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Abstract

A Study to Activate the Financial Support Businesses of
the Korea Construction Financial Cooperative

Since the overall amendment of the legal system for private participation in
infrastructure (PPI) from the Act on Private Capital Inducement to the Act on
Private Investment in 1999 after the financial crisis in 1997, the environment for the
PPI system in Korea is in the process of improvement. This is wholly due to the
consistent effort of both the public and the private sectors in order to activate PPI
projects.

However, it is generally agreed among the PPI experts and the practitioners in
the PPI market that the performance of the PPI projects even after the amendment
1s far from their expectation and satisfaction made at the outset. In particular, the
environment of financing the PPI projects is usually pointed out as the main reason
for the blame, as there still remain some customary practices which make the
private sector, in particular financial investors, difficult in financing the project. The
purpose of the current report is to recommend some measures to enhance the
financiability of the private sector.

This report consists of four chapters and one appendix. After the introductory
chapter, chapter two consists of two sections: the first section reviews the current
situation of the PPI projects in Korea, and then points out the recent trend of the
PPI projects. And, the second section reviews the current situation of financing PPI
projects and the major twelve construction firms in the Korean PPI market on the
basis of their investment amount.

As the end of April, 2003, there are 37 PPI projects under the management
of central government, whose investment amount reach up to 34.8 trillion Korean
wons. Also, there are 95 PPl projects under the management of local
government, whose investment amount is 5.7 trillion Korean wons. Thus, the
total number of PPI projects in Korea is 132, and their investment amount reach

up to more than 40 trillion Korean wons. And, the recent trend of the PPI
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projects in Korea can be summarized in three aspects: continuing increase in the
investment of the private sector, diversification of project sponsors and equity
investors, and activation of unsolicited PPI projects. Based on 15 PPI projects
whose project sponsors are selected, the total amount of equity is 4.6 trillion
Korean wons, which is thirty one percent of the total private investment.

Chapter three is the main chapter of this report, which consists of two sections.
The first section reviews the recent policy direction in order to facilitate financing of
PPI projects, and drives out some policy implications from the current policy
direction toward the PPI system in Korea. And, the second section examines the
current environment of financial investors in PPI markets, and proposes some policy
measures in order to activate the participation of financial investors in PPI projects
as pure investors.

According to the “2003 PPI Basic Plan” publicly announced by the Ministry of
Planning and Budget, the basic direction of PPI policy is to activate PPI projects by
inducing financial investors into more PPI projects as project sponsors and pure
investors, and by leading the current PPI market into more competitive one.
Financial investors, such as investment or lending financial institutions, some
insurance companies and pension funds, and some special funds including SOC infra
funds, are inherently passive investors based on their nature of managing their
funds. Although the investment from financial investors into PPI projects is now
increasing, the investment decision relies not on viability of PPI projects, but on the
minimum revenue guarantee by the government.

In order to activate the investment of passive financial investors into PPI
projects, the government needs to allow their participation in PPI projects in the
form of quasi—equity investors. Considering the current financial market in Korea,
the best solution for this problem would be subordinated loan, which provides some
interests to financial investors during construction period and the early years of
operation period.

However, this does not solve the problem of financial investors being passive
nature, since they are not very much experienced in PPI projects so that they are
specialized in PPI practices. Thus, the government also needs to activate the
participation of strategic investors, who are well experienced and specialzed in



dealing with PPI risks. One way to do is to lessen their financial burden by
allowing a certain portion of subordinated loan as equity, where the portion is
determined on the basis of agreement among senior loan financial institutions or their
consortium, financial investors, and strategic investors.

Finanlly, chapter four gives an overall summary of the findings from the
current study with some concluding remarks. In addition, directions for further

research are presented.
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