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ABSTRACT

As the government announced Real Estate Policies on August 02, most areas except for Seoul cities face increasing business risks. Moreover,
the government control over financial sectors' loan leads to the highly possible contraction of new distribution markets. The market trend could
bring about the reduction of new demand in PF (Private Financing) business that large construction companies mainly concentrate on, and
even the business already obtained has a high risk of being distributed, which could result in substantially low profitability. The currently
unstable financial structure of most construction companies is caused by the hike of the prime cost of foreign plants except for that of a few
construction companies. If PF (Private Financing) business also faces a difficult situation in such a financial condition, even large construction
companies come to have the high possibility of a deficiency in credit rating. Accordingly, the major business that large construction companies
concentrate on needs the sufficient business review. It is desirable to make a bid for business guaranteeing stability rather than business solely
in consideration of profitability, when participating in a competition for a new construction contract.
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Table 1. A study brief

(Step 1) Financial Risk Measurement of Large Construction Companies

* Analysis : Large construction company financial risk

Financial risks : Risk of Major Sales Business (Overseas Plant and
Private Development)

Financial status : A Comparative Study on the Financial Status of
the 11th Construction Company in the Contract List

[

(Step 2) Risk measurement by private PF project stages

Analysis : Risk Factors and Importance by Stage of Private
Development Projects

Analysis Method : ANP-AHP Mixed analysis

Analysis data : Survey of 50 experts and field staff working in Seoul

O

(Step 3) Comprehensive Review and Policy Implications

Changes in Sales and Credit Rating of Large Construction Companies
Proposal of risk management measures
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Fig 1. Latent risk per overseas plant region
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Fig 3. Risk of non—claim construction of overseas plant
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Table 2. Government real estate regulations
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Date of Announcement Details of Regulation of Real Estate
¢ 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).
Jun. 19, 2017 ¢ Re-applying group and balance loans to 50% of DTL
¢ 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.
Aug. 02, 2017 . Regule.iting speculation-ridden areas Fo 40% of LTV-DTIL
¢ 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.
¢ Designating the speculation-ridden areas in Bundang, Seongnam and Suseong. Daegu.
Sep. 05, 2017 ¢ The repayment system of excess profits of reconstruction has begun to be established from January 01, 2018.
T ¢ 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.
Oct. 24, 2017 * Introducing new DTI. R .
¢ 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
Nov. 29, 2017 support, 159,000 qulic hquses 'for sale.
¢ Re-developing public housing site areas.
e Extending the criteria of special public money for newly-wed couple.
¢ 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.
Dec. 13. 2017 ¢ Easing the criteria of the number of the reduction of income tax.
T ¢ 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)
¢ Public institutions participate in field survey — Securing professionalism when determining whether there must be safety diagnosis.
e Obliging to review whether it is proper to judge conditional reconstruction. — Reinforcing the verification of the
Feb. 21, 2018 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.
Evaluation category of housing environment fields Current Revision
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
Mar. 05, 2018 Sunshine environment 0.100 0.100
Invasion of privacy (apartment noise) 0.100 0.100
Energy efficiency 0.100 0.050
Living Environments for seniors and children 0.050 0.050
Adequacy of indoors living space 0.050 0.025
e 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
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Fig 5. Current status of housing approval (public-private) by year
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Fig 6. Approval status of housing sales by year

e 5ol kol A9 2015~2017 744 1,374,525
2 31 $91 2018~20203 0= HJFFo] S 5al, T8
5 = 341590158 AA 715
ol w2 7tAstete] b3 Ao R

Table 3. Financial status of large construction companies
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Aol 915d 49w MY mEEAE AP =T Fokx
o =24, A e s dstide] 323%E 7P =4 U
Ebstal, o714 27.6%, GSTA 25.7%, -4 25.6% &
o7 ygned, AYFdEET} 20%0) 4 =4 bt A
Arbe ATl 2 Folth AR, FAu &S AR
A3 dg9-1do] 478%= 7Y EA JEhsa, s
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A 205%E 7153 Fdddolth FAHE 300%0]4 7]
=3t AdAbE Aol w8 FEolth

17 AAA] gk S B4 A9, A=A

¢

Company Private business ratio | Dependence on debt PF contingent debt Financial analysis
Samsung C&T 46% 16% 5.6% Credit rating and financial soundness is good
Hyundai Eng. & 39% 12.2% 165% Credit rating and financial soundness favorable
Daewoo Eng. & 52% 25.6% 478% Weak credit rating and financial soundness
Daerim Eng. & 45% 18.9% 155% Favorable credit rating and financial soundness
Posco Eng. & 47% 22.3% 245% Normal credit rating, insufficient financial soundness
GS Eng. & 44% 25.7% 368% Weak credit rating and financial soundness
Hyundai Eng. .& 39% 6.2% 148% Favorable credit rating and financial soundness
Hyundai Devel. 67% 14.3% 125% Favorable credit rating and financial soundness
Lotte Eng. 61% 27.6% 205% Normal credit rating, insufficient financial soundness
SK Eng. & 13% 23.6% 295% Weak credit rating and financial soundness
Hanwha Eng. & 38% 32.3% 371% Weak credit rating and financial soundness
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o} A F-9 o] QEH% 7VsA o] =1} Risk derived by project stage
A review of government guidelines
B - Review of PF Risk Management Standards
3 ?_]ZJ’A]' %lﬂtﬂ ?4 A= =4 Review and synthesis of prior research
- Risk factors presented as a result of the study
3.1, gAY 7|54 YrTadl BF -
- Risk system by project stage 1
WA R PR 22209 AAE 753 S 1
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. ] _ . : = !
e-mailS E3] AED3AT} (Table 4. FF). Step 3, f types °flnsk the risk system
26 risk factors total R
Table 4. Respondent information correlation among
- risk factors
Sortation Frequency Percent(%)
Gond Man 63 67.74 4
nder
ende Woman 30 32.26 Analysis of the importance of each hierarchy ANP:
A college degree 59 63.44 Questionnaire
Academic mastor 2% 2796 Analysis on the importance of classes 1 and | expert survey
background Doctor 3 .60 2(ANP) AHP: 3rd expert
. Analysis on the importance of the 3rd tier(AHP)
Thirties 58 6237 survey
Age forties 25 26.88 4
fifties 10 10.75 | Comprehensive analysis results and implications ‘
Over 1 years ~ 3 years 21 22.58
A working Over 3 years ~ 5 years 45 48.39 -
=2] <% =
career Over 5 years ~ 7 years 24 25.81 3.2. /\}%D}Zﬂ E]._.ﬂXﬂ 7:” :rL—‘
Over 7 years ~ 10 years 3 3.23 H o:]:[Loﬂ /\1 neg ‘JZ_PPF/‘]'?Q %ﬁ]u—ia.}lﬂl‘f 374]%31
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Table 6. Risk by project stage in three—layer structure

R IEE R LR AR PR I

el B AT

(Tier 1) Business Phase

Pre-project assessment
stage

Development and

Pre-development phase .
completion steps

(Tier 2) Risk type by
project stage

Market environment A business plan

Authorization

An increase in

. A construction team
business expenses

Cash flow

A change of policy Location environment

Repayment plan

An increase in

. Rehabilitation work
business expenses

Unsold

A real estate market Cost planning

Approval delay

An increase in interest .
Change Design

rates

A worsening financial

situation

| (Layer 3) Detailed risk factors by type of risk |

Ao 2 gad §UE PoA BAYTY F0E  20% 1EAE Feho] 71509 (Weighted Super- matrix)
W7 AN dAlE AR I ARRAE ALste] RIS 75 S 78 5 Atk 3AT Baa G AN gaa 8E
3 o5 2xF HE 2AMAHE F L850t AES B8 24 & 7 A 7' & AHP(Analytic Hierarchy Process)™ & <
g gk dubAQl Aol ofd 7|8t (Geometric A E3te] FoE £ AAE0ITh ANPS AHPEH S £
Mean)< 75191 ‘Super Decisions'®] = tlo]H 2 AH-&-38}3] gatol BAE o) fr= AFEAE R BT = 9l gaA
o} o] A7l 4 ol E 46t 7IEH F(Cluster)®] 7F 81ES 4T el ddAow FHAS A e A
TAE TIkAL A 84 (Element)] ATHIL Hlo[HF o] & M kEd glid 895 BFE ANPREI S F3 wAS
st % 7] 8 E (Unweighted Super-matrix)¥} 7]t ol 7] AAshE Aol AdA ol Ay wiolth. ey
Table 7. Overall importance values and rankings of 26 detailed risk factors
. . . Criticality b Ranking by sub G 1 .
Business phase Risk type Detailed risk factors - 1.c. 1.y v S e enera Overall ranking
division category Importance
Changes in interest rate policy 0.141 3 0.01402 24
Market A change in property preferences 0.361 2 0.03590 14
environment
The real estate market outlook 0.498 1 0.04953 5
Adequacy of location environment 0.331 2 0.04398 11
. A busi | Adequacy of cost planning 0.158 3 0.02099 20
:;S:g::: HSIIESs pran Adequacy of project implementation methods 0.143 4 0.01900 22
” Realizability of the sales plan 0.368 1 0.04889 6
High financial costs 0.305 2 0.04626 8
Busi ot Financial defect of construction company 0.394 1 0.05976 4
usiness satety Competitiveness of similar products 0.163 3 0.02472 17
Contractor brand insufficient 0.138 4 0.02093 21
Adequacy of the payment guarantee 0475 1 0.07531 3
Funding Adequacy of loan repayment plan 0.287 2 0.04550 9
Risk before Business delay causing late payment 0.239 3 0.03789 12
development Risk of contract with non-resolved land 0.600 1 0.08737 2
Authorization Development-related approval delay 0.247 2 0.03597 13
No Development Plan Residents 0.153 3 0.02228 19
An increase in | An increase in business expenses 0.259 1 0.04528 10
business Business plan fluctuation 0.178 3 0.03112 15
€xpenses Business delay financing and growth 0.563 2 0.09843 1
, q Suspension and | A low yield rate 0.373 2 0.02279 18
Dev:;f;)l;:tnilsnan postponement of | Delay due to restoration work 0.459 1 0.02805 16
P construction | Air extension and additional work 0.168 3 0.01027 26
The occurrence of unsold items 0.618 1 0.04690 7
Cash flow Over PF Limit Loan 0.182 3 0.01381 25
Co-ordinator financial situation deteriorated 0.200 2 0.01518 23
LHI Joumal
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