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Effects of the contingent liabilities caused by project financing on financial status of the
Korean construction firms

Kang, Namhui', Kim, Hyunjoong®, Choi, Jachyun®

Department of Architectural Engineering, Korea University of Technology and Education

Abstract : Project Financing (PF) is a financing method, executed based upon the projected profitability from a project
itself instead of relying on the credit rating of project sponsors or any type of collateral, However, most financial
institutions of Korea lacks the long term profitability assessment capability, and they prefer to acquire credit
reinforcement from the construction companies in the form of the guarantor or debt argument commitments, As a
result, PF contingent liabilities as an indirect debt, are burdened to the construction companies, Even though the PF
contingent liabilities are not supposed to be part of the financial statements, they became a mandatory disclosure items
since 2009, In this study, PF contingent liabilities were studied to indicate how they were correlated with construction
firms’ financial ratios. Construction firms were grouped by their credit rating and each group was compared in order
to analyze PF contingent liabilities’ impact on the financial condition of the company in terms of liquidity, liability, and
stability,
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Fig. 1. Trend of PF delinquency rate from real estate banknotes
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Table 1. The type of financial ratios

Financial indicator Financial ratio
Liquidity Current ratio, Quick ratio
Stability Debt ratio, Times interest earned, Fixed asset ratio
L Return on asset, Ratio of operating profit to net
Profitability . ) )
sales, Gross—margin ratio, Net equity
o Total asset turnover, Receivables turnover,
Activity
Inventory turnover
Growth rate of sales, Growth of operating profit,
Growth ) ;
Growth rate of equity ratio
. Ratio of gross value added to sales, Productivity of
Productivity -
labor, Productivity of asset
Ratios for ordinar
v Price earning ratio, Price book value ratio
Shares
Ratios for distribution Pay—out ratio, Dividend yield ratio
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Table 2. Classification of construction firms

Credit ratings |[Number of Firms |Company name
A 9 A1, A2, A3, A4, A5, AB, A7, A8, A9
B 6 B1, B2, B3, B4, B5, B6
C 5 C1, C2, C3, C4, C5
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Table 3. Financial ratio equation

Financial ratio
Current ratio
Debt ratio
Return on asset
Ratio of operating profit
to net sales

Financial ratio equation (%)
(Current Asset / Current Liability) * 100
(Total Debt / Total Equity) * 100
(Net Income / Total Asset) * 100

(Operating Profit / Sales) * 100
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Table 4. Pearson’s correlation coefficient (R-value)

Range of values of R Relation
-1.0<R<-0.7 strong negative linear relation
-0.3<R<-0.7 obvious negative linear relation
-0.1<R<-0.3 weak negative linear relation
-0.1<R<+0.1 negligible linear relation
+0.1 <R <+0.3 weak positive linear relation
+0.3<R<+0.7 obvious positive linear relation
+0.7<R<+1.0 strong positive linear relation
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Fig. 2. PF debt amount by group
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Fig. 3. PF debt ratio compared to equity capital by group
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Fig. 7. Ratio of operating profit to net sales(ROP) by group

Table 5. Status of financial ratio and PF debt ratio

(Unit : %)

Group Year CR DR ROA ROP [PIF
2008 152 161 3 8 94

2009 172 152 2 6 107

A 2010 148 152 1 5 94
2011 156 156 2 5 64

2012 166 158 2 4 52

2013 171 189 -1 0 53

2008 154 213 3 5 204

2009 137 234 2 4 151

2010 137 271 0 3 101

B 2011 139 289 0 0 56
2012 122 344 -3 -1 51

2013 121 292 -3 1 44

2008 97 272 0 3 189

2009 85 232 1 2 151

2010 91 241 -1 2 197

© 2011 75 509 =7 -3 266

2012 84 473 -37 —26 330

2013 74 618 -9 -18 373
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Table 6. Pearson’s correlation coefficient of PF debt ratio and
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Fig. 6. Return on assets(ROA) by group
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financial ratio

Group | COmPaAY | og DR ROA ROP
name
Al 0.36% | —0.50+ 0.47+ 0.32+
A2 ~0.95%+ 0.66% | 0.85% 0.36+
A3 0.10 0.37+ 0.42% | 0.88%
Ad 0.74% | 0.71%% 037+ | 0.71%
A A5 —045+ | -018 0.01 ~0.06
A6 ~0.63« | —0.35+ 0.52+ 0.53+
A7 0.61+ 021 | —0.83%+ | —0.84x
A8 —0.75%+ 0.29 015 0.34+
A9 —0.77%% | —0.84% 0.10 0.68+




B1 —0.62+ 0.71%= 0.55% 0.44+
B2 —0.53+ 0.10 0.05 0.60*
B3 —0.84x%= 0.81x= 0.63* 0.87x*
® B4 —0.81%= —0.58+* —0.56% | —0.74%*
B5 —0.62+ —0.08 —0.42+ 0.31=
B6 —0.99%= 0.89x* 0.77#x 0.82x*
C1 —0.73%= 0.87*x | —0.96%* | —0.86%=*
Cc2 —-0.10 —-0.18 0.25 0.15
C C3 —-0.06 0.93%= —0.47+ —-0.05
C4 -0.12 0.87x* —0.56% | —0.70%*
C5 0.05 —0.55+ —0.42+ —-0.15

**.strong positive and negative relation,
*.obvious positive and negative relation
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Table 7. Linear relationship between the PF dept ratio and financial

ratio
Financial ’ Number of ’
. Relation Corresponding company
ratio company
* %+ 0 —
P; o+ 3 A1, Ad, A7
CR *k— 7 A2, A8, A9, B3, B4, B6, C1
*— 5 A5, A6, B1, B2, B5
*%+ 7 A4, B1, B3, B6, C1, C3, C4
PR “+ 2 A2, A3
&
DR *k— 1 A9
*— 4 Al, A6, B4, C5
*%+ 2 A2, B6
P&H t 6 A1, A3, Ad, AG, B1, B3
ROA *ok— 2 A7, C1
*— 5 B4, B5, C3, C4, C5
*%+ 4 A3, A4, B3, B6
P; + 8 A1, A2, AB, A8, A9, B1, B2, B5
ROP *k— 4 A7, B4, C1, C4
*— 0 —

**+ ! strong positive linear relation, =+ : obvious positive linear relation
**— ! strong negative linear relation, *— : obvious negative linear relation

Table 8. Linear relationship between the construction company
group’s PF dept ratio and financial ratio

Group Financial ratio Positive relation
CR
DR

ROA

ROP
CR
DR

ROA

ROP
CR
DR

ROA

ROP

Negative relation
5

3
1
1
6
1

O O W Ol W W o|juol O W Ww

2
1
1
1
4
2

Table 9. Relation between PF dept ratio and financial ratio

Group Relationship
A PF o i ROA, ROP
B PF o & DR, ROP
c PF o DR, Rlﬁ
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