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An Analysis on the Investment Determinants for Insolvent Housing Development
Projects
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“Department of Real Estate Studies, Konkuk University

Abstract: After IMF bailout crisis in Korea, project financing has been employed as a major funding vehide for the housing
development. In 2008, the recession of housing market due to the global financial crisis had an significant impact on the
increasing insolvent site of PF based housing development project, resulting in serious impact to whole economy as a chain
effect. In order to resolve this vicious circle of bankruptcy, the major construction companies were urged to take over the
insolvent sites and invest to them for normal project exit, and finally play a critical role in normalization of market.
Therefore, this study aims to define the core factors for decision making to invest to insolvent site and find out differences
among constructors, developers, financial lenders. The results from AHP analysis, the profitability was the most important
factor to constructors. Moreover, even though the location merit is little less, through competitive price, we can assure that
stable profitability is most important factor to decide to invest in insolvent site. In conclusion, the price is cheap, is highly
feasible, if the land secured, major construction company will participate in a PF business investment. These findings were
verified by the investment case of major construction company.
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Table 1. Hierarchies of the investment determinants

1st hierarchy 2nd hierarchy explanation
1 |restricted real right of land already secured, creation of a real right on the not secured land
land purchase | 2 |ratio of secured land for project completion ratio of transfer ownership for project land
risk 3 | possibility of raising land cost cost such as the contract at land permit area, dispossession proceedings and etc.
4 |land of the right of claim for sale exist the people who intentionally purchase the small land in development-prearranged area to get excess eaming
1 | developer's reliability developer’s financial structure, reliability of developer's govermnance structure
developer 2 | possibility of developer's contingent liabilities | possibility of developer's hidden liabilities
risk 3 | developer's capacity developer's past achievement, human resource and etc.
4 | possibility of developer's replacement possibility which new developer perform the project instead of existing developer
1 |accuracy of project feasibility accuracy of establishing project plan and feasibility
financial 2 |period of project period from acquisition of new project to lotting-out
feasibilty 3 | developer's equity construction cost, developer's scale of equity capital which is possibly to withdraw as the subordinated debt
4 NPV or IRR of project constructer's profit and cost analysis result
1 | competitive price for lotting—out competitive lotting-out price comparing market price
merketabilly 2 | possibility of occurring competitive goods competitive goods which have similar lotting—out period and their scale
3 |future change of transportation infra future plan for new transportation facilities such as subway, road and etc.
4 | suitability of environment condition of transportation, education, and other environment for project area
1 |way of payment guarantee take over the debt, responsibility lotting-out and completion and etc. by constructor
PF risk 2 | discount rate of insolvent loan discount rate for take over existing
3 |scale of PF for acquisition the number of total amount of PF for acquisition
1 | possibility of project approval possibility of housing project approval and licensing
public approval 2 |possibility of changing of project approval possibility of changing the housing project approval to meet the market condition
risk 3 | unit plan possibility of approval for unit plan
4 | delay the approval and licensing possibility of delay the approval plan for housing project
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Table 2. AHP analysis result for factors of deciding investment

weight(rank) total weight(rank)

1st hierarchy 2nd hierarchy
constructor | fin. company developer constructor fin. company developer
restricted real rignt of land 0.031(16) 0.030(18) 0027(19)
land purchase 0216 0.191 0150 ratio of secured land for project 0.066( 3) 0.050(10) 038(13)
risk @ ® @ possibilty of raising land cost 0.059( 5) 0.055( 8) 0037( 4
land of the right of claim for sale 0.059( 6) 0.0%6( 5) 0.048(10)
developer’s reliability 0.018(21) 0.021(21) 0.017(21)
developer 0,066 0077 0,060 possibility of developer's contingent liabilities 0.024(20) 0.028(19) 0.020(0)
risk © © © developer's capacity 0012(22) 001323 0014(22)
possibility of developer's replacement 0.011(23) 0.015(22) 0.009(23)
accuracy of project feasibility 0.049( 9 0.051( 9 0.035(16)
financial 0225 01%6 0457 period of project 0.065( 4) 0.035(15) 0.044(12)
feasibility {1 @ &) developer's equity 0.043(12) 0.059( 4) 0027(18)
NPV or IRR of project 0.069( 2) 0.041(11) 0.050( 8
competitive price for lotting-out 0.100( 1) 0.093( 1) 0.112( 1)
N 0216 0215 0270 possibility of occurring competitive goods 0.037(14) 0.035(14) 0.034(17
merketabilty @ (1 ) future change of transportation infra 0.028(17) 0.032(16) 0.052( 6)
suitability of environment 0.051( 8 0.055( 7) 0.071( 3)
way of payment guarantee 0.024(19) 0.074( 2 0.050( 9
PF risk 0(%?8 0'(13?5 0'(15?3 discount rate of insolvent loan 0.041(13) 0.036(13) 0.046(11)
scale of PF for acquisition 0.028(18) 0.025(20) 0.036(15)
possibility of project approval 0.057( 7) 0.071( 3 0.053( 4)
public approval 0185 0.1% 0230 possibility of changing of project approval 0.047(10) 0.039(12) 0073( 2)
risk @ @ @ unit plan 0.035(15) 0.030(17) 0052( 5)
delay the approval and licensing 0.046(11) 0.056( 6) 0.052( 7)
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Table 3. Analysis result of Case 1

factors evaluation criteria rankscore

competitive price for

suggest the 86% level of price compared A 1100
lotting—out :

with resent market price

NPV or IRR of project | resonable profit with constructer's profit A | 69

ratio of secured land for | secure 86% of project land secure 99% of

project land for housing B |53

period of project can be lotting in 6 months after contract | A | 65
possibility of raising land

cost low A | 59

land of the gg?;of daim for exist but purchased C | 36

possbilty of project project approval complete A | 57

approval

elementary school 706m and subway 1.5km

far from project area C |30

suitability of environment

accuracy of project

scheduled to change the project plan, A | a9
feasibility i

accuracy of project feasibility

possibility of changing of | can change existing house area to be larger Al a7
project approval scale .

delay the approval and

lioensing can get the approval within 3 months A | 46

reflect equity to project profit(insolvent B |35

developer's equity project)

discount rate of insolvent | applicate 66% discount rate of existing A

loan insolvent bond 41

possibility of occurring

scheduled to supply houses at near Elo7
competitive goods .

development district within this year

unit plan unit plan complete A |35
) ) exist excessive collateral security(malicious
restricted real right of land creation) D |13
future change of }
transportation nfra no special transport facilities cC |17
scale of PF for acquisition | excessive E | 06
way of payment guarantee | responsibility completion D |10

possibility of developer's | large possibility of contingent liabilities but
’ A . C |14
contingent liabilities the amount is expected small

developer's reliability have a good financial condition B |15

developer's capacity have a good past experience and network | B | 1.0

possibility of developer's | Unified by a number of developers which Al 11

replacement have existing stake
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Table 4. Analysis result of Case 2

factors evaluation criteria rank| score
competitive price for | suggest the 95% level of price compared with B | 80
lotting—out resent market price :
NPV or IRR of project no profit for develope_r, but constructor can get B | 55
the reasonable profit
rafio of secured land for secure 100% of project land A | 66
project
iod of oroject immediate construction after contract, and can Al 65
pel pro) make lotting-out when constructor want :
possibility of raising land none Al 59
cost
land of the right of claim one Al 59
for sale
possibility of project .
approval project approval complete A | 57
suitability of environrment exist elementary, middle and high school in B | a1

300m, lots of amenities but no subway

accuracy of project

feasibilty accuracy, because project plan is determined | A | 4.9

possibility of changing of

) can not be changed(under construction) E | 09
project approval
oelay th_e approva] and none(under construction) A | 46
licensing
developer's equity none equity(union housing project) B | 35
discount rate of insolvent | none discount, but can oocur additional burden cl o4
loan of developer i
possibility of occurring | llots of unsold and scheduled to supply houses El o7
competitive goods exist in near :
unit plan unit plan complete A | 35
restricted real right of land | none A | 31
future change of schedule to open new subway line(new Al 28
transportation infra Bun-dang line) i
scale of PF for acquisition | none A | 28
way of payment guarantee | responsibility lotting—out E| 05
possibility of developer's | agree  with  existing  constructor  about cl1a
contingent liabilities construction and debllow possibility) .
developer's reliability | complex decision making system(union project) | C | 1.1
developer's capacity no professional developer(union project) C| 07
possibility of developer's none Al 1
replacement
sum - 82.3
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Table 5. Analysis result of Case 3

factors evaluation criteria rank| score
competitive price for

suggest the 95% level of price compared with B | 80

lotting—out resent market price
NPV or IRR of project | can suggest the reasonable project profit A | 69
ratio of secured land for o
project secure 93% of project land C | 40
period of project undecided a time for lotting because of the c | 39

delay of creditor's negotiation

possibility of raising land

cost high E| 12
land of the right of claim | .
for sale exist E| 12
possibility of project !
approval project approval complete A | 57

can use the school and transportation infra of Al 51

suitability of environment near oeveloprment district

accuracy of project
feasibility

possibility of changing of

scheduled to project approval but undecided | A | 49

projedt approval changable A | 47
delay the approval and
licensing high D| 18
developer's equity investment in kind at the new PFV A | 43
discount rate of insolvent can suggest discount rate of loan A | 41

loan

possibility of occurring | scheduled to supply the housing in near new Dl 15
competitive goods town i

unit plan unit plan complete A | 35

restricted real right of land | exist D| 13

future change of exist plan for land development area(with Al 28

transportation infra transportation)
scale of PF for acquisition | reasonable Cc| 17
way of payment - )
Quarantee take over debt and responsibility completion | E | 0.5

possibility of developer's | high possibility of contingent liabilities due to el os
contingent liabilities existing developer which have project approval :

satisfactory(PFV) Al 18

developer's reliability

developer's capacity | develop by ranked constructor as a developer | E | 0.2

possibility of developer's
replacement

sum - 705

replacement Al 11
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