismatch that would
otherwise arise.

Business model - accounting policies adopted from January 1, 2018
The Group assesses the objective of the business model held at the portfolio level of financial assets because it
best reflects the way the business is managed and information is provided to management. Such information
takes into account the following:
- The accounting policies and objectives specified for the portfolio and the actual operation of these policies.
This includes management's strategy focused on obtaining contractual interest revenue, maintaining the level
of interest revenue, and financing the debt financing and matching the duration of the financial asset's duration
and on the outflow or realization of expected cash flows through the sale of the asset;
- Assessing the performance of financial assets held in a business model and reporting the assessment to key
management personnel;
- The risks affecting the performance of the business model (and the financial assets held in the business
model) and how they are managed;
- Compensation for management (e.g., compensation based on the fair value of the managed asset or on the
contractual cash flows received);
- The frequency, amount, timing, reasons and expectations of future sales activities of financial assets in prior
periods.

For this purpose, transfers of financial assets from transactions that do not meet the derecognition requirements
to third parties are not considered sales.

A portfolio of financial assets that meets the definition of trading or whose performance is valued on a fair
value basis is measured at fair value through profit or loss.

Contractual cash flows are solely payments of principal and interest on the principal amount outstanding -
accounting policies adopted from January 1, 2018

The principal amount is defined as the fair value at initial recognition of the financial asset. Interest consists
of profit as well as consideration for the time value of money, consideration for the credit risk associated with
the principal balance in a particular period, and consideration for other basic loan risks and costs (such as
liquidity risk and operating costs).

In assessing whether contractual cash flows consist solely of principal and interest payments, the Group
considers the terms and conditions of the instrument. If a financial asset contains a contractual term that
changes the timing or amount of contractual cash flows, the entity must determine whether the contractual cash
flows that may arise over the life of the financial instrument are solely payments of principal and interest.
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SHINHAN CARD CO., LTD. AND SUBSIDIARIES

Notes to the Consolidated Financial Statements
For the years ended December 31, 2018 and 2017

3. Significant Accounting Policies, continued
(d) Non-derivative financial assets, continued
(ii) Classification and subsequent measurement, continued

To assess this, the Group considers the following:
- Contractual terms that change the timing or amount of contractual cash flows;
- Terms that adjusts the contractual interest rate, including variable interest rate features;
- Prepayment features and extension features;
- Terms and conditions that limit our claims on cash flows arising from specific assets. (e.g., non-recourse
features)

If the prepayment amount represents interest on substantially outstanding principal and remaining principal and
includes reasonable additional compensation for early termination of the contract, the early repayment
characteristics are consistent with the terms of paying principal and interest on a specified date.

In addition, for financial assets acquired by significantly discounting or premiuming the contractual par amount,
the prepayment amount effectively represents the contractual par amount and the contractual interest accrual
(but unpaid) and the prepayment feature meets this condition when the fair value of the feature is insignificant
at initial recognition of the financial asset.

Subsequent measurement and profit or loss - accounting policies adopted from January 1, 2018
The following accounting policies apply to the subsequent measurement of financial assets.

Category of financial instruments Accounting policies

Financial assets at FVTPL These assets are subsequently measured at fair value.
Net gains and losses, including any interest or dividend
income, are recognized in profit or loss. But please
refer to note 3.(e) for derivative financial assets
designated as the hedging instruments.

Financial assets at amortized cost These assets are subsequently measured at amortized
cost using the effective interest method. The amortized
cost is reduced by impairment losses. Interest income,
foreign exchange gains and losses, impairment and any
gain or loss on derecognition are recognized in profit or
loss.

Debt investments at FVOCI These assets are subsequently measured at fair value.
Interest income calculated using the effective interest
method, foreign exchange gains and losses and
impairment are recognized in profit or loss. Other net
gains and losses are recognized in other comprehensive
income. On derecognition, gains and losses
accumulated in OCI are reclassified to profit or loss.

Equity investments at F\VOCI These assets are subsequently measured at fair value.
Dividends are recognized as income in profit or loss
unless the dividend clearly represents a recovery of part
of the cost of the investment. Other net gains and
losses are recognized in OCI and are never reclassified
to profit or loss.
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SHINHAN CARD CO., LTD. AND SUBSIDIARIES

Notes to the Consolidated Financial Statements
For the years ended December 31, 2018 and 2017

3. Significant Accounting Policies, continued
(d) Non-derivative financial assets, continued
(ii) Classification and subsequent measurement, continued

Financial asset - accounting policies applied before January 1, 2018
Financial assets are classified into financial assets at fair value through profit or loss, held-to-maturity
investments, loans and receivables, available-for-sale financial assets, and derivative financial assets.

Subsequent measurement and profit or loss - accounting policies applied before January 1, 2018
The following accounting policies apply to the subsequent measurement of financial assets.

Category of financial instruments Accounting policies

Financial assets at fair value through profit or loss These assets are subsequently measured at fair value.
Net gains and losses, including any interest or dividend
income, are recognized in profit or loss. However,
please refer to note 3.(e) for derivative financial assets
designated as the hedging instruments.

Held-to-maturity investments Subsequent to initial recognition, they are measured at
amortized cost using the effective interest method.

Loans and receivables Subsequent to initial recognition, they are measured at
amortized cost using the effective interest method.

Available-for-sale financial assets Subsequent to initial recognition, they are measured at

fair value. However, investments in equity instruments
that do not have a quoted market price in an active
market and whose fair value cannot be reliably measured
are measured at cost.

(iii) Derecognition of financial assets

The Group derecognizes a financial asset when the contractual rights to the cash flows from the financial asset
expire, or when it transfers the financial asset in a transaction in which substantially all the risks and rewards of
ownership of the financial asset are transferred or in which the Group neither transfers nor retains substantially
all the risks and rewards of ownership and it does not retain control of the financial asset.

When the Group transfers a right on cash flow of a financial asset, but, retains substantially all of the risk and
rewards of ownership relating the transferred asset, the transferred assets are continuously recognized, and the
proceeds from the transfer are recognized as a liability.

(iv) Offsetting

Financial assets and liabilities are offset only when the Group has a legally enforceable right to offset the
recognized amounts and intends either to settle on a net basis or to realize the asset and settle the liability
simultaneously.
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3. Significant Accounting Policies, continued
(e) Derivative financial assets
(i) Derivatives and Hedge Accounting - accounting policies adopted from January 1, 2018

The Group holds derivative financial instruments to hedge foreign exchange and interest rate exposures. If the
host contract is not a financial asset and meets certain requirements, the embedded derivative is accounted for
separately and separated from the host contract.

Derivatives are measured at fair value on initial recognition and subsequently measured at fair value and
changes are generally recognized in profit or loss.

The Group designate specific derivatives and non-derivative financial liabilities as hedging instruments to
hedge the variability of cash flows associated with future forecast transactions that are likely to arise from
changes in exchange rates and interest rates, as the purpose of hedging exchange risk against net investments in
foreign operations.

At the inception of the hedge, the Group documents the purpose and strategy of risk management to perform
the hedge. The Group documents the economic relationship between the hedged item and the hedging
instrument, including whether changes in the cash flows of the hedged item and the hedging instrument are
expected to offset each other.

(ii) Cash flow hedge - accounting policies adopted from January 1, 2018

When a derivative is designated as a cash flow hedge, an effective part of the change in the fair value of the
derivative is recognized in other comprehensive income and accumulated in the hedge reserve. Effective
portions of the change in the fair value of the derivative recognized in other comprehensive income limit the
cumulative change in the fair value of the hedged item determined on the basis of present value from the
inception of the hedge. Ineffectiveness of changes in the fair value of the derivative is recognized
immediately in profit or loss.

If a hedged item that is a forecast transaction is subsequently recognized in a non-financial asset, the
cumulative hedge reserve and the cost of the hedge are included directly in the initial cost of the non-financial
asset when the non-financial asset is recognized.

For other hedged items that are forecast transactions, the accumulated hedge reserve and the cost of the hedge
are reclassified to profit or loss in the same period or in the period during which the expected hedged future
cash flows affect profit or loss.

If the hedge no longer meets the hedge accounting requirements or the hedging instrument is sold, decimated,
terminated or exercised, the hedge accounting is discontinued prospectively.

If a non-financial item is a recognized hedge transaction, the cumulative amount of the hedge reserve and the
cost of the hedge are left in the equity item until the non-financial item is initially recognized and the amount is
included in the cost of the non-financial item. In the case of cash flow hedges that are not the case, the amount
is reclassified to profit or loss as a reclassification adjustment for the period in which the hedged expected cash
flows affect profit or loss.
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3. Significant Accounting Policies, continued

(e) Derivative financial assets, continued

®

(i) Cash flow hedge - accounting policies adopted from January 1, 2018, continued

If future cash flows of hedged items are no longer expected, the accumulated cash flow hedge reserve and the
costs of hedging are reclassified to profit or loss immediately.

(iii) Net-investment hedge - accounting policies adopted from January 1, 2018

If a derivative or non-derivative financial liability is designated as a hedging instrument for a net investment in
a foreign operation, an effective portion of the change in the fair value of the hedging instrument is recognized
in other comprehensive income in the case of a non-derivative instrument and presented as a transaction
reserve in equity. Ineffectiveness is recognized immediately in profit or loss.

The amounts recognized in other comprehensive income are reclassified to profit or loss as reclassification
adjustments at the disposal of the foreign operation.

(iv) Derivatives and Hedge Accounting - accounting policies applied before January 1, 2018

The accounting polices applied in the comparative financial statements in 2017 are similar with those applied in
2018.

Fair value of financial instruments

Fair value is the amount for which an asset could be exchanged, or a liability settled, could be exchanged, between
knowledgeable, willing parties in an arm's length transaction.

For financial instruments traded in active markets, the fair value of financial instruments is measured at quoted
prices. A financial instrument is regarded as quoted in an active market if quoted prices are readily and regularly
available, and those prices represent actual and regularly occurring market transactions on an arm's length basis.

If the market for a financial instrument is not active, the Group establishes fair value by using a valuation
technique. Valuation techniques include using recent arm’s length transactions between knowledgeable, willing
parties, if available, reference to the current fair value of other instruments that are substantially the same. Fair
value is estimated on the basis of the results of a valuation technique that makes maximum use of market inputs,
and relies as little as possible on entity-specific inputs. Periodically, the Group calibrates the valuation technique
and tests it for validity using prices from any observable current market transactions in the same instrument or
based on any available and observable market data.

The fair value of a financial instrument on initial recognition is normally the transaction price — i.e. the fair value
of the consideration given or received. However, if part of the consideration given or received is for something
other than the financial instrument, the fair value of the financial instrument is estimated, using a valuation
technique. Any additional amount lent is an expense or a reduction of income unless it qualifies for recognition
as some other type of asset.

The fair value of interest-free installment purchases (which is offered for marketing purpose to expand credit sales)
is measured by using the discount rate considering the credit rating of the Group and the credit risk of customers.
As the source of the yield and the purpose of customers using interest-free installment purchases are different from
those of installment purchases with interest, the discount rate is calculated in that way.
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3. Significant Accounting Policies, continued

(9) Impairment of financial assets
(i) Impairment of financial assets - accounting policies adopted from January 1, 2018

The Group recognizes a loss allowance for expected credit losses on the following assets:
- Financial assets measured at amortized cost.

The Group measures loss allowances at an amount equal to lifetime ECLs, except for the following, which are

measured as 12 month ECLs:

- Financial instrument that are determined to have low credit risk at the reporting date; and

- Financial instrument for which credit risk (i.e. the risk of default occurring over the expected life of the
financial instrument) has not increased significantly since initial recognition.

When determining whether the credit risk of a financial asset has increased significantly since initial
recognition and when estimating ECLs, the Group considers reasonable and supportable information that is
relevant and available without undue cost or effort. This includes both quantitative and qualitative
information and analysis, based on the Group’s historical experience and informed credit assessment and
including forward-looking information.

The Group assumes that the credit risk on a financial asset has increased significantly when:
- Asset credit quality is cautionary or less
- Significant changes in credit rating
- Specified overdue pool segment (Personal card assets past due over seven days, etc.)

The Group considers a financial asset to be in default when:
- The financial asset is more than 90 days past due.

The maximum period considered when estimating ECLs is the maximum contractual period over which the
Group is exposed to credit risk.

Measurement of ECLS

ECLs are a probability-weighted estimate of credit losses. Credit losses are measured as the present value of
all cash shortfalls (i.e. the difference between the cash flows due to the entity in accordance with the contract
and the cash flows that the Group expects to receive). ECLs are discounted at the effective interest rate of the
financial asset.

Credit-impaired financial assets

At each reporting date, the Group assesses whether financial assets carried at amortized cost are credit-impaired.
A financial asset is ‘credit-impaired” when one or more events that have a detrimental impact on the estimated
future cash flows of the financial asset have occurred.
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3. Significant Accounting Policies, continued
(9) Impairment of financial assets, continued

(i) Impairment of financial assets - accounting policies adopted from January 1, 2018, continued

Evidence that financial assets are impaired includes observable information.

e Significant financial difficulty of the borrower or issuer

e Default or delinquency in interest or principal payments

e Restructuring of a loan or a concession granted by the Group, which the Group would not otherwise
consider

* Indications that a borrower or issuer will enter bankruptcy or other financial reorganization

e The disappearance of an active market for a security

e Observable data that there is a measurable decrease in the estimated future cash flows from a group of
financial assets, since the initial recognition of those assets, although individual cash flows cannot be
discriminated

Presentation of impairment

Loss allowances for financial assets measured at amortized cost are deducted from the gross carrying amount of
the assets.

Write-off

If there is no reasonable expectation for the recovery of all or some of the contractual cash flows of the
financial asset, remove the asset. For individual customers, based on past experience in recovering similar
assets, the Group deducts the carrying amount if a financial asset is more than 180 days overdue and evaluate
whether there is reasonable expectation of recovery for corporate customers to evaluate the timing and amount
separately. The Group does not expect to significantly recover the amounts. However, each financial asset
may be subject to recovery activities in accordance with the Group's procedures for the recovery of the expired
amounts.

(ii) Impairment of financial assets - accounting policies applied before January 1, 2018

The Group assesses at the end of each reporting period whether there is any objective evidence that a financial
asset or group of financial assets, except for financial assets at fair value through profit or loss, is impaired. A
financial asset is impaired if objective evidence indicates that loss events have occurred after the initial
recognition of the asset, and that they had a negative effect on the estimated future cash flows of that asset that
can be estimated reliably. However, a financial asset is not impaired by the expected future loss event.

Objective evidence that financial assets are impaired includes the following loss events:

»  Significant financial difficulty of the borrower or issuer

*  Default or delinquency in interest or principal payments

e Restructuring of a loan or a concession granted by the Group, which the Group would not otherwise
consider

* Indications that a borrower or issuer will enter bankruptcy or other financial reorganization

e  The disappearance of an active market for a security

e Observable data that there is a measurable decrease in the estimated future cash flows from a group of
financial assets, since the initial recognition of those assets, although individual cash flows cannot be
discriminated
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3. Significant Accounting Policies, continued
(9) Impairment of financial assets, continued
(i) Impairment of financial assets - accounting policies applied before January 1, 2018, continued

In addition to the types of events above, objective evidence of impairment for an equity instrument classified as
available-for-sale financial assets includes a significant or prolonged decline in the fair value of an equity
instrument below its cost.  If there are the objective evidences of impairment, the impairment losses measured
by the following financial asset categories are recognized in profit or loss.

Loans and receivables

The Group first assesses whether objective evidence of impairment exists individually for loans and receivables
that are individually significant, and individually or collectively for financial assets that are not individually
significant. If the Group determines that no objective evidence of impairment exists for an individually
assessed financial asset, whether significant or not, it includes the asset in a group of financial assets with
similar credit risk characteristics and collectively assesses them for impairment.

The impairment loss of loans and receivables measured at amortized cost which is measured as the difference
between the asset's carrying amount and the present value of estimated future cash flows.

Impairment losses are recognized in profit or loss and reflected in an allowance account against loans and
receivables. 'When a subsequent event causes the amount of impairment loss to decrease, and the decrease can
be related objectively to an event occurring after the impairment was recognized, the decrease in impairment
loss is reversed through profit or loss of the period.

Financial assets carried at cost

The amount of the impairment loss is measured as the difference between the carrying amount of the financial
asset and the present value of estimated future cash flows discounted at the current market rate of return for a
similar financial asset. Such impairment losses shall not be reversed.

Available-for-sale financial assets

When a decline in the fair value of an available-for-sale financial asset has been recognized in other
comprehensive income and there is objective evidence that the asset is impaired, the cumulative loss that had
been recognized in other comprehensive income shall be reclassified from equity to profit or loss as a
reclassification adjustment even though the financial asset has not been derecognized.  Impairment losses
recognized in profit or loss for an investment in an equity instrument classified as available-for-sale shall not be
reversed through profit or loss. If, in a subsequent period, the fair value of a debt instrument classified as
available-for-sale increases and the increase can be objectively related to an event occurring after the
impairment loss was recognized in profit or loss, the impairment loss shall be reversed, with the amount of the
reversal recognized in profit or loss.

Held-to-maturity financial assets

An impairment loss in respect of a financial asset measured at amortized cost is calculated as the difference
between its carrying amount and the present value of the estimated future cash flows discounted at the asset’s
original effective interest rate. The impairment losses of held-to-maturity financial assets and available-for-
sale financial assets are recognized by reducing the carrying amount directly. When a subsequent event
causes the amount of impairment loss to decrease, and the decrease can be related objectively to an event
occurring after the impairment was recognized, the decrease in impairment loss is reversed through profit or
loss of the period. The reversal does not result in a carrying amount of the financial asset that exceeds what
the amortized cost would have been had the impairment not been recognized at the date the impairment is
reversed. The impairment losses on held-to-maturity financial assets are reduced from the carrying amount
directly.
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3. Significant Accounting Policies, continued
(h) Property and equipment

Property and equipment are measured at cost less accumulated depreciation and accumulated impairment losses.
Cost includes expenditures that are directly attributable to the acquisition of the asset. The cost of self-
constructed assets includes the cost of materials and direct labour, any other costs directly attributable to bringing
the assets to a working condition for their intended use, the costs of dismantling and removing the items and
restoring the site on which they are located. The Group elected to measure land and buildings at fair value at the
date of transition and use those fair values as their deemed costs.  After first recognition, property and equipment
are recognized as book value, which is the amount of taking accumulated depreciation and accumulated
impairment losses off acquisition cost.

The cost of replacing a part of an item of property or equipment is recognized in the carrying amount of the item if
it is probable that the future economic benefits embodied within the part will flow to the Group and its cost can be
measured reliably. The carrying amount of the replaced cost is derecognized. The costs of the day-to-day
servicing of property and equipment are recognized in profit or loss as incurred.

Land is not depreciated. Other property and equipment are depreciated on a straight-line basis over the estimated
useful lives, which most closely reflect the expected pattern of consumption of the future economic benefits
embodied in the asset. When parts of an item of property or equipment have different useful lives, they are
accounted for as separate items of property and equipment.

Gains and losses on disposal of an item of property and equipment are determined by comparing the proceeds
from disposal with the carrying amount of plant and equipment are recognized in other operating income.

The estimated useful lives and depreciation methods are as follows:

Descriptions Useful lives Depreciation method
Buildings 40 years Straight-line method
Vehicles 5 years Straight-line method

Other tangible assets 4 years Straight-line method

Depreciation methods, useful lives and residual values are reviewed at each fiscal year-end and adjusted if
appropriate. The change is accounted for as a change in an accounting estimate.
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3. Significant Accounting Policies, continued

(M)

@

Intangible assets

Intangible assets are measured initially at cost and after initial recognition are carried at cost less accumulated
amortization and accumulated impairment losses.

Amortization of intangible assets except for goodwill is calculated on a straight-line basis over the estimated
useful lives of intangible assets from the date that they are available for use. The residual value of intangible
assets is zero. However, as there are no foreseeable limits to the periods over which club memberships are
expected to be available for use, this intangible asset is determined as having indefinite useful lives and not
amortized.

Descriptions Useful lives
Membership Indefinite
Development cost 4 years
Software 4 years
Other intangible assets 5 years or less

Amortization methods, useful lives and residual values are reviewed at each fiscal year-end and adjusted if
appropriate. The useful lives of intangible assets that are not being amortized are reviewed at the end of each
reporting period to determine whether events and circumstances continue to support indefinite useful life
assessments for those assets. The change is accounted for as a change in an accounting estimate.

Expenditures on research activities, undertaken with the prospect of gaining new scientific or technical knowledge
and understanding, is recognized in profit or loss as incurred. Development expenditures are capitalized only if
development costs can be measured reliably, the product or process is technically and commercially feasible,
future economic benefits are probable, and the Group intends to and has sufficient resources to complete
development and to use or sell the asset. Other development expenditures are recognized in profit or loss as
incurred.

Leases

Leases where the Group assumes substantially all the risks and rewards of ownership are classified as finance
leases. All other leases are classified as operating leases.

Finance lease

A finance lease receivable is the net investment in the lease asset representing the aggregate future minimum lease
payments including unguaranteed residual value, if any. The difference between the finance lease receivable and
the book value of the underlying asset is recorded as gain (loss) on disposal of lease asset.  Additionally, the lease
payments received are recognized as collection of finance lease receivable and interest income, determined using
the effective interest rate. The Group also recognizes initial direct costs incurred in negotiating and arranging a
finance lease, included as part of net investment, and those costs are expensed as an adjustment to revenue over
the lease term.

Operating lease

For an operating lease, revenue is recognized evenly throughout the lease period, and the operating lease assets are
depreciated using the same depreciation method and estimated useful lives used for similar assets held by the
Group. The Group also recognizes initial direct costs incurred in negotiating and arranging an operating lease, as
a separated asset. The depreciation for leased assets is consistent with the Group’s depreciation for similar assets.
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3. Significant Accounting Policies, continued

(k) Impairment of non-financial assets

V)

The carrying amounts of the Group’s non-financial assets, other than assets related to employee benefit and
deferred tax assets, are reviewed at each reporting date to determine whether there is any indication of impairment.
If any such indication exists, then the asset’s recoverable amount is estimated.

For the purpose of impairment testing, assets that cannot be tested individually are grouped together into the
smallest group of assets that generates cash inflows from continuing use that are largely independent of the cash
inflows of other assets or groups of assets (the “cash-generating unit, or CGU”). The recoverable amount of an
asset or cash-generating unit is the greater of its value in use and its fair value less costs to sell. In assessing
value in use, the estimated future cash flows are discounted to their present value using a pre-tax discount rate that
reflects current market assessments of the time value of money and the risks specific to the asset.

An impairment loss is recognized if the carrying amount of an asset or its cash-generating unit exceeds its
estimated recoverable amount.  Impairment losses are recognized in profit or loss.

Non-derivative financial liabilities

Financial liabilities are classified into financial liabilities at fair value through profit or loss and other financial
liabilities in accordance with the substance of the contractual arrangement and the definitions of a financial
liability. Financial liabilities are recognized in the consolidated financial statements when the Group becomes a
party to the contractual provisions of the instrument.

Financial liabilities at fair value through profit or loss

A financial liability is classified at fair value through profit or loss if it is classified as held for trading or
designated as such upon initial recognition. Financial liabilities at fair value through profit or loss are measured
at fair value, and changes therein are recognized in profit or loss.  Attributable transaction costs are recognized in
profit or loss as incurred.

Other financial liabilities

The financial liabilities that are not classified as at fair value through profit or loss are classified into other
financial liabilities. The liabilities are measured at fair value less transaction costs that are directly attributable to
the issuance upon initial recognition. Subsequent to initial recognition, they are measured at amortized cost
using the effective interest method.

Derecognition of financial liabilities

The Group removes a financial liability from its consolidated statement of financial position only when it is
extinguished — i.e. when its contractual obligations are discharged, cancelled or expired.

32



SHINHAN CARD CO., LTD. AND SUBSIDIARIES

Notes to the Consolidated Financial Statements
For the years ended December 31, 2018 and 2017

3. Significant Accounting Policies, continued
(m) Employee benefits
(i) Short-term employee benefits

Short-term employee benefits are employee benefits that are due to be settled within 12 months after the end of
the period in which the employees render the related service. Short-term employee benefit obligations are
measured on an undiscounted basis and are expensed as the related service is provided.

(ii) Other long-term employee benefits

The Group’s net obligation in respect of other long-term employee benefits that are not expected to be settled
wholly before twelve months after the end of the annual reporting period in which the employees render the
related service, is the amount of future benefit that employees have earned in return for their service in the
current and prior periods. That benefit is discounted to determine its present value. Remeasurements are
recognized in profit or loss in the period in which they arise.

(iii) Post-employment benefit plan

The Group has introduced both a defined benefit pension plan and defined contribution pension plan.
Employees have a right to choose one of those pension plans.

Defined contribution plans

The Group has no further payment obligations once the contributions have been paid, which are classified as a
defined contribution plan. The contributions are recognized as an expense, unless included in the cost of an asset.
If the contribution already paid exceeds the contribution due for service before the end of the reporting period, the
Group recognizes that excess as an asset (prepaid expense) to the extent that the prepayment will lead to, for
example, a reduction in future payments or cash refund.

Defined benefit plans

A defined benefit plan is a post-employment benefit plan other than a defined contribution plan.
The Group’s net obligation in respect of defined benefit plans is calculated by estimating the amount of future
benefit that employees have earned in return for their service in the current and prior periods; that benefit is
discounted to determine its present value. The fair value of plan assets is deducted. The calculation is
performed annually by an independent actuary using the projected unit credit method.

Remeasurements of the net defined benefit liability, which comprise actuarial gains and losses, the return on
plan assets (excluding interest) and the effect of the asset ceiling (if any, excluding Interest), are recognized
immediately in other comprehensive income. The Group determines the net interest expense (income) on the
net defined benefit liability (asset) for the period by applying the discount rate used to measure the defined
benefit obligation at the beginning of the annual period to the then-net defined benefit liability (asset), taking
into account any changes in the net defined benefit liability (asset) during the period as a result of contributions
and benefit payments. Net interest expense and other expenses related to defined benefit plans are recognized
in personnel expenses in profit or loss.

The discount rate is the yield at the reporting date on high-quality corporate bonds that have maturity dates
approximating the terms of the Group’s obligations and that are denominated in the same currency in which the
benefits are expected to be paid. The Group recognizes service cost and net interest on the net defined benefit
liability (asset) in profit or loss and remeasurements of the net defined benefit liability (asset) in other
comprehensive income.

When the benefits of a plan are changed or when a plan is curtailed, the resulting change in benefit that relates

to past service or the gain or loss on curtailment is recognized immediately in profit or loss. The Group
recognizes gains and losses on the settlement of a defined benefit plan when the settlement occurs.
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3. Significant Accounting Policies, continued
(m) Employee benefits, continued

(iv) Termination benefits

Termination benefits are recognized as an expense when the Group is committed demonstrably, without
realistic possibility of withdrawal, to a formal detailed plan to either terminate employment before the normal
retirement date, or to provide termination benefits as a result of an offer made to encourage voluntary
redundancy.

Termination benefits for voluntary redundancies are recognized as an expense if the Group has made an offer of
voluntary redundancy, it is probable that the offer will be accepted, and the number of acceptances can be
estimated reliably. If benefits are payable more than 12 months after the reporting period, then they are
discounted to their present value.

(n) Provisions

A provision is recognized if, as a result of a past event, the Group has a present legal or constructive obligation
that can be estimated reliably, and it is probable that an outflow of economic benefits will be required to settle the
obligation.

The risks and uncertainties that inevitably surround many events and circumstances are taken into account in
reaching the best estimate of a provision. If the effect of the time value of money is material, the amount of a
provision is the present value of the expenditures expected to be required to settle the obligation.

Where some or all of the expenditures required to settle a provision are expected to be reimbursed by another
party, the reimbursement shall be recognized when, and only when, it is virtually certain that reimbursement will
be received if the entity settles the obligation. The reimbursement shall be treated as a separate asset.

Provisions are reviewed at the end of each reporting period and adjusted to reflect the current best estimate.  If it
is no longer probable that an outflow of resources embodying economic benefits will be required to settle the
obligation, the provision is reversed.

The Group recognized provisions with regard to litigation and unused credit commitments for credit purchases and
cash advances. Allowance for unused credit commitments is estimated using valuation model by credit
conversion factor, probability of default and loss given default. In addition, in accordance with rental contracts
that require restoration at the end of the contract period, present values of the expected restoration costs are
recognized as allowance for asset retirement obligation.
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3. Significant Accounting Policies, continued
(o) Foreign currency
(i) Foreign currency transactions.

Transactions in foreign currencies are translated to the respective functional currencies of Group entities at
exchange rates at the dates of the transactions. Monetary assets and liabilities denominated in foreign
currencies at the reporting date are retranslated to the functional currency at the exchange rate at that date. The
foreign currency gain or loss on monetary items is the difference between amortized cost in the functional
currency at the beginning of the period, adjusted for effective interest and payments during the period, and the
amortized cost in foreign currency translated at the exchange rate at the end of the reporting period. Non-
monetary assets and liabilities denominated in foreign currencies that are measured at fair value are retranslated
to the functional currency at the exchange rate at the date that the fair value is determined.

Foreign currency differences arising on translation are recognized in profit or loss, except for differences arising
on the translation of available-for-sale equity instruments, a financial liability designated as a hedge of the net
investment in a foreign operation (see (iii) below), or in a qualifying cash flow hedge, which are recognized in
other comprehe