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Study on Management Plan of the Financial Supervisory Service
According to Increase of Risk of Household Debts

Lee, YunHong"

‘Department of Real Estate at Industry, Sejong University

Abstract : In 2018, the real estate markets have hardly been transacted according to the government’s tight regulations
of real estates, and have the high possibility to reach a low hit due to the hike of loan interest rates following the U,
S rise of base money rate, The key profits for the large construction companies mainly come from the overseas plant
projects and the domestic non—governmental construction projects, They suffered a lot such as the lowering of their
credit ratings due to the large losses caused by the frquent design changes and work delay, Even in the domestic non—
governmental construction projects, the general business risks are on the rise due to the property marketing moving
over to the decreasing phase. The small and medium sized security companies has realized a lot of operaring profits as
they participated in the PF market to make up for the losses in the securities trading business, But, now as the housing
market is not so good around the nation except Seoul and the financial states of large construction companies are not
good enough, they can face the liquidity crisis if there happens the problems in the PF backed securities which they
have handled, As Korean economy experienced the crisis in the savings banks before, it is recommended that Financial
Supervisory Service proposes the preemptive control method and supervision direction to overcome the crisis,

Keywords : Credit Ratings of Small and Medium—sized Security Companies, Credit Ratings of Large Construction
Companies, PF Contingency Liabilities, Government’s Policy on the Property Market, Management Policy of Financial

Supervisory Service
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Table 1. Credit reinforcement condition which construction companies provide to securities companies

Classification Credit offering

Product features

Joint surety

A condition that a construction company pays back the liability instead in case that a borrower does
not pay back PF loan from financial institutions

Direct guarantee
Takeover of debt

A contract condition of transferring PF loan liability to a construction company while marinating the
identity of the liability (articles 453~459 of the Civil Act)

Supplementation of funds

In case of not paying back the principal of loan until the loss of benefit of time of PF loan and
maturity date, a construction company will pay back the loan by supplementing funds

pay—back account

In case that a loan is not paid back due to not being able to sell in lots within a specified period, a
Lotting—out with responsibility | construction company will deposit unpaid amount within the responsible lotting—out period into a

Selling with responsibility
Similar guarantee

A contract that requires a construction company to sell a completed real estate mortgage within a
specified period and at a specified price directly or through a third person

Completion of construction with
responsibility

A construction company shall complete construction by the expected completion date with its own
fund regardless of the rate of sale. A construction company shall not stop construction in any cases
except for natural disasters(war and earthquake etc.).

A condition that a construction company takes responsibility to settle legal problems such as
Obligation to settle limited real | provisional seizure and provisional execution by a third party in case that a construction company

rights completes construction and does not secure collaterals, fines arising from not paying taxes and a
lien arising from not paying construction cost etc
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PF (Project Financing) Structure of Security Corporations and
Roles of Each Agency

4

The Changes and Problems of the Business Forms of Small and
Middle—Sized Security Corporations

g

The Hike of NCR (National Cash Register) Risks of Small and
Middle—Sized Security Corporations : The Increase of PF (Project
Financing) Risks of Small and Middle—Sized Security Corporations

4

An Analysis of Sensitivity of Small and Middle—Sized Security
Corporations according to the fall of NCR (National Cash Register)

4

A Proposal of the Method for Managing the
Financial Supervisory Service

4

Recovery of Credit Risks of Small and Middle—Sized Security
Corporations

Fig. 1. Research Method
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Fig. 2. Financial structure of PF backed securities in which PF security companies participate
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Table 2. Credit reinforcement condition which securities companies provide to institutional investors

Classification Main contents

Basic asset purchase | In case of not preparing financial resource to pay back PF backed securities until the loss of benefit of time and maturity date,
contract a securities company will purchase the basic asset owned by a borrower

Loan contract for unsold| In case of not securing financial resource to pay back PF backed securities after completion of construction with profits from
securities selling in lots, a securities company will acquire securities for unsold properties

In case that there is a remaining balance of backed securities until the loss of benefit of time and maturity date, a securities

Loan contract ) ) - L S
company will provide a loan unconditionally within the limit of loan contract

Contract on In case of not securing financial resource to pay back supplement the principal of PF backed securities into the account specified
supplementing funds | on outsourcing contract

In case that there is a remaining balance of backed securities until the loss of benefit of time and maturity date, offer credits

credit offering contract unconditionally up to the amount of principal

In case of failing to achieve the condition of converting PF backed securities until the loss of benefit of time and maturity date
and that SPC has a remaining balance by certain time, take over privately placed bonds unconditionally with the principal as face
amount

Contract on taking over
privately placed bonds

In case that there is a remaining balance of PF backed securities until the loss of benefit of time and maturity date, a securities

Paymen ran s .
ayment guarantee company will pay debtor's liabilities by subrogation
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Table 3. Trend of credit rating of large construction companies (2012.01~2018.03)
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Table 4. Financial status of large construction companies (2016)
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Table 5. Details of Strengthening Regulation of Real estate
by the government led by President Moon Jae-in

o

AYS AL Project-Financing LS EtcHol| M2 S22 2|t 2het 3

Bateiof Details of Regulation of Real Estate
Announcement
Expanding the areas to be adjusted to 40 ones.
Applying the areas to be adjusted to 60% of LTV (Loan To
Value Ratio) and 50% of DTI (Debt To Income).
— 1 0
Jun. 19, 2017 Re—applying group and balance loans to 50% of DTI.

Prohibiting the ownership of housing site deal until having
the entire areas in Seoul moved in.

Restricting the number of housing public supply of
reconstruction association members.

Re—designating the speculation—ridden areas and
speculation areas.

Re—introducing price regulation of private sector
residential land.

Extending the qualification of No. 1 housing subscription,
and expanding the ratio of the merit system.

Regulating speculation—ridden areas to 40% of LTV-DTI.
Aug. 02, 2017 | Imposing transfer tax on multi—housing owners.
Restricting resale to the ownership of housing site

of associate unions, including redevelopment of
speculation—ridden areas.

The repayment system of excess profits of reconstruction
has begun to be established from January 2018.

Obliging to report the plan of fund financing of more than
KRW 300 million to speculation—ridden areas.

Evaluation category of housing

h ) Current | Revision
environment fields

Urban beauty 0.075 | 0.025
Comfortable fire activity 0.175 0.250
Possible flooding damage 0.150 | 0.150
The number of parking for a family | 0.200 | 0.250
Sunshine environment 0.100 | 0.100
Inya3|)()n of privacy (apartment 0100 0100
Mar. 05, 2018 | nolse

Energy efficiency 0.100 0.050
Living Envwronments for seniors 0.050 0050
and children

Adequacy of indoors living space | 0.050 | 0.025

% It is owing to the civil complaints of residents in
Mok—dong Seoul, about reinforcing the safety
diagnosis of reconstruction that the government de—
regulates some of the criteria out of safety diagnosis
category of housing environment fields

Designating the speculation—ridden areas in Bundang,
Seongnam and Suseong. Daegu.

The repayment system of excess profits of reconstruction
has begun to be established from January 01, 2018.
Sep. 05, 2017 | Extending the qualification of tax exemption of a house
for a family (Exempted when dwellers dwell in more than
two years).

De—regulating the qualification of price regulation of
private sector residential land.

Introducing new DTI.
Oct. 24, 2017 | Introducing DSR (Debt Service Ratio) from the second—
half year in 2018.

Five year— 1 million housing public supply (Total 650,000
public rental houses, 200,000 private rental houses by
public support, 150,000 public houses for sale.
Re—developing public housing site areas.

Extending the criteria of special public money for newly—
wed couple.

Nov. 29, 2017

Extending the criteria of the reduction of property and
acquisition taxes of rental business operators to three
years.

De—regulating the benefit of expenditure involving
separate taxation.

Easing the criteria of the number of the reduction of
income tax.

Reducing special deduction ratio of long—term holding of
transfer tax of quasi—public rental house.

Exempting health insurance costs of rental housing
income of less than KRW 20 million ( 50 % of eight years,
40% of four years)

Dec. 13, 2017

Public institutions participate in field survey — Securing
professionalism when determining whether there must be
safety diagnosis.

Obliging to review whether it is proper to judge conditional
reconstruction. — Reinforcing the verification of the
necessity of reconstruction.

Expanding the added value of structure safety out of
evaluation category — Preventing social resource waste.
Obliging to administer safety diagnosis of even
apartments of more than 30 years.

Feb. 21, 2018
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Table 6. Plan to vitalize securities business which the Financial Services Commission announced

Division Government announcements

Future impact

NCR Calculation method change

Net operating Capital Ratio | ¢, it vick (Risk value 0~32% Reflection)

Increase in the capital use by large securities firms

Leverage ratio Regulation | (Total assets/Equity capital)<1,000 Exclude from calculation

Increase in the capital use by large securities firms

Corporate credit offering

Regulation -
9 4 trillion won or more

Allow corporate credit offering up to 2 times the capital owned
by the business apart from usual credit offering, owned capital

A large brokerage house IB Expansion of business

(Mirae Asset Daewoo Corporation-NH Investment
Securities-Korea Investment Securities-Samsung Securities
-KB Securities)

Total Investment account | Possible to operate the funds deposited from customers for

Expansion corporate financing

None at the moment.
A large brokerage house Capital increase by capital and M&A
Expansion

Derivative bond
Regulation

Revise internal control criteria to protect investors

ELS(Equity Linked Securities)-DLS(Derivative Linked
Securities) Issuing restriction

Contingent liability

Regulation relation to contingent liabilities

Introduce a regulation of total amount or performance in

Restrict expansion of business through taking over liabilities
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Table 7. Trend of credit rating of large Small and mid-sized brokerage firm (2012.01~2018.03)

Division Year Meritz Securities Kyobo Securities Hyundai Securities Higg;gl\j:?itergent lBKSgl\[Eistti::m
Max AA— A+ A+ A+ A+
Company stock Min A+ A+ A+ A A+
2018.03 AA— A+ A+ A A+
Max Al Al Al Al Al
CcP Min Al Al Al A2+ Al
2018.03 Al Al Al A2+ Al
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Table 8. Financial status of large Small and mid-sized brokerage firm (2016)

Z=AS

EAYS AL Project-Financing SLRHS ool M2 SSZSH 2|t 2Het A7

(Unit: hundred million won)

L . . . . . Net operating . . .
Division Largest shareholder | Business profit | Equity capital | PF contingent debt Capital Ratio Financial analysis
Meritz Securities Meritz Fmanmal 1,999 17.746 281% 690% Cred.n ral\ng. is .g.oodr but thg ratio of.PF
Holding contingent liabilities is significantly high
Credit rating is good, but the ratio of PF
Kyobo Securities Kyobo Life 440 7,447 106% 358% contmgent liabilities ‘|s swgnlfvloarjtly high and
Insurance NCR is poor (low ratio of paid—in owned
capital)
Hyundai Securities|  Hyundai Motors 344 7,535 98% 3ps% | Creditratingis good, but NCR is poor
(low ratio of paid—in owned capital)
) - Credit rating is good, and the ratio of PF
High Investment | - Hyundal Mipo 192 6,962 132% 351% | contingent liabilities is high and NCR is
Securities Dockyard ) o .
poor (low ratio of paid—in owned capital)
Credit rating is good, but the ratio of PF
IBK Investment | BK Investment 224 5,520 118% 308% | contingent liabilities is high and NCR is
Securities Securities ; L )
poor (low ratio of paid—in owned capital)
o} o] 7VAle] ALGETT AR FgTRol ulehAb  F7IAle] Aol sl 7RsAde] %1, 7] FE PR
g Hlgo] vt} Bg9ls 71 diEs o] LTV (Loan AR mES A f1Rlo] et 7] wiizoltt, o]
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Table 9. PF By transaction partner Risk value
U othgr par'ty Company stock 3months 3~6months 6~9months 9~12months
(Construction giant)
Three corporations AAA~AA— 1.6% 11.6% 21.6% 31.6%
Seven—corporate corporation A+A— 4.0% 14.0% 24.0% 34.0%
- BBB+~BBB— 8.0% 18.0% 28.0% 38.0%
- BB+~B— 12.0% 22.0% 32.0% 42.0%
B— Less than 24.0% 34.0% 44.0% 54.0%
- No class 12.0% 22.0% 32.0% 42.0%
Bankruptcy Default 32.0% 42.0% 52.0% 62.0%

3 Sources: 2017 Year Financial Supervisory Service NCR Estimation standard A book of explanations
Three corporations: Samsung C&T-Hyundai Engineering & -Hyundai Engineering
Seven—corporate corporation: Daewoo Engineering &-Daerim Industrial Co-Posco Engineering &GS Engineering & -Hyundai Development-Lotte

Engineering &-SK Engineering &
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Table 10. Small and mid-sized brokerage firm NCR Calculate

(Unit: One hundred million won )

Division Meritz Securities Kyobo Securities Hyundai Securities | High Investment Securities IBK Investment Securities
(@ Business net capital 12,523 6,326 6,762 6,611 5,053
@ Total risk 3,232 1,457 2,115 1,915 1,129
® Capital maintenance 1,346 1,359 1,274 1,148 1,276
@ NCR(D-@)+®x100 690% 358% 365% 409% 308%

% Sources: Dart(Financial Supervisory Service Electronic disclosure system), 2016 Year Official data
Business net capital: Calculate by adding supplementary capital after deducting capital difficult to cash in from the net asset of a securities

company(asset, debt)
% Total risk : (Market risk + Credit risk + Operating risk)

Capital maintenance: Sum of owned capital required for authorized business which a securities company operates in accordance with the article 19 of the

Enforcement Decree of Capital Market Act
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Table 11. Criteria of the Financial Supervisory Service's corrective measure: a sensitivity analysis on the assumption of NCR Event of

mid & small securities companies

- - Meritz Kyobo Hyundai |High Investment| IBK Investment
Division NCR Criteria L " " o o
Securities | Securities | Securities Securities Securities
KoreaEnterpriseAssessmentSecuritiesbusiness | 1. Credit rating adjustment target o o o o o
Creditratingadjustmentcriteria 300% Less than 37% 1% 10% 16% 2%
2. Recommendation for
management improvement 58% 52% 42% 46% 49%
3. 50~100% Less than
Financial Supervisory Service Timely corrective )
action 4. Management improvement 63% 63% 50% 549% 62%
request 0~50% Less than
5. Management improvement order 68% 749 59% 629% 75%
0% Less than
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Table 12. Credit rating criteria: a sensitivity analysis based on anticipation of NCR of mid & small securities companies going down

Range of accommodation

Meritz Securities

Kyobo Securities

Hyundai Securities

High Investment

IBK Investment

Securities Securities
(™ Business net capital 11,909 6,016 6,431 6,287 4,805
- @ Total risk 3,397 1,531 2,223 2,013 1,187
3 Capital maintenance 1,346 1,359 1,274 1,148 1,276
@ NCR(O-®@)+®x100 632% 330% 330% 372% 284%
(™ Business net capital 11,326 5,721 6,115 5,979 4,570
10% @ Total risk 3,570 1,609 2,336 2,115 1,247
(3 Capital maintenance 1,346 1,359 1,274 1,148 1,276
@ NCR(D-@)+®x100 576% 303% 297% 337% 260%
(@ Business net capital 10,771 5,441 5,816 5,686 4,346
15% @ Total risk 3,752 1,692 2,455 2,223 1,311
@ Capital maintenance 1,346 1,359 1,274 1,148 1,276
@ NCR(D-@)+®x100 521% 276% 264% 302% 238%
(@ Business net capital 10,243 5,174 5,531 5,407 4,133
0% @ Total risk 3,944 1,778 2,581 2,337 1,378
3 Capital maintenance 1,346 1,359 1,274 1,148 1,276
@ NCR(D-®)+®x100 468% 250% 232% 267% 216%
(™ Business net capital 9,741 4,920 5,260 5,142 3,930
25% @ Total risk 4,145 1,869 2,712 2,456 1,448
@ Capital maintenance 1,346 1,359 1,274 1,148 1,276
@ NCR(®O-@)+®x100 416% 225% 200% 234% 195%
(@ Business net capital 9,263 4,679 5,002 4,890 3,738
30% @ Total risk 4,356 1,964 2,851 2,581 1,522
@ Capital maintenance 1,346 1,359 1,274 1,148 1,276
@ NCR(O-®@)+®x100 365% 200% 169% 201% 174%
(@ Business net capital 8,809 4,450 4,757 4,650 3,655
a5% @ Total risk 4,578 2,064 2,996 2,713 1,599
® Capital maintenance 1,346 1,359 1,274 1,148 1,276
@ NCR(D-@®)+®x100 314% 176% 138% 169% 153%
(™ Business net capital 8,378 4,232 4,524 4,423 3,380
0% @ Total risk 4,812 2,169 3,149 2,851 1,681
® Capital maintenance 1,346 1,359 1,274 1,148 1,276
@ NCR(®O-®)+®x100 265% 152% 108% 137% 133%
(@ Business net capital 7,967 4,025 4,302 4,206 3,215
45% @ Total risk 5,057 2,280 3,310 2,997 1,767
@ Capital maintenance 1,346 1,359 1,274 1,148 1,276
@ NCR(®O-®@)+®x100 216% 128% 78% 105% 113%
(@ Business net capital 7,576 3,827 4,091 4,000 3,057
50% @ Total risk 5,315 2,396 3,478 3,149 1,857
3 Capital maintenance 1,346 1,359 1,274 1,148 1,276
@ NCR(O-®@)+®x100 168% 105% 48% 74% 94%
(™ Business net capital 7,205 3,640 3,891 3,804 2,907
559% @ Total risk 5,687 2,518 3,656 3,310 1,952
3 Capital maintenance 1,346 1,359 1,274 1,148 1,276
@ NCR(D-@)+®x100 120% 83% 18% 43% 75%
(@ Business net capital 6,852 3,461 3,617 2,765
60% @ Total risk 5,872 2,647 3,479 2,051
® Capital maintenance 1,346 1,359 1,148 1,276
@ NCR(O-®@)+®x100 73% 60% 12% 56%
(@ Business net capital 6,516 3,292 2,629
65% @ Total risk 6,171 2,782 2,156
® Capital maintenance 1,346 1,359 1,276
@ NCR(O-®@)+®x100 26% 38% 37%
(@ Business net capital 3,130 2,500
70% @ Total risk 2,924 2,266
3 Capital maintenance 1,359 1,276
@ NCR(D-@®)+®x100 15% 18%
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