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The Korea Fund, Inc. Portfolio Manager�s Report

December 31, 2013 (unaudited)

Korean Market

During the July to December 2013 period, the MSCI Korea Index increased 10.5% in Korean Won (KRW) terms and 19.5% in USD terms
compared to its 13% decline in USD terms during the first half of 2013. Liquidity had a bigger influence on the equity markets in the second half
of 2013. The Korean market experienced a sharp turnaround in the second half of 2013 due primarily to the continuous positive data in the
global economy and record foreign net inflows. In June 2013, the market was negatively impacted by uncertainties resulting from the US
Federal Reserve�s (US Fed�s) potential QE tapering announcement and the faltering expectations on the global macro recovery. The US Fed had
been considering an end to quantitative easing since May 2013. However, it was only during the third quarter 2013 that markets suddenly
reacted to the likelihood that US QE tapering would draw capital from emerging markets, leading to a sharp reversal of their outlook on
emerging market growth that had been relying on easy foreign money. Since 2010, emerging markets experienced capital inflows as developed
economies implemented liquidity easing policies providing easy credit in emerging markets where stronger growth potential attracted foreign
investors. Increasing noise around QE tapering started a market sell-off especially in Indonesia and India, where current accounts showed a
deficit. The sharp decline in the equity market was reminiscent of the 1997 Asian market crisis and investor sentiment worsened even further.

However, in September 2013, the Korean market began its turnaround as investors saw Korea as a relative safe haven amid other emerging
markets. In the investor universe, Korea is still classified as an emerging market but its industrial development curve is ahead of its peers,
providing a more stable investment environment. Unlike some South East Asian markets, Korea�s financial industry appears much healthier due
to lessons learned during the 1997 Asian crisis and the 2008 global financial crisis. Backed by a healthier financial system, Korea�s export
tycoons such as Hyundai Motor group and Samsung provided a healthy stream of FX reserves that counter severe FX movements in times of
foreign panic selling.

In the fourth quarter 2013, the market remained calm due to concerns over the US fiscal cliff and the resurfacing of the US Fed�s tapering issue
ahead of its December Federal Open Market Committee (FOMC) meeting. However, the market quickly regained confidence following the
December FOMC meeting as the US Fed�s announcement continued to support measured tapering rather than sudden tightening.

In the second half of 2013, exports continued to grow mainly driven by developed market demand. In the third quarter, exports increased 2.7%,
the fourth quarter accelerated 3.7% yoy growth vs. 0.4% yoy export growth in the first quarter of 2013 and 0.7% yoy growth in the second
quarter of 2013. With an increase in exports, Korea�s production activities continued to improve. Capacity utilization also continued to expand
with 74.6% yoy growth in the third quarter of 2013 and 75.8% yoy growth in the fourth quarter of 2013. It is still lower than the
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The Korea Fund, Inc. Portfolio Manager�s Report

December 31, 2013 (unaudited) (continued)

ideal 80% ratio for an economic expansion period; however, it is encouraging that the data shows improvement. Due to strong export growth and
consequent FX inflows, the KRW continued to appreciate in the second quarter of 2013. The KRW appreciated towards the 1000 level against
the USD and JPY which is viewed as a critical level especially for export competitiveness. The KRW reached a similar level in 2005, when the
global economy was in expansion mode. However, at this juncture, we believe a strong KRW raises some concerns, as part of the currency
movement, especially against the JPY, appears to be artificially induced by Japan�s aggressive expansion policy. Given certain key exporters
such as auto makers are directly competing against Japanese makers, this trend appears to be a risk factor. On the other hand, some of KRW
strength is attributable to continued growth in exports, which reflects what we believe is Korean goods� competitiveness regardless of price
advantage. Also, slow capex investment added further strength to the KRW. The current strong KRW environment isn�t necessarily all bad news
for investing in Korea. Especially, investment in companies that create demand from customers regardless of the currency environment could
generate alpha. Also, we might see some stabilization or even depreciation of the KRW, once Korean companies start to increase Capex
spending, which seems to be long overdue even for replacement purposes.

The Government remained supportive of the economy in fourth quarter of 2013. In December, there were new measures to support the real
estate market through offering low interest rate mortgages. We expect the Government to remain supportive towards mid-small size companies
and households ahead of the June 2014 provincial election.

Fund�s Performance

During the period from July 2013 to December 2013, the total return of the Korea Fund on an NAV basis was 19.08% (net of fees). The share
price performance was up 19.70% during the reporting period, closing at USD 41.26 per share, representing a discount of 10.07% to NAV. The
Fund underperformed the benchmark by 45 basis points during the period. Our stock picks in the financials and health care sectors contributed to
the Fund�s performance while stock picks in consumer discretionary hindered performance.

Market Outlook

Given the Korean economy�s high dependency on exports, we believe the continued export recovery in 2013 bodes well for continued economic
growth in 2014. We also have better earnings visibility and expectations for 2014 compared to 2013.

For the past 1-2 years, we have seen certain conglomerates that didn�t adapt themselves to the changing environment being forced to restructure
or declare bankruptcy. STX group is an

2 The Korea Fund, Inc. Semi-Annual Report 12.31.13
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The Korea Fund, Inc. Portfolio Manager�s Report

December 31, 2013 (unaudited) (continued)

example of a company that invested too much in shipbuilding. Dongyang group is another example of a company that collapsed in the wake of
aggressive business expansion and corporate governance issues. These sizeable groups� hardship had ripple effects in the economy and banking
system. However, the market has already absorbed the impact of this news. As such, we believe companies than can adapt to the changing
environment with strong financials will continue to thrive in 2014.

While traditional exporters might have to struggle with strong currency, we also see structural changes in the environment that could work well
for certain Korean companies. In recent years, we observed strong growth in inter Asia travel together with income growth in the region and
increased low cost airline offers. At the same time, Korean pop culture gained strong popularity among Asian countries making Korea as a top
holiday destination, especially for Chinese tourists.

Korean duty free operator Hotel Shilla is capturing the momentum via early investment in the airport duty free business. Based on success in
Korea, the company is expanding its presence to Singapore Changi airport, becoming a true beneficiary of this growing trend in inter Asian
travel. Naver, which introduced a free messenger system on the smartphone platform, is penetrating Japan, Spain, and South America together
with global smartphone penetration. As such, we expect selected winners who capture fast moving consumer behavior dynamics will continue to
grow resulting in equity market investment that remains attractive for the right opportunities.

Strong currency also provides opportunity for strong domestic market related investment strategy. The retail sector, especially online shopping
growth has been strong as consumers constantly compare prices and products online. The growth is likely to further accelerate in the future as
Korean consumers continue to shop using their smartphones. The Government�s supportive measures for the real estate market also appears to
work well for the domestic consumption theme as the stock market and property market are two key driving factors for Korean household�s
wealth.

All in all, we believe that fundamental factors work well for equity investing in Korea for 2014 as long as we are mindful of risk factors. There
could be some surprise rally if foreigners continue to buy the Korean equity market attracted by what we believe is its stable financial system,
earnings visibility, and still attractive valuation 8.6x forward PE at the lowest among its regional peers.

The information contained herein has been obtained from sources believed to be reliable but the investment manager and its affiliates do not
warrant the information to be accurate, complete or reliable. The opinions expressed herein are solely those of the Fund�s Portfolio Manager
and are
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The Korea Fund, Inc. Portfolio Manager�s Report

December 31, 2013 (unaudited) (continued)

subject to change at any time and without notice. Past performance is not indicative of future results. This material is not intended as an offer or
solicitation for the purchase or sale of any financial instrument. Investors should consider the investment objectives, risks, charges and expenses
of any mutual fund carefully before investing. This and other information is contained in the Fund�s annual and semiannual reports, proxy
statement and other Fund information, which may be obtained by contacting your financial advisor or visiting the Fund�s website at
www.thekoreafund.com.

This information is unaudited and is intended for informational purposes only. It is presented only to provide information on investment
strategies and opportunities. The Fund seeks long-term capital appreciation through investment in securities, primarily equity securities, of
Korean companies. Investing in non-U.S. securities entails additional risks, including political and economic risk and the risk of currency
fluctuations, as well as lower liquidity. These risks, which can result in greater price volatility, will generally be enhanced in less diversified
funds that concentrate investments in a particular geographic region. The Fund is a closed-end exchange traded management investment
company. This material is presented only to provide information and is not intended for trading purposes. Closed-end funds, unlike open-end
funds, are not continuously offered. After the initial public offering, shares are sold on the open market through a stock exchange, where shares
may trade at a premium or a discount. Holdings are subject to change daily.

4 The Korea Fund, Inc. Semi-Annual Report 12.31.13
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The Korea Fund, Inc. Performance & Statistics

December 31, 2013 (unaudited)

Total Return(1) Six Month 1 Year 5 Year 10 Year
Market Price 19.70% 0.00% 6.55% 10.88% 
Net Asset Value (�NAV�)(2) 19.08% 0.99% 14.48% 9.68% 
MSCI Korea (Total Return)(3) 19.53% 3.94% 19.21% 11.84% 
MSCI Korea (Price Return)(3) 19.49% 3.10% 18.04% 10.46% 
MSCI Korea (Custom Benchmark)(3) 20.21% 4.78% 19.27% 11.99% 
KOSPI(4) 16.81% 2.17% 16.38% 10.85% 

Premium (Discount) to NAV:

December 31, 2003 to December 31, 2013

Industry Breakdown (as a % of net assets):

Market Price/NAV:
Market Price $41.26
NAV $45.88
Discount to NAV -10.07% 

Ten Largest Holdings (as a % of net assets):
Samsung Electronics Co., Ltd.
Manufacturer of electronic parts 18.9% 
Hyundai Motor Co.
Manufacturer of automobiles 6.9% 
SK Hynix, Inc.
Manufacturer of memory and non-memory semiconductors 5.0% 
NHN Corp.
Provider of Internet services 4.7% 
LG Chem Ltd.
Manufacturer of petrochemical goods and electronic materials 4.0% 
SK C&C Co., Ltd.
Provider of information technology (IT) services 3.7% 
KB Financial Group, Inc.
Financial holding company 3.6% 
Samsung Heavy Industries Co., Ltd.
Shipbuilder 3.5% 
Hana Financial Group, Inc.
Financial holding company 3.4% 
Coway, Ltd.
Developer and manufacturer of environment-related products 3.3% 
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(1) Past performance is no guarantee of future results. Total return is calculated by determining the percentage change in NAV or market price (as applicable)
in the specified period. The calculation assumes that all dividends and distributions, if any, have been reinvested. Total return does not reflect broker
commissions or sales charges in connection with the purchase or sale of Fund shares. Total return for a period of more than one year represents the average
annual total return. Total return for a period of less than one year is not annualized.
Performance at market price will differ from results at NAV. Although market price returns typically reflect investment results over time, during shorter
periods returns at market price can also be influenced by factors such as changing views about the Fund, market conditions, supply and demand for the Fund�s
shares, or changes in the Fund�s dividends.
An investment in the Fund involves risk, including the loss of principal. Total return, market price and NAV will fluctuate with changes in market conditions.
This data is provided for information purposes only and is not intended for trading purposes. Closed-end funds, unlike open-end funds, are not continuously
offered. There is a onetime public offering and once issued, shares of closed-end funds are traded in the open market through a stock exchange. NAV is equal
to total assets less total liabilities divided by the number of shares outstanding. Holdings are subject to change daily.

(2) See Note 8 in the Notes to Financial Statements.
(3) Morgan Stanley Capital International (�MSCI�) Korea Index is a market capitalization-weighted index of equity securities of companies domiciled in Korea.

The index is designed to represent the performance of the Korean stock market and excludes certain market segments unavailable to U.S. based investors. The
MSCI Korea (Total Return) returns assume reinvestment of dividends (net of foreign withholding taxes) while the MSCI Korea (Price Return) returns do not
and, unlike Fund returns, do not reflect any fees or expenses. The MSCI Korea (Custom Benchmark) represents a daily adjustment to the performance
calculation of MSCI Korea if the weight of the semiconductor and semiconductor equipment industry is greater than 25%. The remaining industry groups are
weighted according to their adjusted market capitalizations as a percentage of the remaining non-capped weight. It is not possible to invest directly in an
index. Total return for a period of more than one year represents the average annual return. Total return for a period of less than one year is not annualized.

(4) The Korea Composite Stock Price Index (�KOSPI�) is an unmanaged capitalization-weighted index of all common shares on the Stock Market Division of the
Korea Exchange (formerly the �Korea Stock Exchange�). The KOSPI returns unlike Fund returns, do not reflect any fees or expenses. It is not possible to invest
directly in an index. Total return for a period of more than one year represents the average annual return. Total return for a period of less than one year is not
annualized.

12.31.13 The Korea Fund, Inc. Semi-Annual Report 5
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The Korea Fund, Inc. Schedule of Investments

December 31, 2013 (unaudited)

Shares Value
COMMON STOCK�96.6%

Air Freight & Logistics�1.4%
24,452 Hyundai Glovis Co., Ltd. $    5,358,886

Auto Components�3.1%
141,590 Hankook Tire Co., Ltd. 8,158,553
269,690 Nexen Tire Corp. 3,727,060

11,885,613

Automobiles�10.0%
116,559 Hyundai Motor Co. 26,163,614
222,271 Kia Motors Corp. 11,836,274

37,999,888

Chemicals�6.3%
54,039 LG Chem Ltd. 15,370,930
47,980 OCI Co., Ltd. 8,704,300

24,075,230

Commercial Banks�10.2%
314,580 Hana Financial Group, Inc. 13,107,710
338,900 KB Financial Group, Inc. 13,698,297
272,352 Shinhan Financial Group Co., Ltd. 12,227,194

39,033,201

Construction & Engineering�1.0%
64,413 Hyundai Engineering & Construction Co., Ltd. 3,713,096

Hotels, Restaurants & Leisure�2.3%
137,690 Hotel Shilla Co., Ltd. 8,678,997

Household Durables�3.3%
199,501 Coway Co., Ltd. 12,568,061

Household Products�1.3%
9,373 LG Household & Health Care Ltd. 4,873,819

Insurance�3.7%
21,155 Samsung Fire & Marine Insurance Co., Ltd. 5,198,472
88,969 Samsung Life Insurance Co., Ltd. 8,778,069

13,976,541

Internet & Catalog Retail�5.4%
23,480 CJ O Shopping Co., Ltd. 9,236,903
26,736 Hyundai Home Shopping Network Corp. 4,718,811
670,064 Interpark Corp. 6,775,055
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20,730,769

Internet Software & Services�4.7%
25,991 NHN Corp. 17,911,103

IT Services�4.6%
361,621 KCP Co., Ltd. 3,711,706
108,643 SK C&C Co., Ltd. 13,916,503

17,628,209

Machinery�3.5%
373,740 Samsung Heavy Industries Co., Ltd. 13,507,469

Media�2.2%
322,390 Cheil Worldwide, Inc. (b) 8,415,722

6 The Korea Fund, Inc. Semi-Annual Report 12.31.13
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The Korea Fund, Inc. Schedule of Investments

December 31, 2013 (unaudited) (continued)

Shares Value
Multi-line Retail�2.7%

39,640 Hyundai Department Store Co., Ltd. $    6,061,375
252,985 Hyundai Greenfood Co., Ltd. 4,031,082

10,092,457

Pharmaceuticals�1.7%
32,124 Dong-A Socio Holdings Co., Ltd. 4,497,014
22,094 Dong-A ST Co., Ltd. (b) 2,085,420

6,582,434

Semiconductors & Semiconductor Equipment�23.9%
55,161 Samsung Electronics Co., Ltd. 71,877,377
544,191 SK Hynix, Inc. (b) 19,034,472

90,911,849

Textiles, Apparel & Luxury Goods�2.0%
184,560 Youngone Corp. 7,446,322

Trading Companies & Distributors�2.0%
195,700 Daewoo International Corp. 7,674,763

Wireless Telecommunication Services�1.3%
22,340 SK Telecom Co., Ltd. 4,888,868

Total Investments (cost�$225,375,169) (a)�96.6% 367,953,297
Other assets less liabilities�3.4% 13,077,757

Net Assets�100.0% $381,031,054

Notes to Schedule of Investments:

(a) Securities with an aggregate value of $367,953,297, representing 96.6% of net assets, were valued utilizing modeling tools provided by a third-party vendor.
See Note 1(a) and Note 1(b) in the Notes to Financial Statements.

(b) Non-income producing.
(c) Fair Value Measurements-See Note 1(b) in the Notes to Financial Statements.

Level 1�
Quoted
Prices

Level 2 �
Other Significant
Observable
Inputs

Level 3 �
Significant
Unobservable

Inputs
Value at
12/31/13

Investments in Securities�Assets
Common Stock � $ 367,953,297 � $ 367,953,297
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At December 31, 2013, a security valued at $2,085,420 was transferred from Level 1 to Level 2. This transfer was the result of a security trading outside the U.S.
whose value was not adjusted by the application of a modeling tool at June 30, 2013, which was applied on December 31, 2013.

See accompanying Notes to Financial Statements 12.31.13 The Korea Fund, Inc. Semi-Annual Report 7
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The Korea Fund, Inc. Statement of Assets and Liabilities

December 31, 2013 (unaudited)

Assets:

Investments, at value (cost�$225,375,169) $367,953,297

Cash 1,158,546

Foreign currency, at value (cost�$11,567,084) 11,537,958

Dividends receivable (net of foreign withholding taxes) 1,958,461

Securities lending income receivable, including income from invested cash collateral (net of rebates) 1,731

Prepaid expenses 82,064

Total Assets 382,692,057

Liabilities:

Payable for investments purchased 1,020,721

Payable for shares repurchased 351,994

Investment management fees payable 235,594

Accrued expenses and other liabilities 52,694

Total Liabilities 1,661,003

Net Assets $381,031,054

Net Assets:

Common Stock:

Par value ($0.01 per share, applicable to 8,305,126 shares issued and outstanding) 83,051

Paid-in-capital in excess of par 254,713,343

Dividends in excess of net investment income (3,871,662) 

Accumulated net realized loss (12,440,544) 

Net unrealized appreciation 142,546,866

Net Assets $381,031,054

Net Asset Value Per Share $45.88
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The Korea Fund, Inc. Statement of Operations

Six Months ended December 31, 2013 (unaudited)

Investment Income:

Dividends (net of foreign withholding taxes of $401,070) $1,954,810

Securities lending income, including income from invested cash collateral (net of rebates) 90,304

Interest (net of foreign withholding taxes of $534) 3,404

Total Investment Income 2,048,518

Expenses:

Investment management 1,354,095

Directors 169,220

Legal 167,808

Insurance 91,361

Custodian and accounting agent 74,919

Audit and tax services 61,968

Stockholder communications 28,520

Transfer agent 18,272

New York Stock Exchange listing 13,657

Miscellaneous 25,093

Total expenses 2,004,913

Net Investment Income 43,605

Realized and Change in Unrealized Gain (Loss):

Net realized gain on:

Investments 14,811,608

Foreign currency transactions 936,545

Net change in unrealized appreciation/depreciation of:

Investments 45,315,439
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Foreign currency transactions (84,287) 

Net realized and change in unrealized gain 60,979,305

Net Increase in Net Assets Resulting from Investment Operations $61,022,910

See accompanying Notes to Financial Statements 12.31.13 The Korea Fund, Inc. Semi-Annual Report 9
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The Korea Fund, Inc. Statement of Changes in Net Assets

Six Months
ended

December 31, 2013
(unaudited)

Year ended
June 30, 2013

Investment Operations:

Net investment income (loss) $43,605 $(1,176,617)

Net realized gain (loss) 15,748,153 (7,275,120)

Net change in unrealized appreciation/depreciation 45,231,152 (10,322,912)

Net increase (decrease) in net assets resulting from investment operations 61,022,910 (18,774,649)

Common Stock Transactions:

Cost of shares repurchased (14,820,520) (34,025,701)

Total increase (decrease) in net assets 46,202,390 (52,800,350)

Net Assets:

Beginning of period 334,828,664 387,629,014

End of period* $381,031,054 $334,828,664

*Including dividends in excess of net investment income of: $(3,871,662) $(3,915,267)

Shares Activity:

Shares outstanding, beginning of period 8,689,284 9,568,105

Shares repurchased (384,158) (878,821)

Shares outstanding, end of period 8,305,126 8,689,284

10 The Korea Fund, Inc. Semi-Annual Report 12.31.13 See accompanying Notes to Financial Statements
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The Korea Fund, Inc. Notes to Financial Statements

December 31, 2013 (unaudited)

1. Organization and Significant Accounting Policies

The Korea Fund, Inc. (the �Fund�) is registered under the Investment Company Act of 1940 and the rules and regulations thereunder, as amended, as a closed-end,
non-diversified management investment company organized as a Maryland corporation. The Fund has authorized 200 million shares of common stock with $0.01
par value.

The Fund�s investment objective is to seek long-term capital appreciation through investment in securities, primarily equity securities, of Korean companies. There
can be no assurance that the Fund will meet its stated objective.

The preparation of the Fund�s financial statements in accordance with accounting principles generally accepted in the United States of America requires the Fund�s
management to make estimates and assumptions that affect the reported amounts and disclosures in the Fund�s financial statements. Actual results could differ from
those estimates.

In the normal course of business, the Fund enters into contracts that contain a variety of representations that provide general indemnifications. The Fund�s
maximum exposure under these arrangements is unknown as this would involve future claims that may be made against the Fund that have not yet occurred.

The following is a summary of significant accounting policies consistently followed by the Fund:

(a) Valuation of Investments

Portfolio securities and other financial instruments for which market quotations are readily available are stated at market value. Market value is generally
determined on the basis of last reported sales prices, or if no sales are reported, on the basis of quotes obtained from a quotation reporting system, established
market makers, or independent pricing services.

Portfolio securities and other financial instruments for which market quotations are not readily available, or for which a development/event occurs that may
significantly impact the value of a security, are fair-valued, in good faith, pursuant to procedures established by the Board of Directors (the �Board�), or persons
acting at their discretion pursuant to procedures established by the Board. The Fund�s investments are valued daily and the net asset value (�NAV�) is calculated as of
the close of regular trading (normally 4:00 p.m. Eastern time) on the New York Stock Exchange (�NYSE�) on each day the NYSE is open for business using prices
supplied by the dealer quotations, or by using the last sale price on the exchange that is the primary market for such securities, or the last quoted mean price for
those securities for which the over-the-counter market is the primary market or for listed securities in which there were no sales. For foreign equity securities (with
certain exceptions, if any), the Fund fair values its securities daily using modeling tools provided by a statistical research service. This service utilizes statistics and
programs based on historical performance of markets and other economic data (which may include changes in the value of U.S. securities or security indices).

Short-term securities maturing in 60 days or less are valued at amortized cost, if their original term to maturity was 60 days or less, or by amortizing their value on
the 61st day prior to maturity, if the original term to maturity exceeded 60 days. Investments initially valued in currencies other than the U.S. dollar are converted
to the U.S. dollar using exchange rates obtained from pricing services. As a result, the NAV of the Fund�s shares may be affected by changes in the value of
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currencies in relation to the U.S. dollar. The value of securities traded in markets outside the United States or denominated in currencies other than the U.S. dollar
may be affected significantly on a day that the NYSE is closed. The prices used by the Fund to value securities may differ from the value that would be realized if
the securities were sold and these differences could be material to the financial statements.

(b) Fair Value Measurements

Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability (i.e. the �exit price�) in an orderly transaction between market
participants. The three levels of the fair value hierarchy are described below:

� Level 1�quoted prices in active markets for identical investments that the Fund has the ability to access

� Level 2�valuations based on other significant observable inputs, which may include, but are not limited to, quoted prices for similar assets or liabilities,
interest rates, yield curves, volatilities, prepayment speeds, loss severities, credit risks and default rates or other market corroborated inputs

� Level 3�valuations based on significant unobservable inputs (including Allianz Global Investors U.S. LLC�s (the �Investment Manager� or �AllianzGI U.S.�)
and the Valuation Committee�s own assumptions and securities whose price was determined by using a single broker�s quote)

The valuation techniques used by the Fund to measure fair value during the six months ended December 31, 2013 were intended to maximize the use of observable
inputs and to minimize the use of unobservable inputs.

The Fund�s policy is to recognize transfers between levels at the end of the reporting period. An investment asset�s or liability�s level within the fair value hierarchy
is based on the lowest level input, individually or in aggregate, that is

12.31.13 The Korea Fund, Inc. Semi-Annual Report 11

Edgar Filing: KOREA FUND INC - Form N-CSRS

Table of Contents 20



Table of Contents

The Korea Fund, Inc. Notes to Financial Statements

December 31, 2013 (unaudited) (continued)

1. Organization and Significant Accounting Policies (continued)

significant to the fair value measurement. The objective of fair value measurement remains the same even when there is a significant decrease in the volume and
level of activity for an asset or liability and regardless of the valuation techniques used. Investments categorized as Level 1 or 2 as of period end may have been
transferred between Levels 1 and 2 since the prior period due to changes in the valuation method utilized in valuing the investments.

The inputs or methodology used for valuing securities are not necessarily an indication of the risk associated with investing in those securities. The following are
certain inputs and techniques that the Fund generally uses to evaluate how to classify each major category of assets and liabilities for Level 2 and Level 3, in
accordance with Generally Accepted Accounting Principles (�GAAP�).

Equity Securities (Common Stock)�Equity securities traded in inactive markets and certain foreign equity securities are valued using inputs which include
broker-dealer quotes, recently executed transactions adjusted for changes in the benchmark index, or evaluated price quotes received from independent pricing
services that take into account the integrity of the market sector and issuer, the individual characteristics of the security, and information received from
broker-dealers and other market sources pertaining to the issuer or security. To the extent that these inputs are observable, the values of equity securities are
categorized as Level 2. To the extent that these inputs are unobservable, the values are categorized as Level 3.

(c) Investment Transactions and Investment Income

Investment transactions are accounted for on the trade date. Realized gains and losses on investments are determined on an identified cost basis. Interest income on
uninvested cash is recorded upon receipt. Dividend income is recorded on the ex-dividend date. Korean-based corporations have generally adopted calendar
year-ends, and their interim and final corporate actions are normally approved, finalized and announced by their boards of directors and stockholders in the first
and third quarters of each calendar year. Generally, estimates of their dividends are accrued on the ex-dividend date principally in the prior December and/or June
period ends. These dividend announcements are recorded by the Fund on such ex-dividend dates. Any subsequent adjustments thereto by Korean corporations are
recorded when announced. Presently, dividend income from Korean equity investments is earned primarily in the last calendar quarter of each year, and will be
received primarily in the first calendar quarter of the following year. Certain other dividends and related withholding taxes, if applicable, from Korean securities
may be recorded subsequent to the ex-dividend date as soon as the Fund is informed of such dividends and taxes. Dividend and interest income on the Statement
of Operations are shown net of any foreign taxes withheld on income from foreign securities.

(d) Federal Income Taxes

The Fund intends to distribute all of its taxable income and to comply with the other requirements of Subchapter M of the U.S. Internal Revenue Code of 1986, as
amended, applicable to regulated investment companies. Accordingly, no provision for U.S. federal income taxes is required.

Accounting for uncertainty in income taxes establishes for all entities, including pass-through entities such as the Fund, a minimum threshold for financial
statement recognition of the benefit of positions taken in filing tax returns (including whether an entity is taxable in a particular jurisdiction), and requires certain
expanded tax disclosures. In accordance with provisions set forth under U.S. GAAP, the Investment Manager has reviewed the Fund�s tax positions for all open tax
years. As of December 31, 2013, the Fund has recorded no liability for net unrecognized tax benefits relating to uncertain income tax provisions they have taken.
The Fund�s federal income tax returns for the prior three years remain subject to examination by the Internal Revenue Service.

Edgar Filing: KOREA FUND INC - Form N-CSRS

Table of Contents 21



(e) Foreign Investment and Exchange Controls in Korea

The Foreign Exchange Transaction Act, the Presidential Decree relating to such Act and the regulations of the Minister of Finance and Economy issued thereunder
impose certain limitations and controls which generally affect foreign investors in Korea. Through August 18, 2005, the Fund had a license from the Ministry of
Finance and Economy to invest in Korean securities and to repatriate income received from dividends and interest earned on, and net realized capital gains from,
its investments in Korean securities or to repatriate from investment principal up to 10% of the net asset value (taken at current value) of the Fund (except upon
termination of the Fund, or for expenses in excess of Fund income, in which case the foregoing restriction shall not apply). Under the Foreign Exchange
Transaction Act, the Minister of Finance and Economy has the power, with prior (posterior in case of urgency) public notice of scope and duration, to suspend all
or a part of foreign exchange transactions when emergency measures are deemed necessary in case of radical change in the international or domestic economic
situation. The Fund could be adversely affected by delays in, or the refusal to grant, any required governmental approval for such transactions.

The Fund relinquished its license from the Korean Ministry of Finance and Economy effective August 19, 2005. The Fund had engaged in negotiations with the
Korean Ministry of Finance and Economy concerning the feasibility of the Fund�s
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1. Organization and Significant Accounting Policies (continued)

license being amended to allow the Fund to repatriate more than 10% of Fund capital. However, the Ministry of Finance and Economy advised the Fund that the
license cannot be amended as a result of a change in the Korean regulations. As a result of the relinquishment of the license, the Fund is subject to the Korean
securities transaction tax equal to 0.3% of the fair market value of any portfolio securities transferred by the Fund on the Korea Exchange and 0.5% of the fair
market value of any portfolio securities transferred outside of the Korea Exchange. The relinquishment did not otherwise affect the Fund�s operations. For the six
months ended December 31, 2013, the Fund incurred $348,637 in transaction taxes in connection with portfolio securities transferred by the Fund on the Korea
Exchange.

Certain securities held by the Fund may be subject to aggregate or individual foreign ownership limits. These holdings are in industries that are deemed to be of
national importance.

(f) Dividends and Distributions

The Fund declares dividends from net investment income and distributions of net realized capital gains, if any, at least annually. The Fund records dividends and
distributions on the ex-dividend date. The amount of dividends from net investment income and distributions from net realized capital gains is determined in
accordance with federal income tax regulations, which may differ from GAAP. These �book-tax� differences are considered either temporary or permanent in nature.
To the extent these differences are permanent in nature, such amounts are reclassified within the capital accounts based on their federal income tax treatment;
temporary differences do not require reclassification. To the extent dividends and/or distributions exceed current and accumulated earnings and profits for federal
income tax purposes, they are reported as dividends and/or distributions to stockholders from return of capital.

(g) Foreign Currency Translation

The Fund�s accounting records are maintained in U.S. dollars as follows: (1) the foreign currency market value of investments and other assets and liabilities
denominated in foreign currencies are translated at the prevailing exchange rate at the end of the period; and (2) purchases and sales, income and expenses are
translated at the prevailing exchange rate on the respective dates of such transactions. The resulting net foreign currency gain (loss) is included in the Fund�s
Statement of Operations.

The Fund does not generally isolate that portion of the results of operations arising as a result of changes in foreign currency exchange rates from the fluctuations
arising from changes in the market prices of securities. Accordingly, such foreign currency gain (loss) is included in net realized and unrealized gain (loss) on
investments. However, the Fund does isolate the effect of fluctuations in foreign currency exchange rates when determining the gain (loss) upon the sale or
maturity of foreign currency denominated debt obligations pursuant to U.S. federal income tax regulations; such amount is categorized as foreign currency gain
(loss) for both financial reporting and income tax reporting purposes.

At December 31, 2013, the Korean WON/U.S. $ exchange rate was WON 1,055.35 to U.S. $1.

(h) Securities Lending
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The Fund may engage in securities lending. The loans are secured by collateral at least equal, at all times, to the market value of the loaned securities. During the
term of the loan, the Fund will continue to receive any dividends or amounts equivalent thereto, on the loaned securities while receiving a fee from the borrower
and/or earning interest on the investment of the cash collateral. Securities lending income is disclosed as such in the Statement of Operations. Income generated
from the investment of cash collateral, less negotiated rebate fees paid to borrowers and transaction costs, is allocated between the Fund and securities lending
agent. Cash collateral received for securities on loan is invested in securities identified in the Schedule of Investments and the corresponding liability is recognized
as such in the Statement of Assets and Liabilities. Loans are subject to termination at the option of the borrower or the Fund.

Upon termination of the loan, the borrower will return to the lender securities identical to the loaned securities. The Fund may pay reasonable finders�,
administration and custodial fees in connection with a loan of its securities and may share the interest earned on the collateral with the borrower. The Fund bears
the risk of delay in recovery of, or even loss of rights in, the securities loaned should the borrower of the securities fail financially. The Fund also bears the risk of
loss in the event the securities purchased with cash collateral depreciate in value.

The Fund did not have any securities on loan at December 31, 2013.

2. Principal Risks

In the normal course of business, the Fund trades financial instruments and enters into financial transactions where risk of potential loss exists due to, among other
things, changes in the market (market risk) or failure of the other party to a transaction to perform (counterparty risk). The Fund is also exposed to other risks such
as, but not limited to, foreign currency risk.

12.31.13 The Korea Fund, Inc. Semi-Annual Report 13

Edgar Filing: KOREA FUND INC - Form N-CSRS

Table of Contents 24



Table of Contents

The Korea Fund, Inc. Notes to Financial Statements

December 31, 2013 (unaudited) (continued)

2. Principal Risks (continued)

To the extent the Fund directly invests in foreign currencies or in securities that trade in, and receive revenues in, foreign currencies, or in derivatives that provide
exposure to foreign currencies, it will be subject to the risk that those currencies will decline in value relative to the U.S. dollar, or, in the case of hedging
positions, that the U.S. dollar will decline in value relative to the currency being hedged. Currency rates in foreign countries may fluctuate significantly over short
periods of time for a number of reasons, including economic growth, inflation, changes in interest rates, intervention (or the failure to intervene) by U.S. or foreign
governments, central banks or supranational entities such as the International Monetary Fund, or the imposition of currency controls or other political
developments in the United States or abroad. As a result, the Fund�s investments in foreign currency-denominated securities may reduce the returns of the Fund.

The Fund is subject to elements of risk not typically associated with investments in the U.S., due to concentrated investments in foreign issuers located in a
specific country or region. Such concentrations will subject the Fund to additional risks resulting from future political or economic conditions in such country or
region and the possible imposition of adverse governmental laws or currency exchange restrictions affecting such country or region, which could cause the
securities and their markets to be less liquid and prices more volatile than those of comparable U.S. companies.

The market values of securities may decline due to general market conditions (market risk) which are not specifically related to a particular company, such as real
or perceived adverse economic conditions, changes in the general outlook for corporate earnings, changes in interest or currency rates or adverse investor
sentiment. They may also decline due to factors that affect a particular industry or industries, such as labor shortages or increased production costs and competitive
conditions within an industry. Equity securities and equity-related investments generally have greater market price volatility than fixed income securities.

The Fund is exposed to counterparty risk, or the risk that an institution or other entity with which the Fund has unsettled or open transactions will default. The
potential loss to the Fund could exceed the value of the financial assets recorded in the Fund�s financial statements. Financial assets, which potentially expose the
Fund to counterparty risk, consist principally of cash due from counterparties and investments. The Investment Manager seeks to minimize the Fund�s counterparty
risk by performing reviews of each counterparty and by minimizing concentration of counterparty risk by undertaking transactions with multiple customers and
counterparties on recognized and reputable exchanges. Delivery of securities sold is only made once the Fund has received payment. Payment is made on a
purchase once the securities have been delivered by the counterparty. The trade will fail if either party fails to meet its obligation.

3. Investment Manager/Sub-Administrator

The Fund has an Investment Management Agreement (the �Management Agreement�) with the Investment Manager. Subject to the supervision of the Fund�s Board,
the Investment Manager is responsible for managing, either directly or through others selected by it, the Fund�s investment activities, business affairs, and other
administrative matters. Pursuant to the Management Agreement, the Investment Manager receives an annual fee, payable monthly, at the annual rate of 0.75% of
the value of the Fund�s average daily net assets up to $250 million; 0.725% of the next $250 million of average daily net assets; 0.70% of the next $250 million of
average daily net assets; 0.675% of the next $250 million of average daily net assets and 0.65% of average daily net assets in excess of $1 billion. For the six
months ended December 31, 2013, the Fund paid investment management fees at an effective rate of 0.74% of the Fund�s average daily net assets.

The Investment Manager has retained its affiliate, Allianz Global Investors Fund Management LLC (the �Sub-Administrator� or �AGIFM�) to provide administrative
services to the Fund. The Investment Manager, and not the Fund, pays a portion of the fee it receives as Investment Manager to the Sub-Administrator in return for
its services. The Investment Manager and Sub-Administrator are indirect wholly-owned subsidiaries of Allianz SE, a publicly traded European insurance and
financial services company.
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4. Investments in Securities

For the six months ended December 31, 2013, purchases and sales of investments, other than short-term securities were $98,325,688 and $115,748,238,
respectively.

5. Income Tax Information

At December 31, 2013, the cost basis of portfolio securities for federal income tax purposes was $225,406,778. Gross unrealized appreciation was $143,814,357;
gross unrealized depreciation was $1,267,838; and net unrealized appreciation was $142,546,519. The difference between book and tax cost basis was attributable
to wash sale loss deferrals.
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6. Discount Management Program

The Fund has a share repurchase program under which the Fund repurchases its common stock in the open market on any day that the Fund�s shares are trading at a
discount of 8% or more from NAV the prior day and there is a daily average discount of 8% or more from NAV over the 5-day period ending the prior day. On
each day that shares are repurchased, the Fund repurchases its shares to the maximum extent permitted by law unless the Investment Manager determines that such
a repurchase would be detrimental to the Fund and its stockholders. In addition, on a day that shares are repurchased, in addition to the limits set forth above, the
Fund will repurchase shares only at such times that the market price represents a discount of 8% or more from the Fund�s closing NAV on the prior day. Under the
program, the Fund is authorized to repurchase in each twelve month period ended October 31 up to 10% of its common stock outstanding at October 31 of the
prior year.

For the six months ended December 31, 2013, the Fund repurchased 384,158 shares of its common stock on the open market at a total cost, inclusive of
commissions ($0.03 per share), of $14,820,519 at a per-share weighted average discount to NAV of 9.17%. For the year ended June 30, 2013, the Fund
repurchased 878,821 shares of its common stock on the open market at a total cost, inclusive of commissions ($0.03 per share), of $34,025,701 at a per-share
weighted average discount to NAV of 9.45%.

7. Fund Ownership

At December 31, 2013, the City of London Investment Group PLC, Lazard Asset Management LLC, Advance Emerging Capital and 1607 Capital Partners held
approximately 22%, 17%, 9% and 6%, respectively, of the Fund�s outstanding shares.

8. Fund Shares Issued

On December 22, 2008, the Fund declared a capital gain distribution of $90.30 per share. The distribution was made in newly issued Fund shares, based on the
Fund�s market price per share on January 26, 2009 (�Pricing Date�), unless a cash election was made. The total cash distribution was limited to 20% of the aggregate
dollar amount of the total distribution (excluding any cash paid in lieu of fractional shares). On January 29, 2009 (the payable date) the Fund issued 8,007,555
shares based on the market price of $21.99 per share on the Pricing Date. All prior year per share information in the Financial Highlights was previously restated
to reflect the Fund shares issued. The Fund shares issued had no impact on the total return, net assets, ratios or portfolio turnover presented in the Financial
Highlights. NAV total return for periods that include December 2008 and January 2009 had been calculated assuming that this capital gain distribution was paid
entirely in newly issued Fund shares priced at the Fund�s NAV at the close of business on the Pricing Date. In addition, the Fund adjusted its NAV on
December 31, 2008 for purposes of calculating performance by using the actual number of shares outstanding on such date (excluding any estimate of shares
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