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2AASOC A WAL Fotol Fab AL 2RI, 20039 2o AFE AL EME 0%
Fe QUAYS A%, A9ATAG I Aelsl AP AT A ARE 1B D)
(57150)& 7M1 6] E5el B2 Aol 98 FuF SN FEsse] 7.3009 29 ok A
Qule ¥ERe xgegh



Z BRQIAE 2ol 62 3789909] 93.5% 5591 5% 6,478 U o] oA 2E L}
g, A Eol] ok gl Y R F 87N AFFOA 2% 7,0909U 0%,

<E [I-6> ERIXlE =F &%

L <t 2} .
TE . . 2
s A = A
ZEH 30,688 25,790 2,600 1,300 60,378
TAH| 50.8 42.7 4.3 2.2 100.0

F 1) 20029 2 V19 210 ARl V1R 2) ARESEA RS ERY A9 AW B S 5o
& 7] diF 3,00094e AR LR,

@, 2002d & VIESte] w8 ool AAE 210 SOC RIAHRALY ] =
ZAE Fgo #As giE 7|3 d3e <z [-7>3 2o} ) 28] AA =Y
M 6% 378999 68.6% ¢ 4% 143099 U, Lo g AHREHA}
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Abstract

A Study to Facilitate Financing PPI Projects

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.

However, it is generally agreed among the PPI experts and the practitioners
that the performance of the PPI projects even after the amendment is 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 the major
twelve construction firms in the Korean PPI market on the basis of their investment
amount.

As the end of April, 2003,

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.
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current practices of the business and the financing structures of PPI projects in
terms of cash inflows and outflows, and then examines the present situation of
financing PPI projects with a special attention to fund raising and operating by the
technique of project financing. And, the second section considers the basic direction
for activation of the PPl system in Korea by solving financing difficulties, and
presents some measures to facilitate financing PPI projects by examining the

problems of the customary financing practices.

According to the statistics reported by the Ministry of Finance and Economy
(MOFE), twenty—one PPI projects were either financed or are under consultation for
financing by project financing. The sum of their total project costs are estimated
more than twenty—six trillion wons, and seven of them are road projects with the
portion of forty—four percent in the total project costs. The funds for ten out of
twenty—one PPI projects are currently financed by the Korean Development Bank
(KDB), which is one of government—controlled banks. And, the KDB are in charge
of financial consulting for the arrangement of funds for seven out of nine PPI
projects. Some commercial banks such as Kookmin Bank, Hanvit Bank, and Shinhan
Bank are now actively involved in project financing loans for PPI projects.

For the basic direction for activation of the PPI system in Korea, three
particular directions are given: the first is to select PPI projects based upon their
profitability and/or viability, which is determined by the difference between revenues
and costs, not between benefits and costs; the second is to determine the basic
guideline of financial support for PPI projects in terms of internal rate of return
(IRR), users' costs, government subsidies, and concession period, making the PPI
projects profitable up to a certain level; and, the third is to select PPI projects in
terms of a reasonable size, where ‘reasonable’ meaning not large enough to burden
the private sector with fund raising.

Also, in chapter three, four particular measures are suggested to lessen the
financing burden of project sponsors under the current practice of PPI system and
the customary loan practices. The first is to deregulate the required financing ratio

(currently, twenty—{five percent) of the largest investor among consortium participants
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by discriminating the ratio on the basis of the size of PPl project under
consideration. The second is to deregulate the current restriction on the investment
guideline for various funds and pensions so that they could more freely invest on
PPI projects. The third is to lessen the financial burden of project sponsors during
the construction and operation period of PPI projects by mitigating collaterals and/or
guarantee obligations which are duplicated in effect. And, the last is to allow the
order of funds between the equity and loans, which are soly determined by the
feasibility of the PPI project under consideration.

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. In particular, it is noted in chapter four that the current PPI system in
Korea is in the stage of introduction so that every relevant participant in PPI
projects should be very faithful to three basic principles of PPI projects: they should
be financed, profitable, and very competitive among the private participants, whether

they are developers, constructors, and bankers.
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