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Abstract The Korean construction industry has played a major role among all industries despite its relative small
ratio of all. The global economic crisis, however, has adversely affected the construction industry. Therefore, the
Korean government implemented a corporate restructuring process to ensure the stability of the financial market. The
selection standard on workout enterprises by the government is based on two perspectives: (1) external factors,
including macroeconomic indices and (2) internal factors, including financial statements of private enterprises.

On the other hand, if considering the characteristics of the construction industry, a certain construction company may
not be evaluated only by its financial statements. In other words, a valuation process that utilizes the financial
statements only can be concluded to be irrational. Accordingly, this study aims to provide the valuation model, which
embraces the characteristics of workout firms, and determines their implications. To accomplish this, each enterprise
valuation was measured using DCF and Black:-Scholes models, and by comparing such results with their market value,
each enterprise was determined to be either under or over-valued. The results of this study verified that the valuations
of 2 workout companies (out of 4) showed a higher value than the market value.
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[Table 1] Generally Status of Firm Case
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[Table 2] Parameter Values(A firm case)

Whzplel e A9
2109 Hitd 033%%}F 7.77%E

of vho) 718
e 9 10
< A

(Unit: 1 million won)

Division Parameter Notation Proposed Estimation Procedure (A) firm case
First total sales 5; The average of 5 years Company sales 379,950
Expected sales SG Use of growth rate, Stability growth rate 875,748,709
Average growth rate G,, The average of 5 years Company increase rate of sales -13.25%
Com- Stability growth rate n The average of GDP growth rate in 10years 4.16%
mon First operating profit Ré The average of 5 years Company operating profit -55,131
Model Evaluation period a 1st estimate : Syears, 2nd estimate Syears -
Net operating profit after tax E First operating profit(1-Corporate tax rate) -43.002
Corporate tax rate T Percentage of the tax burden 23.80%
Depreciation cost Ds Depreciation(end of last year) 433
Market premium R, The average risk premium 5.00%
Risk free rate Rf 3~year Treasury bond yield 4.38%
The exercise price X The Sum of Cost of sales and Sales, Management Cost 664,528
Black Firm's 3 Ié] Use for firm's 3 or alternative firm's 1.74
Scholes Cost of capital r The average of debt ratio for each institution 6.92%
Total liabilities L Total liabilities(end of last year) 913,299
Volatility o Standard deviation of 5 years Company increase rate of sales 22.02%
Option’s expiration T The average of completion period 34
Expected growth rate g Use of byears sale growth rate and Stability growth rate 1.98%
Increased evaluation period t lyear -
Fte. Weighted average cost of capital | WACC - 4.83%
Terminal Value v the future discounted Value' of all future cash DCF:-13,196,150,048
flows beyond a given date B/C:90,240,458
option value oV Firm value of the options 6,368,804
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[Table 3] The results of the evaluation for Workout firms

(Unit: 1 million won)

- Black-Scholes tion Terminal DCF expected Terminal
Division (1+2) Vsa)?ue(l) Value(2) DCF3+4) operating IE:"(:Jﬁt(i%) Value(4)
A 97,109,261 6,868 304 90,240,458 -13,839,719,04 -643,569,006 -13,196,150,048
B 13,504,101 2,230,683 11,273417 -50,796,341 -5,013,060 ~45,783,282
C 2,362,152 319,650 2,042,502 -9915471 -1,812,301 -8,103,169
D 3,971,864 452,307 3,519,558 -868,185,224 -39,703,538 -818 481,686

[Table 4] Theory of value and the market value of the comparison

(Unit: 1 million won)

Division MAX-BPS MIN-BPS ABPS DCF-BPS OP-BPS Black-Scholes BPS Value
A 145500 970 14437 00) 365,603 0(-87,989,124) X
B 35,000 1415 11836 00 111,534 32216 o
C 3,305 158 1323 00 712 0(-8,285) %
D 23500 302 11,541 00) 39,653 263,132 o

3% BPS : Book value Per Share, ABPS: Average Book value Per Share

4870



24449 B4 1

9130127199 747} © Black - Scholes BEE FAo2

S 7RI F(0)9] gl Frhs EAleHA gonw 1
7199 7= gl Zle® st on o= 77t
A7y EATA e AoR et

SHARE f7SAAClA 2EE 7 A7
Black-Scholes-BPS #k-2 T+ 714 7Fx& UERaL Qi
A A, C7199 FEEATHE S0 g 7L
kol AI7HA = vehd HA R EE 22 3 7HA
3 9E Ao Uepth o) Bd-&= Ry ozt
= ST E Hlas] Boks o) flaeke 9 24
HA AE7HA Wk A2 G@E FAdskar slo] 7€) 7h
A7) Qe Aoz ActE

9 B, D7]91e] E3-&= myo] o 7]
3t A A A E F7F 1 22 A0 YRt 9)
om FAo ot AITFA7F A7k AL & 5 Sk

48 71A¢l 9lol B7IYS AA, #agk Atoldl 9]
AJehar Qlan, Wit F7EE e ghs BolFal glon
ot AR S FAE §E BAska e Ae &
STk D71 Al HaL 57 B 2 G 7
7192l 7198 7EAlell 9lo) A7 FAI7F A rbeE Al
= Yehdth D712 2 7HA7F GDPAE & olv =71
SES ATl st =A WrkEel 1 Aew
YRt o) ok A3l #1l 7199 viEd
7HEo] FASH WStk RA o]& e r FAE %

QS
N,
ol

bR S7H7] deoz Helth

A, DCF 29e ()9 7% e 74
HE Bk geld @ARE a5

R B2 F199) S Bk
H7hg Wk ohd Qub ATA) S-S neld
Q= BPP e B83tel 1t G142l B o o

AFAQ YE-& Aoy DCF 23] 9g 9]0}

Tl #e vEhllE Aoz dekst
gol 7= H)e ghe s 7EAE A
H7bE 2tk DCF 2go] &(-)9] 714
AL myo] AFARE 7o Sl 9l7]

ool 9ok 719l wiEee] A, ol

4871

A4, PO A ATTRE Wk St ol AT
B7h A48 wol A5k Bk olsh 2e Aee) A
AEE 7lHoR W7k DCF 23S dtetsls 7kAe
anjz 3471 Fetel W] e Jglo] F48
F gl 209 S nol Hi Aol ol &
AR Qe ARTFEIE $()) NG Rol 719E 3

bk #Agstea ohsle] Atk
W, 242wy o) Wrhe 71ge 1 A
A4, WER 5 540l 1A% 54
LR Selu] h()e] FA2 Brhslof
71990l 77} Yt e
& % glow] AgoAIs) Bl Bal 714le s
7V 4 Ik S7EERA gl A 7} 71900 F A
PP Ba-E2 RYOR W Y o|E/AF
R ECECERLE 7 ERETIR
& ghe T Aoz et o) A
ek Tlde] b S0O)el e 7
A0 EHS RS B A B
g 7He Aoz ksl A,
AHEI01 A1 DOF 283} 2 7ol A
e RICELE B
5} 2719 43 5 27 71900) AAE 7
blo] Atk olelet Az 9]0}
71919 7ol 9ol ARHS Y
7HERE ohd 19le) B4E weld

Fgse] wr} gL ow AN 37

[e]

o,
=
E
X
ﬁ(
o
it
do
Ml
&

|
0%

o
£ o

4
B2
o F

oo
g
%R o
of
S 3

N
>
ot
g
i3
[T

o T
o,
N

ok
rir

it
ol
r
iz
HoN

N
pory

o
|0
c

N
e
_0|L
rir
o,
fd
4

N
L
ol
i)
tlo

—-

x2, 2
i =

o
e =
(g o o
4 H

o r|r
o
glo
1o
e
-
o
L
il
N
X
By
k1
e
v

Q2

s
lo,
it
v
ol
o
i)
ol
o
)
il
oxl
off
)
do f ook Jo
)
AR > )

2 g
lo o =

TP
T

e

S
o
o
L
i
S
il
[N
lo
offt
i)
oo
BN o oo

=

tjo

z
W
oL
o, 1
1o _1\10{1‘
o
0
ol
=

N
N
off
ox
g
N
s
il
o
ol
ol
ol
ol
2
o
o
ol
T
~ OEL
3
o= ol
re E
-
1o =

[e)

10 o
oo oo e

-

e r2 o BN o r

References

[1] SM.YU, HJ.KIM, The Effect of K-IFRS on Construction
Industry: A case study of H Construction Company,



FFAE & =B Al5A RSB, 2014

Korean Accounting Journal, 19(2), 2010

[2] WHLEE, VIP REPORT, Hyundai Research Institute, 2012

[3] EKLEE, A Study on the Effectiveness of Tax Assistance
System of Construction Industry, Incheon University
Master’s degree, 2010.

[4] CGGU, Research on relationship between purchase
liabilities and credit ratings, Yonsei University Master’s
degree, 2009

[5] TKPARK, The DCF Model and Credit Evaluation on
Korean Construction Companies, Korea Institute of
Construction Engineering and Management, 5(4), 2004

[6] JD.PARK, H.J.KIM, A Study on Construction Accounting
in Korea, The Hanyang journal of economic studies, 17(1),
19%

[71 DLKIM, KS.LIM, The Effectiveness of Ownership
Structure on the Financial Performance of Construction
and Manufacture Industries, Journal of the Korea
Academia - Industrial cooperation Society, 12(7), 2011.

[8] HSKANG, WHLEE, JY.JOO, Business Investment
Valuation, Hongmoonsa, 2005.

[9] R. Hayes, W. Abernathy. Managing our way to economic
decline, Harvard Business Review, 58(4), 1980.

[10] J. Hodder, H. Riggs, Pitfalls in evaluating risky projects,
Harvard Business Review, 63(1), 1985.

[11] C. F. Sirmans, Research on discounted: Cash flow models,
Real Estate Finance, 13(-), 1997.

[12] Thomas E. Copeland, Philip T. Keenan, How much is
flexibility worth?, The Mckinsey Quartly, —(2), 1998.
[13] Timothy A. Luehrman, Strategy as a portfolio of Real

Option, Harvard Business Review, 76(-), 1998.

[14] Thomas E. Copeland, Tim Koller and Jack Murrin,
Valuation Measuring and Managing the Value of
Companies, John Willey & Sons, 2000,

[15] S.Y.OH, Study on Valuation Methodologies for Venture
Companies, Konkuk University, 2000.

[16] MLHNO, A Comparison for Evaluation of Firm by DCF,
FCF & ROV models : Focused on S Film Making Firm,
Hoseo University Master’s degree, 2005.

[17] Shannon Prett, Robert F. Reilly and Robert P. Schweihs,
Valuing Small Businesses and Professional Practices,
Mcgraw—Hill. 1998,

[18] J.O.KIM, (An) Empirical Study on the Rational Pricing of
Venture Business by ROV, Hoseo University Doctor’s
degree, 2001

[191  Damodaran  Aswath,
Kyungmoonsa, 2005

[20] YHLEE, SHJEONG, A Study on Valuation of Food
Service related Company: ROV and DCF model of Listed

Investment Valuation,

4872

Company, Korea Tourism Research Association, 22(2),
2008.

[21] JSKU, A Study on the Spread Effects of the Local
Construction Industry on the Local Economy, Yonsei
University Master's degree, 2009.

[22] C.W.Choi, The Economic Impacts of Large Scale National
Construction Project, Dankook University Doctor’s degree,
2011.

[23] CHLHONG, SHKIM, Term Performance of Workout on
Large Business Group in Korea : A Case of Daewoo
Group, Institute of Educational Management, 41(-), 2006

[24] EGKWON, M.CKIM and H.CLEE, Measuring to Relax
Financial Constraints of Construction Firm to Strengthen
their Competition in the Industry, Korea Research
Institute for Human Settlements, 20(-), 1993.

[25] GO.JEONG, DHKIM, An Evaluation of Venture
Business by DCF and ROV, Korea Securities Association,
2002.

[26] J.S.KIM. G.JKWON, The Value Relevance of Technology
Innovation Activity Based on Black-Scholes Option
Pricing  Model, Korea
Association, 36(-), 2011.

[27] B.CJU, A Valuation of KOSDAQ Ventures using Real
Option, Journal of Industrial Economics and Business,
24(2), 2011.

[28] GHEKIM, Valuation of workout firms considering
characteristics of the construction industry, Hanyang

International ~ Accounting

University Master's degree, 2013

3|(Gu-Hoi Kim)

o
4

e 200119 29 : A7|djstu A5}
N ZEAL

020139 2¢ @ ghFojsta EA et
(T F-3HAAY

*2013d 29 ~ @A ¢ Rt
LA EH WAL



AR EAe 13T YARR7IYY 7FAE 7} ¢ Black - Scholes BEE FHOE

H F =(You-Ho Won) [R5 2]

©2008 84 : AUt EAA
SHH(I=A A 2 3

02011 29 @ FHFistal Aot
A(EAF3AAY

e20121d 39 ~ A : Yt
EAEH HAbER

<A
EAAE, =AA, dERA, A st
O] Z H(Joo-Hyung Lee) [g=18]

019799 29 © ot A% 5
(AZF3A

*19839 59 1 ¥ =t vlet
AEAAG A
e19854 69 1 ¥ mavsta vle)

A=A A8 st

019864 3% ~ @A ¢ Fetm
IREE D

<TAER>
EAA, =TS FEAE

4873



