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o H-FieE-8(Real Estate Development Finance)

— Folof| A F-EibiEa-g-2 A7) A Equity or Shareholder's Money)¥}
EFIA}E(Debt or Liability)S A& 814 FAs10d, /PEAIG ] D83 &
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x| A F4| 2|=(REITs), ESMEHE HEEMAR, XEEX} PRV, AlRHE
Etelxtz | A, ABS, ABCP, MBS, ti7|384E | ZFUE, 2SUPF, HENE, AR

A2 : Geltner, D, and Miller, N.G,, 2001, "Commerical Real Estate Analysis and Investments., Upper
Saddle River, NJ; Prentice Hall, P132 =L A¥of %A 3.
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—FEAFAM 9 ERQIARE 222 ol A= ABS(Asset Backed Security
ARk R E- 2l -H) 9} ABCP(Asset Backed Commercial Paper: AH2FEE -
71915)7F 7REAIRI el S8 48H.)

—AAl O] AR Al Al Ha AR o] T
e, £7%717k2] PF(Project Finance) Al 9 9e 2507 A% 3
Z 975 7k PFV(Project Finance Vehicle: 3 24 E -2 A3 Aol
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2) M 2= o= sl Al - fegdte - 77224 5 3 Fe eof Yo
HA e S Fohs Zlo] ofde), Al 7HA = shukel FelE sk FAl el kel
SHg=A F. 20119 192 HA)| )2 5s207b disle] 79749 Ak 88 & eld
A 2011.4.30: 18).

3) FEE Bolo] B Al og tiEslke P97t ohdg) ol g 7)ZAKUnderlying
Asset)E freshil7)e Weleks 3o Bt 93 29

4) PFV+= SPC(Special Purpose Company: S4-5-27<1) ol A1 AW FA}, SOCAHY, AFAEAL
4, WA, 4% B3PEAls] & =2 el et 717 Alge] A8EE 54
PEAN S Alelar 71 Algf o] o] el Al wldslr] $leled, 7L E71RH2A o el el
Al o] ka2 o2 dRiE 55| AHPaper Company)d (714 ] 2¢1, 2007: 61). 2|4}
olm B 9] Jiel A U AATULE E S gl A3 Ak 2 AgEe)r) 58
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Wl AR 509 9 o] A FAls|Alol A, E1Ql = 191 o) de] FT R 1A
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A Study on Evaluation Criteria for the
Financeability of Mixed-Use Development Projects
in Seoul

Jin Kim * Se-Koo Rhee * Chang-Yoon Park

The number of mixed-use development(MXD) projects, housing three or
more uses, e.g. residence, retail mall, convention center, office, lodging, etc, in
a mega scale, has been dramatically increasing in Seoul for the last decade: as
the project forms of transit-oriented and/or station-area development,
international business district and urban redevelopment. Among the ambitious
challenges to transform some parts of the city into ‘edge cities’, some are
being progressed as initially planned while others are being buried in the sea
of oblivion. It is all because of the financeability of the project. Due to the
huge scale of project cost, the financing structure of a project seems to totally
decide its success or fail, specifically in the era of a rapidly changing

macroeconomic environment after the 2008 global financial crisis.

The purpose of this study is to categorize the financing schemes, applied
to several major MXD projects driven by the Seoul Metropolitan Government
(SMG) or government-related entities, analyze what made some cases
successful while others brought disappointing results then suggest significant
policy implication for SMG to propel the future strategic projects with a more
financeable perspective. Besides, the study surveyed 54 professionals in the
areas of investment banking, construction, project management as well as
academia and asked what kinds of risk factors are most influential to finance
a MXD project then analyzed the responses by AHP(Analytic Hierarchy
Process) technique to prepare an evaluation criterion for the financeability of
MXD projects.



By the types of land acquisition and income producing, we styled MXD projects,
which the SMG are involving, into three groups: ‘lease-development- operate
(LDO)’, ‘purchase-development-operate(PDO)’ and ‘purchase- development-
sale(PDS)’. Among 15 MXD projects, we allocated 11 cases into LDO, 3 into
PDO and 1 into PDS. LDO projects operating successfully so far show the
common characteristics of credible sponsors, relatively unrisky capital
structure with sufficient equity, low land rent and advance commitments to
finance projects and attract anchor and/or mater lessee. Nonetheless, most of
PDOs and PDS seem to have been procrastinated far behind the schedules,
mainly due to absolutely outrageous land costs with excessively huge lot sizes
which one project company has no other way then to face difficulty in

financing to say nothing of the total project costs.

PDOs and PDS proved heavily depending upon the presale system, a very
unique consumer financing method in Korea in which a developer can sell his
future property in advance once he buys project site and acquires building
permit, very unstable in capital structure and extremely leveraged(with lenders
and consumers’ money) therefore remarkably vulnerable to financial and/or
macroeconomic conditions. In the cases of delayed start or underperformance
of presale, project companies cannot finance the project(because of the lack of
consumers’ money into project): which, in turn, can haze the further progress
of projects. Unfortunately, most of PD projects lost the capital market's
confidence about their ability to repay the liability in a solvent manner thus

has been adrift in a pressing fear of bankruptcy in the near future.

We suggest that one lump sum MXD project be resized into financeable
mini projects and/or phased in a series of several prescheduled stages. On the
contrary to the current practice to choose the winning private consortium
focusing on highest bidding land price, which inevitably escalates the land cost
of project then entails risky financing structure and depends on the presale of
properties to minimize the financing cost, it is worth to consider collecting
land rent in a long-term period and drive a MXD to pursue an income-

producing investment tool.
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