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Message from the Governor

Uncertainty loomed in the financial markets in 2018 as a result of a mix of
unfavorable internal and external factors that ranged from interest rate hikes
in the U.S., trade standoff between China and the U.S., and emerging market
distresses to household debt. While contributing to the stability of the financial
system with prudential soundness supervision, we focused our efforts on
strengthening consumer protection, encouraging more rational and consistent
business management from financial firms, and innovating the financial
supervision process.
Throughout 2018, we endeavored to keep the financial system stable and
financial markets orderly. So, in addition to stepped-up monitoring of potential
risks at home and abroad, we worked to improve lending institutions’
consumer loan application review processes to help ensure the safety and
soundness of household debt and loans to self-employed small business
owners. We also sought to contribute to effective restructuring of distressed
debtor companies and lend a helping hand when necessary. With regard to
enforcement, we acted aggressively against accounting fraud, unfair securities
trading, and other illegal activities to protect the integrity of the markets and
ratcheted up our responses to financial crimes targeting ordinary citizens.
We also strived for pro-consumer financial supervision. As we worked to
bring about equitable resolution of consumer-financial firm disputes involving
cancer insurance and immediate annuity products, we aggressively sought out
improper and unsound business practices of financial firms to minimize harm
on consumers. In addition, we endeavored to promote pro-consumer culture in
the financial industry by disclosing assessment of financial firms on consumer
protection. Efforts to close information gap between consumers and financial
firms intensified in 2018 through FINE, our consumer information web portal.
Another major goal for us in 2018 was to help financial firms continually
improve their business transparency and consistency while encouraging
innovation. In this endeavor, we sought to bring about significant improvement
in financial firms’ internal control practices. We also worked to eliminate
discriminatory supervisory barriers across financial sectors with the goal
of providing a fair, level-playing field for all. In addition, we fine-tuned our
prudential standards to help channel more investor capital into productive real
economic activity and implemented regulatory sandbox and designated agents
for service outsourcing to help invigorate innovation in the financial services
industry.
Lastly, we carried on with our own reform drive to make sure our financial
supervision measures up to the public’s demands and expectations. We
have been faithfully executing the reform initiatives in three key areas that
we announced in 2017―financial supervision, examination, and sanctions;
consumer rights and interests; and human resources management and
organization culture―and we are implementing additional reform initiatives we
have since identified in support of productive real economic activity.
This annual report is an easy-to-read summary of our financial supervision
endeavors in 2018. We hope you find it informative in gaining a better
understanding of Korea’s financial services industry and financial supervision.
We look forward to your continued interest in our work at the Financial
Supervisory Service.

Suk Heun Yoon
Governor
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organization
The Financial Supervisory Service (FSS) is Korea’s integrated supervisory authority responsible
for the safety and soundness of financial services firms including banks, financial investment
services providers, insurance companies, and nonbank financial firms. The FSS performs
its responsibilities primarily through safety and soundness examination and supervision of
financial services firms. In addition, the FSS investigates unlawful capital market activities and
enforces securities laws and regulations. In respect of consumer protection, the FSS works to
deter deceptive and abusive business practices of financial services firms and intermediaries,
mediates complaints that consumers file against financial services firms, and provides
consumer financial literacy, counseling, and education services.
Establishment

The FSS was established on January 2, 1999, as Korea’s integrated supervisory authority
pursuant to article 24 of the Act on the Establishment of the Financial Supervisory
Organizations (renamed the Act on the Establishment of Financial Services Commission in
2008) that the National Assembly passed on December 31, 1997. Prior to the integration,
financial supervision was divided among four authorities that separately oversaw bank,
insurance, securities, and nonbank sectors: the Office of Bank Supervision, the Securities
Supervisory Board, the Insurance Supervisory Board, and the Nonbank Deposit Insurance
Corporation.
Mission

The FSS is created as a specially legislated quasi-government supervisory authority with the
mission to maintain sound credit order, ensure fair financial transaction practices, and protect
consumers.
Management

The FSS is headed by the governor, the most senior officer. Under the law, up to four senior
deputy governors and nine deputy governors, the second and the third highest-ranking
officers, respectively, may be appointed under the governor. The chief executive auditor is
the officer responsible for compliance and internal audit. The governor is appointed by the
president with the recommendation of the chairman of the Financial Services Commission
(FSC). The governor, the senior deputy governors, and the deputy governors each serve a
three-year term, which may be renewed once.
Organization Structure

The FSS is organized along 60 departments (as of the end of 2018). In addition to its
headquarters in Seoul, the FSS maintains 11 regional offices nationwide and eight overseas
offices. The total number of employees at the end of 2018 was 1,961.
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Table 1.1
FSS Supervision Divisions and Departments
Planning and Management Division
Planning and Coordination
Department

•Administration, operation, and planning;
•Organization and budget management;
•Organizational innovation;
•External affairs;

General Affairs Department

•Employee payroll, benefits, and welfare;
•Accounting and settlement;
•Property and equipment management;

Public Affairs Office

•Press releases and media relations;
•Public affairs and communications;

Human Resources
Development Office

•Human resources management and planning;

Human Resources Education •Planning and development of training programs for FSS employees;
Office
IT Strategy Office

•Development and operation of information system for financial supervision;
•Internal information protection and security;

Secretary Office

•Protocols and arrangements for the Governor and the senior management;

Security Planning Office

•Development and coordination of contingency plans;

Strategic Supervision Division
Supervision Coordination
Department
Enforcement Review
Department
International Cooperation
Department

Legal Affairs Department

Credit Information and
Rating Office

Anti-Money Laundering
Office
Pension Supervision Office

Financial Group Supervision
Office
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•Supervision and examination coordination and planning;
•Improvement of industry practices;
•Examination quality control;
•Review of examination, audit, and investigation findings;
•Establishment and amendment of criteria for sanctions;
•Operational management of the Sanctions Committee;
•Representation in global standard setting, multilateral regulatory organizations;
•Monitoring of changes in global standards and support for alignment of
global standards with domestic rules;
•International affairs and cross-border cooperation;
•Information exchange with foreign supervisory authorities;
•Internal legal counseling and advisory;
•Administration of FSS litigations;
•Planning and coordination of supervisory rules and regulation reviews;
•Planning of credit information management system and debt collection framework;
•Supervision and examination of credit information providers and credit rating services
providers;
•Credit information protection;
•System planning and international cooperation relating to anti-money laundering and
real name financial transactions;
•Examination of money laundering cases;
•Planning and coordination of retirement pension and tax-qualified pension savings
systems;
•Registration of retirement pensions, review of pension products and establishment of
disclosure rules;
•Supervision and examination of retirement pension and tax-qualified pension savings;
•Licensing and authorization for financial holding companies;
•Establishment of supervisory guidance standards and business analysis;
•Comprehensive management of financial soundness of non-holding financial companies;

Financial Supervisory Service 2018

Under Direct Control of First Senior Deputy Governor
IT and Fintech Strategy
Department

•Supervision and examination of IT and electronic finance;
•Response to irregularities in the IT sector;

Fintech Support Office

•Licensing and authorization for electronic financial services providers;
•Consulting and advisory services for fintech firms;
•Regtech support;
•Cryptocurrency and blockchain-related research and cooperation;
•Supervision of P2P operators;

Financial Supervision
Research Center

•Finance-related research and cooperation with outside research institutions;
•Mid-to long-term macroeconomic projections and financial markets forecasting;
•Setting of supervisory directions for macroeconomic and financial market changes;
•Real-time monitoring and analysis of domestic and global financial markets;

Financial Hub Korea

•Support for inbound foreign financial firms and outbound domestic financial firms;
•Guidance and support for foreign financial firms;

Bank Division
Bank Supervision
Department

•Authorization and approval of bank businesses;
•Prudential and conduct supervision and review of product contract provisions;
•Analysis of household credit;

Bank Examination
Department 1

•Safety and soundness examination and enforcement actions on national banks and
internet banks;
•Management analysis, off-site monitoring, management consulting for national banks;

Bank Examination
Department 2

•Safety and soundness examination and enforcement actions on specialized banks,
foreign bank branches, and regional banks;
•Management analysis, off-site monitoring, management consulting for specialized
banks, foreign bank branches, and regional banks;

Foreign Exchange
Supervision Department

•Supervision of foreign currency asset-liability management financial services firms;
•Examination of illegal foreign currency transactions;
•Registration and supervision of small-sized cross-border remittance services providers;

Credit Supervision
Department

•Safety and soundness oversight of heavily indebted business groups;
•Management of credit extension restrictions, credit risks;
•Planning and oversight corporate restructuring;

Bank Risk Office

•Introduction of global bank regulations into Korea;
•ICAAP for banks and bank holding companies;
•Approval of internal models, risk assessment, stress testing;

Nonbank Division
Mutual Savings Bank
Department

•Authorization and approval of mutual savings banks;
•Prudential and conduct supervision;
•Mutual savings bank management analysis including fit and proper test;

Credit Finance Supervision
Department

•Prudential and conduct supervision of specialized credit finance companies;
•Review of product contract provisions, credit card fees for merchant;
•Registration and supervision of moneylenders and value-added network (VAN) operators;

Cooperative Finance
Supervision Office

•Authorization/approval of credit unions and mutual credit cooperatives;
•Prudential and conduct supervision;

Mutual Savings Bank
Examination Department

•Examination of mutual savings banks;
•Management analysis, off-site monitoring;

Credit Finance Examination
Department

•Examination of specialized credit finance companies, moneylenders, VAN operators;
•Management analysis, off-site monitoring;

Cooperative Finance
Examination Department

•Examination of credit unions and mutual credit cooperatives;
•Management analysis, off-site monitoring;

5

2018 Annual Report

Financial Investment Services Division
Capital Market Supervision
Department

•Authorization and approval of financial investment services providers;
•Prudential and conduct supervision;
•Monitoring of securities markets and related system;
•Supervision of derivatives products including derivatives-linked securities;

Asset Management
Supervision Department

•Authorization and approval of collective investment scheme operators;
•Regulatory planning, registration, application review, conduct supervision for
publicly or and privately offered funds;
•Supervision of asset management firms and trust services providers;

Financial Investment
Examination Department

•Off-site monitoring and on-site examination of financial investment services providers;

Asset Management
Examination Department

•Off-site monitoring and on-site examination of asset management companies;

Corporate Disclosure and Capital Market Investigation Division
Corporate Disclosure
Department

•Analysis and management of disclosures from listed companies;
•Review of business (quarterly, semiannual) reports from listed companies;
•Operation of electronic disclosure system;
•Supervisory frameworks for securities issuance, stock ownership disclosure, and
structured products;

Disclosure Review Office

•Supervisory review of securities filings including investment prospectus and
registration statements;

Capital Market Investigation
Planning Department

•Monitoring of capital markets and handling of tips on unfair securities trading;
•Capital market enforcement and compliance;

Capital Market Investigation
Department

•Examination of unfair trading in capital markets;

Special Investigation
Department

•Thematic and Governor-directed investigation of unfair securities trading;
•Enforcement actions based on investigation findings;

Accounting Division
Audit Review Department

•Accounting supervisory framework and audit review policy framework planning;
•Auditor quality control;
•Supervisory review of audited financial filings from publicly traded companies;

Corporate Accounting
Administration Department

•Accounting and audit framework, accounting standards, internal accounting frameworkrelated planning and review;
•Management of CPA tests;
•Designation and appointment of auditors;

Audit Inspection Department •Supervisory review of audit reports and compliance;
•Investigation of violation of non-listed companies’ pre-audit financial statement
•submission obligation;
•Response to tips on accounting fraud;
Special Audit Inspection
Office

•Information collection and off-site monitoring dedicated to potential accounting fraud of
companies required to submit business reports to the FSS;
•Thematic audit review and enforcement;

Insurance Division
Insurance Supervision
Department
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•Authorization and approval of insurance business;
•Prudential and conduct supervision;
•Supervision and update of measures concerning auto insurance, suretyship, quasiinsurance products;
•Oversight of insurance-related tests and registration;
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Insurance Products Review
Department

•Review of insurance products and disclosure enforcement;
•Planning and standard-setting for actuarial and technical provisioning policies;

Life Insurance Examination
Department

•Safety and soundness examination of life insurance companies;
•Management analysis, off-site monitoring;

Nonlife Insurance
Examination Department

•Safety and soundness examination of nonlife insurance companies;
•Management analysis, off-site monitoring;

Insurance Business
Examination Office

•Examination of insurance solicitors, agencies, and brokers;

Insurance Risk Office

•Risk-based supervision framework planning;
•New solvency regime (“K-ICS”);
•Adoption of global accounting standards related to insurance contracts;

Financial Consumer Protection Bureau
Financial Consumer
Protection Department

•Planning and implementation of consumer protection initiatives;
•Administration and analysis of consumer complaints;
•Consumer protection assessment;

Dispute Settlement
Department 1

•Settlement of complaints and disputes between insurance companies and consumers;
•Support for and operation of the financial dispute settlement committee;

Dispute Settlement
Department 2

•Settlement of disputes between financial institutions other than insurance companies
and consumers;
•Support for and operation of the financial dispute settlement committee;

Illegal Finance Monitoring
Department

•Private finance monitoring and response;
•Awareness campaign and consumer redress for electronic financial fraud;
•Operation of the center for reporting private finance;

Financial Education
Department

•Planning, operation, and development of financial education programs;
•Lectures on finance;

Insurance Investigation
Office

•Insurance fraud inspection;
•Coordination and cooperation with related organizations;
•Formulation of preventive measures for insurance fraud;

Micro-credit and Small
Businesses Support Office

•Planning and guidance on financial support for low-income families, small-sized
enterprises, micro-credit business owners;

Internal Audit
Internal Audit Office

•Internal audit of the overall operation of the FSS;
•Assessment of adequacy of internal controls;
•Coordination of audit by external auditors such as the Board of Audit and Inspection;

Internal Inspection Office

•Inspection of matters relating to FSS employees’ duties;
•Update of integrity and anti-corruption policies;
•Operation of the center for reporting unreasonable practices and irregularities of FSS
supervisors or financial firm employees;

Regional and Representative Offices
Regional Office

•Examination of financial institutions and branches operating within the region;
•Administration of consumer complaints within the region;
•Consumer protection education;

Representative Office

•Liaison and cooperation with local financial authorities;
•Support of domestic financial institutions’ expansion into local markets;
•Monitoring of local financial markets;
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Figure 1.1
Organizational Chart
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Change and Innovation Initiatives
Effective Organizational Structure

The FSS fine-tuned its organizational structure in January 2018 in response to calls for
organizational innovation and stronger consumer protection as well as new demand for
financial supervision. In an effort to better balance prudential and conduct supervision
while achieving financial stability and consumer protection objectives, the FSS introduced a
system intended to coordinate prudential and conduct supervision functions. Under the new
system, the senior deputy governor in charge of bank and nonbank supervision takes over
responsibility for the oversight and coordination of prudential supervision and examination
functions across the financial sectors while the senior deputy governor in charge of capital
market supervision assumes responsibility for the oversight and coordination of conduct
supervision and examination functions across the financial sectors. A coordinating meeting of
senior deputy governors was also set up to help them discuss and coordinate differences of
opinion.
The FSS restructured the Financial Consumer Protection Bureau (FCPB) to provide more
comprehensive and effective protection to financial consumers. The complaint and branch
examination functions of the FCPB were transferred to the examination department of each
sector, enabling the FCPB to focus on ex-post protection through the administration of
consumer complaints and disputes. The insurance examination and supervision departments
were placed under the FCPB in a bid to facilitate coordination and help reduce complaints
stemming from the insurance sector.
In order to meet new supervision demands resulting from evolving financial landscapes such
as increasing financial convergence, the FSS expanded function-based units responsible for
supervision and examination functions across the individual financial sectors. As a result
of the expansion, one research center and three offices were newly created: the Financial
Supervision Research Center, the Financial Group Supervision Office, the Fintech Support
Office, and the Anti-Money Laundering Office.
The FSS merged prudential and compliance examination departments for the bank,
financial investment, and insurance sectors in order to increase the efficiency of supervisory
examination and help reduce the burden of financial institutions subject to examination. The
Financial Reform Department and the Financial Market Analysis Department were terminated.
In total, two departments and 16 teams were reorganized in 2018.
Responsive Supervision

Efforts to change and innovate from within continued in 2018. Since its formation in 2012, the
Financial Supervision Advisory Committee hosted seminars to garner opinions from market
experts with the goal of helping the FSS perform more balanced financial supervision. The FSS
further promoted meetings between the management and the staff for discussions on wideranging issues and foster a healthy organizational culture.
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Listening to Consumers

The FSS and the FSC continued to work proactively in order to identify and resolve difficulties
financial institutions faced through a dedicated team that the two authorities had jointly set
up as part of the financial sector reform in March 2015. The following year, the dedicated
team started to seek views from consumers and small- and medium-sized enterprises (SME)
in addition to financial firms in order to ensure meaningful input from diverse groups and
effective implementation of the financial sector reform. In 2018, the team made a total of
2,329 visits to financial institutions and responded to 5,220 out of 7,820 calls for rule changes
and improvement in business conduct.
Paving the Way for More Practical Supervision Research

In February, the FSS expanded the Macroprudential Supervision Department into the Financial
Supervision Research Center and created a big data analysis team and a financial behavior
research team under it to support financial supervision with more rigorous academic analysis.
In November, the FSS developed, together with financial institutions and IT firms, an algorithm
aimed at preventing electronic financial fraud utilizing big data and artificial intelligence. The
same month, the FSS conducted a pilot test to explore ways to apply artificial intelligence
technology to reviewing fund contract terms and conditions. Utilizing behavioral economic
theories, the FSS also researched ways to nudge pension plan participants to better manage
their pension plans and took research results into account in developing a standard template
for pension plan description.
The FSS published two academic papers on recent financial supervision issues and conducted
five joint research projects on selective issues as part of the ongoing effort to improve
institutional research capacity and cooperation with the academia. In addition, the FSS issued
Financial Supervision Research, a scholarly journal on financial supervision, in April and
October with the goal of providing academic and practical research on financial supervision
and fostering theoretical discussions. As demonstrated by the National Research Foundation of
Korea’s selection of the journal as its candidate academic journal in August 2017, the quality
of the submitted papers improved significantly, and efforts to help the journal’s selection as
the foundation’s journal continued.
In November, the FSS hosted an international symposium under the theme “Finance of
the Future, New Financial Supervision” with financial regulators from around the world
and participants from leading global technology firms. Participants discussed the impact
of technological innovations on the financial industry and emerging financial supervision
approaches and shared their expertise and insight on the future of financial supervision.
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SUPERVISION INNOVATION INITIATIVES
To help restore public trust and perform more consumer-focused financial supervision,
the FSS has been working on supervision innovations in two key areas since 2017:
(i) financial supervision, inspection, and sanctions process; and (ii) strengthening
consumer rights and interests.
1. Innovation in Financial Supervision, Inspection, and Sanctions Process

The FSS set up a task force to redesign the financial supervision and inspection
system as well as the disciplinary process with an eye to reducing compliance burden
on financial companies and better protecting consumers. To that end, the task force,
comprised of outside experts, set three key goals and came up with innovation
measures for financial supervision, inspection, and sanctions process.
Reducing the Burden on Financial Firms through Effective Supervision and Inspection
A working group dedicated to handling a review of asset management registration
was created as part of an effort to facilitate the review process. In order to identify
and improve shadow regulatory practices, the FSS also looked into the effectiveness
of the classification of official documents such as administrative guidance. In addition,
the FSS fine-tuned the supervisory review of financial instruments’ contract provisions
from ex ante review to ex-post reporting. To ensure fairness and effectiveness
in financial supervision, the FSS released a code of conduct to be observed by
supervisors when they discharge their official duties.
The FSS issued an examiner guideline on requesting data from financial institutions to
help reduce repetitive submission of documents for examination. It also established
examination directions for each sector including examination priorities for the year.
At the same time, the FSS excluded some examination findings such as voluntary
actions recommended to financial institutions from the Sanctions Committee’s agenda
in order to expedite the sanctions process and minimize inconvenience resulting from
prolonged review and administration of examination findings. To further alleviate
compliance burden on financial institutions, the FSS took on-site action for minor
noncompliance matters and proposed that the FSC reduce the amount of monetary
penalties for them. The FSS also categorized matters that were repeatedly pointed
out during examination and distributed them to financial firms to help prevent similar
violations.
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Protecting Consumer Rights and Interests through Fair Examinations and Sanctions
In April, the Sanctions Committee adopted an adversarial process as recommended
by the task force with the goal of ensuring the rights of individuals who appear before
the committee sanctions and improving the fairness and reliability of the disciplinary
process. In addition, a Sanctions Committee protection officer system was newly
created in January. Under the system, a protection officer listens to the explanations
provided by a financial firm or a financial firm employee, reviews their relevance and
validity, and speaks for the firm or the employee before the Sanctions Committee. An
outside expert from the Anti-Corruption and Civil Rights Commission was appointed
for the position. Other suggestions the task force had put forth in 2017 were
implemented as well.
Strengthening Supervision and Inspection for Enhanced Consumer Rights and
Interests
The FSS conducted more intense thematic reviews of financial firms’ malpractices.
It also examined financial companies’ risk management practices and internal
controls. At the same time, financial firms established their own self-regulatory risk
management systems so that risk-based inspection processes can take hold.
In addition, the FSS stepped up ongoing monitoring of financial firms’ business
conduct and announced a list of vulnerable financial firms to prevent potential harm
to consumers. Efforts were also undertaken to promote the consumer risk manager
system, and incentives were provided to financial firms with outstanding internal
controls.
2. Strengthening Consumer Rights and Interests

Although 20 major financial reform measures have been carried out since 2015,
criticisms have persisted against financial firms’ business practices that put profits and
growth ahead of consumer rights. To help restore public trust with enhanced consumer
rights and interests, the FSS established in 2017 an advisory committee comprised
of 13 outside experts. Following in-depth three-month discussions, the advisory
committee set three core objectives: strengthening remedial action, strengthening
consumer protection, and improving infrastructure to close the financial information
gap and improve consumer convenience. The committee went on to suggest detailed
tasks for each objective. The following is a progress report on the objectives.
Ex-post Consumer Protection: Strengthened Remedial Action
The advisory committee proposed measures to expeditiously deal with consumer harm
while helping consumers receive fairer treatment.
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In line with the measures, the FSS strengthened the level of examination and sanction
for financial institutions that harm consumers in large numbers. It also instituted an
expert committee with the goal of improving the quality of dispute mediation services.
An ad-hoc briefing system was also introduced. Under the system, details of major
resolutions of the Financial Dispute Settlement Committee are communicated to the
public on an ad-hoc basis. In addition, the FSS extensively examined the propriety
of some insurance claim adjustment practices that had resulted in a large number of
consumer complaints.
Stronger Ex-ante Consumer Protection
The advisory committee recommended measures intended to help prevent consumer
harm caused by financial companies’ incorrect or misleading explanation about
financial instruments or unfair pricing systems.
As recommended by the committee, the FSS established telemarketing guidelines that
require consistent speed and tone of speech during product explanation and prohibit
introduction of outlier events with extremely high payouts but a low number of
records. The FSS also expanded the scope of financial institutions subject to mystery
shopping in an effort to prevent mis-selling. It also required moneylenders to draw up
and distribute a product prospectus to ensure sound business conduct. The guidelines
on pricing of interest rates were released for loans charging interest rates much
higher than market rates such as credit card loans. Other recommendations were
implemented such as clear explanation on products of which interest rates cannot be
lowered even after a consumer request for reduced interest rate considering improved
credit scores.
Improving Infrastructure to Close the Financial Information Gap and Enhance
Convenience
The advisory committee recommended measures to improve consumer convenience
by setting up systems designed to help consumers make an informed decision and
exercise their rights.
As part of the measures, financial institutions introduced a service that informs
consumers of any unfavorable change in the terms and conditions of financial services
such as an increase in fees or interest rates. They also launched an “easy payment
system” through which consumers can use credit card information they store on
websites in advance to make a payment with a simple click. Mutual savings banks
provided lending rate comparison information by marketing channel and strengthened
notification to borrowers in case they sell their loans to other financial institutions. For
its part, the FSS reviewed disclosure filings and took enforcement action in case of
false information.
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BETTER COORDIANTION OF PRUDENTIAL AND CONDUCT SUPERVISION
FUNCTIONS
In 2018, the FSS instituted a framework for coordinating prudential and conduct
supervision functions across the financial sectors in order to address regulatory
arbitrage between the sectors as well as imbalance between prudential and conduct
supervision functions. Under a matrix organizational structure, the senior deputy
governor in charge of bank and nonbank supervision and the senior deputy governor
in charge of capital market supervision took over responsibilities for coordinating
prudential supervision functions and conduct supervision functions, respectively.
Two teams, each responsible for coordination of prudential supervision and conduct
supervision, were created under the senior deputy governors. A consultative meeting
of senior deputy governors to be presided by the first senior deputy governor was also
set up to help them discuss cross-sectoral supervisory issues and resolve outstanding
supervision issues. Nine meetings with senior deputy governors were held from April
to December for discussions on wide-ranging issues including examination of trust
funds and comprehensive measures for real estate shadow banking.
1. Coordinated Examination of Trust Funds

In response to growing trust fund sales, four examination departments came together
to conduct a joint examination of trust funds across the financial sectors from August
to September. Eight financial firms from the bank, securities, and insurance sectors
were selected for the examination. The joint examination found a number of improper
business practices such as the sale of high-risk specified money trust to investors with
preference for low risk investment without appropriate explanation and management
of trust funds against the investment strategies or instructions of investors.
Table 1.2
Trust Accounts’ Assets under Management by Sector
(KRW, trillions)

Bank
Securities
Insurance
Total

2018

2017

2016

2015

2014

435
209
23
667

377
203
17
597

356
192
12
560

288
167
7
462

261
156
3
420

2. Comprehensive Measures for Real Estate Shadow Banking

Comprehensive measures aimed at real estate shadow banking were drawn up in a bid
to prevent systemic risks stemming from real estate markets. The measures included
establishment of a systematic database and stepped-up monitoring and management
of real estate exposures in aggregate including credit extensions by securities firms,
project finance, funds, and trusts. As part of a proactive effort to tighten supervision
of real estate-related project finance, the FSS reviewed prudential regulations and
management systems for real estate-related project finance across the financial
sectors.
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3. Response to Growth of Loans to Self-employed Business Owners

Lending to self-employed business owners grew significantly in the nonbank sector in
2018. The growth prompted the FSS to evaluate the current status of self-employed
business loans across all sectors and conduct a review of the regulatory framework
currently in place. Following the review, the FSS issued measures to supervise
lenders’ regulatory arbitrage (e.g., circumventing household debt regulations). The
loan application screening guidelines for self-employed business loans took effect
for nonbank lenders in addition to banks. New standards for post-loan origination
management were also established or revised across the financial sectors in order
to prevent misuse of small business lending. FSS supervisors also conducted on-site
monitoring of lending institutions with a focus on their lending practices in relation to
self-employed business loans.
4. More Reasonable Pricing Mechanisms for Lending Rates and Early Withdrawal
Penalties

The FSS probed the processes for determining the lending rates and penalties for
early withdrawal from time deposit and savings accounts in the individual financial
sector. A task force was created to analyze the determinants of lending rates in
each financial sector and compare them between the sectors. The FSS also worked
to identify disadvantages that depositors faced when they made early withdrawals
from time deposit or savings accounts. As a result, comparison of lending rates
that mutual savings banks charged depending on the loan distribution channel was
disclosed in November 2018. Regarding early withdrawal penalty, the net amount of
interest earned was raised in proportion to the length of actual deposit period and the
prescribed interest rates.
5. Change of Prospectus-Related Rules

In an effort to improve the comparability of key information and investors’
understanding of financial investment products and insurance contracts, the FSS
rewrote the rules on prospectus. Under the revised rules, a one-page summary of
key information such as terms and conditions is to be placed on the first page of the
prospectus. The FSS also encouraged financial firms to make use of visually intuitive
and informative presentations to help investors. Looking ahead, the FSS intends to
take steps to establish and revise prospectus templates in the bank and nonbank
sectors.

15

2018 Annual Report

FINANCIAL SUPERVISORY REFORM MEASURES
The FSS set five goals and 17 major tasks for financial supervisory reform in July
to carry out supervision that meets the demands of the public and contribute to
sustained economic growth by ensuring financial stability.
1. Increased Financial Stability

The FSS undertook a set of measures to prevent financial risks from affecting
real economic activities and supervise financial risks in a more systematic and
comprehensive manner. For more effective monitoring of the aggregate amount of
household debt, the FSS established target growth rates for household debt and
monitored the compliance of the lending institutions. The FSS also worked to help the
debt-service ratio (DSR) regime take hold in the market to ensure borrowers’ actual
debt-servicing ability is appropriately considered in lending decisions. Enforcement
of the loan application screening guidelines was expanded to nonbank lending
institutions to ensure a close watch on risks associated with loans extended to selfemployed business owners.
The FSS upgraded its macroprudential stress test model (“STARS-II”) to ensure
consistency and comparability with globally adopted models. It also closely monitored
the impact of external financial risks (e.g., economic situations in emerging markets
and monetary policies in major economies) on domestic markets. In response to the
expiration of the Corporate Restructuring Promotion Act, the FSS took steps to fill
the gaps in the existing workout regime. Such steps included establishment of an
agreement that all financial institutions can join in and the revision of existing creditor
bank agreements.
To introduce global regulatory and supervisory standards such as Basel III and IFRS17
standards, the FSS conducted quantitative impact study and fine-tuned the regulatory
and supervisory frameworks. The guidelines on comprehensive supervision of financial
groups were enforced with the goal of better managing large conglomerate financial
group risk, and as a follow-up to enforcement, the FSS paid a visit to financial groups
and inspected their risk management practices and compliance with the guidelines.
2. Supporting Small Business Owners and Low-Income Families

Throughout the year, the FSS worked to contribute to reducing economic gaps by
strengthening protection of economically disadvantaged families from short-sighted
profit-seeking practices of financial institutions and expanding support for them. The
FSS helped establish a framework for business consulting services for self-employed
business owners in the bank sector so that the difficulties of self-employed business
owners are heard and enhanced consulting services are provided to them.
The FSS also analyzed the characteristics of economically disadvantaged families in
order to come up with support measures that catered to their needs and strengthened
cooperation with related organizations to provide better protection to them. In
addition, new guidelines on financing social enterprises were established to promote
lending and investment into social enterprises. The annual target lending amount of
the New Hope loan program was raised.
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3. More Transparent and Fair Financial Market

The FSS worked to improve the governance and internal control system of financial
institutions, level the playing field, and ensure orderly and investor-centric capital
markets. The FSS looked into financial institutions’ compliance with the Act on
Corporate Governance of Financial Companies and their CEO appointment and
succession planning practices. A task force on the reform of internal control system
was set up to discuss measures to improve financial institutions’ internal controls. The
FSS also worked to help the Best Practice on Recruitment, which had been voluntarily
established by banks, extend to other sectors.
The FSS closely looked into unfair influence of financial institutions on SMEs and new
venture capital firms. A cooperative framework with related organizations was also
built to facilitate information sharing on unlawful internal transactions.
Efforts continued to further promote disclosure of key information that affects
corporate value such as governance and internal control. In addition, the approach to
reviewing disclosures regarding equity ownership was changed from a complete count
to sample inspection of key disclosures. The FSS also improved consistency between
domestic accounting standards for pharmaceutical and biotechnology industries
and international standards. In order to prevent market confusion, the FSS also
strengthened guidance on and supervision of the timing of research and development
cost recognition as assets. The FSS closely monitored large conglomerate business
groups in consideration of market indicators and the characteristics of the industry to
pave the way for fairer and more orderly capital markets.
The FSS decided to formulate measures aimed at promoting relationship banking
to help strengthen the intermediation function of securities firms and facilitate
investment into SMEs and venture capital firms. Regulation of asset management
firms was significantly relaxed to help them develop products and services that better
serve the needs of investors.
4. Enhanced Protection of Consumer Rights and Interests

An integrated and all-encompassing consumer protection framework was established.
Examination of misconduct related to intentional miscalculation of lending rates was
extended to cover all banks. Where such misconduct was identified, remedy was
made available to the borrowers, and sanctions were imposed on the lenders. The FSS
specifically paid close attention to lending practices preying on low-income families
and self-employed small business owners. Revision of the model guidelines on lending
rate is in the works with the goal of creating an environment where competition for
reduced lending rates is stimulated.
With respect to the nonbank sector, the lending practices of mutual savings banks
were disclosed so that borrowers can compare and evaluate lending rates available to
them. The FSS conducted on-site inspections of mutual savings banks and specialized
credit finance companies that had not fully complied with the memorandum of
understanding for the establishment of a mechanism for reasonable lending rate
determination.
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In order to help financial institutions voluntarily improve their business conduct,
the FSS encouraged each financial sector to come up with and adhere to a code
of ethical business conduct. It also strengthened off-site monitoring and on-site
inspection of unfair business practices. In addition, to address consumer protectionrelated regulatory arbitrage, the FSS examined financial investment products such
as specified money trust and equity-linked securities that were sold in all business
sectors and analyzed major consumer protection issues.
The FSS reinforced the roles and capabilities of the Financial Consumer Protection
Bureau to bolster ex post protection of consumers harmed by business malpractice. As
part of the reinforcement, the FSS increased the number of supervisors dedicated to
consumer protection in order to accelerate administration of complaints and disputes.
In addition, the FSS played an active part in settling high-profile complaints and
disputes regarding KIKO options, cancer insurance, and immediate annuities.
The FSS closely looked into the pricing mechanism of retirement pension service
providers to assess whether they charged fees in a fair and reasonable manner. It
also worked to improve their product guidance and explanation practices so that
the characteristics of pension plans could be effectively communicated to potential
participants. The FSS disclosed comparison information of pension plans such as
disclosed rates of return and fees. A standard template for description of a pension
plan was introduced.
The FSS conducted unannounced inspections of debt collection companies as
part of its effort to eradicate illegal debt collection practices. A coordinated intergovernmental action was taken to combat medical insurance fraud.
5. Stronger Financial Supervisory Framework

The FSS laid the foundation for full-scope examination of selected financial institutions
that met certain requirements to help improve the effectiveness of examination
and understand the business conditions of financial institutions in a more holistic
manner. It also instituted the Sanctions Committee protection officer system and the
adversarial process to better protect the rights and interests of financial firms or their
employees facing sanction.
The FSS drew up measures for internal innovation through a task force on
management innovation and expanded the scope of business information (e.g.,
organization, human resources, and budget) to be made public to the level that
other public institutions disclose. Various ways to develop and apply “suptech” or
supervisory technology were explored, and some suptech was adopted for trial.
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Public Affairs and Communications
Public Communications and Services

The FSS worked to improve communications with the general public and help consumers avoid
falling victim to voice phishing, insurance fraud, and other financial scams. It disseminated
200 selected tips for consumers and implemented various policies to strengthen consumers’
rights and convenience. The FSS continued to issue press releases and briefings covering
wide-ranging consumer and financial supervision topics. To facilitate communications with the
news media, the FSS hosted press briefings on an on-going basis and worked to introduce
its supervision and consumer protection activities through various media outlets, online and
offline advertisements, social media, and other public relations channels.
To help consumers obtain useful financial information and financial reform under way,
the FSS produced and released promotional videos through home shopping networks,
outdoor electronic displays, consumer lounge monitors at financial institutions, and other
communication channels. In addition, the FSS engaged in new types of promotional activities
such as product placement and financial exhibitions to publicize financial policies in a more
effective way. The FSS also created radio programs to help raise public awareness of FSS
activities for low-income families and economically disadvantaged groups and worked to
disseminate information useful to consumers. Moreover, a column called “FSS Q&A” was
published 26 times on the Metro, a free newspaper distributed in Seoul subway stations.
The FSS collaborated with government agencies and public organizations on public awareness
campaigns. It worked with major financial industry associations and held public relations
activities on financial sector reform. On the “Policy Briefs” website managed by the Ministry
of Culture, Sports and Tourism and visited by approximately 100,000 readers a day, the FSS
provided financial reform-related information. In partnership with Seoul City, Busan City, and
other organizations, the FSS disseminated video clips with useful information for everyday
life. For effective dissemination and communication of information aimed at foreign investors
and market participants, the FSS provided English translations of major press releases and
distributed them to foreign correspondents and analysts. It also hosted meetings to help
foreign journalists better understand Korea’s financial supervision and major supervision
issues.
The FSS set up official channels and opened accounts in widely used social media such as
Naver, Kakao, and Facebook to help raise public awareness and understanding of financial
supervision and policies. As a result, the FSS was ranked first for three consecutive years in
digital consumer satisfaction among public institutions by the Korea Marketing Association.
In addition, the accumulated number of blog visitors reached 17 million at the end of 2018.
The FSS also released weekly newsletters covering major financial supervision issues and
developments to the general public.
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The FSS also prepared easy-to-understand “Finance Cartoons” on finance literacy and made
them available online. Hard copies of “Finance Cartoons” series, created to improve consumer
understanding of financial topics, were distributed to financial institutions. The FSS also
published “FSS Story” every other month and distributed hard copies to financial institutions
and subscribers. It was made available to FSS website users as well.
Moreover, the FSS encouraged the participation of college students in its public information
services to help create finance-related content of particular interest and relevance to young
consumers.
Public Information Service

The FSS sought to strengthen public oversight of FSS supervision by substantially expanding
the amount of information typically made available to the public. Adhering to the principle of
disclosing as much information as permitted under the Official Information Disclosure Act, the
FSS took steps to expedite information sharing with various organizations through a uniform
process for information request. Through the Financial Statistics Information System (“FISIS”)
website, the FSS expanded the range and scope of market and financial supervision data that
the FSS makes available to the general public. Sharing information and reports that the FSS
receives from financial institutions with relevant authorities for supervision purposes also
continued in 2018.
The FSS incorporated the amended Official Information Disclosure Act and the subordinate
regulations into its information disclosure manual and published an information disclosure
handbook to help raise the public’s understanding of how the FSS administers disclosure
requests. Previously, information users filing a disclosure request with the FSS were required
to deposit a service fee, but it was cut following rule changes to information disclosure.
The FSS also worked to improve the accessibility of financial statistics information to all
information users including investors, academics, and research institutions by disclosing
major statistical information such as financial indicators and business conditions on the FISIS
website each quarter. Information users can also access financial statistics through industry
associations across the financial sectors in addition to the FSS; the associations produce and
release aggregated statistical information on the basis of certain supervisory data provided
by the FSS. The FSS surveyed information users from September to October to identify
any statistical information that they wish to additionally obtain so that the FSS can provide
statistical information that further caters to their needs. Based on the survey findings, the FSS
makes alterations to its system to expand the scope of statistical information that is made
public.
Information sharing with the Bank of Korea (BOK), the Korea Deposit Insurance Corporation
(KDIC), and other government authorities and public institutions also improved. Under an
arrangement, the FSS shares supervision information with the BOK and the KDIC without
prior request on a quarterly basis unless specifically prohibited under the Personal Information
Protection Act and the Act on Real Name Financial Transactions and Confidentiality. The
arrangement has reduced information compliance cost on financial firms, provided for more
closely coordinated macroprudential supervision, and improved the utilization of supervisory
information.
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International Affairs and Cooperation

The FSS governor participated in the meetings of the 23rd EMEAP Governors’ Meeting in
August to discuss directions for macroprudential supervision and areas of mutual cooperation
within the region and to stay responsive to evolving financial systems and rapidly changing
supervisory landscapes. During the EMEAP meetings, the governor had bilateral meetings
with the heads of international organizations including the Asian Development Bank and the
IMF’s Regional Office for Asia and the Pacific to share views on regional financial stability
and supervision policy issues. During the year, he also met with numerous heads of foreign
supervisory authorities including the Prudential Regulation Authority of the U.K., the State
Securities Commission of Vietnam, and the China Securities Regulatory Commission on wideranging supervision issues.
The FSS has been continuously working to enter into a memorandum of understanding (MOU)
with foreign supervisory authorities since its inception in 1999 for cross-border information
exchange and cooperation. As a result of the continuing efforts, MOUs with a total of 78
supervisory authorities in 51 jurisdictions were in effect at the end of 2018. The FSS also
additionally signed an enhanced multilateral memorandum of understanding (EMMOU)
with the International Organization of Securities Commissions (IOSCO) in addition to the
existing multilateral memorandum of understanding (MMOU) signed in 2010 in order to
meet securities-related financial crimes with renewed determination and further facilitate
information sharing for that purpose.
The FSS consistently sought to undertake knowledge sharing and cooperative activities with
supervisory authorities from emerging market countries. As part of the effort, the FSS had cohosted the APEC Financial Regulators Training Initiatives together with the Asian Development
Bank since 2010. For this year, the FSS provided training sessions on fintech and cyber
security in November for 44 supervisors from 11 countries. Furthermore, at the request of
the State Securities Commission of Vietnam, FSS supervisors visited Vietnam in November
to share expertise and experience on supervision of derivatives markets. FSS supervisors
also invited supervisors from the China Securities Regulatory Commission in November and
December at their request to discuss Korea’s securities class action litigation system and risk
supervision framework for capital markets. The FSS also organized four financial supervisory
partnership programs (FSPP), a short-term knowledge sharing and training program for
financial supervisors from Asian countries, which was first introduced in 2015 with the goal
of facilitating the region’s financial market development and growth, and offered two on-thejob training programs for supervisors from ASEAN countries for four weeks in support of the
government’s new Southern and Northern Policy Initiatives. In total, FSS supervisors met
with 306 supervisors from emerging market countries on 21 occasions in 2018 to help them
better understand Korea’s experience with financial system development and supervisory
frameworks.
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The FSS actively engaged in global rule-setting discussions led by the Basel Committee
on Banking Supervision (BCBS), the International Organization of Securities Commissions
(IOSCO), and the International Association of Insurance Supervisors (IAIS). In particular,
the FSS newly joined the IOSCO Committee on Derivatives (Committee 7) in December
to participate in global discussions on derivatives. In addition, the FSS actively joined
discussions on the establishment of the Insurance Capital Standard (ICS) and amendment
of the assessment framework for systemic risk in order to fully explain Korea’s position.
To proactively prepare for changes in the international regulatory landscape, the FSS held
workshops on international insurance standards with department heads and supervisors in
charge of international affairs as well as finance and accounting from both life and nonlife
insurance firms.
The FSS hosted the 20th Integrated Financial Supervisors Conference, an international forum
of 16 financial supervisory authorities from Asia, Australia, Europe, and North America, in
Seoul in September to share experience and cement cooperative ties among the member
authorities. Representatives from the member authorities covered wide-ranging topics
including cryptocurrency, initial coin offering, fintech, consumer protection, internal control,
and anti-money laundering. During the conference, the FSS First Senior Deputy Governor
proposed inviting Indonesia’s supervisory authority as a new member of the IFSC.
The FSS also worked to communicate developments in local financial markets and supervision
directions to foreign supervisory authorities, international credit-rating agencies, and financial
firms. In particular, by holding annual meetings with the IMF, the ASEAN+3 Macroeconomic
Research Office, and Fitch, the FSS sought to contribute to improved understanding of
local financial market conditions and soundness. The FSS also produced publications in
English, including the annual report and the FSS Handbook covering financial regulation and
supervision. The FSS updated information on supervisory laws and regulations on its English
website. Through the FSS Email Update, the FSS provided information on not only major
regulatory and supervisory developments, but also new and amended rules and regulations as
well as market briefings in a timely manner.

22

Financial Supervisory Service 2018

Summary Statements of Financial Position and Income
Fiscal year for the FSS begins on January 1 and ends on December 31. As a specially
incorporated supervisory authority created by an act of the National Assembly, the FSS funds
its operations with contributions from financial services providers under its supervision,
securities issuance fees, and contributions from the BOK. The budget is balanced each fiscal
year as any budget surplus is returned to financial institutions and issuers that had paid
contributions for supervision purposes and securities issuance fees, respectively. At the end
of 2018, the aggregate assets of the FSS stood at KRW314.6 billion, up KRW14.6 billion
from the end of the previous year. The increase stemmed from a KRW4.6 billion rise in the
temporary difference between the total income and the total expenses before the return of
contributions and issuance fees and a KRW18.7 billion rise in cash equivalents resulting from
a KRW11.1 billion increase in reserves and provisions. Liabilities came to KRW129.1 billion
with a KRW14.6 billion increase in ordinary wage provisions. The amount of capital remained
unchanged at KRW185.5 billion as the return of contributions and securities issuance fees
left no additional earnings to be retained. Aggregate income after the return of contributions
and issuance fees fell by KRW4.9 billion to KRW337.2 billion. The drop came from a reduction
in contributions from FSS-supervised financial institutions (KRW13.2 billion) that more than
offset an increase in issuance fees (KRW7.3 billion). Expenses after the return of contributions
and issuance fees decreased KRW4.9 billion to KRW342.1 billion. The decrease mainly came
from reductions in non-operating expenses.
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Table 1.3
2018 Summary Statement of Financial Position
(KRW, millions)

2018

2017

Current assets
Cash and cash equivalent
Account receivable
Accrued revenue
Prepaid expense and others

169,232
168,444
165
468
155

150,493
149,770
243
303
177

Noncurrent assets
Long-term investments
Long-term deposit
Available-for-sale
Long-term loan receivable
Security money for lease
Membership
Property, plant, and equipment
Land
Building
(Accumulated depreciation)
(Government subsidy)
Building structure
(Accumulated depreciation)
Delivery equipment or vehicles
(Accumulated depreciation)
Equipment and machinery
(Accumulated depreciation)
Construction in progress
Intangible Assets
Development costs
Software
Other intangible assets

145,355
18,943
11
64
87
16,658
2,547
(424)
119,248
13,488
151,586
(56,373)
(69)
2,526
(652)
956
(800)
43,408
(34,822)
7,164
3,514
3,187
38
425

149,469
19,211
10
64
87
16,503
2,547
122,676
13,488
151,586
(53,162)
(71)
2,526
(626)
956
(705)
40,841
(32,157)
7,582
4,082
3,451
49
-

314,587

299,962

57,657
51,201
4,627
1,801
28

53,511
46,587
5,333
1,521
70

71,428
141,971
(66)
(129,582)
27
22,261
36,417
90
310

60,949
130,093
(69)
(113,640)
27
22,903
21,325
310

Total liabilities

129,085

114,460

Operating capital
Retained earnings

185,502
-

185,502
-

Total net position

185,502

185,502

Asset acquisition in progress
Total assets
Current liabilities
Accounts payable
Deposits received
Accrued expenses
Income tax payable
Noncurrent liabilities
Retirement provisions
(Retirement pension allowance)
(Retirement pension operating capital)
Security deposit
Reserve for noncurrent assets
Ordinary wage provisions

Provisions for legal expenses
Other noncurrent liabilities
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Table 1.4
2018 Summary Statement of Income
(KRW, millions)

Operating income
Contribution from the BOK
Supervisory fees
Registration fees
Other operating income
Nonoperating income
Interest income

2018

2017

332,127
10,000
242,463
79,053
611

338,077
10,000
255,662
71,802
613

5,109
2,832

4,041
1,612

7

-

224
438
20
220
628
740

280
447
76
234
646
746

Total income

337,236

342,118

General and administrative expenses
Employee salaries and wages
Operational expenses
Retirement benefit expenses

306,976
204,499
81,548
20,929

305,953
202,893
80,325
22,735

29,818
731
980
438
5,744
6,203
15,092
90
424
116

35,886
677
901
447
4,886
7,598
21,325
52

336,794

341,839

442
442
-

279
279
-

Dividend income
Rental income
Government subsidy
Gains on disposition of noncurrent assets
Reversal of noncurrent asset reserves
CPA test fees
Other income and gains

Nonoperating expenses
Commission fees
CPA test administration expenses
Fn Hub Korea operating expenses
KASB contributions
Allowance for noncurrent asset acquisition reserves
Transfer of salary and wage reserves
Transfer of provisions for litigation costs
Impairment losses
Other expenses and losses
Total expenses
Balance before taxes
Taxes paid
Net income

25

2

FINANCIAL SERVICES INDUSTRY

Bank
Nonbank
Insurance
Financial Investment Services

FINANCIAL SERVICES INDUSTRY

Bank
For supervision purposes, banks are classified into two types: commercial banks and
specialized banks. Commercial banks comprise national banks, regional banks, and foreign
bank branches, and specialized banks the five government-affiliated policy banks that have
been created under individual legislation enacted by the National Assembly. Domestic banks
refer to banks that have been incorporated under Korea’s banking laws; they therefore
exclude foreign bank branches.
Banks

The aggregate assets of the 19 domestic banks grew KRW195.8 trillion to KRW2,933.4
trillion at the end of 2018 with a KRW103.6 trillion increase in lending. The growth in lending
to households was large at 8.0 percent or KRW52.5 trillion, compared with 6.9 percent or
KRW42.6 trillion a year earlier. Growth in business lending fell to 4.9 percent from 5.3 percent
a year earlier. Deposits at domestic banks, which comprise deposits in bank accounts and
trust accounts, also rose by KRW141.0 trillion during the year. Bank account deposits grew
KRW105.0 trillion with increases in won-denominated deposits and certificates of deposit,
while trust account deposits grew KRW36.0 trillion.
Table 2.1
Domestic Banks’ Loans and Deposits
(KRW, trillions)

2018

2017

Assets

2,933.4

2,737.7

Loans
Household
Business

1,739.3
712.1
857.4

1,635.7
659.5
817.1

Deposits
Banking accounts
Trust accounts

2,012.2
1,774.5
237.7

1,871.2
1,669.5
201.7

Domestic banks’ aggregate net income grew KRW2.7 trillion to KRW13.9 trillion with declines
in bad loan expenses after the restructuring in the shipping and shipbuilding industries ended.
As a result, both return on assets (ROA) and return on equity (ROE) increased to 0.56 percent
and 7.10 percent, respectively. Capital ratio rose by 0.12 percentage points to 15.36 percent
as net income grew and contingent convertible bonds were issued. The ratio of loans classified
as substandard or below (SBLs)―loans classified substandard, doubtful, or presumed loss―
declined to 0.97 percent from 1.19 percent a year earlier as a result of aggressive SBL
disposition by the banks.
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Table 2.2
Domestic Banks’ Financial Soundness Indicators
(KRW, trillions)

Net income
Income before loan-loss provisions
SBL ratio
Capital ratio
ROA
ROE

2018

2017

13.9
23.3

11.2
21.4

0.97%
15.36%

1.19%
15.24%

0.56%
7.10%

0.48%
6.04%

Bank Trust Assets under Management

Trust is asset management service a bank offers as a fiduciary. Assets placed under trust
accounts must be segregated from deposits placed under bank accounts, and trust assets
may not be commingled or used to satisfy claims of the creditors of the bank. Trust services
are generally divided into two types: money trust for the management of cash and cashequivalent assets, and property trust for the management of non-cash assets. Money trust
is further divided into specified (nondiscretionary) trust and unspecified (discretionary) trust
depending on the management discretion the customer grants to the bank. Property trusts
generally comprise accounts receivable trust, real estate trust, and securities trust. Accounts
receivable trust is an asset management service for which a bank collects and manages the
customer’s account receivables.
A total of 16 domestic banks were actively providing trust services at the end of 2018 with
assets under management (AUM) totaling KRW433.8 trillion, an increase of KRW57.3 trillion
or 15.2 percent from a year earlier. Assets placed under money trust grew 17.8 percent
with increases in retirement pension trusts (KRW14.8 trillion) and derivatives-type trusts
(KRW13.9 trillion), which are classified as specified money trusts. For property trusts, AUM
grew KRW21.5 trillion or 12.3 percent with increases in account receivable trusts (KRW15.5
trillion) and real estate trusts (KRW6 trillion).
Table 2.3
Domestic Banks’ Trust Assets under Management
(KRW, trillions)

2018

2017

Money trust
Specified
Unspecified

237.7
221.4
16.3

201.7
185.6
16.1

Property trust
Accounts receivable
Real estate
Securities

196.1
155.4
39.7
1.0

174.6
139.9
33.7
1.0

Others
Total
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A breakdown of domestic banks’ operating income from trust services for 2018 showed
income from money trust services made up KRW1.116 trillion or close to 95 percent of the
total. Income from property trust services accounted for KRW65.0 billion of the total. By
trust types, income from specified trust services grew KRW101.6 billion and income from
unspecified trust services also increased by KRW14.2 billion. For property trusts, income from
real estate trusts and accounts receivable trusts increased by KRW4.3 billion and KRW3.0
billion, respectively, from a year earlier.
Table 2.4
Domestic Banks’ Operating Income from Trust Services
(KRW, billions)

Money trust
Specified
Unspecified
Property trust
Accounts receivable
Real estate
Securities
Total

2018

2017

1,116.4
1,036.1
80.3

1,000.5
934.5
66.0

65.0
24.0
40.7
0.3

57.9
21.0
36.4
0.5

1,181.5

1,058.6

NonBAnk
Nonbank financial institutions refer to mutual savings banks, specialized credit finance
companies, credit unions, agricultural, fishery, and forestry cooperatives, and consumer
loan providers. Mutual savings banks, which are small-scale deposit-taking institutions, are
grouped with nonbank financial institutions for supervision purposes. Specialized credit finance
companies comprise credit card companies, installment finance companies (consumer finance
companies), leasing companies, and new technology venture capital companies.
Mutual Savings Banks

A total of 79 mutual savings banks (MSBs) were operating at the end of 2018 with aggregate
assets of KRW69.5 trillion. Lending grew KRW8.0 trillion to KRW59.2 trillion and deposits
KRW8.6 trillion to KRW59.8 trillion. For the 2018 accounting period, net income grew KRW65.2
billion to KRW1.109 trillion. The growth came from a sizable rise in interest income that more
than offset an increase in bad loan expenses. Loan delinquency rate fell from 4.6 percent to
4.3 percent as more MSBs worked aggressively to dispose of SBLs and clean up their loan
portfolios. Capital ratio for the year rose slightly to 14.33 percent from 14.17 percent, partly
as a result of capital increase exceeding the growth of risk-weighted assets.
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Table 2.5
Mutual Savings Banks’ Financial Soundness Indicators
(KRW, trillions)

1
2

20181

20172

Assets
Loans
Deposits
Net income2 (KRW, billions)

69.5
59.2
59.8
1,108.7

59.7
51.2
51.2
1,043.5

Loan delinquency ratio
SBL ratio
BIS Capital ratio

4.3%
5.1%
14.33%

4.6%
5.1%
14.17%

Figures from 79 MSBs in business in 2017 and 2018;
January-December net income for 2017 and 2018;

Specialized Credit Finance Companies

The credit card assets of credit card companies (CCCs) and banks offering credit card services
grew KRW8.1 trillion to KRW112.0 trillion at the end of 2018. For CCCs, net income grew
12.3 percent to KRW1.4 trillion. The rise mostly resulted from a KRW1.13 trillion increase in
incomes from merchant fees and credit card loans that were larger than marketing expenses
and funding costs. The adjusted capital ratio for CCCs fell slightly to 22.9 percent, while the
delinquency rate rose 0.1 percentage point to 1.5 percent.
Excluding the assets of CCCs, the aggregate assets of the 97 specialized credit finance
companies (SCFCs) at the year’s end were KRW143.5 trillion, an increase of KRW12.4 trillion
or 9.5 percent from a year earlier, and net income stayed the same at KRW1.9 trillion. At the
year’s end, the delinquency rate was 1.9 percent and the adjusted capital ratio 16.3 percent.
Table 2.6
Specialized Credit Finance Companies’ Financial Soundness Indicators
(KRW, trillions)

1

2

2018

2017

CCCs1

Credit card assets
Net income2
Delinquency rate
Adjusted capital ratio

112.0
1.4
1.5%
22.9%

103.9
1.2
1.4%
24.2%

SCFCs excluding CCCs

Assets
Net income3
Delinquency rate
Adjusted capital ratio

143.5
1.9
1.9%
16.3%

131.1
1.9
1.9%
16.3%


CCCs
refer to companies that provide credit card services only; they are Shinhan, Samsung,
Hyundai, Lotte, Hana, BC, KB Kookmin, and Woori.
Net income after loan loss provisions for companies under K-IFRS;

Credit Unions and Agricultural, Fishery, and Forestry Cooperatives

There were 2,237 credit unions and agricultural, fishery, and forestry cooperatives in business
at the end of 2018. Aggregate assets grew KRW33.4 trillion to KRW505.9 trillion, and deposits
reached KRW428.0 trillion, compared with KRW400.6 trillion a year earlier. Lending grew
KRW26.4 trillion to KRW347.7 trillion with much slower growth at KRW4.4 trillion in household
lending and a KRW14.1 trillion increase in lending to sole proprietorship. Net income for the
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year grew KRW500 billion to KRW2.6 trillion. The increase mainly stemmed from an increase
in lending that contributed to rises in interest income and gain on valuation and disposition
of securities. Loan delinquency and SBL ratios rose to 1.32 percent and 1.52 percent,
respectively, under pressure from sluggish economic growth and bearish real estate markets.
The net worth ratio slightly improved to 8.09 percent.
Table 2.7
Credit Unions’ and Cooperatives’ Financial Soundness Indicators
(KRW, trillions)

Assets
Net income
Loans
Deposits
Delinquency rate
SBL ratio
Net worth ratio

2018

2017

505.9
2.6
347.7
428.0

472.5
2.1
321.3
400.6

1.32%
1.52%
8.09%

1.18%
1.32%
7.80%

Consumer Loan Providers

Large consumer loan providers that operate in two or more cities or provinces are required
to register with the FSC, while smaller consumer loan providers may register with the local
government authority that holds jurisdiction over them. For registration, large consumer loan
providers should meet a KRW300 million threshold, and the figures for smaller providers are
KRW10 million for natural persons and KRW50 million for legal persons.
A total of 8,168 consumer loan providers were in operation as of the end of June 2018, a 1.0
percent rise from a year earlier. Specifically, the number of consumer loan providers that were
registered with the FSC was 1,445, which was a 15.7 percent rise from a year earlier, and the
number of providers registered with the local governments was 6,723, a 1.6 percent decline.
At the end of June 2018, the aggregate outstanding balance of loans from consumer money
lenders was KRW17.4 trillion, up from KRW16.5 trillion a year earlier. The outstanding balance
of credit loans rose by KRW100 billion to KRW12.7 trillion and that of secured loans by
KRW800 billion to KRW4.7 trillion.
The average lending rate of consumer loan providers fell by 1.3 percentage points to 20.6
percent with the downward pressure coming from the maximum legal lending rate cut in
February 2018. By loan type, unsecured credit loan rate fell by 1.4 percentage points to
22.6 percent, while secured loan rate held steady at 15.1 percent. The number of borrowers
who turned to consumer loan providers for lending declined by 4.3 percentage points to
2.37 million because of business reduction of consumer money lenders that acquired mutual
savings banks.
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Table 2.8
Consumer Loan Providers’ Financial Soundness Indicators
(KRW, trillions)

End-June 2018

End of 2017

17.4
20.6
12.7
22.6
4.7

16.5
21.9
12.6
24.0
3.9

Outstanding balance of loans
Average interest rate
Outstanding balance of credit loans
(Average interest rate)
Outstanding balance of secured loans
(Average interest rate)
Number of borrowers

15.1

15.1

236.7

247.3

Insurance
A total of 54 insurance companies―24 life insurance and 30 nonlife insurance companies―
were in business at the end of 2018 with aggregate assets of KRW1,155.2 trillion, an increase
of KRW45.2 trillion from a year earlier. Assets in insurance accounts made up 84.7 percent
of insurance companies’ assets; the rest were in special accounts. For insurance accounts,
securities investments and loans made up 76.8 percent of the assets.
Table 2.9
Life and Nonlife Insurance Companies’ Assets
(KRW, trillions)
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2018

2017

Life insurance
Insurance accounts
Operating assets
- Investment securities
- Loan assets
- Others
Nonoperating assets
Special accounts
Subtotal

706.2
687.1
520.8
137.8
28.5
19.1
151.0
857.2

679.4
656.2
501.2
127.5
27.5
23.2
153.4
832.8

Nonlife insurance
Insurance accounts
Operating assets
- Investment securities
- Loan assets
- Others
Nonoperating assets
Special accounts
Subtotal

272.2
242.9
159.8
69.4
13.7
29.3
25.9
298.0

253.6
225.3
147.1
65.3
12.8
28.3
23.6
277.2

Aggregate
Insurance accounts
Operating assets
- Investment securities
- Loan assets
- Others
Nonoperating assets
Special accounts
Total

978.4
930.0
680.7
207.2
42.1
48.4
176.8
1,155.2

933.0
881.5
648.3
192.8
40.4
51.5
177.0
1,110.0
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Insurance companies’ net income for 2018 was KRW7.3 trillion. Life insurance companies’
net income rose KRW0.1 trillion to KRW4.0 trillion with much of the increase stemming from
a temporary rise in investment income that included gains on the disposition of shares of
Samsung Electronics. For nonlife insurance companies, net income decreased KRW600 billion
to KRW3.3 trillion in 2018.
Table 2.10
Life and Nonlife Insurance Companies’ Net Income
(KRW, trillions)

Life insurance companies
Insurance income
Investment income
Other income
Net income
Nonlife insurance companies
Insurance income
Investment income
Other income
Net income
Aggregate
Insurance income
Investment income
Other income
Total

2018

2017

-0.3
24.1
-19.7
4.0

10.5
22.0
-28.6
3.9

-3.1
7.7
-1.4
3.3

-1.7
7.2
-1.5
3.9

-3.5
37.8
-21.1
7.3

8.7
29.2
-30.1
7.9

The aggregate solvency margin increased from 257.9 percent to 261.2 percent in 2018.
The rise mostly resulted from a 6.0-percent rise in available capital that more than offset a
4.6-percent increase in compulsory capital. The solvency margin rose 3.6 percentage points
to 271.2 percent and 4.0 percentage points to 242.6 percent for life insurance companies and
nonlife insurance companies, respectively.
Table 2.11
Life and Nonlife Insurance Companies’ Solvency Margin
(Percent)

2018

2017

Life insurance
Nonlife insurance

271.2
242.6

267.6
238.6

Total

261.2

257.9
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Financial Investment Services
The Financial Investment Services and Capital Markets Act the National Assembly approved
in July 2007 and took effect on February 4, 2009, following a grace period of a year and half
provides for function-based supervision of securities and investment services―collectively
referred to as financial investment services―by reclassifying previous service boundaries into
six new categories of financial investment services. They are dealing, brokerage, collective
investment schemes, investment advisory services, discretionary investment services,
and trust services. Financial services firms may engage in one or more of the six financial
investment services businesses with the appropriate regulatory authorization/approval from
the FSC/FSS.
Securities Companies

A total of 56 securities companies―34 domestic companies and 22 foreign companies―were
in operation at the end of 2018. Their aggregate assets increased from KRW390.1 trillion to
KRW438.9 trillion with increases in cash and cash deposits totaling KRW13.6 trillion and bond
and other investment holdings totaling KRW28.8 trillion. The aggregate shareholders’ equity
at the end of the year was KRW56.6 trillion.
Table 2.12
Securities Companies’ Summary Statement of Financial Position
(KRW, trillions)

2018

2017

Assets
Cash & deposits
Securities
Loans

438.9
76.5
273.7
46.8

390.1
62.8
244.9
40.9

Liabilities
Customer deposits
Repurchase agreements
Structured derivatives

382.3
42.4
107.9
107.9

337.8
41.7
112.0
91.7

56.6
17.9
20.7

52.3
16.9
18.3

Shareholders’ equity
Capital stock
Retained earnings

Net income rose by KRW400 billion from the 2017 net income of KRW3.8 trillion to KRW4.2
trillion. The growth stemmed mainly from a KRW1.3 trillion increase in commission income
and a KRW3.2 trillion increase in bond-related gains that more than offset a KRW1.7 trillion
rise in derivatives-related losses.
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Table 2.13
Securities Companies’ Income from Commissions and Fees
(KRW, billions)

2018

2017

Commissions and fee income
Brokerage service fees
Fund sales commissions
Asset management fees
Proprietary trading income

9,715.3
4,541.9
526.1
211.7
4,516.8

8,421.2
4,023.1
476.8
191.2
4,525.2

Selling & admin expenses

8,374.6

7,890.0

Net income

4,168.7

3,807.1

At the end of 2018, the aggregate net capital ratio (NCR) of securities companies was 547.4
percent, down from 582.7 percent a year earlier.
Table 2.14
Securities Companies’ Net Capital Ratio
(KRW, trillions)

Net operating capital
Risk amount
Compulsory ongoing capital
Net capital ratio

2018

2017

44.2
18.9
4.6

40.7
13.8
4.6

547.4%

582.7%

Asset Management Companies

The AUM of the 243 asset management companies (AMCs) that were operating at the end of
2018 was KRW551.0 trillion, a 10.8-percent increase that resulted mostly from the growth of
real estate funds and special asset funds. By fund type, real estate funds (KRW15.7 trillion)
and special asset funds (KRW12.7 trillion) strong asset growth during the year.
Table 2.15
Asset Management Companies’ AUM
(KRW, trillions)

Stock funds
Bond funds
Hybrid funds
MMF
Real estate funds
Special asset funds
Others
Total

2018

2017

85.2
101.8
28.1
89.6
75.5
71.1
99.7
551.0

77.9
95.3
28.6
97.3
59.8
58.4
79.9
497.2

The net income of AMCs for 2018 dropped KRW8.7 billion or 1.4 percent from a year earlier
to KRW606.0 billion. A 155.3 percent fall in nonoperating profit drove down earnings for the
AMCs for the year.
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Table 2.16
Asset Management Companies’ Income
(KRW, billions)

2018

2017

Net earnings
Operating income
Operating profit

606.0
814.5
2,804.3

614.7
781.9
2,397.1

Operating expense

1,989.8

1,615.2

-14.4
66.9
81.3

26.15
126.7
100.7

Nonoperating income
Nonoperating profit
Nonoperating expense

Futures Companies

A total of five futures companies were operating at the end of 2018. The aggregate assets
of the futures companies rose by 38.4 percent to KRW4.610 trillion with a KRW1.26 trillion
increase in cash and cash deposits. The aggregate shareholders’ equity also grew 2.6 percent
to KRW375.4 billion.
Table 2.17
Futures Companies’ Financial Position
(KRW, billions)

2018

2017

Assets
Cash & cash deposits
Securities

4,610.2
4,095.9
217.5

3,331.3
2,837.8
237.5

Liabilities
Customer deposits

4,234.8
4,180.2

2,965.4
2,871.3

375.4
108.5
108.5

365.9
126.2
184.2

Shareholders’ equity
Capital stock
Retained earnings

With a KRW10.4 billion increase in brokerage service fees from orders for derivatives trading,
net income for the year increased from KRW13.7 billion to KRW23.3 billion.
Table 2.18
Futures Companies’ Income and Expenses
(KRW, billions)

Commissions
Net derivatives revenue
Selling & admin expenses
Net income
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2018

2017

113.0
112.0
75.4

102.6
101.6
71.2

23.3

13.7
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STOCK MARKETs
The Korea Composite Stock Price Index (KOSPI) ended 2018 at 2,041, down 17.3 percent
from a year earlier, and the Korea Securities Dealers Automated Quotations (KOSDAQ) index
at 676, down 15.4 percent. Foreign investors sold a net KRW5.7 trillion in the KOSPI Market
and a net KRW600 billion in the KOSDAQ Market in a reversal from net purchases of KRW6.6
trillion and KRW3.1 trillion, respectively, in 2017.
KOSPI started the year in a positive note with expectations of improving relations with North
Korea and more upbeat global economic growth forecast from the IMF. After peaking at 2,598
on January 29, the index reversed direction the following month amid concerns about higher
interest rates in the U.S. and its dampening effect on global markets. In March, markets came
under renewed pressure after U.S.-China trade talks failed to make progress as expected.
Markets then started to gain on the back of more promising geopolitical developments
including a South-North Korea summit and improving prospect for a U.S.-North Korea summit.
In May, KOSPI headed lower amid worsening U.S.-China trade standoff and unfavorable
political developments in Italy. From May to July, KOSPI fell 8.8 percent. In mid-August,
KOSPI was buoyed by the resumption of trade talks between the U.S. and China and large
buying from foreign investors. KOSPI then began to drop in October after the IMF revised
its global economic growth forecast from 3.9 percent to 3.7 percent, and concerns mounted
that U.S. interest rates were on an upward trajectory. The index hit 1,996 on October 29, the
year’s lowest level. KOSPI turned upward in November amid rising expectations of resolution
of U.S.-China trade standoff and post-election deregulation in the U.S. It fell back again in
December on concerns of slowing global economic growth and possible government shutdown
in the U.S.
Figure 3.1
2018 KOSPI and KOSDAQ Markets
KOSPI

KOSDAQ
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For the year, institutional investors and foreign investors sold a net KRW3.9 trillion a net
KRW6.3 trillion, respectively, while individual investors bought a net KRW10.9 trillion. As
a result of net selling, the cumulative amount of stocks held by foreign investors fell from
KRW634.7 trillion a year earlier to KRW506.9 trillion, approximately 32.2 percent of the total
market capitalization.
Table 3.1
Foreign Investors’ Equity Investment
Market capitalization (KRW, trillions)
Percent of total market capitalization
Number of shares (Billions)
Percent of total shares

2018

2017

506.9
32.2
13.79
15.6

634.7
33.6
9.24
12.1

Bond MARKETs
The yield on three-year Korea Treasury Bonds (KTB) at the year’s end hit 1.82 percent, down
31.8 basis points from a year earlier. The benchmark global bond yield in major markets
started out the year at 2.14 percent but jumped to 2.32 percent on February 20 amid
concerns of contractionary monetary policies. Bond yields then headed lower as trade standoff
between the U.S. and China prompted flight to safety. Amid fresh concerns over sluggish
employment data and diminished growth prospects at home together with signs of potential
financial market stress from Italy and emerging markets, bond yields started to drop in sync
with drops in global markets in May. In September, yields edged up briefly amid expectations
of a rate cut by the Bank of Korea but started to fall again in October as major markets
suffered losses and trade tensions between the U.S. and China flared up again. Despite a
rate hike the Bank of Korea orchestrated on November 30 from 1.5 percent to 1.75 percent,
bond yields remained low on concerns over global economic slowdown and the continuation of
U.S.-China trade standoff. Interest rate volatility for the year was comparatively low at 0.24;
positive current account surpluses and other broadly favorable macroeconomic conditions
contributed to the low volatility.
The yield on 91-day certificates of deposit (CDs) grew 27 basis points to 1.93 percent at the
end of the year. Commercial banks reduced CD issuance, but CD yields showed no noticeable
change until November when it jumped 20 basis points following a rake hike announcement
by the Bank of Korea. Yields on three-year AA- and BBB- corporate bonds hit 2.29 percent
and 8.36 percent, respectively, at the year’s end. The spread between corporate bond yields
and Treasury bond yields decreased from 54 basis points to 47 basis points for AA- bonds, and
from 681 basis points to 654 basis points for BBB- bonds.
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Figure 3.2
Key Bond Yields
Percent
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Figure 3.3
Differences between Highest and Lowest 10-Year Treasury Yields
Percent

For 2018, the aggregate amount of home-issued bonds was KRW629.4 trillion, an increase
of KRW16.6 trillion or 2.7 percent from KRW612.8 trillion a year earlier. For corporate bond
issues, the aggregate amount grew by KRW18.3 trillion from 2017 as more issuers sought
preemptive funds in anticipation of future rate hikes. Of the unguaranteed bonds issued, those
by AA- and higher-rated issuers made up 70.2 percent. Bank-issued bonds drove a KRW19.3
trillion increase in the aggregate amount of bonds issued by financial institutions. Government
bond issuance declined for three consecutive years in 2018 on increased tax revenues.
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Table 3.2
Bonds Issued and Amount Outstanding
(KRW, trillions)

1
2

2018

2017

Government bonds
Issued
Outstanding

114.5
640.5

123.1
615.2

Corporate bonds1
Issued
Outstanding

105.0
299.5

86.7
278.9

Others2
Issued
Outstanding

409.9
966.2

403.0
935.5

Total
Issued
Outstanding

629.4
1906.1

612.8
1,829.6

Includes asset-backed securities;
Includes municipal bonds, BOK-issued Monetary Stabilization Bonds, bonds issued by qualified state-affiliated
enterprises, bonds issued by financial firms;

Foreign investors’ net bond investment―defined as net bond purchases and redemption at
maturity―for 2018 was KRW50.9 trillion, a sharp increase from KRW9.4 trillion a year earlier.
Foreign investors’ net bond investment was positive for the year despite Korea’s relatively low
bond yields.
Figure 3.4
Foreign Investors’ Monthly Net Bond Investment
Trillions of KRW
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Foreign Exchange Markets
The won moved against the dollar in a fairly tight range between KRW1,050 and KRW1,120
during the first half of the year and in tighter range still in the second half between KRW1,100
and KRW1,140. During the first half, the won-dollar exchange rate fell to KRW1,054 (April
3), the lowest level since 2015, amid sign of depreciating dollar. Following a rate hike in the
U.S. and concerns over market distress in Argentina, Turkey, and other emerging markets
in May, the average won-dollar exchange rate for May and June jumped from KRW1,077 to
KRW1,093. In the second half of the year, the average increased from KRW1,123 in July
to KRW1,133 in October after global markets came under pressure from U.S.-China trade
confrontation and uncertain growth outlook. The won made modest gains in December against
the dollar, and the average exchange rate for the month of December settled at KRW1,122
with support from positive current account surplus and ample foreign currency liquidity.
Figure 3.5
2018 Won-Dollar and Won-100 Yen Exchange Rates

The three-month swap rate fell by 0.73 percentage points from a year earlier on several
factors including higher interest rates in the U.S., wider interest rate spreads at home, and
increased demand for dollar as more domestic institutional investors sought investment
opportunities in overseas markets. In the currency swap market, falling bond yields at home
contributed to a 0.43 percentage point drop in 3-year CRS.
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Table 3.3
Swap and Currency Rate Swap Rates
2018
3-month swap rate (%)
Arbitrage spread1 (bps)
3-year CRS rate (%)
Arbitrage spread2 (bps)
1
2

2017

Q1

Q2

Q3

Q4

Year

-1.40

-1.29

-0.95

-1.33

-0.60

63

49

16

29

48

1.49

1.24

1.33

1.14

1.57

73

88

68

68

57

Monetary stabilization bonds (91-day) less Libor (3-month) less swap rate (3-month);
KTB (3-year) less CRS rate (3-year);

Derivatives Markets
Domestic financial firms’ aggregate derivatives trading for 2018 came to KRW41,671 trillion,
an increase of KRW344 trillion or 0.8 percent from KRW41,327 trillion a year earlier. Of the
aggregate amount, on-exchange trading totaled KRW25,367 trillion, a 7.3 percent drop from
KRW27,365 trillion the previous year that most resulted from a 16.8 percent decline in stock
options trading. OTC trading grew 16.8 percent from KRW13,962 trillion to KRW16,304 trillion
with increased demand for hedging.
Table 3.4
Derivatives Trading
(KRW, trillions)

*
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2018

2017

Exchange-traded
Stock futures
Stock options
Interest rate futures
Currency futures
Others

25,367
3,216
16,172
5,310
634
35

27,365
2,061
19,429
5,291
555
29

OTC-traded
Stock options
Interest rate swaps
Currency forwards
Currency swaps
Others

16,304
48
3,418
11,843
621
374

13,962
71
2,494
10,488
581
328

Total*

41,671

41,327


Data
collected from banks (including foreign bank branches), securities firms, insurers, asset
management companies, merchant banks, futures companies, and CCCs; ELW transaction data are
excluded.
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A breakdown of the trading for the year showed that the trading of equity derivatives declined
9.5 percent from KRW21,670 trillion a year earlier in sync with drops in trading of equity
stock options. Currency derivatives trading increased 12.6 percent from KRW11,697 trillion to
KRW13,172 trillion on increased currency forwards and futures trading. Similarly, interest rate
derivatives trading picked up 11.7 percent to KRW8,803 trillion.
Table 3.5
Equity, Currency, and Interest Rate Derivatives Trading
(KRW, trillions)

Banks
Equity derivatives
Exchange traded
Futures
Options
OTC traded
Forwards
Swaps
Options
Total
Currency derivatives
Exchange traded
Futures
Options
OTC traded
Forwards
Swaps
Options
Total
Interest rate derivatives
Exchange traded
Futures
Options
OTC traded
Forwards
Swaps
Options
Total

Securities
companies

Insurance
companies

Trust
companies

Others

Total

96
29
67
9
1
1
7
105

17,229
2,823
14,406
185
3
142
40
17,414

22
22
1
1
23

501
335
166
29
29
530

1,540
8
1,532
1,540

19,388
3,216
16,172
224
4
172
48
19,612

107
107
10,811
10,337
402
72
10,918

397
397
988
832
154
2
1,385

22
22
204
147
57
226

83
83
534
526
8
617

25
25
1
1
0
26

634
634
12,538
11,843
621
74
13,172

1,190
1,190
2,695
8
2,628
59
3,885

3,742
3,742
786
2
780
4
4,528

68
68
5
2
3
73

192
192
3
3
195

118
118
4
4
122

5,310
5,310
3,493
12
3,418
63
8,803
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Asset-Backed Securities Markets
The aggregate amount of asset-backed securities (ABS) issued pursuant to the Asset-Backed
Securities Act and the Korea Housing Finance Corporation Act fell from KRW57.6 trillion to
KRW49.4 trillion in 2018, a drop of KRW8.2 trillion or 14.2 percent. Much of the drop resulted
from a KRW6.9 trillion decline, a 21.8 percent drop, in the amount of mortgage-backed
securities issued for the year. The amount of overseas ABS issued in 2018 was KRW3 trillion,
compared with KRW5.2 trillion a year earlier.
Table 3.6
ABS Issues
(KRW, trillions)

Amount of domestic issues
Number of domestic issues
Amount of overseas issues
Number of overseas issues
Total amount
Total number of issues
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2018

2017

Change

Percent

46.4
156
3.0
7
49.4
163

52.4
152
5.2
15
57.6
167

-6.0
4
-2.2
-8
-8.2
-4

-11.5
2.6
-42.3
-53.3
-14.2
-2.4
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Financial Holding Companies
Financial Holding Companies

Beginning with the incorporation of Woori Finance Holdings Co. in March 2001, the number
of financial holding companies (FHCs) grew to 13 with the incorporation of JB Financial Group
Co. in July 2013. The following year, three FHCs―Woori Finance, KDB Financial Group, and
Citigroup Korea―merged with their subsidiary banks and dissolved. In 2015, the FHC for
Standard Chartered merged with the group’s banking unit, reducing the total number of FHCs
from 13 to 9. As of the end of 2018, the aggregate amount of FHC assets was KRW 2,068
trillion, an 8.8 percent increase from KRW 1,901 trillion in the previous year, and the net
income in 2018 reached KRW 11.6 trillion, a 6.4 percent increase from KRW 10.9 trillion in
2017.
Table 4.1
Financial Holding Companies’ Assets
(KRW, trillions)

Number of FHCs
Aggregate FHC assets
Aggregate FHC capital
Aggregate net income
Aggregate capital adequacy ratio (%)

2018
9
2,068
149.2
11.6
14.38

2017
9
1,901
137.6
10.9
14.41

2016
9
1,754
128.3
8.0
14.33

2015
9
1,611
123.6
6.8
13.72

2014
10
1,552
122.2
7.1
13.68

Following Basel Committee’s decision to move forward with the implementation of the Basel
III capital framework beginning in 2013, Korea’s supervisory authorities put into effect the
revised capital regulations for banks and bank holding companies beginning in December
2013. Amendments to the Financial Holding Companies Act were also made in April 2017 in
order to provide a clear regulatory environment for bank holding companies issuing contingent
convertible bonds, which saw a growing demand as bank holding companies increasingly faced
stricter post-Basel III capital rules and regulations.
In 2018, the newly amended Detailed Regulations for Bank Holding Companies took effect
with the goal of improving the governance structures, seeking strengthened internal control
of bank holding companies by expanding the weight of risk management assessment
from 35 percent to 40 percent among the assessment categories for management status.
The inspection conducted by FSS supervisors on the collection of trademark royalties and
disclosure status of bank holding companies found that the companies failed to disclose
royalty calculation criteria and the amount of collected royalties. Thus, the FSS made bank
holding companies disclose such information by making a separate category for royalty in the
“inside-trading” disclosure section.
In 2018, the FSS evaluated the business status of Hana Financial Group and Nonghyup
Financial Group and checked the appropriateness of governance status of Shinhan Financial
Group, KB Financial Group, BNK Financial Group, DGB Financial Group, and JB Financial
Group.
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CONSOLIDATED SUPERVISION FOR FINANCIAL GROUPS
1. Overview

As financial conglomeration and universal banking continue to expand, a broad
consensus has emerged on the need to implement international supervisory standards
for financial groups and ensure systematic oversight of financial groups belonging to
large business groups on a consolidated basis. Accordingly, the FSC/FSS organized
a task force with industry and other outside experts and drafted “Model Guidelines
on Supervision of Financial Groups.” On July 2, 2018, the FSC/FSS implemented
consolidated supervision for seven financial groups―Samsung, Hanhwa, Kyobo, Mirae
Asset, Hyundai Motor Group, DB, and Lotte―pursuant to the Model Guidelines.
2. Key Provisions of the Model Guidelines

Business groups subject to consolidated supervision
A business group is subject to consolidated supervision if its financial affiliates hold
more than KRW5 trillion in assets, and it is classified, for supervision purposes, as a
“mixed financial group” that engages in two or more of deposit-taking and lending,
insurance, and financial investment service businesses. Financial holding companies
already under consolidated supervision, specialized banks, and similar financial groups
are excluded from consolidated supervision.
Designation of business group’s main affiliate and risk management
The FSC/FSS designates the main affiliate of a financial group that assumes the
primary responsibility for groupwide risk oversight and management. Through the
main affiliate, the financial group must set groupwide risk management policies and
carry out activities related to the soundness of the group, including deliberating
and deciding on major risk management policies and issues. For consolidated risk
management, the financial group must also establish a risk coordination committee
and other groupwide risk auxiliary entities requiring the participation of the group’s
financial affiliates.
Group soundness
Financial groups must ensure effective management of groupwide capital adequacy
by maintaining loss-absorbing capacity above the minimum required. They must also
take appropriate steps to evaluate and manage the effect of intra-group trading and
risk concentration on the group’s overall soundness and risk contagion that may be
triggered by a distressed nonfinancial affiliate in the group.
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Evaluation of group risk and improvement recommendations
The FSC/FSS may conduct periodic evaluation of financial groups’ risk status and
management. For areas of weakness identified, the FSC/FSS may recommend
corrective measures including recapitalization and management improvement plans.
3. Implementation of the Model Guidelines on Supervision of Financial Groups

Since the Model Guidelines on Supervision of Financial Groups was introduced on
July 2, 2018, the FSS has conducted on-site inspections on financial groups’ risk
management and established group risk reporting and management systems to help
ensure the new guidelines take hold.
From August to November, the FSS conducted on-site inspections of seven financial
groups with the goal of improving their risk management capacity and implementation
of the Model Guidelines. The FSS also held follow-up meetings with the groups’
management and board members. As part of the ongoing supervisory monitoring
system, the FSS also created in September reporting forms financial groups may use
to file risk reports with the FSS as provided under the Model Guidelines. The FSS also
hosted two separate meetings with the CROs of the main affiliates of financial groups
in July and October to facilitate ongoing communication with the financial industry and
encourage effective risk management regime across financial groups.
Throughout the early trial implementation period, financial groups worked to
establish organizational structures and systems needed for consolidated supervision
under the FSS, including risk management offices and specialized workforces with
the recognition that consolidated supervision was a crucial component of sound
group management. While supporting efforts underway at the National Assembly
for consolidated supervision legislation, the FSS has been undertaking initiatives to
identify areas of weakness through on-site inspections, conduct consultations with
the management and board members of financial groups, and support their efforts to
strengthen group risk management regimes.

53

2018 Annual Report

Banks
Internet Bank

The FSC/FSS established a new regulatory regime for internet banks as part of the
government’s policy to promote financial technology or fintech and competition in the bank
industry. In October 2018, special legislation for internet banks was enacted with a plan to
give preliminary license to new internet banks during the first half of 2019. The minimum
capital requirement for new internet bank was set at KRW 25 billion, lower than that for
commercial bank. Nonfinancial shareholders were permitted to acquire up to 34 percent of the
shares of a new internet bank (subject to less stringent standards of separation of banking
and commerce), and tech firms were permitted to take more active roles in internet banks.
Bank Customer Protection

The FSS continually worked to improve outdated business practices in the bank sector and
further strengthen the bank customer protection regime so that bank customers could engage
in more convenient and easier financial transactions.
First, the FSS introduced a set of measures on providing breakdowns of lending rate to
customers to ensure customers are better informed and the calculation is done transparently.
Moreover, to improve consumer rights, the FSS adjusted the existing system in November
2018 by making the interest rate for mid-contract termination directly proportional to the
savings or deposit account holding period to help consumers benefit from higher interest
rates.
In addition, banks were obliged to explain the advantages and disadvantages of depositing
and securing deposits to customers even when a customer is an SME with lower credit scores,
looking to open a letter of credit for import, as well as to allow the customer to use his or
her deposits in other banks as collateral by expanding the scope of collateral admission. By
making such adjustment, the FSS contributed significantly to enhancing financial convenience
for SMEs.
In December 2018, the FSS also pushed forward an adjustment in the existing system, which
was about allowing consumers to apply for lower interest rate not only via bank counters but
also via non-face-to-face channels such as the internet and mobile banking apps, to enhance
financial convenience for consumers.
Further, 18 banks currently operating in Korea went through inspections on their disclosure
status conducted with an aim to check the overall internal control systems with respect to
disclosure and terms and conditions screening; the banks fixed problems they were asked to
address.
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Implementation of Net Stable Funding Ratio and Leverage Ratio

To ensure a smooth introduction of the revised method of measuring credit and operating riskweighted assets set out by Basel Committee in December 2017, FSS supervisors conducted
a survey of its impact on the bank sector and drafted a plan for its introduction on the basis
of the survey results. Supervision on the fund-liquidity exposure regulation, revised and went
into force in 2018, was also done to ensure its proper functioning in the bank sector, thereby
elevating the country’s risk management capacity to international levels.

SYSTEMATIC SUPERVISION OF HOUSEHOLD DEBT AND ENHANCED
RISK MANAGEMENT OF LOANS TO SELF-EMPLOYED SMALL BUSINESS
OWNERS
1. Overview

The FSS has been taking a number of measures to help ensure effective oversight of
household debt while moderating its growth and improving its structural soundness.
As a result, household debt in 2018 grew 5.8 percent, a decline for two consecutive
years. The FSS also implemented debt service ratio (DSR) requirement to further
promote sound lending practices and slow debt growth while at the same time
strengthening the safety net for distressed borrowers. The FSS also took preemptive
measures to respond to risks posed to household debt by participating in inter-agency
meetings and discussions.
Table 4.2
Household Debt Growth
Amount of increase (KRW, trillions)
Growth rate (%)

2018

2017

2016

2015

2014

83.8
5.8

108.3
8.1

139.4
11.6

117.8
10.9

66.2
6.5

Source: Bank of Korea;

Key Household Debt Supervision Measures in 2018

•I nter-agency support measures for vulnerable and defaulted borrowers
(January)
Early warning system for borrowers indicating heightened risk of default; support for
suspension of principal payment for borrowers who become unemployed or whose
business has closed; reduced default interest rates; deferral on creditor disposition
of borrower collateral;
•L
 oan application screening guidelines for small business owners
(March)
Introduction of rent-to-income (RTI) ratio requirement, and mandatory partial
amortizing loan payment; use of loan-to-income (LTI) ratio in loan application
screening;
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•Inter-agency housing market stabilization measures
(September)
Restricted mortgage lending to multi-homeowner; 40-percent loan-to-value ratio
requirement for rental businesses acquiring property in areas designated speculative
or overheated;
•FSC/FSS joint announcement of DSR requirement and operational improvement of
RTI requirement
(October)
Introduction of DSR requirement for banks, operational improvement of RTI regime.
2. Household Debt Risk Management
A. Stable Management of Household Debt

For effective supervision of household debt growth, the FSS has been closely
monitoring household debt growth in both the bank and the nonbank sectors while
continually inspecting lending institutions on compliance with the household debt risk
management plans they initiated at the beginning of the year. The FSS also regularly
participated in inter-agency coordinating committee meetings with the finance
ministry and the FSC and household debt management inspection meetings in order
to ensure effective policy coordination and oversight of household debt.
B. Housing Market Stabilization Measures

In September, the government announced a set of inter-agency housing market
measures including taxation, financing, and housing supplies designed to normalize
the housing market and improve housing conditions for low-income households. With
respect to financing, new restrictions were imposed on mortgage lending to highprice home borrowers and multi-homeowners to prevent speculative borrowing. For
properties located in areas designated speculative or overheated, a 40-percent LTV
cap was imposed for rental business borrowers. Certain exceptions have also been
provided for single-homeowners who are looking to purchase a property for nonspeculative purposes.
Table 4.3
LTV and DTI Ratios
(Percent)

Speculative
and overheated
areas
Standard ratio
Borrowers with two
or more outstanding
mortgage loans
Qualified bona fide
home buyers
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Areas subject
to enhanced
oversight

Seoul
metropolitan
area

Other areas

LTV
40

DTI
40

LTV
60

DTI
50

LTV
70

DTI
60

LTV
70

DTI
N/A

0

-

0

-

60

50

60

N/A

50

50

70

60

70

60

70

N/A
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C. Introduction of Debt-Service Ratio

As part of the policy to promote lending based on the borrower’s debt-servicing
ability, the FSS implemented debt-service ratio (DSR) that evaluates the full extent
of borrower’s debt in the loan screening process. The trial launch began with banks
in March 2018; it was followed by mutual credit cooperatives in July, insurance
companies in September, and mutual savings banks and credit-specialized finance
companies in October. During the trial period, the FSS regularly inspected DSR
implementation at lending institutions and came up with improvement measures after
gathering feedback and other input from the participating institutions.
D. Support Measures for Distressed Borrowers

New guidelines to facilitate free workout were introduced for banks in February and
for nonbank institutions from April to July. The guidelines were designed to alleviate
debt service burden on borrowers who were in financial distress or facing default and
help them avoid default. FSS supervisors also fine-tuned the methods lenders use
to calculate interest rates charged for overdue loan payments. FSS supervisors did
the same for interest rates charged for late payments so that borrowers faced less
punitive interest rates. Internal controls for penalty interest rate determination were
also strengthened. To reinforce the protection of borrowers in the execution of security
right, the FSS endeavored to ensure that support measures were taken without any
issue, such as promoting the revision of the terms and conditions and developing IT
systems in collaboration with relevant institutions.
E. Structural Soundness of Household Debt

FSS supervisors conducted a quarterly evaluation of progress made by mortgage
lenders in improving the structural soundness of their mortgage loan portfolios and
took appropriate follow-up measures. Data collected from the evaluation indicated
that the proportions of fixed-rate mortgages and mortgage loans requiring amortizing
payments increased, reducing the overall effect of changes in interest rates on
mortgage loans.
Table 4.4
Structural Soundness of Household Loans
(Percent)

Banks
Insurance companies
Mutual credit cooperatives

2018

2017

2016

Amortizing loan payment
Fixed-rate mortgage loans
Amortizing loan payment
Fixed-rate mortgage loans*

51.6
45.0
59.8
44.6

49.8
44.5
52.6
35.3

45.1
43.0
42.1
23.8

Amortizing loan payment

25.5

16.3

7.4

Note: The

targets for fixed-rate mortgage loans extended by insurance companies were set in December
2016.
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F. Risk Supervision of Small Business Loans

A new set of guidelines for loan application review was introduced to banks in March
and to nonbank institutions from July to October to help improve risk oversight of
loans extended to small business owners, real estate rental businesses, and other
at-risk borrowers. Specifically, the guidelines called for the use of loan-to-income
ratio as a supplementary metrics in the loan application review. For enhanced lender
review of loan applications from real estate rental businesses, the use of the rentto-interest or RTI ratio as well as partial amortization of loan payments became
mandatory. Similarly, lenders were required to put three or more business categories
under their watch list for enhanced risk management on the basis of loan amount and
loan growth and set appropriate loan limits. In response to unsatisfactory compliance
of banks with RTI guidelines, the FSS terminated exceptions to lending limits that
were available to non-RTI compliant rental business loans and took other remedial
measures to reinforce risk oversight of real-estate rental business loans.
G. Consulting Services for Self-employed Small Business Owners

In November, the FSS drafted a plan to provide business consulting to struggling
self-employed small business owners and help improve their business. Under the
support structure the plan called for, a distressed self-employed small business owner
identified by a bank is connected with the Small Enterprise and Market Service and
other similar organizations for specialized consulting services. The plan also called
for incentives such as additional credit and favorable interest rates that banks may
offer to small business borrowers who want to follow through on the suggestions the
consulting service recommends. The small business borrowers are to be continually
monitored and provided with support measures such as additional credit and
assistance under the Sole Proprietor 119 Loan program.

Nonbank Financial Institutions
Mutual Savings Banks

To prevent excessive credit expansion of mutual savings banks (MSBs) while ensuring they fall
under the same regulatory purview as banks and mutual credit cooperatives (MCCs), the FSS
pushed for the introduction of a regulation on loan-deposit ratios. In October, the FSS issued
guidelines for the advancement of loan screening processes for household loan applicants
to ensure credit extending practice based on debt service capacity. Guidelines for the loan
screening processes for sole proprietors and follow-up criteria on the misappropriation of
funds were issued in October as well, to manage risks in connection with credit extensions to
sole proprietors and households in a stable manner.
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To help customers make more informed decisions in their transactions with MSBs, the FSS
disclosed varying interest rates and net-interest margins in July and introduced a system
that allows customers to compare interest rates by different routes of loan application in
November. On-site inspections of 14 MSBs on their interest rate calculation mechanisms were
conducted from September to November to encourage MSBs to develop more reasonable rate
calculation mechanisms, considering the credit scores of borrowers. Moreover, the Basic Terms
and Conditions for Credit Transactions, a standard for MSBs, were revised and took effect in
November. Under the revised terms and conditions, lending rates for not only new borrowers
but also existing borrowers whose rates are above the maximum interest rate permitted by
law, can be lowered automatically when the maximum rate permitted is lowered.
In accordance with the plan to abolish the joint liability on guarantee in the nonbank sector
that was first introduced in April 2013, all credits extended by MSBs with joint liabilities on
guarantees were cleared out in June. Guidelines to facilitate free workouts were drafted and
announced in July, with an aim to minimize late payments and alleviate debt servicing burdens
of distressed borrowers. Through such efforts, the FSS supported the economic rehabilitation
of borrowers under temporary financial stress, further solidifying asset soundness.
The Standard Credit Transaction Agreement was revised in January, with clearer stipulations
on the conditions such as standard rate of credits with floating rates and early repayment
fee. RMS (Risk Management System) fees that had been collected traditionally when dealing
with stock loans were abolished in June. Moreover, borrowers were enabled to apply for lower
interest rates for their credits via an online channel in October, as a result of the ongoing
effort of the FSS to prevent any consumer damage and enhance consumer convenience.
Specialized Credit Finance Companies

Through regular performance analysis of specialized credit finance companies (SCFCs), the
FSS regularly monitored the profitability and soundness status of SCFCs in October, while
trial-launching a DSR system that fits the characteristics of the credit finance sector to build
a foundation for loan screening practices based on debt servicing capacities of borrowers.
Further, to advance the loan screening processes and follow-up managements, the FSS issued
and implemented loan screening guidelines for sole proprietors and criteria for the detection
of fund misappropriation in October.
To protect data and privacy of credit card users and improve payment stability, the FSS
successfully made a transition from credit card point-of-sale terminals to integrated circuit, or
IC terminals that are registered with the Credit Finance Association in July. The introduction of
app-to-app payment services was also supported by the FSS as part of its effort to facilitate
the introduction of new means of payment to reduce fees for franchises and improve payment
convenience for financial consumers.
To prevent consumers from paying unwanted charges when making overseas payment in KRW,
the FSS built a system that preemptively blocks the overseas payments in KRW, making sure
that consumers are notified via text messages when making overseas payments in KRW. Card
conditions for the use of bonus points that were considered unfavorable for consumers were
removed. The FSS further pushed for the conversion of card points into cash or into the main
point of many affiliated points. Also, to improve business practices in the sector and enhance
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consumer rights, consumers were enabled to claim their right to demand lower interest rates
not only for card loans but also for cash advances using credit cards. The standard terms and
conditions for card consumers were revised to enable consumers to submit applications for
lower interest rates via different channels including paper documents, online websites, and
call centers.
Mutual Credit Cooperatives

The new debt-to-income (DTI) system and debt-service ratio (DSR) system were introduced
in January and July respectively with an aim to build an advanced loan-screening system
on the basis of debt servicing capacity of borrowers. To help those in real need of loans,
the FSS adjusted the scope of DSR application and the calculation formula for income and
debt in October. In April, a monitoring system designed for systematic risk management
in credit extensions to sole proprietors was built for a quick glance of monthly and sectoral
credit extension status for self-employed business owners. In July, loan screening guidelines
for sole proprietors were issued to toughen loan screening processes for real-estate rental
businesses and to manage risks weighed on certain sectors. As a follow-up measure to the set
of measures for the stabilization of the residential housing market jointly proposed by related
agencies, Detailed Enforcement Rules of Supervisory Affairs of Mutual Financial Business
were revised in October, making a safety net for consumers in real demand while curbing
speculative demand. The FSS also drafted and implemented criteria for the check-up of fund
misappropriation in mutual finance business in October, contributing to the slowed growth of
credit for sole proprietors and heightened effectiveness of regulations on household debt.
The period of validity of deposits of MCC members was extended from five years to ten years
in April, taking into consideration the characteristics of MCCs. Borrowers under temporary
financial stress due to unemployment or business closure were enabled to postpone debt
service thanks to the newly introduced support plan for vulnerable and distressed borrowers
in mutual finance business in November.
The Advanced Detection and Monitoring System (ADAMS), a new IT system designed to
improve risk management framework of mutual credit cooperatives and deter misconduct,
was launched with an aim to take proper and preemptive responses to MCCs showing
signs of distress. The new system also enabled FSS supervisors to perform systematic risk
assessment and take proactive measures and to focus examination on cooperatives that raise
compliance concerns. The FSS also closely monitored the appropriateness of credit extensions
to households and sole proprietors, to be more proactive in addressing issues of household
debt. Heightened risk management was also stressed at the interviews the FSS had with
MCCs showing sharp increases in the number of credit extensions for households and sole
proprietors, and with the executives of national federations. The importance of internal control
at small sized MCCs was also highlighted by series of consulting and training sessions on
internal control organized by the FSS. The FSS advised cancellation of extinguished debts to
MCCs, while enabling customers to check their existing accounts at MCCs via an online system
called “My Account in One Glance,” promoting the rights of financial consumers in a proactive
manner.
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Moneylenders

The FSC/FSS revised the Enforcement Decree of the Act on Registration of Credit Business,
etc. and Protection of Finance Users in November, taking into consideration several supervisory
concerns that required the amendment of the Decree. In order to reinforce the supervision
and regulation of large moneylenders, the lenders’ entry regulations were tightened by
expanding the standard of moneylenders and debt collectors subject to registration by
the FSC (from any moneylender with an aggregate asset of KRW 12 billion or more to any
moneylender with an aggregate asset exceeding KRW 10 billion, and from any debt collector
with an aggregate asset of KRW 300 million to KRW 500 million). To prohibit any excessive
lending, credit screenings of borrowers became a requirement and income/debt verification
processes for youth and elderly borrowers became tougher.
In August, the FSS issued a standard product prospectus introducing different loans including
information vital to lending contracts such as interest rates and costs generated in lending
processes to help borrowers make informed decisions when choosing a loan. Further, the FSS
prohibited moneylenders registered to the FSC from making borrowers bear joint liability
on guarantees starting on January 1, 2019, to ensure no borrowers are forced to bear joint
liability on guarantees.
As the registration of P2P moneylenders to the FSC became mandatory in March, a total of
209 new P2P moneylenders became subject to examination. The reduction in the highest
interest rate permitted by law led to a fierce competition between moneylenders and their
unlawful business practices such as excessive debt collection activities. In response to such
aggravation in business practices, the FSS examined 54 moneylenders on unfair practice,
compliance with the highest interest rate permitted by law, complaint processing, and the
appropriateness of debt collection activities. Unfair practices of P2P moneylenders were
intensely inspected as part of preemptive efforts to prevent investors’ damage and stabilize
the P2P lending market. The FSS also contributed to the heightened protection of borrowers
with the Big Data-based off-site monitoring system on moneylenders, thereby strengthening
collaboration between the financial authorities and the law enforcement authorities on unfair
practices of P2P lenders.

Insurance Companies
The FSS continued its efforts to advance consumer protection in 2018, with supervision
measures aimed at reinforcing fair and orderly markets and improving insurance companies’
unfair business practices and customs, thereby ensuring that the insurance industry serve as
a sound social safety net.
Consumer Protection and Confidence in Insurance Industry

To help consumers easily understand variable life insurance policies, the FSS created a video
clip that introduces what consumers should note when signing and managing a variable
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life insurance policy in January. In May, the FSS launched a system dedicated to providing
services exclusively for variable life insurance policyholders, helping them receive professional
advice such as switch-of-fund consultations and manage profitability continuously. FSS
supervisors were also sent as mystery shoppers to insurance companies in November to check
their efforts in preventing misselling of variable life insurance policies and their compliance
with the suitability rule.
In June, consumers were enabled to receive a summary of variable life insurance policies
before they make purchasing decisions on the phone, so that they can have better
understanding of the insurance contracts they are about to enter into when making decisions.
To empower consumers with more knowledge, the FSS came up with a system that allows
consumers to check the credibility of insurance planners with respect to records on sanctions
or misselling, while drafting a plan to build an integrated disclosure system of the Korea Life
Insurance Association and the General Insurance Association of Korea aimed at enabling
consumers to check the management status of insurance agencies in October. In December,
an integrated system that allows consumers to check unclaimed benefit was connected to
each insurance company’s online channel for claim submission, enabling policyholders to file
claims once they check their unclaimed benefits. In May, the FSS also launched a service
called “Find My Car Insurance,” for consumers to check their eligibility for auto insurance, and
introduced special policy conditions for the discount of auto insurance premiums online.
A channel for consumer complaint submission and Q&A was launched in the joint-disclosure
website of the Korea Life Insurance Association and the General Insurance Association
of Korea so that consumers could post questions and suggestions on insurance policies
conveniently. Further, the FSS improved the existing systems for the look-up of insurance
premiums on insurers’ websites by requiring consumers to provide the least amounts of
information to insurers, making sure to prevent consumers from having their personal data
excessively collected.
In line with the advances in technologies such as Big Data and AI, the FSS reviewed separate
licensing criteria for insurance companies selling short-term, short-coverage policies in
November, to encourage insurers to come up with innovative insurance policies on the basis of
such technologies to enhance consumer convenience.
The FSS also checked on insurers of their policy disclosure status, making sure that they
change sentences that are ambiguous or misleading in their policy introductions, and made
them clearly state the time of designation of a substitute benefit claimer by revising brochures
and standardized script for policy introduction. Insurers were asked to include specific details
on insurance policies covering out-of-pocket medical expenses for consumers with medical
history that were newly launched in April.
Insurance Industry as a Strong Social Safety Net

The demand for insurance policies covering out-of-pocket medical expenses surged with
the rise in the number of Koreans with medical history due to chronic diseases and illnesses
following population aging. However, consumers with medical history were not eligible for
such policies, as insurers allowed only consumers who are healthy and have no medical
history to take out such policies. Hence, the FSS urged insurance companies to launch policies
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that cover bona-fide medical expenses for those with medical history in April, significantly
alleviating the burden of consumers on informing their insurers of their medical histories. As a
result, consumers with minor chronic diseases such as hypertension were enabled to take out
insurance plans that cover bona-fide medical expenses.
It has been an often case where a consumer who was not eligible for policies covering outof-pocket medical expenses due to age and retirement could not enjoy proper coverage
and therefore took out both a group policy covering out-of-pocket medical expenses and
an individual policy for medical expenses, paying premiums for essentially same policies
redundantly. To address such issue, the FSS introduced a system connecting the two different
policies―group and individual―in December which enables dual policyholders to suspend their
premium payment for either one of the two similar policies covering out-of-pocket medical
expenses until the cancellation of either one of them, ensuring that policyholders have their
bona fide medical expenses covered continually.
To help consumers with disabilities take out insurance more conveniently, the FSS came
up with a set of measures to develop policies for them, by producing and distributing a
set of brochures introducing various insurance policies for them and making an exclusive
consultation channel for consumers with disabilities to connect them with insurance
companies. In November, a system that enables consumers with disabilities to switch from
general insurance policies to plans designed exclusively for consumers with disabilities
was launched, to help consumers benefit from tax incentives when they switch to policies
exclusively designed for consumers with disabilities. Further, the FSS exempted consumers
with disabilities from reporting their disability status to insurance companies before they take
out insurance policies in July, allowing consumers to notify only their medical histories to
insurers.
Insurance consumers were empowered with more information, as the benefits and coverages
for initial-stage symptoms of dementia became available online for browsing. Requirements
were eased for the designation of third-parties to file claims on behalf of a policyholder as part
of the FSS’s efforts to protect policyholders and consumers in connection with dementia.
With the enactment of the Act on Hospice and Palliative Care and Decisions on Life-sustaining
Treatment for Patients at the End of Life, the FSS revised the criteria for the payment for
death claims on life insurance policies by stipulating in the standard terms and conditions that
the suspension of palliative care can neither be the cause of death nor affect the payment of
death claims.
Continued Improvements in Addressing Systemic Issues and Flaws

To help consumers better understand cancer insurance and prevent them from engaging
in disputes in connection with hospitalization claims on cancer insurance policies, the FSS
launched and started operating a task force dedicated to revising terms and conditions of
cancer insurance policies. In September, the task force contributed to clarifying the definition
of direct care of cancers by drafting a plan to revise terms and conditions of cancer insurance
policies, separating hospitalization claim for direct treatment of cancers and that for treatment
at sanitarium; these enabled policyholders to receive payments whether or not they received
treatment “directly.”
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To ensure consumers save money by helping them avoid taking out similar non-life insurance
policies―which consumers often hold more than one policy as life insurance policies covering
out-of-pocket medical expenses―redundantly, the FSS required insurance companies to
check whether a consumer seeking to take out insurance is already holding a similar non-life
insurance policy before selling a plan.
Differences in risk matrices caused by factors that are unfairly taken into consideration in
premium calculation processes such as gender were adjusted. Public servants engaging in
high-risk duties such as firefighters were moved to a different job category, considering the
revisions in the Korean Standard Classification of Occupations (KSCO) and empirical statistical
rules.
The FSS also implemented an audit system that connects consumer opinions with respect to
unfair policy terms and conditions with insurance plan audit and an autonomous audit system
enabling insurance companies to monitor and revise their insurance policies on their own.
Such measures not only enhanced consumer rights and the credibility of supervision but also
built a foundation for more efficient supervisory framework for insurance policies.
As for auto insurance, the FSS also made hit-and-run drivers pay a share in the insurer’s
payment to the insured, in addition to drunk drivers and unlicensed drivers. In May, standard
terms and conditions for auto insurance were also revised, requiring insurers to obtain
certificate of car disposal to prohibit the circulation of water-damaged cars in the market.
Moreover, car accidents with disputed amounts less than KRW 500 thousand became eligible
for the deliberation process at the General Insurance Association’s Deliberation Committee for
Dispute Settlement on Damage Claims to ensure no policyholder who had a car accident is
neglected in filing claims. To minimize consumers’ frustration in regards to the criteria on fault
determination, the FSS made insurers undergo a deliberation process of company advisory
committee that comprises various experts when revising criteria for fault determination, while
expanding channels for consultation on such disputes.
Business practices that had been inducing misselling of insurance plans were improved, to
which FSS examiners contributed significantly to prevent consumers from suffering damage.
FSS examiners also had been looking into the sales of variable life insurance policies, and
plans for dementia, dental damage, and pension insurance through off-site monitoring.
Conducting series of examinations on business status of insurance companies, the FSS
examiners checked the adequacy of information provided to consumers with respect to
savings insurance plans and instructions provided to consumers when they switch insurance
plans, resolving issues of information asymmetry.
The FSS improved the introduction and management process of private pension insurance
plans, recognizing that many inheritors are oblivious of their rights to claim benefits when
it comes to private pension insurance. Thus, the FSS expanded the scope of information
on pension insurance available to inheritors and drafted a set of plans to help policyholders
check their claimable pension amounts, significantly improving the existing system on private
pension insurance which had long been left unsupervised.
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International Insurance Standards

In anticipation for the implementation of IFRS17, the FSS improved the framework for the
supervision of financial soundness to meet international standards and started designing
policies to help insurance companies prepare for the implementation in advance.
To that end, the FSS came up with a draft version of Korean-Insurance Capital Standard
(K-ICS 1.0) based on market prices, a standard for precise calculation of capital and
management risk of insurance companies. Further, plans to calculate rates and operate
interest rate scenario were drafted to better reflect rate fluctuation when assessing assets and
liabilities in April. In Q3 2018, impact assessment of the draft of K-ICS 1.0 was conducted to
all insurance companies to check the applicability of the new regime to corporate finance and
system. Meanwhile, to ensure accounting systems based on IFRS17 take place successfully, IT
infrastructure status of insurance companies were examined; companies showing insufficient
preparedness were required to submit plans for complementation of infrastructure and hold
meetings for action presided over by the CEO in September.
A set of plans to improve the accounting standard for supervision need for the supervision
on the soundness of insurance companies and consumer protection was drafted in April.
Standards for Business Reports for regulatory filings were also set in June, and financial
impact assessment aimed at checking the plans’ applicability and impacts was conducted in
December. There were six regular meetings of the CEOs of insurance companies in 2018,
which served as a communication platform for insurance carriers and the FSS to share
challenges and supervisory direction.
The existing Liability Adequacy Test (LAT) had undergone some adjustments to prepare for the
implementation of the K-ICS. To ensure consumers can compare policies of different insurance
companies and a stable accumulation of policy reserve, criteria for the renewal of insurance
policies were made as a stipulation, while new grounds for prohibiting the return of surplus
amounts after the LAT were set. In July, the FSS raised risk capital multiplier with respect to
household debt to the level applied to the bank sector, to suppress the rise of household debt
and promote corporate finance particularly in promising sectors.
As the calculation of best estimated liability became more crucial with the expected
implementation of IFRS 17 starting in 2022, the FSS collected referential cases on the
calculation of best estimated liability in December, introducing more efficient and reasonable
methods for the calculation of best estimated liability. Following the decision of the
International Accounting Standards Board (IASB) to implement the IFRS17 in 2022, the
FSS plans to support sound operation of the new regime through verification processes on
calculation results such as the new risk-based capital (RBC) ratio under a year-long pilot
regime to help insurance companies with enhanced predictability.
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Financial Investment Services Providers
Securities Companies

As part of an initiative to cultivate business practices that prioritize investors, the FSS sought
an amendment of a law, reviewing the introduction of a plan enabling investors to demand
recording of their meetings with sellers in March aimed at preventing misselling and enhancing
feasibility of regulations related to customer recommendation. In addition, a joint campaign
was waged from October to December to help investors find their dormant accounts which
amount to KRW 318.3 billion, promoting investor protection.
To help crowd-funding system take place as a stable source of funding for entrepreneurs
running startups and SMEs, the cap for a crowd-funding project was raised. Also, the FSS
pushed for the implementation of a series of systems such as investment feasibility test and
disclosure expansion to better protect investors who may be marginalized in the process
of crowd-funding growth. Further, the FSS reviewed a plan to nurture financial investment
services companies dedicated to SMEs and a plan to introduce securities firms specializing in
SME-related finance in June and October respectively, aiming to increase the venture capital
supply in the market.
Regulations in connection with the soundness of securities firms were overhauled. To increase
the supply of venture capital in the market as part of measures to revise capital regulation
for productive finance, the new set of regulations exempted securities firms from calculating
risk exposures when they make long-term investments in SMEs and startups, while also
alleviating the regulatory burden on soundness for securities firms when they extend credit to
SMEs and startups. Risk management measures for the real estate market were toughened
in June to reduce the degree of investment concentrated on real estate assets. The FSS
continued to improve the regulatory environment by defining the ways NCRs are considered in
subordinated bonds and hybrid securities in September.
The FSS saw the so-called the April 6th “fat-finger error” at Samsung Securities as a grave
threat to internal control systems of securities firms, and thus immediately conducted a
rigorous on-site inspection to look into the factors and problems that triggered such incident.
The inspection found that the securities firm was in violation of duties to set up internal
control standards and contingency plans for risk management, failing to serve as a bonafide manager that should ensure safe processing of electronic financial transactions. Hence,
the FSS took prompt measures in July including the partial business suspension, monetary
penalty, demand for resignation and suspension of duties of former and incumbent CEOs
respectively, and warnings and suspension to employees at fault. To prevent any similar
incident in the market, the FSS and related state agencies governing securities jointly
inspected the internal control system of the company on stock trading in May. As a result, a
set of multi-faceted measures for improvement was drafted in August for stock order, stock
transfer, designation of stocks with rights, and IT system management.
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Asset Management Companies

The FSS hosted a meeting on the entry to the asset management sector and the revision of
regulations to reduce entry barriers to the asset management service sector. Reregistration
processes for asset management service providers and foreign funds were streamlined. Private
equity funds (PEFs) continually entered the Korean market, backed by changes in screening
processes that were made to help the PEFs reinvigorate the market. The FSS continued crossborder consultations for the successful implementation of the Asia Region Funds Passport
(ARFP) and gained membership in the IOSCO’s Committee on Investment Management known
as C5.
FSS supervisors set new eligibility rules for investment advisory services known as quasiinvestment advisory business and stepped up oversight of their business conduct in a bid
to improve business and investor protection practices. Fund investment brochures were
overhauled with the new emphasis on the information crucial to making investment decisions
and more options had been given to investors by the separation of fund selling and advising,
which led to enhanced investor protection.
To ensure fair market practices and anticipate potential risks, the FSS strengthened off-site
monitoring and examination. First, the evasion of regulations on public offering funds and
unfair transactions between large shareholders and subsidiaries that disrupt the market and
inflict damages to investors were closely examined. Organizations that serve as infrastructure
of the market were also examined to build fair evaluation practices in the asset management
sector. Further, comprehensive examinations on large asset management companies and real
estate trust firms were conducted to alleviate the burden of conducting repeated examinations
and check different areas of works more effectively.
Efforts were also undertaken to preempt risks in the asset management sector and the fund
market. FSS supervisors overhauled and launched the continuous monitoring system for the
asset management service sector and regularly analyzed the financial soundness of asset
management companies and investment advisory service companies. Supervisory actions
were taken for companies that failed to meet the required standards. FSS supervisors closely
monitored concentration of investment in certain asset classes and markets and inspected
asset management companies’ liquidity conditions as a preemptive action against the
possibility of large fund redemptions in response to interest rate hike in the U.S. For investor
protection, the FSS set up a reporting center for investors who suffered financial losses from
unlawful investment advisory activities by quasi-investment advisory services. Rewards for
reporting of such entities were also set, and FSS supervisors stepped up coordination with
relevant government authorities to ensure effective investor protection and law enforcement.
Merchant Banks

As a result of major industry-wide restructuring following the 1997 Asian financial crisis,
the number of merchant banks fell from 30 at the end of 1997 to one. Two banks and one
securities firm have also been authorized to concurrently provide merchant bank services in
addition to their primary bank and securities businesses.1

1


The
name of the merchant bank is Woori Investment Bank Co., Ltd. The names of the two banks and the
securities firm are Hana Bank and Shinhan Bank, and Meritz Securities Company, Ltd.
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Money Brokerage Companies

Two money brokerage companies were in the business of providing fund brokerage services
for banks and other financial firms as well as intermediary services for OTC currency and
interest rate derivatives trading at the year’s end.2 Because money brokerage companies are
authorized to engage in the business of providing financial investment services in addition
to their primary money brokerage services, FSS supervisors closely monitored the brokered
transactions, interest rates charged, and other key aspects of their business activities in order
to ensure safety and soundness.
Credit-Rating Companies

A total of four credit-rating companies were in the business of providing credit-rating services
for financial investment products ranging from corporate bonds and commercial papers
to securitized assets as well as ratings for sovereign entities, companies, and collective
investment schemes at the end of 2018. The FSS revised relevant rules and regulations and
drafted detailed management plans to ensure the transparency and fairness in the creditrating industry. First, the FSS organized and operated a task force comprising the academia,
legal experts, and related agencies from July to November, coming up with measures to
improve the credit-rating system that takes into consideration characteristics of structured
product. Second, plans to improve unfair industry practices were drafted to address cases of
the so-called “ratings shopping”; such practices were analyzed and categorized into different
types, while the scope of disclosure and report for ratings contracts were expanded. Third,
the status of stand-alone rating and its impact to corporates’ capital were analyzed in May,
as the full disclosure of stand-alone ratings started in 2018. In February, the FSS set specific
criteria for the production of reports on the transparency of credit-rating agencies to check the
disclosure status, thereby ensuring the smooth implementation of the disclosure system with
respect to stand-alone ratings and transparency reports of credit-rating companies.

Common Supervision
Macroprudential Supervision

FSS supervisors continuously monitored potential risk factors that could arise from distressed
households, companies, and financial institutions and analyzed the macroeconomic
environment at home and abroad in order to ensure proactive financial supervision. The FSS
analyzed ramifications of major events to the real economy and the financial market, such as
the US benchmark rate hike, the US-China trade tensions, and capital outflow in emerging
economies, while checking risk factors such as rising household debt and the shadow economy
to come up with effective measures.

2
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names of the two money brokerage companies are Korea Money Brokerage Corporation and KIDB Money
Brokerage Corporation.
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Efforts were taken to better counter systemic risks. Models for macroprudential supervision
designed to detect threats to the financial system in initial stages were developed as follows:
(i) Stress Test for Assessing Resilience and Stability of Financial System version 2 (STARSII); (ii) Supervisory Early Warning and Evaluation Kits (K-SEEK); and (iii) K-SuperCast:
Supervisory Forecast. Bank supervisors performed evaluations of the relative systemic
importance of banks, foreign bank branches, and bank holding companies and designated
domestic systematically important banks known as D-SIBs with additional capital increase
rules. Risk and capital assessments needed to counter procyclicality were also carried out.
Proactive Supervision

The FSS pursued systematic, forward-looking financial supervision to stay ahead of the
evolving financial market environment. A number of major market-disrupting developments
took place in 2018 including trade tensions between the US and China, four times of
benchmark rate hikes of the Fed, the benchmark rate increase of the Monetary Policy Board,
the IMF-Argentina bailout, and economic uncertainties in emerging economies following the
US sanctions imposed to Turkey. In response to market and geopolitical developments with
the potential to gravely upset financial markets, the FSS transitioned to a heightened alert
status around the clock and monitored domestic banks’ foreign currency liquidity and funding
conditions, changes in the stock markets, and investor reactions in other markets. Active
information exchanges with key government ministries and agencies concerning market risks
and policy concerns also took place.
Financial Institutions’ Foreign Currency Liquidity and Soundness Oversight

Liquidity Coverage Ratio (LCR), adopted in January 2017 to manage foreign currency liquidity
in domestic banks, was increased in a phased manner for the soft landing of the system in the
market. In 2018, the LCRs for commercial banks and specialized banks were increased to 70
percent and 60 percent respectively, making it more necessary for domestic banks to manage
their foreign currency liquidity rigorously. In light of such development, the FSS closely looked
at banks’ LCR compliance as well as changes in their asset portfolios in detail, making sure
domestic banks adapt to the new regime.
Meanwhile, the FSS also noticed that high-liquidity foreign currency assets held by domestic
banks may expose the banks to country-specific risks and therefore initiated a project to
address the issue by drafting various measures to alleviate country-specific risks with an
analysis of several scenarios. After receiving feedback from banks and having discussions with
the FSC, MOEF, and other related agencies, the FSS is currently planning to institutionalize the
set of measures aimed at alleviating country-specific risks in 2019.
The consecutive rate hikes of the Fed, the US-China trade tensions, financial uncertainties in
part of emerging economies in 2018 led the FSS to closely monitor foreign currency liquidity
and conditions for foreign currency borrowing of domestic banks, to anticipate a heightened
volatility in the FX market. The FSS also held liquidity check-up meetings with vice chairmen
of domestic banks every time when the Fed increased the benchmark rate to discuss
the status of foreign currency liquidity, the FX market, and the prospect of multinational
investment banks, seeking more active communication with market participants. Risk factors
in the FX market were monitored in advance, while response measures were discussed at
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a joint-monitoring task force comprising the MOEF and FSC, to strengthen cooperation with
related agencies.
The status of foreign currency liquidity and conditions for foreign currency borrowing
remained sound in 2018, thanks to tightened risk management on foreign currency liquidity
and continued surplus in the current account balance despite heightened external volatilities.
The foreign currency LCR of domestic banks came to 118.2 percent; the stable funding ratio
with a time horizon of one year or longer was 152.0 percent, way higher than the regulated
ratio of 100 percent. Interest rate spread for stable funding stood at 56 basis points, an 11
basis points decrease from 67 basis points a year before. The CDS spread also declined by 14
basis points compared to the year before. The short-term rollover rate for the year was 123.8
percent compared with 105.1 percent for the previous year, while the mid-to long-term (or
stable) rollover rate rose significantly to 122.5 percent, from 90.1 percent in 2018, indicating
smooth financing of foreign currency.
Table 4.5
Domestic Banks’ Foreign Currency Liquidity Coverage Ratio
(Percent)

2018

2017

Year
118.2
152.0

Q1
113.0
157.9

Q2
131.5
150.8

Q3
108.7
151.7

Q4
118.2
152.0

Year
110.9
158.1

Interest rate spread (bps)*
Short-term
Mid-to-long term (over 1 year)

4.5
56

2.2
58

3.5
58

5.4
56

6.0
52

0.5
67

Rollover ratio**
Short-term
Mid-to-long term (over 1 year)

123.8
122.5

129.6
130.0

167.9
110.7

91.8
141.3

119.9
102.9

105.1
90.1

39

51

49

37

39

53

Foreign currency LCR
Stable funding ratio

5-year CDS spread (bps)
*


Short-term
interest rate spread was calculated without figures from Citibank Korea and Standard Chartered
Bank Korea, while mid-to-long term interest rate spread was calculated without Citibank Korea, Standard
Chartered Bank Korea, and other local banks.

**

five-year maturity, end-of-year (or quarter) basis (Source: Korea Center for International Finance)

Inspections of suspicious foreign currency activities by FSS examiners during 2018 uncovered
a total of 1,260 violations, for which FSS supervisors issued 453 warnings, suspended 98
transactions, and referred 64 cases to the prosecution authority. Project investigation with
respect to small amount foreign currency transactions in installments was conducted to
fine consumers making illicit overseas wire transfers. FSS examiners also examined foreign
currency divisions of banks in October and November, inducing banks into stepping up their
internal control and thereby contributing to fair business practices in connection with foreign
currency transactions. In December, FX Supervision and Examination Support System was
overhauled to innovate examination processes.
In December, the FSS and Korea Customs Service jointly hosted a seminar on FX
transaction system to prevent any illicit FX transactions by helping customers who engage
in FX transactions have better understanding of the related rules and regulations on FX
transactions. Press releases were distributed twice in April and June on the cases of violations
of the Foreign Exchange Transactions Act and the precautions to financial consumers. Further,
the FSS advised banks to assign dedicated foreign exchange transaction staff to each bank
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branch and to expand foreign exchange law training sessions for bank employees, while also
instructing banks to reinforce their obligation to report their customers to the authorities
under the Foreign Exchange Transactions Act.
Fn Hub Korea

Fn Hub Korea continued its mission to attract foreign financial firms and assist domestic
financial firms looking to set up new business ventures overseas in support of the
government’s financial center initiatives. Fn Hub Korea co-hosted roundtable conferences
with the Seoul metropolitan government on Seoul’s investment climate to foreign financial
firms operating in New York, Hong Kong, Shenzhen, Sydney, and Tokyo, while holding three
IR meetings with representatives of major global financial firms. Fn Hub Korea also hosted
the 2018 Busan Financial Hub Convention on International Marine Finance Conference in May
and the 2018 Seoul International Finance Conference in October. Also, it created a promotion
brochure on financial hubs in Seoul in April and filmed a video advertisement in October.
In June and August, Fn Hub Korea held meetings with executives of companies in charge of
overseas business operations for discussions concerning regulatory issues and difficulties they
encountered. In November, the FSS supported the launch of consultation and information
exchange body of insurance companies operating overseas in November and published the
Introduction to the Vietnamese Supervisory System that provides ample information on
Vietnam, Korea’ major financial partner, in December.
In November, Fn Hub Korea, the FSC, and the Korea Federation of Banks jointly hosted
the meeting of ambassadors of ASEAN countries to help promote cooperation among the
supervisory authorities in ASEAN countries and invited a licensing manager of the supervisor
of Thailand to the FSS for a seminar. In October and December, the FSS visited supervisory
authorities of China and Malaysia and had interviews, discussing the interests of Korean
financial companies and forming networks.
In May, the FSS had a conference call with China Banking and Insurance Regulatory
Commission to discuss regulatory licensing and cross-border investment and trade in financial
services.
As part of efforts to help improve the business environment and communications with foreign
financial firms operating in Korea, Fn Hub Korea arranged not only the international meeting
of the heads of foreign financial firms and the FSS governor which it has been organizing but
also hosted regional meetings for the first time since its establishment. Fn Hub Korea hosted
FSS Speaks 2018 in March to help disseminate FSS supervision policies and major supervision
objectives for the year.
With the number of foreign residents reaching 2.36 million as of the end of 2018 and
continuing to rise, Fn Hub Korea provided foreign investors with priority immigration passes
and distributed foreign resident information on its website. In addition, Fn Hub Korea also
made available information on the entry and exit processes and education and healthcare for
foreign finance professionals who live and work in Korea and issued monthly newsletters, in
English and Chinese, covering Fn Hub Korea news, cultural events, and other locally tailored
information and posted them on its internet homepage.
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Online Banking and Information Technology

With innovations in information technologies such as AI and Big Data, competitions not
only between financial institutions but also between financial institutions and technology
companies are getting increasingly fierce. As entities are competing one another to win a
dominant position in financial platforms, a growing number of consumers are making financial
transactions via mobile and electronic channels. In light of such circumstances, threats such
as ransomware, malware, and distributed denial-of-service (DDoS) attacks are becoming
more sophisticated which require heightened risk management with respect to cybersecurity.
The FSS for its part worked to ensure effective supervisory regimes for financial technology
and stepped up its monitoring and inspection activities.
The FSS took preemptive measures in the supervision of newly emerging risks due to the
integration of finance and information technology while raising security standards for the
finance and IT sectors by supporting financial institutions to establish their autonomous
security system and drafting a set of countermeasures for new IT risks. In March, a set
of analysis and countermeasures for IT risks emerging due to innovations in fintech was
drafted and used in supervision and examination processes. To ensure safe mobile financial
transactions with biometrics, the FSS revised the guidelines for digital financial services
operating on smartphones in collaboration with the Financial Security Institute in June.
Further, it drafted a set of plans for the facilitation of cloud use and pushed forward the
improvements in the existing system. In November, the FSS assessed the appropriateness of
BCP (Business Continuity Plan) and disaster recovery plans of financial institutions that were
originally designed as contingency plans. In 2018, a total of about 1,300 (amounting to about
KRW 6.5 billion) potential frauds were prevented thanks to the FDS (Fraud Detection System)
run by the FSS.
Moreover, the FSS responded to changes in the global IT landscape in a flexible manner
through various information exchanges with efforts to enhance communication with related
agencies in Korea and other countries and industry experts. By signing an MOU with KISA,
a specialized data protection agency, the FSS built a system dedicated to joint response
and information sharing on issues in connection with cyberattacks and data protection in
November. To step up cooperation with international organizations, the FSS hosted Information
Technology Supervisors Group Conference jointly with financial supervisory authorities of 20
countries with an aim to discuss and share policies on finance and information technology,
thereby contributing to strengthened international cooperation.
Major digital security issues such as cybersecurity threats and the spread of mobile financial
transaction were studied and the results were used in oversight and inspection planning in
March. The FSS further conducted inspections on security status of smartphone apps and
mobile financial services and the appropriateness of digital security management of service
providers amid the expansion of IT services outsourcing. Quantitative assessments of financial
firms’ IT risks were carried out on a regular basis (every six months) in response to a series
of service disruptions at several financial service providers and need for risk assessment
from fintech services. The FSS also encouraged financial institutions to operate with security
safeguards on their own, helping them establish autonomous security system.
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SUPPORT FOR FINTECH & CRYPTOCURRENCY RESPONSES
1. Support for Fintech
Designated Agent System

As part of the implementation of financial regulatory testbeds that were operable
under the law, a so-called “designated agent system” was introduced in May to
promote innovative financial services. Under the system, fintech firms (designated
agents) are entrusted with necessary part of business from financial institutions to
test innovative financial services to consumers who agreed to use such trial-version
services within the essential scope for testing. In September, a total of nine fintech
firms were selected as the first group of designated agents, considering various
aspects including domestic business status, the degree of innovation of services,
convenience of financial consumers, the degree of necessity of entrustment, and trial
service readiness. Also considering the fact that the trial services would be provided to
real consumers despite their limited scope of provision, the FSS drafted a set of plans
to manage fintech firms selected as designated agents in October.
Consultation Body for Fintech Strategies

Given the characteristics of fintech, FSS supervisors reached a consensus that there
shall be an institution-wide body for comprehensive and systematic response to fintech
related issues. As a result, as the top consultation and adjustment body dedicated to
fintech-related issues, the FSS launched the “Consultation Body for Fintech Strategies”
in June. The body consists of the first senior deputy governor serving as the chairman
and all four senior deputy governors with Fintech Innovation Office as administrators.
The body holds a conference monthly when there is an agenda, and covers from
discussions and adjustments in fintech-related issues to inspection and supervisory
planning of the fintech sector.
Onsite Fintech Advisory Team

For more efficient and effective operation of the On-site Fintech Advisory Team which
was formed with the goal of assisting fintech start-ups with regulatory compliance
and foster a positive environment for innovation and growth, the FSS drafted plans
for the promotion of on-site visits to fintech firms in April. Opening a new introductory
page inside FINE, an FSS portal made available for financial consumers seeking
information, posting a banner on the FSS website, and developing and distributing
posters helped the FSS provide consultations to financial institutions. Until the end of
December 2018, the FSS On-site Fintech Advisory Team gave a total of 95 times of
on-site advice, ranging from general consultations to mentorship services to fintech
firms selected as designated agents. The FSS is planning to continue providing such
advisory services to fintech firms to help them until their services are commercialized.
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Recognized by the team’s ample supervisory experience in finance, the members
of the On-site Fintech Advisory Team were also invited as lecturers at Seoul Fintech
Academy established with the goal of promoting the fintech sector and nurturing
fintech professionals in March and September.
Communicating with the Fintech Industry

To receive feedback from the sector in connection with financial regulations, the FSS
conducted a survey of 300 fintech firms on regulatory improvement in April. Survey
results went through comprehensive analysis in June and were used in designing
sector-specific policies and supervisions.
In September, the FSS hosted the Fintech Town Hall Meeting: FinTalk, enabling
fintech firms, financial institutions, and related agencies to discuss fintech-related
issues. In the meeting, Governor Suk Heun Yoon, FSS staff, and related agencies
shared challenges and ideas they have on the fintech sector during discussion
sessions. Participants threw various questions and suggestions, ranging from delayed
authorization of the FSS, regulatory issues, to policy directions for the promotion of
the fintech sector. Governor Yoon announced that the FSS will create an innovative
ecosystem comprising fintech, regtech, and suptech in his opening remarks, laying
out a plan for the introduction of the first MRR (Machine Readable Regulation) in Asia.
Regtech

With the expansion of automation and digitization of financial services thanks to the
innovations in fintech, financial supervisors are focusing on enhancing regulatory
compliance of financial institutions by applying information technologies to regulatory
systems. In response, the FSS undertook the pilot test of MRR jointly with the
FSI in October. As there was a growing consensus on the necessity of professional
consultation body for the contribution to innovation-driven growth of the Korean
economy and more efficient financial market, the FSS launched the Consultation
Body for the Regtech Development and a working-level consultation body in October,
consisting of the first senior deputy governor as chairman and experts from related
agencies, financial institutions, fintech firms, the academia, and the legal sector.
2. Support for Blockchain Technology

From February to November, the FSS analyzed cases of blockchain technology
introduction in major domestic and international financial institutions, overseas stock
exchanges, and global trade finance banks. In May, supervisory direction was decided
to build a foundation to promote blockchain technology after examining the responses
of overseas supervisory authorities such as the SEC of the US and the FCA of the
UK. In February, the FSS came up with a series of measures to promote the use of
blockchain technology in the financial sector and measures for cooperation with R3CEV
(Reduce Risk in Reference – Crypto, Exchanges and Venture Practice) and Hyperledger
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in November to support the introduction of blockchain technology in the sector while
seeking ways to use blockchain in financial supervision.
As part of supervisory efforts to listen to external experts with respect to the use
of blockchain technology and supervisory direction, the FSS launched the Advisory
Committee for Blockchain Technology consisting of academic, legal, and industry
experts with an aim to collect various opinions and ideas on markets, regulatory
climates, and future response measures in connection with blockchain technology.
3. Enhanced Supervision and Oversight of Digital Finance

The Special Act on the Support of Financial Innovation was proposed in the National
Assembly for the introduction of regulatory sandbox in Korea. In light of such
evolving fintech landscape, the FSS conducted a study of major trends in the fintech
sector, seeking to take a supervisory direction in May and December. In August,
FSS supervisors conducted analysis on the transactions of easy payment and wiretransfer services to study the easy payment and wire-transfer sector to come up with
implications.
As micro and middle-sized online business owners had been paying relatively higher
card payment fees than their brick-and-mortar counterparts, the FSS realized the
need for reducing fee burdens for such online business owners. The FSS therefore
continued to consult with the FSC, PG providers, and credit card companies with an
aim for lower fees for online business owners, while pushing forward schemes for
reduced fees and plans for building a fair calculation system in December.
4. Enhanced Transparency in Cryptocurrency Transaction

To prevent the banking system from being abused as a channel for money laundering
and illicit transactions in the process of cryptocurrency transaction, the FSS introduced
a service called “Cryptocurrency Checking Account Service with Name Verification” in
January. The cryptocurrency transaction-exclusive account service allows deposits and
withdrawals only when a cryptocurrency trader’s bank account (collection account)
that is identified as a principal is opened in the same bank, thereby enabling the bank
to check users of the cryptocurrency processing center and the details of deposits
and withdrawals. Banks were thus given access to user information of cryptocurrency
exchanges and transaction histories. In addition, the FSS conducted a monthly
inspection, evaluation, and meetings within the bank sector on “Cryptocurrency
Checking Account Service with Name Verification” to ensure its smooth landing.
The FSS conducted an inspection of cryptocurrency exposure of financial institutions
by looking at transaction status of cryptocurrency exchanges, investment status of
financial institutions in connection with cryptocurrency, and lending status to prevent
spillover of cryptocurrency-related risks on the financial system. Sources of risks such
as business status of cryptocurrency exchanges, ICO status, and the launch of so-called
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“cryptocurrency fund” were monitored as well as possibility of money-laundering.
Though all cryptocurrency exchanges had been obliged to separate the deposits and
their interest (the “Investors’ Interest”) under the law, most exchanges failed to do
so. Thus, all financial institutions using “Cryptocurrency Checking Account Service
with Name Verification” were obligated to separate their proprietary assets from the
Investors’ Interest from August to November to prevent damage that customers may
suffer.
5. The Peer-to-peer Lending Market

The peer-to-peer lending market grew substantially to one of the core areas of fintech
innovation, promoting medium-range interest rates. However, due to questionable
investor protection capabilities such as false disclosure and fund embezzlement,
most peer-to-peer loans were taken out by real-estate market investors unlike its
original purpose, contributing to heightened risk of volatility in the real-estate market.
Considering that a legislation on peer-to-peer lending will consume significant time, the
peer-to-peer lending guidelines were revised in February and December to strengthen
investor protection. With constant reports of investors who suffered damage from illicit
and unlawful business practices such as false lending of peer-to-peer lenders, the FSS,
FSC, Prosecution, and the Police had a joint conference in June and built a framework
for close cooperation with respect to fraud and embezzlement associated with peer-topeer lending. Moreover, the FSS continued to inform the market of unlawful business
practices and risky investment practices revealed by the inspection of moneylenders to
ensure no bona fide investors become victims.

Pension Supervision

The amount of retirement pension savings accumulated under the government-mandated
retirement pension plans that had begun in 2005 reached KRW 190 trillion at the end of 2018,
an increase of KRW 21.6 trillion or 12.8 percent from a year earlier. Individual retirement
pensions or IRPs, in particular, grew 25.6 percent. The amount of tax-qualified pension
savings plans at the end of 2018 was KRW 135.2 trillion, an increase of KRW 6.4 trillion from
the previous year.
To induce changes in the types of policyholders and encourage fair competition among
businesses, the FSS had a thorough analysis of the retirement pension market and came up
with a set of plans to innovate business practices in the retirement pension market in July.
In response, the market as a whole is implementing agendas for innovation by developing
standardized templates for product proposal and asset management status report. Meanwhile,
the FSS also launched a retirement pension funds soundness management system in April,
to enhance the accuracy of soundness verification process of retirement pension plan service
providers and contribute to heightened security of retirement benefits.
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In September, the revised version of retirement pension fund regulation took effect which
consists of loosened regulations on pension funds management aimed at more diversified
pension fund policies and enhanced profitability. With respect to TDFs (Target Dated Fund),
firms were allowed to make investments up to 70 percent of their assets. However, under the
new regulation, firms are now allowed to invest 100 percent of their asset in TDFs that fulfill
the criteria set by the FSS governor when it comes to defined contribution plans and individual
retirement pension plans. Further, retirement pension funds can include deposits and savings
of savings banks with secured principal and interest and allowed limited investment in REITs
only for defined benefit plans.
The FSS continued to operate an integrated online portal for pension enrollment information
including employer-sponsored retirement pension plan and individual retirement pension,
which enabled pension enrollees to search for information on the types of pensions enrolled,
the sponsoring employer, and the starting date for pension distributions. As of December
2018, the integrated online portal started to provide pension information, thus integrating
retirement pension information with 88 pension institutions and service providers including
the National Pension Service and the Teachers’ Pension. The FSS also continued to operate an
open public service website designed to improve the public’s understanding of how retirement
pension plans work. The system provides information sought by policyholders, enabling them
to compare profitability by each financial institution.
Through a constant supervision of retirement pension plan service providers, the FSS spotted
unlawful business practices and pushed for improvements while establishing sanctions criteria
for pension plan businesses providing special benefits to policyholders thereby promoting
fair business practices in the retirement pension fund market and protecting the security of
pension funds.
Anti-Money Laundering

With the growing importance of anti-money laundering amid heightened management and
supervision with respect to regulatory compliance of financial institutions across the world,
the FSS established a new division designated exclusively to money laundering issues: AntiMoney Laundering Office in January 2018. Introducing the RBA (Risk Based Approach) in
anti-money laundering examinations, the FSS conducted intense examinations of high-risk
financial sectors and financial institutions to promote the efficiency of its examinations. FSS
supervisors also advised financial institutions to put more efforts into preventing money
laundering incidents in overseas branches while responding proactively to newly arising risks
of money laundering such as cryptocurrency transactions.
The Financial Action Task Force (“FATF”) has been giving continuous advice on the introduction
of risk-based approach that allocates the supervisory capacity of the supervisory authorities in
accordance with the degree of risk in anti-money laundering. In response, the FSS conducted
on-site inspections of 20 financial institutions with high risk in 2018, building an anti-money
laundering examination system based on risk assessment results of financial institutions. By
piloting the internal auditing system in connection with anti-money laundering business in the
second half of 2018, the FSS advised financial institutions to find shortcomings that require
improvements independently. Also, the FSS had a business presentation and meetings with
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c-suite executives of financial institutions that are susceptible to money laundering, advising
them to improve their internal control system on anti-money laundering.
As international financial authorities have been recently conducting tougher inspections and
imposing sanctions with respect to anti-money laundering business of overseas offices of
Korean banks, authorities came up with a consensus to step up integrated management of
anti-money laundering business of overseas offices of Korean banks. In response, the FSS
sought proactive communication with international financial authorities by, for instance,
exchanging ideas with the US financial authorities with respect to current issues that require
close monitoring. Also, the FSS advised financial institutions to make systemic improvements
on anti-money laundering business of overseas branches after checking their countermeasures
and plans to respond the series of examinations and tougher sanctions conducted and
imposed by the US financial authorities.
Due to the emergence of new types of financial transaction such as cryptocurrency and the
surge in non-face to face financial transactions via internet banks, proper responses required
new types of money laundering such as concealing profits gained from criminal activities. The
threat of money laundering through cryptocurrency trading grew substantially with the surge
in such transactions since 2017. In response, the FSS checked cryptocurrency exchanges on
their compliance status of anti-money laundering obligations in January and April. Guidelines
on Anti-Money Laundering in Connection with Cryptocurrency, which took effect in January,
was revised in July as part of proactive measures taken by the FSS.
As the risk of money laundering grew with the surge in the number of non-face-to-face
transaction via internet banks that started business since 2017, the FSS checked the
management status of internet banks’ anti-money laundering functions in November, advising
them to make necessary improvements in anticipation for potential threats posed by new
types of money laundering.
Changes in the Number of Financial Institutions

The number of commercial banks and mutual savings banks has not changed in 2018.
Although four specialized credit finance companies went out of business due to registration
expiration, 12 credit finance companies were newly established―making the net increase
eight. The number of credit unions decreased by 10, due to merger and dissolution while
10 agricultural cooperatives disappeared due to merger and one cooperative was newly
established, making the net decrease nine. No changes were observed in life insurance
companies while Korea Maritime Guarantee Insurance, a non-life insurance company, went out
of business with the implementation of Korea Ocean Business Corporation Act.
KR Futures switched to securities company, while a Korean branch of UOB Bullion and Futures
was newly established in 2018. J.P. Morgan Asset Management Korea and Hanwha Asset
Management merger caused a decrease in the number of asset management companies;
however, the number of specialized private equity fund management companies increased
by 29, making the net increase 28. Though 23 investment advisors were liquidated, 29 new
companies were added, making the net increase 6.
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Table 4.6
Number of Financial Firms Licensed in 2018
Beginning
of year
Financial holding companies
Banks
Merchant banks
Money brokerage companies
Mutual savings banks
Specialized credit finance companies
Credit unions
Agricultural, fishery, and forestry
cooperatives
Life insurance companies
Nonlife insurance companies
Securities companies
Futures companies
Asset management companies
Investment advisory companies
*

Mergers

Closures*

Newly
Licensed

End of
year

9

-

-

-

9

57
1
3
79
97
898

5

4
5

12
-

57
1
3
79
105
888

1,358

10

-

1

1,349

24
31
55
5
215
179

1
-

2
1
23

1
1
1
29
29

24
30
56
5
243
185


Closure
includes revocation of the business license, bankruptcy, dissolution, cancellation of registration, and
voluntary liquidation.

Examination and Enforcement
In response to the growing concern about the stability of financial transactions following
the dividend error in 2018, the FSS conducted a comprehensive examination of 10 financial
institutions including financial investment service providers. The FSS stepped up categorical
examinations on new types of vulnerability such as interest calculation mechanism and highrisk trust products while strengthening inspections on unlawful business practices to protect
consumers’ rights. The FSS particularly focused on the inspection on the appropriateness of
internal control system operation of companies with relatively weaker internal control systems
to prevent any large-scale financial accident.
Consumer Protection

FSS supervisors undertook the inspection of the appropriateness of internal control system
in connection with loan interest rates calculation mechanism, while conducting tougher
examinations on the status of mortgage loans and business practices of financial institutions.
To check whether financial institutions are selling high-risk products through trust products,
the FSS also conducted an inter-regional examination and advised financial institutions to
improve business practices that caused financial damage to consumers after the inspection on
the status of investor protection status in PEFs and investment advisory companies. The FSS
inspected insurance companies to ensure fair and transparent benefits payment in accordance
with the terms and conditions and had a presentation of inspection results. Lending practices
of peer-to-peer moneylenders which newly came under the FSS supervisory purview, were
inspected as well.
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Financial Firms’ Internal Controls

FSS supervisors inspected financial institutions in a timely manner when issues arose due
to insufficient internal controls. In response to the severe blunder of foreign share trading
committed by one of the securities companies, the FSS inspected financial institutions for
flawed internal control system such as securities trading system, processing, and errorpreventive systems. To avoid a deterioration in the soundness of insurance companies that
could be caused by insufficient internal controls, the FSS also inspected insurance companies’
compliance to the stipulations on internal control in the Act of Corporate Governance of
Financial Companies and checked whether they were taking appropriate measures for the
prevention of financial accidents. The FSS also held a series of interviews with the executives
of micro and small credit cooperatives in rural regions and provided those with weak internal
controls with consultation services.
With sustained operation of internal auditing consultation system, the FSS not only
consistently monitored the independent auditing results of financial firms but also advised
them to step up their independent corrective measures. Moreover, the Seminar on Enhancing
Internal Controls was held to help financial institutions strengthen internal controls by sharing
preventive measures for accidents with them.
Effectiveness of Supervisory Sanctions

In accordance with the recommendations made by the Supervision and Examination Reform
Task Force in December 2017, the FSS Sanctions Review Committee fully implemented the
adversary system since April 2018, dramatically improving the fairness and credibility of
sanctions and protecting the procedural right of defense of entities subject to sanctions.
Moreover, the Sanctions Review Committee Consumer Rights Advocacy System was newly
launched in January, allowing the “advocates” to represent entities subject to sanctions at the
Sanctions Review Committee to protect the rights of financial institutions and their employees.
The FSS appointed an external officer from the Anti-Corruption and Civil Rights Commission
as the advocate under the system. The scope of browsing allowed for such entities was
substantially extended, and they were given access to the entire agenda that would be
delivered to the Sanctions Review Committee. In April; retrial became a possible option for
not only actors who were found not guilty but also for supervisors and assistants having same
legal issues.
The FSS also stopped requiring financial institutions to submit reports on their results of
independent processing, and expanded the scope subject to mild sanctions that could skip the
review process of the Sanctions Review Committee in April, simplifying the sanctions process
while minimizing uncertainties arising from legal issues for entities subject to sanctions.
To promote access to sanction-related information for financial consumers and prevent any
legal violation of financial institutions, the FSS also launched an automatic alarm system in
examination teams for sanctions disclosure.
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Financial Firms and Other Organizations Subject to FSS Examination

The number of financial firms and institutions subject to FSS examination at the end of 2018
was 5,500, an increase of 965 from a year earlier. Most of the increase is attributable to the
increase in the number of moneylenders and private equity fund investment companies. By
individual financial sector, there were 9 financial holding companies, 57 banking institutions,
a total of 3,748 nonbank institutions, 59 insurance providers, 1,462 financial investment
services providers, and 165 others.
Table 4.7
Financial Firms and Organizations Subject to FSS Supervision in 2018
Number
Financial
holding
companies
Banking
institutions

Nonbank
institutions

Insurance
companies

Financial
investment
service
providers

Others

Total*
*

9
57

3,748

59

1,462

165

Financial firms and organizations
KB Financial Group · Shinhan Financial Group · Hana Financial Group · Korea
Investment Holdings · Meritz Financial Group · BNK Financial Group · DGB
Financial Group · NongHyup Financial Group · JB Financial Group
National banks (6) · Regional banks (6) · Internet banks (2) · Specialized
banks (5) · Foreign bank branches (38)
Mutual savings banks (79) · Korea Federation of Savings Banks · Agricultural
cooperatives (1,122) · Fishery cooperatives (90) · Forestry cooperatives
(137) · Credit unions (888) · National Credit Union Federation of Korea ·
National Agricultural Cooperative Federation · National Fishery Cooperative
Federation · National Forestry Cooperative Federation · Credit card companies
(8) · Installment finance companies (21) · Leasing companies (25) · New
technology venture companies (51) · Moneylenders (1,320) · Credit Finance
Association, Consumer Loan Finance Association
Life insurance (24) · Nonlife insurance (17) · Foreign nonlife insurance
branches (13) · Korea Life Insurance Association · General Insurance
Association of Korea · Korea Fire Protection Association · Korea Insurance
Institute · Korea Insurance Development Institute
Securities companies (44) · Domestic branches of foreign securities firms (11)
· Futures companies (6) · Credit rating companies (4) · Bond rating companies
(4) · Fund rating companies (4) · CR REITs (221) · Merchant bank (1) · Money
brokerage companies (10) · Asset management companies (243) · Investment
advisory firms (185) · Private Equity Funds (577) · General administration
service providers (7) · Ship investment management companies (5) · Ship
investment companies (114) · Real estate investment trusts (11) · Fund
Online Korea · Korea Exchange · Korea Financial Investment Association ·
Korea Securities Depository · Korea Securities Finance Corporation · Korea
Listed Companies Association · KOSDAQ Listed Companies Association ·
KONEX Association · Online small investment intermediaries (7)
Money transfer operators (25) · Electronic financial services providers (82) ·
Credit information service providers (29) · Korea Association of Information
& Telecommunication · Korea Housing Finance Corporation · Value added
networks (25) · Korea Credit Information Services · Korea Workers’
Compensation and Welfare Service

5,500


The
total figure does not include 33,671 entities including three retail credit card issuers, 31,894 general
agencies (insurance), 21 insurance actuaries, 1,253 insurance claims adjusters, 140 insurance brokers, 196
offshore investment advisory companies, nine moneylenders, 451 debt collectors, etc.
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Examinations Conducted in 2018

The FSS performed 10 comprehensive examinations in 2018 and 753 targeted examinations
(a 13.2 percent decrease year on year). The targeted examinations comprised 122
examinations for evaluation, 631 compliance examinations, and 218 prudential examinations.
The aggregate number of examiner assignments came to 19,640, up 4.3 percent from the
previous year’s total. FSS examiners also conducted eight joint examinations with the Bank of
Korea and also eight with the Korea Deposit Insurance Corporation.
Table 4.8
Prudential and Compliance Examinations in 2018
(KRW, trillions)

Prudential examinations

Banks
Nonbank financial
institutions
Insurance companies

Compliance examinations

Number of
examinations

Number of
examiner
assignments

60

1,351

45

3,104

11

251

141

4,157

Number of
Examinations

Number of
examiner
assignments

12

801

156

2,151

Financial investment
services providers

20

368

160

2,494

Others

19

588

129

2,051

122

3,359

631

13,957

Total

Safety and soundness examinations

Conduct examinations

Number of
examinations

Number of
examiner
assignments

Number of
examinations

Number of
examiner
assignments

Banks

65

2,985

40

1,470

Nonbank financial
institutions

37

751

115

3,657

Insurance companies

25

1,233

143

1,719

Financial investment
services providers

53

634

127

2,228

Others
Total

38

830

110

1,808

218

6,433

535

10,882

Post-Examination Supervision Actions

The total number of post-examination supervisory actions that the FSS took in 2018
was 2,706, down by 20.0 percent from the previous year. When classified by the types
of business activity examined, findings pertaining to business management and internal
controls were most frequent at 860 cases, or 31.7 percent of the total; findings pertaining
to IT and insurance also took a substantial portion, accounting for 434 cases and 406 cases,
respectively.

82

Financial Institution Supervision

Table 4.9
Post-Examination Actions in 2018
Mgmt
Disciplinary
attention
action
Loans
Deposits
Foreign currency
management
Brokerage
Asset
management
Insurance
Accounting
Internal controls
IT
Others
Total

Mgmt
On-site
action on Warning Improvement remedial Others
employees
action

Total

94
5

37
-

3
1

13
-

21
-

214
13

-

382
19

-

-

-

-

1

2

-

3

3

32

6

-

1

5

-

47

15

43

5

5

23

23

-

114

14
166
29
103

174
6
88
25
108

6
19
2
15

11
23
7

136
169
163
72

65
395
215
126

9

406
6
860
434
435

429

513

57

59

586

1,058

9

2,706

Restructuring of Debtor Companies
Corporate Restructuring

The FSS organized a task force with the bank sector, the bank federation, and the Creditors’
Coordination Committee to inspect the entire process of restructuring from the credit risk
assessment of creditor banks to workout completion in response to growing difficulties in
selecting companies subject to restructuring and workout attributable to diversified claim
types and relatively generous stance of creditor banks. After selecting companies under
great financial strain, the task force came up with measures for improvement, targeting four
divisions to support the rehabilitation of such companies in various ways.
The task force first stepped up the objectiveness criteria of assessments by clarifying grounds
for tightened criteria and specifying indicators for assessments in consideration of possible
spillover between business and financial risks to improve the objectiveness of credit risk
assessment and the transparency of credit risk assessment committee. Qualification criteria
for assessors were tightened and external assessors joined the assessment process with
a goal to enhance its independent aspect. Second, the FSS decided to conduct a thorough
review of a report on the necessity of sustaining workout three years after the start of workout
process to ensure strict post-management of companies that had undergone workout, while
making an annual assessment mandatory for such companies after four years from when they
started workout processes to prevent delays in workouts.
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Third, the FSS gave instructions to companies undergoing workouts on how they could take
advantage of investors in the capital market to help them strengthen their links with the
capital market. Lastly, creditor banks became obliged to undergo annual independent review
on the overall restructuring processes, make improvements, and share success and failure
examples with one another to make self-monitoring and feedback a regular practice.
The task force’s aforementioned plans are expected to give more options for companies
undergoing workouts thanks to the enhanced cooperation between creditor banks and the
financial market, creating a virtuous cycle of the soundness of creditor banks and diversified
targets for investment.
Credit Risk Evaluation and Restructuring

Creditor banks conducted credit risk evaluations of large and small distressed debtor
companies throughout 2018 and selected a total of 190 debtor companies―10 large
companies and 180 SMEs―for restructuring. For companies determined to be eligible for
a workout (C rating), business rehabilitation was sought with asset disposition, financial
soundness improvement, and credit support. Turnaround through court receivership was
sought for companies that had been given a D rating.
Table 4.10
Credit Risk Assessment

Large Businesses
SMEs
Total

2018
C-Rated
D-Rated
5
5
132
48
53

2017
C-Rated
D-Rated
13
12
113
61

137

74

125

Change
C-Rated
D-Rated
-8
-13

-7
19

-21

12

Enhanced Oversight of Heavily Indebted Business Groups

The threshold for the designation as a heavily indebted business group (HIBG) was lowered
from 0.1 percent of the aggregate amount of credit extended by lending institutions to
0.075 percent since 2014. Under the threshold, a total of 31 business groups with individual
aggregate debt in excess of KRW 1.5166 trillion were designated as HIBGs. The creditor banks
conducted assessment on the debtor companies’ financial structures and signed financial
structure improvement agreements or information provision agreements. The creditor
banks also regularly monitored the progress of the debtor companies’ turnaround efforts
and execution of the self-rescue plans. As potential risks embedded in overseas business as
well as the misconduct of some c-suite executives and its market ramification could lead to
a deterioration of the reputation of the entire business group and sales decrease, the FSS
took into account risks related to overseas business and corporate reputation in the 2018
assessment.
Table 4.11
Heavily Indebted Business Groups
Number of business groups
Designation threshold
(KRW, billions)
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2018

2017

2016

2015

2014

31

36

39

41

42

2013
30

15,166

14,514

13,581

12,727

12,251

16,152
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Inclusive Finance
Inclusive Finance for Low-Income Households and SMEs

he New Hope loan program, a credit support program for low-income households, was
expanded continuously, including youth, seniors, and people with disabilities as the
beneficiaries of interest cut. For 2018, approximately KRW 3.7 trillion in loans was made
available, exceeding the initially set target for 2018 of KRW 3.3 trillion with a 22 percent
increase compared to the previous year. The New Hope loan program accounted for 51
percent of the total amount of credit made available to low-income borrowers in 2018, up 7.4
percent compared to the previous year.
The Unsecured Loan 119, a program designed to help borrowers who recently experienced
a drop in their credit scores or who have multiple loans was included in the Guidelines on
Facilitating Pre-workout for Household Lending, becoming a self-regulatory regime in May. The
FSS also revised the guidelines for the support of debt collection, making a three-days-notice
to the delinquent borrower mandatory from the previous three-months-notice before the
collection process begins.
Table 4.12
New Hope Loans
Number of participating
borrowers
Amount (KRW, billions)
*

2018

2017

2016

2015

2014

Total*

252,700

210,113

192,546

170,251

180,130

1,599,400

3,661.2

2,999.1

2,272.0

1,958.4

1,955.9

18,365.0

The total figure for New Hope loans is a cumulative sum from November 2010 to December 2018.

In response to the growing demand for low income and low credit customers, the FSS made
more customer service windows and other support centers available to low-income customers
in small towns and regions where customers have generally little access to comprehensive
financial services, to help them have easy access to comprehensive consultation and other
services from banks and other financial service providers (as of the end of 2018, 204 support
centers and 1,073 service windows are in operation, up 51 and 592 respectively, compared to
those of 2017).
To help low-income households and small and micro business owners under financial strain
better use the low-income households finance support system, the FSS revised and distributed
the brochure introducing various finance support plans run by government agencies, state
enterprises, and other organizations in July.
FSS supervisors also participated in various events for tailored consumer advisory and
counseling organized for lower income consumers to hear from consumers about the
difficulties they face in using financial services and provide them with solutions. Education
services were also performed to help low-income borrowers and households having difficulties
in receiving financial services. In the 2018 Inclusive Finance Fair, the FSS provided concrete
solutions to low-income consumers with issues in connection with financial services in
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collaboration with government agencies and financial institutions engaging in inclusive
finance. In November, the FSS had lecture sessions on credit recovery support systems, tips
and anticipation for financial frauds, and financial planning.
Social Finance is not merely a concept of subsidizing or donating to those in need, but is about
funding social enterprises such as co-ops and local businesses to pursue both social values
and profits, playing a role as a social safety net.
In response to the growing interest in social finance of the government, the FSS drafted a set
of plans for facilitating social finance with a goal of engaging private financial players in March.
The FSS also joined the Consultation Body for Social Finance consisting parties from both the
government and the private sector and discussed issues including plans to push forward social
finance. Moreover, the FSS promoted voluntary engagement of banks in social finance through
the Standard for the Facilitation of Social Finance introduced in December. Designating an
exclusive category for social finance in the Inclusive Finance 1332 website, the FSS provided
information on the status of social finance companies, related agencies and ways to use social
finance in December.
The outstanding amount of loans extended by domestic banks to SMEs during 2018 was
KRW 696.3 trillion, up KRW 40.8 trillion from a year earlier. Lending to sole proprietors with
relatively lower risk of default increased slightly with the government’s favorable policy stance
towards SMEs. Steps were also taken to ensure banks reasonably fund SMEs with growth
potential.
Table 4.13
SME Funding
Support for SMEs (KRW, trillions)
SMEs
Self-employed business owners

2018

2017

2016

696.3
382.5
313.8

655.5
366.6
288.9

610.1
349.0
261.1

For relationship banking, which was introduced to encourage lending to SMEs with insufficient
collateral or low credit scores, cases-sharing meetings were held with department heads
of the bank sector. To improve the performance evaluation system mainly composed of
quantitative indicators, detailed evaluation indicators were complemented including qualitative
indicators. The evaluation is conducted on a semi-annual basis and the results are sent to
bank executives to ensure attention from the management of the lending institutions. At
the end of 2018, the aggregate balance from relationship banking was KRW 7.55 trillion, an
increase of KRW 1.63 trillion from a year earlier. Relationship banking continued to grow in
importance as a new mechanism for lenders in utilizing nonfinancial information in addition to
financial information to facilitate lending, in particular for SME funding.
In May, the FSS launched and operated a special counseling body for contractors and
SMEs having difficulties due to restructurings of major manufacturers and the shipbuilding
industry, thereby significantly contributing to remedying their financial issues. The FSS also
published a handbook on loan programs offered by the government, municipal government
authorities, and public institutions for SMEs and distributed it to SMEs located in major
industrial complexes. By regularly updating its online information, the FSS provided SMEs
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with information on loan programs and access to other information. The case in point was
the regular check-up of the “Sole Proprietor Loan 119,” as the FSS made public disclosures
on lenders demonstrating strong lending performance. For 2018, a total of 12,193 loans were
extended under the Sole Proprietor Loan 119 program, 3,994 more than a year earlier. The
proportion of loans less than KRW 100 million grew steadily, signaling strengthened support
for sole proprietors.
In addition, the FSS worked closely with Korea Financial Telecommunications & Clearing
Institute and Korea Federation of Banks to give greater protection for merchants obtaining
credit using as collateral receivables from the sale of goods and services. To help reduce
financial losses on small merchants from buyers who default on their purchases, a search
engine enabling merchants to find information on collateral receivables was launched on
the Korea Financial Telecommunications & Clearing Institute website to enhance information
sharing among the lending institutions on the buyers and institute risk monitoring and reduce
line of credit for purchasing companies that showed signs of financial distress. Further, to
alleviate the burden of interest for businesses with loans, the FSS introduced a plan to reduce
the maturity of secured loans of credit sales from the current 180 days to 90 days by May
2021 in a phased manner.

Personal Data Protection
The supervision of credit information service providers throughout the year primarily focused
on improving personal credit-scoring systems used to evaluate borrower creditworthiness,
deterring illegal debt collection practices, and improving the credit information collection
regime.
The FSS rectified deficiencies in the personal credit-scoring regime, thereby significantly
enhancing the accuracy, fairness, transparency, and accountability of the assessment.
To protect the rights of individual consumers, the FSS drafted a set of plans for the
comprehensive improvement of personal credit-scoring regime in January. Also, to help
borrowers anticipate any disadvantages that he or she may suffer due to the lenders’
registration of delinquency information, the FSS drafted and implemented new guidelines on
the registration of delinquency information of consumers in September, letting consumers
know that financial institutions are obliged to inform borrowers of registration.
Meanwhile, the FSS introduced internal control standards to which financial institutions shall
oblige in the processes of debt-collection by different phases of work, thereby regulating loanselling processes to prevent unlawful and unfair debt-collecting practices in advance. Thus,
the FSS integrated the existing debt-collection practice guidelines and the loan-selling practice
guidelines, creating and implementing the debt-collection and loan-selling practices guidelines
in April. For more efficient allocation of scarce supervisory resources, a continuous riskmonitoring system was launched for credit information service providers, and the evaluation
of risk management status was initiated beginning in the second half of 2016. 15 credit
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information service providers including debt collection service providers were examined along
with unannounced inspections. The FSS also hosted a seminar on debt collection activities,
inviting credit information service providers and related agencies in March, delivering
supervisory direction and receiving feedback from them.
Following amendments to the Credit Information Use and Protection Act requiring training on
personal data handling for credit information service providers, the FSS took the initiative to
organize training programs with industry associations across the financial sector, successfully
completing a total of 11 training sessions for 2,700 participants from April to December.
Similarly, FSS supervisors joined hands with the Financial Security Institute and other security
organizations to provide training on personal data protection to financial sector employees
from March to November.
To strengthen the guarantee of consumer rights with respect to personal credit information
under the Credit Information Use and Protection Act, the FSS checked whether financial
institutions have such systems and promoted them to financial customers in February.
Financial institutions also had their chat-bot services inspected and received regulatory advice
in connection with their chat-bot services, as part of the FSS’s effort to ensure the protection
of customers’ data in August.
In September, the FSS also published a manual to be used by financial institutions for selfevaluation of the status of their personal data protection operations and activities with cases
of violation of the Credit Information Use and Protection Act, helping financial firms increase
their self-regulatory capacity.
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Primary Markets
Debt and Equity Offerings

Domestic companies raised KRW169.8 trillion through public debt and equity offerings in
2018, an increase of KRW15.4 trillion or 10.0 percent from the previous year. The amount
raised through corporate debt offerings grew in anticipation of interest rate hikes by the U.S.
Federal Reserve. The amount raised through secondary equity offerings rose by 46.7 percent,
but the overall amount of equity issues fell by 13.6 percent for the year.
Table 5.1
Debt and Equity Offerings
(KRW, trillions)

Equity issues
IPOs
Secondary offerings
Debt issues*
General corporate debt
Financial debt
Asset-backed securities
Total
*

2018

2017

Change

Percent change

8.9
2.3
6.6

10.3
5.8
4.5

-1.4
-3.5
2.1

-13.6
-60.3
46.7

160.9
35.7
109.1
16.1
169.8

144.1
32.3
96.8
15.0
154.4

16.8
3.4
12.3
1.1
15.4

11.7
10.5
12.7
7.3
10.0


Effective
July of 2016, corporate debt is classified into three categories: general corporate debt, financial
debt, and asset-backed securities; debt issued by financial holding companies and banks falls under the
financial debt category.

Improved Securities Offering Practices for Greater Confidence in Capital Markets

Concerns on the overheating of the public offering market emerged in 2018, as the number of
KOSDAQ listings surged following the introduction of KOSDAQ market promotion measures.
In response, the FSS devised measures to improve IPO practices and consulted with related
authorities to seek ways to better implement the measures. The measures included analysis
of demand estimation for new KOSDAQ listings and the public offering pricing process, stricter
enforcement actions against those who unfaithfully participate in the demand estimation
process, and improvement of IPOs with a new integrated demand estimation platform. As
KOSDAQ-listed companies sharply increased their offerings of convertible bonds and bonds
with warrants, the FSS strengthened the monitoring of the offerings and proposed the FSC to
develop response measures to contain growing risks.

Secondary Markets
Short-Sale Reporting and Market Transparency

Efforts to improve the transparency of short-sale trading continued in 2018 in recognition of
the persistent criticism that the existing short-sale regime favored institutional investors and
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foreign investors over small investors. The FSS in cooperation with the FSC and other related
authorities expanded the type and amount of stocks that retail investors can borrow for short
selling in October to provide more opportunities for them. At the same time, it also announced
its plan to establish a monitoring system that will enable real-time tracking of changes in
balance of stocks and trading volume and toughen penalties for breaches of short-selling
rules.
Regulation on Pricing of Loans Extended by Securities Firms and Disclosure

In May, KOFIA came up with guidelines to eradicate unfair business practices of securities
firms that imposed excessive interest rates on investors without any systematic loan pricing
process. According to the guidelines, securities firms have to develop internal control
standards on the calculation, management, and review of interest rates and price loans in
accordance with reasonable and systematic standards. The guidelines also require securities
firms to establish an internal review committee to assess the adequacy of interest rate
calculation.

Securities Enforcement
Unfair Trading Cases

The number of unfair trading cases that the FSS initiated or received in 2018 was 138, which
was similar to that of a year earlier. The number of FSS initiated unfair trading cases increased
from 48 to 62 within a year, because of the FSS’s efforts to strengthen market surveillance.
Table 5.2
Number of Unfair Trading Cases Initiated or Received by the FSS

2014
2015
2016
2017
2018
*

Breakdown of Unfair trading

FSS
identified

KRX
referred

Total

105
87
81
48
62

72
64
127
88
76

177
151
208
136
138

KOSPI
Market
63
43
68
37
39

KOSDAQ
Market
106
91
130
88
93

Derivatives

Others*

2
11
8
9
5

6
6
2
2
1


Unfair
trading cases involving derivatives-linked securities such as ELW and ELS are classified as “Derivatives”
and cases involving commercial papers as “Others.”

For 2018, the FSS carried out a total of 151 separate investigations, 12 more than the
figure a year earlier. The pattern of illegal buying and selling of securities getting ever-more
sophisticated and organized continued while the number of cases involving illegal trading
increased from 10 to 27 during the year. Cases involving nonpublic information were most
frequent at 36; they were followed by 27 cases of illegal trading, 23 cases involving various
types of non-reporting of share ownership, and 18 cases of market manipulation.
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Table 5.3
Unfair Trading Cases Investigated and Administered by the FSS
Deceptive/fraudulent trading
Market manipulation
Insider trading
Failure to report large share holdings or acquisitions
Short swing profit/violation of lock-up period
Cases dismissed
Total

2018

2017

27
18
36
23
8
39

10
23
36
20
19
31

151

139

2018

2017

91
3
18

77
7
24

112

108

Table 5.4
Enforcement Actions against Unfair Trading
Criminal referral to the prosecution authority
Disgorgement or recovery of short swing profits and ill-gotten gains
Warning & other disciplinary actions
Total

Combating Unfair Securities Trading

In addition to taking aggressive steps to deter or uncover violations of securities law and
regulation, the FSS undertook a number of initiatives to prevent unfair trading activities and
protect the rights of those involved in unfair trading investigations.
The FSS stepped up thematic investigation of unfair trading using enhanced market monitoring
and data analysis, and tips and information from various sources. It focused its market
surveillance on stock trading related to cryptocurrency, the Russian “treasury” shipwreck, and
bio-health and issued investor alerts. At the same time, it set up a special investigation unit
to deal with unfair trading activities that require urgent actions in order to minimize investor
losses. FSS investigators looked into unfair trading activities involving nonpublic information
concerning auditors’ disclaimers of opinion and “politically themed” stock trading in a timely
manner, with a particular focus on unjust activities of large shareholders and executive officers
as well as unfair trading that took place at the expense of vulnerable investors.
For the year, the FSS issued investor alerts through press releases and the reporting center
for unfair trading at cybercop.fss.or.kr and conducted classes and meetings on preventing
unfair trading for officers and employees of publicly traded companies. As the number of
unfair trading involving employees of publicly traded companies grew steadily, the FSS visited
26 listed companies to offer classes and held meetings in three regions.
Coordination and cooperation on investigation of suspicious securities trading with other
agencies also continued. FSS investigators regularly held meetings with investigators from the
FSC, the prosecution authority, and Korea Exchange and conducted joint workshops in support
of each other’s investigative works. In addition, FSS investigators put 16 urgent unfair trading
cases on fast track to provide support to investigations being conducted by the prosecution
authority. In respect of international cooperation, the FSS participated actively in various
working-level IOSCO Asia-Pacific Regional Committee and Asia-Pacific Regulators Dialogue
on Market Surveillance meetings. Moreover, it joined the IOSCO Enhanced Multilateral
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Memorandum of Understanding Concerning Consultation and Cooperation and the Exchange
of Information as a member in 2018, and was selected as a host for the 7th Asia-Pacific
Regulators’ Dialogue on Market Surveillance slated for 2019.

Corporate Disclosure
Expanded Availability of Investor Information

The FSS revised a number of items on the corporate disclosure form to help investors make
well-informed investment decisions. The revised items required firms to disclose i) the top five
employee compensations among those who earned more than KRW500 million and ways how
such compensations were calculated, ii) the composition of supporting divisions for an audit
committee and a compliance officer, iii) the details of the relationship between the largest
shareholder and the specially related persons of the largest shareholder, and iv) information
on the third party to which the company sold its treasury stocks. Improvement was made to
DART, the electronic corporate disclosure filing system, to remove information asymmetry
between listed companies and investors. The FSS also came up with a roadmap to improve
the disclosure system using the Extensible Business Reporting Language (XBRL).
Fine-tuning of Disclosure Regime for Securities Issuers and Consumer Protection

The amended Financial Investment Services and Capital Markets Act took effect to
further prevent issuers of securities from evading registration filings and other disclosure
requirements through smaller securities offerings and other noncompliant methods.
Information materials on the amended law were released through KOFIA and the Korea Listed
Companies Association. The FSS analyzed the issuances and characteristics of convertible
debt securities to better protect investors as convertible debt securities issuances increased
sharply in the KOSDAQ market. It also actively participated in the amendment process of the
FSCMA and the Regulation on Issuance, Public Disclosure, etc., of Securities to improve the
transparency of disclosure.
Share Ownership Disclosure

The number of share ownership disclosure more than doubled in ten years from 10,093 in
2008 to 22,928 in 2018, and this raised the need for a more efficient disclosure inspection
process. Therefore, the FSS put efforts into improving the overall share ownership disclosure
system to help supervisors allocate their resources more efficiently. The efforts included
the development of Equity Disclosure Violation Index (EDVI) that quantifies and objectively
assesses the level of violation to automatically align violations in accordance with the degree
of violation. Also, the FSS contributed to raising the awareness of short-swing profits by
informing the Korea Listed Companies Association and the KOSDAQ Listed Companies
Association of major cases of short-swing profit generation activities and caveats.
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Accounting and Audit Supervision
Supervisory Audit Review of Listed Companies

The FSS performed supervisory review of 126 auditor’s reports for 2018, a decrease of 14
from the previous year’s total. Of the 126 reviews, 82 were found to contain violations of
accounting rules and given enforcement actions including monetary penalties, restrictions on
securities issuance, and recommendations for the dismissal of officers and employees involved
in the violations. For accounting firms that performed the audits, supervisory sanctions
ranging from restrictions on future audit participation to contributions to the auditors’
compensation fund were imposed. For the individual auditors, enforcement sanctions ranging
from referral to the FSC for suspension of audit performance to restrictions on future audit
participation were taken.
Table 5.5
Supervisory Audit Reviews
2018

2017

Audits
reviewed

Deficiency
noted

Audits
reviewed

Deficiency
noted

82
44
-

40
42
-

102
37
1

43
33
1

126

82

140

77

Randomly selected audits
Audits for suspected of impropriety
Audits by the KICPA
Total

Audit Quality Inspection of Accounting Firms

The FSS had been conducting inspection of accounting firms for audit performance since 2007
as provided under the Enforcement Decree of the Act on External Audit of Stock Companies.
As of April 2018, a total of 38 accounting firms were subject to FSS audit quality inspection;
other accounting firms and auditors were subject to audit quality oversight by the Korean
Institute of Certified Public Accountants.
In 2018, audit quality inspections were conducted on 11 accounting firms―three large, four midsized, and four small firms―with due consideration given to the inspection frequency and the
number of audits performed by the subject firms. On-site inspections were also conducted on 12
accounting firms suspected of compiling financial statements of the firms subject to their audit.
Supervisory actions followed for accounting firms that showed deficiencies in audit quality.
Table 5.6
Audit Quality Inspections

Large
Medium
Small
Total
1

2

Number of KRX-listed
audit clients1

Audit inspection cycle

Number of accounting
firms inspected2

Audit inspections
performed

100 or more
Between 20 and 99
Less than 20

2 yrs.
3 yrs.
3-5 yrs.

5
14
19

3
4
4

38

11


The
selection criterion for audit quality inspection was changed in 2010 from the number of accountants
employed by an accounting firm to the number of KRX-listed audit clients of an accounting firm.
As of the end of April 2018;
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Implementation of Amended Act on External Audit

Despite the FSS’s continued efforts to ensure a transparent and trustworthy accounting
regime, a series of large-scale accounting frauds increased demands for more fundamental
reform. Therefore, the FSS in cooperation with the FSC and other related authorities set up a
task force on accounting policy reform and laid the institutional foundation for the legislation
of comprehensive measures to improve accounting transparency and restore confidence. Such
effort led to amendments to the Act on External Audit of Stock Companies, which took effect
on November 1, 2018. The FSS also revised the Regulations on External Audit and Accounting
in 2018 to reflect the changes in the law.
Periodic Designation of Auditors
The FSS developed detailed measures for auditor designation3 in August 2018 to help
balance out the number of listed companies subject to the auditor designation policy. It also
modified the auditor grading system to enhance the effectiveness and fairness of the auditor
designation policy. Moreover, the FSS started to give out a prior notice to the firms subject to
the policy to help them prepare for the audit.
Registration of Auditors of Listed Companies
Because of a serious negative impact that listed companies can bring about if they disclose
false accounting information or experience audit failure, only the accounting firms registered
with the FSC by meeting the requirements on human and physical resources will be qualified
to conduct external audit of listed companies from the business year that begins after
November 1, 2019. If the registered accounting firms fail to maintain the requirements or
receive a certain level of enforcement action, their registration may be revoked. In order to
implement the auditor registration policy smoothly, the FSS revised the Detailed Regulations
on External Audit and Accounting, etc. to clarify the detailed process for the registration
system in October.
Assessment of Financial Statements
The FSS worked for the introduction of the financial statement assessment system slated
for April 2019. Under the assessment system, the FSS gives a company an opportunity to
provide its opinion regarding irregularities found during the assessment. The FSS amended
the Regulations on External Audit and Accounting, etc. in November to lay the groundwork for
the introduction and came up with a detailed operational process for the system to ensure its
effectiveness.
Strengthened Protection of Persons Subject to Possible Sanctions
At the request of persons subject to possible sanctions (“subject persons”), the sanctions
deliberation process could take the form of an adversarial process that provided the subject
persons an adequate opportunity to rebut their charges. Moreover, the subject persons
were allowed to bring in their lawyers or other agents for the investigation process, be more

3
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informed of their possible sanctions with a more detailed letter of notice for the sanctions to
be taken, and view information obtained throughout the investigation process (questionnaires
and responses, confirmation letters, or other data submitted or recorded during the
investigation process).
Revision of Standards on Actions Against Accounting Violations
The Standards on Actions Against Accounting Violations were fully revised to reflect the
revised Act on External Audit of Stock Companies and the amended Regulations on External
Audit and Accounting. Through the revisions, actions taken against financial firms and
accountants that committed accounting violations were strengthened. Financial authorities can
take actions such as administrative fines and recommendations for dismissal of an executive
officer regardless of the size of the firm if the firm’s intentional accounting violation involving
embezzlement and breach of trust amounts to KRW5 billion or more. Moreover, accounting
firms were given greater responsibility for audit failures and other audit malpractices that are
not relevant to the accounting standards. For the revision of the Standards on Actions Against
Accounting Violations, the amendments to the Detailed Regulation on External Audit and
Accounting were proposed and announced to the public. Finalized rules are expected to be
implemented on April 1, 2019.
Closer Oversight of Accounting Frauds

The FSS worked to improve the accuracy, effectiveness, and efficiency of oversight of
accounting frauds by developing a concentrated monitoring system, along with its off-site
monitoring system. The concentrated monitoring system utilizes characteristics of industries
and market indices to monitor companies that can cause extensive damage to the society
when they get involved in accounting fraud. It also focused its monitoring on 32 companies
that were late to submit audit reports and companies that showed a relatively higher
likelihood of engaging in accounting frauds such as those who showed a significant drop in
their performance after an IPO. It also conducted audit review on the accounting treatment
of R&D expenses in the pharmaceutical and bio-health industries after giving out a prior
notice, and came up with supervisory guidelines on that issue in cooperation with the related
institutions in September.
Implementation of International Accounting Standards

The FSS continued to work to ensure full compliance with IFRS throughout 2018. As a
member of the Committee 1 (C1) under IOSCO, the FSS participated in C1 meetings in Israel,
Spain, and India. In December, the FSS also registered its implementation cases with the
IFRS database and stayed engaged with various international regulatory organizations on key
global accounting issues and published quarterly IFRS reports on IFRS implementation cases
that had been issued by the European Securities and Markets Authority and on the work of
the International Accounting Standards Board.
Fine-tuning of Accounting Standards

The FSS performed reviews of one IFRS exposure draft proposed by the IASB and seven
exposure drafts on K-IFRS revisions together with two draft proposals on the accounting
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standards by the Korea Accounting Institute. For questions and inquiries concerning the
practical application of the K-IFRS accounting standards, the FSS formed a joint meeting
made up of IFRS specialists with the Korea Accounting Institute and settled a total of 31 cases
in 2018 along with responses to general inquiries on K-IFRS.
Independent External Audit and Protection of Accounting Information Users

The FSS identified a total of 31,473 companies that were subject to external audit as of the
end of 2018 and collaborated with the National Tax Service to encourage companies without
an audit engagement to obtain one. Information sessions were also held nationwide in January
to provide companies and auditors with useful tips on securing a new audit engagement
agreement.
Table 5.7
Companies Subject to Independent External Audit
Asset amount
(KRW, billions)
Less than 10
10 to 50

KOSPI-listed
companies

KOSDAQ-listed
companies

KONEX-listed
companies

Others

Total

3

59

52

2,346

2,460

22

313

92

20,550

20,977

61

418

6

3,366

3,851

100 to 500

348

466

1

2,449

3,264

500 to 1,000

117

31

-

272

420

More than 1,000

228

13

-

260

501

Total

779

1,300

151

29,243

31,473

50 to 100

For companies that were found to be in need of independent external audit, the FSS
designated external auditors for a total of 697 companies including 217 that had been set to
go public.
Table 5.8
Causes for Auditor Designation
2018

2017

2016

Pre-listing requirement
Financial state of the company
Supervisory action after audit review
No audit engagement
Compliance with the Mutual Savings Bank Act
Stock placed on watch list
Unauthorized replacement of an auditor
No separation between management and owner
Company request
Embezzlement or breach of duty
Inadequate internal accounting controls

217
80
178
106
5
22
2
4
1
11
71

172
72
67
130
5
27
2
6
1
5
59

174
66
51
96
9
33
4
10
71

Total

697

546

514

In addition, companies subject to the Act on External Audit of Stock Companies were
expanded to include companies with limited liabilities in addition to stock companies so that
they were subject to external audit when they exceed the predetermined thresholds for asset
and liability amounts, number of employees, and sales revenue in order to ensure appropriate

98

Capital Market Supervision

levels of accounting transparency. The changes for companies with limited liabilities are set to
take effect beginning on November 2, 2019.
Ongoing Communication and Engagement with Accounting Industry

The FSS held a series of meetings with the heads and senior executives of accounting
firms in January and December with the goal of disseminating changes to accounting rules
and regulations and accounting supervision policy. Discussions on revisions to accounting
standards with the accounting industry and working-level professionals were also held. The
FSS also collaborated with the Accounting Institute to hold information sharing sessions
throughout the year. In November, the FSS conducted K-IFRS information sessions in
preparation for the new Act on External Audit and Accounting and K-IFRS 1109 (financial
products) and 1115 (revenue) that took effect in 2018. Various publications and reports
were also issued to help the accounting industry keep abreast of new developments and
changes. Accounting standards, auditing standards, questions and answers, and the process
of appointing external auditors were made available on an accounting website for easy access
to timely and useful information.
Accounting Guidance for Investor Protection

The FSS conducted inspections of 2017 financial reporting for 2,380 companies and
individually notified deficiencies and corrections needed and shared findings of companies
that showed no discrepancy consecutively for 2016 and 2017. In December, the FSS issued
guidance on accounting issues of particular caution for the financial statement review in
2019. Findings and issues that the FSS discovered from thematic inspections conducted in
2018 were also disseminated in December. Moreover, the FSS worked to ensure that the new
external audit law continues to ensure the sound quality of audit by reviewing the proposed
drafts and revisions of the quality control standards.
Qualifying Tests for Certified Public Accountant

A total of 904 candidates qualified to be CPAs following the 53rd tests in 2018. The average
age of the qualified CPAs was 26.5, and female CPAs made up 27.4 percent of the total. For
the first round of the CPA tests, a total of 8,778 candidates applied to take the test and a
total of 2,750 candidates took the second round of the tests. Following significant changes to
CPA testing in 2007, prospective CPA candidates have been required to obtain certain number
of college credits in accounting, business administration, and economic courses. The English
proficiency test was also replaced with the submission of internationally recognized English
test scores.
Table 5.9
CPA Applicants and Qualified Candidates
1st Test
2nd Test

2018

2017

2016

2015

Applicants
Qualifying applicants
Applicants

8,778
1,702
2,750

9,073
1,708
2,898

9,246
1,717
2,779

8,388
1,706
1,706

Qualifying applicants

904

915

909

917

99
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Pro-Consumer Financial Supervision
Consumer Protection Supervision

The Financial Consumer Protection Bureau (FCPB) was established in May 2012 as a quasiindependent division directly under the FSS governor. Since then, the FCPB has endeavored
to not only strike the right balance between consumer protection and supervision and
examination, but also improve the efficiency and effectiveness of consumer protection. To
accomplish its mission, the FCPB has continuously expanded its organizational structure and
human resources while extending its scope of responsibilities to include response to financial
fraud in addition to financial education and administration of consumer complaints and
disputes. The FCPB integrated 11 regional offices into its organization to provide enhanced
consumer protection nationwide.
Organizational and structural improvement in the consumer protection framework has brought
about changes in the perception of the importance of consumer protection and organizational
decision-making process. In recognition of the need for more efficient coordination between
consumer protection and supervision and examination departments, the FSS set up Financial
Consumer Protection Committee (FCPC) with a working group in 2012 to facilitate coordination
and information sharing between consumer protection and supervision and examination
departments. Since its creation, the FCPC has deliberated on a total of 517 cases. Of the
total, 248 cases led to improvement in the consumer protection framework, and 105 cases
were selected as supervisory instruction for financial firms as of the end of year 2018. During
the year, the working group under the FCPC played a pivotal role in stemming unfair business
practices and better addressing consumer harm and complaints by dealing with wide-ranging
issues pertaining to healthcare insurance coverage and early withdrawal of installment
savings.
Prevention of Consumer Complaints

A new system of evaluating financial consumer protection took effect in 2016 with the goal
of providing consumers with information that helps them make more informed financial
service choices and encouraging financial service providers to improve their consumer
protection systems. The previous system focused on the number of complaints for evaluation,
unintentionally inviting malicious complaints and failing to make an overall evaluation of
financial firms’ consumer protection standards.
The new system takes ten factors into account―five quantitative factors and five qualitative
factors―for better and multifaceted evaluation. The five quantitative factors are the number
of complaints filed, the time taken to address a complaint, the number of litigations filed, the
frequency of financial irregularities, and the level of financial soundness. The five qualitative
factors include the organizations and regimes dedicated to consumer protection, the design
and operation of the consumer complaint administration system, consumer protection
during the process of product development and sale, and disclosure of consumer protection
information. The new evaluation system emphasizes financial firms’ willingness to take
preventive measures and establish consumer protection system voluntarily.
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In 2018, a total of 66 financial firms whose number of complaints and business scale exceeded
one percent of the industry average (two percent for financial investment firms and mutual
savings banks) were evaluated under the new system. The results were notified to individual
firms and industry associations for public disclosure. The evaluation results were also released
in a case study in November to help financial firms identify and improve their shortcomings
and weaknesses. In December, six financial firms were recognized for their outstanding
evaluation results. Although the new evaluation system has served as an opportunity to
change financial firms’ perception of consumer protection, the ratings system still requires
upgrades to help financial consumers more easily understand the results.
In 2018, a total of 380 citizens filed 620 reports through the Financial Consumer Reporter
System, which receives consumer inputs from diverse occupational backgrounds and age
groups; some were also recognized for their positive contribution to consumer protection.
In addition, the FSS commissioned a study of consumer satisfaction with the FSS complaint
administration staff and shared the results of the study with the relevant departments to help
improve consumer satisfaction. The FSS also directed financial firms to disclose consumer
inquiries and complaints on the company website and the KOFIA website each quarter to help
consumers easily obtain information they seek.
Public Consumer Services

The FSS provides a searchable database of financial products via its website (http://finlife.
fss.or.kr) to help consumers make informed financial decisions. Through the website,
consumers can compare different types of financial products, including deposit and savings
services, loans, annuity savings account services, insurance policies, and funds offered by
approximately 170 financial firms including banks and insurance firms. After entering the
search item and other search information, consumers can compare key information on
financial products that match their requirements and find products that meet their needs.
The FSS also provides useful information on personal finance and financial transactions on
a separate web portal named “FINE,” short for Financial Information NEtwork (http://fine.
fss.or.kr). The FSS launched the service with the goal of reducing consumer information
asymmetry and preventing financial service providers from offering product and service
contracts that are unfair or disadvantageous to consumers. FINE also aggregates personal
finance information and financial product information from different sources, making it easier
for consumers to access information anytime and anywhere for comparison. A total of 48
financial services in eight areas including customer protection and useful information are
available for search and comparison at the website, and the FSS is set to further improve user
experience and make information more available, tailored and consumer-friendly.
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Consumer Alert, Quarterly Report for Consumer Protection, and CEO Letter

The FSS closely monitored new developments in consumer counseling services and complaints
filed against specific financial products or financial firms and issued timely consumer
alerts. In 2018, the FSS issued six consumer alerts to help prevent the spread of consumer
harm. On FINE, the FSS published a quarterly report on consumer protection issues such
as illegal fund-raising schemes, voice phishing, and unlawful debt collection together with
prevention measures. The FSS issued letters on an ad-hoc basis to the CEOs of financial firms
informing them of consumer protection policy developments in an effort to promote mutual
understanding and industry-supervisor communication.
Consumer Counseling and Financial Records of Deceased Persons

Approximately 80 complaint agents at the FCPB and 11 regional offices provided nearly
500,000 counseling sessions to financial consumers throughout 2018. Special counseling
services were made available for the hearing-impaired, and pre-scheduled counseling services
were also made available for consumers who encountered difficulty accessing counseling
services when they needed them.
In 2018, a total of 187,528 searches were made for financial records of deceased persons.
Search on financial firm accounts belonging to deceased persons was expanded to include the
Construction Workers Mutual Aid Association so that the family members of deceased laborers
at construction sites can use the service.
The FSS also started to provide free financial consultation services. Throughout 2018, free
financial consultation services were provided on 11,044 separate cases, and “Money Concert
for Office Workers” was held twice with positive responses from the participants.
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Aggregated Customer Account Inquiry Service
Accounts inactive or dormant for longer than a year create losses for everyone and
opportunities for abuse by criminals, which can exact additional social cost. With
aggregated account management services and consumer awareness campaigns,
banks have been able to make progress on cleaning up dormant accounts. For mutual
savings banks and other nonbank institutions, however, progress has been slow
because of inconveniences and difficulties consumers continue to encounter in making
account inquiries and the limited range of information customers can access.
The FSS introduced an aggregated one-stop account inquiry service in December
2017 that enables consumers to easily access their bank and mutual savings bank
accounts, insurance contracts, and loan information through FSS FINE (fine.fss.or.kr)
and account information service provided by the Korea Financial Telecommunications
& Clearings Institute (accountinfo.or.kr). Using these services, consumers can also
quickly terminate accounts with balances less than KRW500,000 that have been
inactive for a year or longer. The service was made available for mobile users as
well in February 2018 with expanded access to KoreaPost Bank accounts, and
account inquiry services were expanded to mutual savings banks and mutual credit
cooperatives in August and December, respectively. Beginning in December, account
inquiry for credit card transactions and reward points was also launched.
Account Inquiry Service (December 19, 2017–December 31, 2018)

The number of customer account inquiries totaled 31.69 million by the end of 2018. Of
the total, PC-based inquiries numbered 7.76 million and mobile device-based inquiries
23.81 million. In addition, a total of 2.67 million inactive accounts with an aggregate
balance of KRW35.8 billion were closed, including approximately 555,000 accounts
without any balance, which points to the positive effect the account inquiry services
have had on reducing the number of inactive accounts.
Credit Card Account Inquiry Service (December 13–31, 2018)

A total of 78,760 credit card account inquiries were made by the end of 2018,
including 50,621 for account activities and 28,139 for reward point. (Mobile credit
card account inquiry service began on February 20, 2019.)
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Consumer Financial Education
Overview

The FSS has undertaken wide-ranging financial education initiatives since 2002 to help
improve financial literacy and consumer protection. As part of the initiatives, the FSS has
provided personal finance education to university students and consumers with special
educational needs including North Korean refugees, families with foreign spouses, senior
citizens, prison inmates, unemployed persons, and military personnel. In 2018, approximately
156,000 consumers participated in FSS financial education initiatives, a 16.4 percent rise from
the previous year’s total of 134,000.
Table 6.1
Consumer Education Sessions and Participants
2018

2017

Sessions

Participants

Sessions

Participants

Primary & secondary
school students
College students
Military personnel
General public

952

39,744

1,283

58,973

1,866
490
1,253

121,089
107,554
64,159

1,485
372
1,428

101,880
93,185
73,178

Total

4,561

332,546

4,568

327,216

The FSS has provided financial education opportunities to primary and secondary students
through the “One Company-One School” program since July 2015. The program is aimed at
connecting schools with nearby branches of financial firms to deliver financial education to
primary and secondary students. As of the end of 2018, approximately 1.45 million students
participated in the program, taking advantage of extended opportunities with more diverse
forms of financial education as well as hands-on experience of finance. For contributions
made to consumer financial literacy education, the FSS received awards from the Ministry
of Education for three consecutive years from 2015 to 2017 and entered the hall of fame in
2018. The FSS was also recognized by the Minister of Education for contributing to financial
literacy with targeted education.
More Tailored Consumer Education Programs

In 2018, the FSS worked to expand participation while reinforcing the existing education
program in a bid to strengthen the “One Company-One School” program. As part of the
initiative, the FSS visited Incheon and Chuncheon cities to listen to on-site voices and address
difficulties that program participants encountered. The FSS also undertook extended public
relations activities such as sending public letters and promotional materials to schools seeking
their involvement. Since the program was launched, a total of 7,540 schools (64.2 percent of
the total) have formed partnerships with 4,569 financial firm branches. Of the 7,540 schools,
64.8 percent was located outside metropolitan areas.
To help improve the education program, a total of 28 training programs were carried out
for 2,574 financial firm employees nationwide. The FSS developed and made available on
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its website educational contents that can be utilized as instruction materials and reference
for financial firms. The FSS also held four meetings with senior executives of financial firms
from each financial sector to underscore the need for and receive feedback about the “One
Company-One School” program. In February, 120 participants of the “One Company-One
School” program―ranging from schools, teachers, student financial clubs, and financial firms
to financial firm employees―were recognized with awards for their active participation in the
program.
Course on Personal Finance and Banking

Since 2016, the FSS has encouraged universities to open a regular course on personal finance
and banking. As a way to promote personal finance and banking education, the FSS has
provided educators and teaching materials to universities offering core or elective courses
on personal finance and banking. The FSS also developed a textbook and disseminated it to
students free of charge. It also released revised education material for personal finance of
students.
For the first semester of 2018, a total of 84 courses on personal finance and banking were
offered at 77 universities. In the second semester, the figure jumped to 93 courses at 89
universities. During the year, nearly 12,000 students took a course on personal finance and
banking. In response to growing need for financial education among universities, the FSS
launched an in-house educator training program to better train FSS supervisors who were
selected to deliver education on personal finance and banking.
In addition, the FSS continued to work to improve the quality of education by holding
instructional meetings with educators, evaluating students’ level of understanding, and
developing teaching guidance that encourages student participation and innovative teaching
methods. As a result of these efforts, the level of understanding and satisfaction with the
course among students has been increasing, and the number of courses on personal finance
and banking is expected to grow continuously.
Financial Education for Economically Disadvantaged Consumers

The FSS continued to provide public educational services to North Korean refugees, families
with foreign spouses, military personnel, minors and other groups deemed especially
vulnerable to misinformation and misconduct from financial services providers. Each month,
FSS supervisors participated in assimilation programs for North Korean refugees at Hanawon
with lessons and instructions on essential financial literacy and fraud prevention. The FSS
also sent its supervisors to multicultural family centers to provide tailored instructions
to multicultural families and interpreters helping them. In addition, the FSS provided
extracurricular courses on the basics of finance for students without ready access to regular
financial literacy education. In 2018, the FSS conducted a total of 1,420 instructions for
155,653 members of economically disadvantaged groups.
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Table 6.2
Consumer Education Sessions and Participants for the Disadvantaged (2018)
Sessions

Participants

61
44
490
54
286
485

1,497
1,182
107,554
1,645
19,967
23,808

1,420

155,653

North Korean refugees
Families with foreign spouses
Military personnel
People with disabilities
Job seekers
Others
Total

Bus tours for educational and counseling services, called “FSS Bus Outreach Tours,” were
provided on 100 separate occasions to 1,330 people in locations and areas with high demand
for counseling services such as military bases and public apartment complexes. The service
has been further upgraded as a “One-Stop Financial Service” along with financial education
already provided together for locations such as military bases and rehabilitation centers for
persons with disabilities.
Table 6.3
FSS Bus Outreach Tours
Number of tours
Number of participants

2018

2017

100
1,330

100
1,170

Diversified Educational and Learning Content

The FSS developed various learning materials to help financial education for primary and
secondary school students and used the contents in education fields such as “One CompanyOne School” programs and the Free Learning Semester Programs. The FSS also produced and
presented on its education website various learning contents tailored to different demographic
groups, including postsecondary school students, adults, and financially vulnerable consumers.
The FSS created tailored financial education videos for graduating students and vocational
school students seeking finance-related jobs, and another video on avoiding falling victim
to financial fraud was created and distributed to schools, financial firms and relevant
associations. In addition, the FSS developed and distributed entertaining education videos and
short animation to stimulate student curiosity and interest together with hands-on materials
for elementary school students. For those who just landed their first job, the FSS issued
special education videos full of financial knowledge and skills essential in their professional
careers, such as how to manage income and expenses and how to avoid financial fraud.
The FSS continued to undertake wide-ranging efforts to develop educational content for the
financially vulnerable. For example, the FSS published financial education textbooks in braille
or in audiobook format to help visually impaired students gain hands-on learning experience
and raise their financial literacy. The FSS also developed special education materials for senior
citizens, including special books and video clips, to help them raise their digital literacy in
finance and better manage their financial lives after retirement.
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In addition, the FSS published handbooks for foreign residents in Korea such as families
with foreign spouses and foreign workers, adding Thai to the language list. Education videos
introducing Korea’s financial systems were produced and made available on the FSS and Korea
National Open University websites.
Professional Teachers for Financial Education

Since 2007, the FSS has provided training for primary and secondary school teachers during
the summer and winter breaks every year in order to help teachers better understand finance
and become better equipped to teach finance to students. The training program, which was
initially available only to teachers in Seoul, was later expanded to 11 cities including Busan,
Daegu, Daejeon, Gwangju, Incheon, Suwon, Ulsan, Changwon, Jeonju and Chuncheon. In
2018, a total of 970 teachers participated in the program, raising the number of teachers
who had participated in the program since its inception to 5,002. The FSS has also provided
training programs for financial officers in the military since 2012. In 2018, 81 finance officers
received the training; to date, a total of 472 military officers have participated in the training.
The FSS runs a volunteer program for university students who deliver financial education to
children and teenagers. To date, a total of 850 students have participated in the program as
volunteers with additional 100 student volunteers in 382 training sessions in 2018. The FSS
has also granted certification to eligible finance educators to help train professional finance
educators since September 2015. As of the end of 2018, a total of 566 experienced teachers
had received certification since 2015.
Strengthening Financial Education Networks

The FSS participated in the OECD International Network on Financial Education (INFE)
symposiums in May and December 2018 and presented the success of its tailored programs
for the elderly in improving their financial literacy. To help set the direction for financial
education as a member of international community, the FSS and the BOK jointly conducted
a “Financial Literacy Survey” on 2,400 adults nationwide and shared the results with INFE
member countries.
The FSS empowered local consultative groups for financial education in order to strengthen
local financial education and meet the needs of consumers living in rural areas. In addition,
the FSS joined hands with others in the financial sector to run consultative groups and
promote joint projects on financial education, including the “One Company-One School”
program and tailored contents development.
Public Relations

The FSS has been holding “Financial Education Contest” since 2006 to help raise consumer
understanding and awareness of financial education while publicizing exemplary cases. The
contest covers a wider range of fields and participants than in 2016 to include essays on
financial experience, educational programs and innovative ideas from various demographic
groups. With the new name “Financial Contest,” it is open to teenagers, teachers, financial
firms, and others interested in the contest. A total of 2,377 works were submitted in four
different fields of competition, and 159 contestants (134 individuals and 25 teams) were
awarded in 2018.
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Consumer Counseling Service and Complaint Administration
Consumer Inquiry and Counseling Service

The FSS provides consumer counseling service in order to resolve consumers’ inquiries and
improve convenience and accessibility in financial sector.
In 2018, the FSS provided consumer counseling service to 495,565 inquiries, an increase
of 14.5 percent from the previous year’s total (432,739); and of the total, inquiries related
to consumers’ financial concerns numbered 359,434, a 13.0 percent increase from 318,000
cases in the previous year. A sector-by-sector comparison showed that inquiries regarding
insurance matters were most frequent and made up 23.0 percent (114,016) of the total.
Inquiries regarding bank and nonbank institutions accounted for 21.2 percent (104,953) while
inquiries for financial investment services represented 2.8 percent (13,779).
Other inquiries such as those related to financial records of deceased persons increased by
15.2 percent to 126,686 in 2018 from 110,010 in 2017. Inquiries relating to illegal finance
schemes also increased by 24.8 percent to 125,087, while the number of investment-related
counseling fell 23.8 percent from 14,492 to 11,044 in 2018.
Table 6.4
FSS Counseling Service for Consumer Inquiries
2018

2017

Bank/nonbank
Insurance
Financial investment services
Others
Illegal Moneylenders
Financial advisory services

104,953
114,016
13,779
126,686
125,087
11,044

84,928
111,846
11,216
110,010
100,247
14,492

Total

495,565

432,739

Consumer Complaints

The number of complaints consumers filed with the FSS against financial services firms
totaled 83,097 in 2018, an 8.8 percent rise from the previous year. The number of complaints
increased among all sectors, including 5.8 percent and 10.0 percent increase in bank and
nonbank sectors, respectively, 7.5 percent against insurance companies, and 33.1 percent
against financial investment services providers. Complaints against insurance companies
accounted for the most by 61.8 percent among all complaints, followed by 22.3% in nonbank,
11.4% in bank sector and 4.6% in financial investment sector.
Closer looks by sector shows that the number of complaints related to loans, deposits,
and internet and phone banking rose in the bank sector. In the nonbank sector, complaints
involving moneylenders and relevant P2P investment damages increased by 50.8 percent
while those regarding credit cards and savings bank decreased, ending up total increase in
the number. As for insurance, life insurance sector showed increase in complaints related to
solicitor, calculation and payment of claim. In nonlife insurance sector, complaints regarding
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most issues showed decrease while major increase in complaints was noticed in issues without
relevant legal or contractual responsibilities such as solicitor and GA management.
For the financial investment services sector, the number of complaints related to securities
companies, investment advisory service, real estate investment trust went up compared to
the previous year by 13.0 percent, 93.3 percent and 70.2 percent respectably.
Table 6.5
Consumer Complaints Filed with the FSS
2018

2017

Bank
Nonbank
Insurance
Financial investment services

9,447
18,501
51,323
3,826

8,927
16,813
47,742
2,875

Total

83,097

76,357

The number of complaints the FSS processed in 2018 totaled 78,141, a 2.9 percent increase
from the previous year, while average time taken to resolve a complaint case was lengthen
by 1.7 days to 18.2 days partly due to increase in disputes complaints such as insurance
payments for cancer patients’ hospitalization. The proportion of complaints settled and
accepted was 36.0 percent, slightly lower than 38.3 percent in the previous year due
to increased complaints beyond the scope of the FSS, such as lowering loan interest or
compensation request for the loss against real estate investment trust.
Table 6.6
Consumer Complaints Processed by the FSS
2018

2017

Bank
Nonbank
Insurance
Financial investment services

9,240
18,262
47,047
3,592

8,947
16,592
47,543
2,886

Total

78,141

75,968

Consumer Dispute Mediation and Resolution
A total of 23,849 consumer dispute cases were resolved before reaching the Financial Dispute
Settlement Committee (FDSC) in 2018, a decrease of 1,195 (4.8 percent) from the previous
year. By sector, dispute resolutions involving bank and nonbank institutions increased by 48
(2.7 percent) while those regarding financial investment services providers decreased by 109
(19.4 percent). For the insurance sector, resolutions involving life insurance firms decreased
by 1,120 (16.3 percent) and nonlife insurance by 14 (0.1 percent). Of the mutually agreed
resolutions reached, the initiating party’s claims were accepted in 54.4 percent of the cases,
an 8.3 percentage points increase compared to the previous year.
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Table 6.7
Pre-FDSC Dispute Mediation and Settlement
2018

2017

Bank/nonbank
Financial investment services
Life insurance
Nonlife insurance

1,851
453
5,764
15,781

1,803
562
6,884
15,795

Total

23,849

25,044

Complaints accepted

10,478

9,829

8,798

11,491

19,276

21,320

Complaints rejected
Subtotal
Others (i.e. complaints withdrawn)
Total

4,573

3,724

23,849

25,044

Resolution through the FDSC

The FDSC held nine meetings―three for banks, nonbank financial institutions, and financial
investment services providers, and six for insurance firms―and mediated 63 dispute cases.
The number of cases involving banks, nonbank financial firms, and financial investment firms
on which the FDSC deliberated increased by 51 to 53. Requests made by the initiating parties
were accepted and made eligible for remedy in 55.8 percent of the cases, a 5.8 percentage
point increase from the previous year’s 50.0 percent. For insurance firms, 10 disputes, seven
less than the previous year’s total, were received and settled. Requests made by the initiating
parties were accepted and made eligible for remedy in 88.9 percent of the cases, a 6.5
percentage point rise from the previous year’s 82.4 percent.
The FDSC announced a statement determining that insurance recipient should be provided
with coverage for a diagnosis after insurance duration if the causing accident took place during
the period. The decision clarified that insurance companies should not limit the insurance
coverage at their own discretion.
Table 6.8
Disputes Mediated and Resolved through the FDSC
2018

2017

Bank/nonbank
Financial investment services
Life insurance
Nonlife insurance

48
5
6
4

2
3
14

Total

63

19
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Combating Consumer Abuses, Scams, and Fraud
In 2018, the FSS continued to combat illegal schemes such as voice-phishing, illegal private
financial schemes and unauthorized investment solicitation that harm consumers and
investors alike. In order to curb continually growing consumer harm from voice phishing, the
FSS worked to raise consumer awareness by distributing voice phishing prevention videos as
well as launching “voice phishing zero campaign.” At the same time, the FSS set to establish
voice phishing prevention system in collaboration with other enforcement agencies and
strengthened cooperative system with local governments by signing agreements and providing
information to law enforcement authorities.
In a bid to eradicate unauthorized moneylending, the FSS established general crackdown and
intensive reporting period, reinforced its monitoring effort by investigating the number of
users and scale of unauthorized moneylending along with receiving case reports from citizens
and civic watch groups. It also provided counseling services to relieve victims of unauthorized
moneylending. In an effort to eradicate unauthorized fund-raising schemes, the FSS kept up
monitoring activities including reporting and counseling activities, dispatching spot checkers,
and notifying investigation offices for suspicious cases.
Voice Phishing and Other Financial Fraud Schemes

Together with the law enforcement authorities and the National Forensic Service, the FSS
played an active part in arresting voice phishing criminal rings and suspects who had made
repeated false reports on voice phishing. The FSS also reinforced its financial fraud prevention
framework by setting up partnerships with municipal governments that acted as the closest
point of contact with the public.
The FSS took a firm stand against voice phishing in tandem with related authorities, including
requesting the Ministry of Science and ICT to suspend phone numbers once used for voice
phishing crimes. In partnership with the National Forensic Service, the FSS analyzed the
voices of criminals who perpetrated voice phishing by using artificial intelligence and made
public the recordings to raise public awareness of the dangers. In pursuit of preemptive
measures, the FSS signed an MOU with the IBK to establish a real-time anti-phishing system
that utilizes AI applications and blocks phishing calls. The FSS and the financial sector as a
whole shared the magnitude of damages from these crimes in Korea and gathered efforts to
roll out anti voice phishing campaign in more than 20,000 offices throughout the country in
2018.
Despite these efforts, consumer losses caused by voice phishing and other financial fraud in
2018 increased to a record high of KRW444 billion from 243.1 billion in 2017, primarily due
to the emergence of more sophisticated and complicated fraud schemes combined with stateof-the-art ICT and with cryptocurrency being abused as a channel of money laundering. In
this regard, the FSS announced comprehensive measures to prevent voice phishing fraud
in December which included enhanced countermeasures, preventive actions and relevant
education.
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Table 6.9
Losses from Financial Fraud
(KRW, billions)

Initial loss amount
Money returned to consumers
Illegally obtained bank accounts used for fraud

2018

2017

444.0
127.6
6,093.3

243.1
60.0
4,549.4

Illegal Financial Schemes

In its consistent effort to eradicate illegal financial schemes, the FSS announced general
crackdown and intensive reporting period (February to April 2018) and ratcheted up its
monitoring effort, assessing the users, scale and funding of illegal moneylending. The FSS
intends to conduct a regular assessment to lay the ground for more systematic analysis and
statistics. During the year, the consumer reporting center administered a total of 125,087
cases of illegal financial schemes and provided advisory and counseling services in order to
swiftly identify and respond to new and variant consumer harm cases. In addition, the FSS
received 244,788 tips from citizen monitors and acted to terminate 14,249 phone numbers
that appeared on illegal loan advertisements.
Table 6.10
Cases of Illegal Financial Schemes in 2018
Number of cases
22,238
20,715
42,953

Percent
17.8
16.6
34.0

Prohibitive interest rate

518

0.4

Illegal debt collection

569

0.5

Financial fraud

Loan fraud
Phishing fraud
Sub Total

Illegal financial
schemes

Unregistered moneylender

2,969

2.4

Illegal loan advertisement

840

0.7

Illegal loan brokerage

134

0.1

Unauthorized investment solicitation

889

0.7

76,215

60.9

Others
Sub Total
Total

82,134

66.0

125,087

100.0

Illegal Debt Collection Practices

The guidelines on the debt collection and sale of debt claims were prepared and enforced
to prohibit the sale of legally extinguished debt claims and the sale of debt claims to
moneylenders or debt collection companies that have a previous record of illegal debt
collection. The FSS inspected financial companies’ compliance with the guidelines on debt
collection in regards to sales of completed debt and data usage of past due history and
encouraged early extinguishment of debt in order to enhance financial consumers’ rights and
interests.
Insurance Fraud

For 2018, losses from insurance fraud were estimated to reach the record high of KRW798.2
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billion, up 9.3 percent, while the number of criminals of insurance fraud decreased by 5.2
percent to 79,179, indicating that the average amount of damage per criminal multiplied from
KRW8.7 million in 2017 to KRW10.1 million in 2018. The increase was partially attributed
to close cooperation with prosecutors and insurance companies as well as stepped-up
investigation of insurance planners and car repair stores, which enabled exposure of large,
systematic fraud schemes.
Table 6.11
Insurance Fraud Losses
Estimated losses
(KRW, millions)

Life insurance
Protection type
Nonlife insurance
Auto insurance
Long-term nonlife insurance
Total

Number of criminals

Life insurance

2018
74,371
73,785
723,790
332,098
356,110
798,161

2017
72,755
72,337
657,425
320,780
304,569
730,180

6,769

6,801

Protection type

6,732

6,743

Nonlife insurance

72,410

76,734

Auto insurance

49,095

52,801

Long-term nonlife insurance

22,080

22,723

79,179

83,535

Total

The FSS and insurance firms installed insurance crime centers and awarded reports that
actually led to exposure of insurance crimes. In 2018, the amount of reward to those reports
increased by 15.5 percent to KRW2.39 billion year on year, with the biggest contribution from
internal report in medical institutions.
Between August and December 2018, the FSS conducted intensive crackdown on insurance
crimes in cooperation with the National Police Agency and a designated task force by the Blue
House. During this period, local police agencies and the Health Insurance Corporation joined
the FSS in order to hold a special investigation committee on insurance fraud and strengthen
cooperative investigation.
The FSS kept reinforcing collective response system by signing an MOU with the Korea
Workers’ Compensation and Welfare Service and building up close cooperation with relevant
institutions. Advanced systems such as the Insurance Fraud Analysis System (IFAS) also took
an important part in the FSS effort to enhance its investigation system against collective and
organized insurance fraud crimes.
While paying attention to minimize possible damages of financial consumers during the
investigation, the FSS also strengthened preventive measures by setting guidelines in
November to preemptively reduce possible causes of insurance fraud in every step of
business.
Wide-ranging public relations and educational activities were undertaken to prevent
unsuspecting consumers from falling victim to or accidentally becoming part of insurance
fraud. In 2018, the FSS focused on raising public awareness regarding insurance fraud by
producing a series of relevant videoclips in famous TV program formats (May-September) and
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supported production of television dramas and documentaries (March-May) to publicize that
insurance fraud is a crime. It also strengthened promotion activities by placing leaflet closer
to customers as well as distributing press releases and interviews.
Unauthorized Investment Solicitation

In 2018, the number of cases reported to the FSS regarding unauthorized investment
solicitation was 889, up by 24.9 percent or 177 cases from the previous year. Of the total, 139
cases with compelling evidence were forwarded to the law enforcement authorities. Along with
strengthened monitoring actions, the FSS tried to raise public consciousness by publicizing
information of suspicious firms and responding methods.
To strengthen the role of citizens in monitoring unlawful financial schemes, the FSS launched
“Illegal Finance Paparazzi” to help ensure strong enforcement of unlawful financial schemes
jointly with the Supreme Prosecutors’ Office and the Korean National Police Agency. To
promote whistle-blowing, the FSS provided 20 persons with a total of KRW80 million in
rewards for information about unlawful financial schemes.
Table 6.12
Number of Reports and Referrals
Cases reported to the FSS
Cases referred to law enforcement authorities

2018
889

2017
712

139

153

Unauthorized Moneylenders

In a bid to tighten enforcement of unauthorized online loan advertisements and loan
brokerage activities, the FSS monitored online lending and brokerage advertisements with
FSS supervisors and citizen monitors, and forwarded a list of 11,900 unauthorized loan
advertisements to the Korea Communications Standards Commission in 2018. Also, the FSS
and the Korea Internet Advertising Foundation agreed on joint responses in order to curb
wide-spreading illegal moneylending advertisement on social media.
Unauthorized Investment Advice

The FSS reinforced monitoring of financial investment services providers that were
unauthorized, unregistered, or had not filed a report with the FSC/FSS. In 2018, the FSS
identified a total of 788 unauthorized investment advisers and forwarded the information to
the police and the Korea Communications Standards Commission.
The rewards program for reporting of unauthorized investment advisors was put in place
to encourage the public to provide information on them while creating educational videos
containing types of illegal service providers, coping measures and reporting systems.
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APPENDIX 2: FSS Home and Overseas Representative Offices

Appendix 1: Regulatory Authorizations and Approvals in 2018
Regulatory authorization and approval are administrative actions that legally sanction a person or
a business entity to engage in a financial service business. Although authorization and approval are
similar in meaning and are often used interchangeably, authorization specifically means giving a
person or an entity the permission to engage in a restricted activity and approval granting the full
legal effect to a business activity.
A total of 71 authorizations and 70 approvals were granted in 2018. Of the 71 authorizations, 52 were
incorporation- and business-related, 11 branch-related, and 6 merger-related. A breakdown of the
total figure showed that asset management companies were granted 68 authorizations and approvals,
securities companies 25, specialized credit finance firms 16, mutual savings banks 10, financial holding
companies 5, credit unions 5, insurance firms 5, credit information service providers 4, and banks 3.
Table 7.1
Regulatory Authorizations and Approvals in 2018
Authorizations
Business- BranchRelated
related

Mergerrelated

Others

Approvals

Total

Financial holding companies

1

-

-

-

4

5

Banks

-

2

-

-

1

3

Nonbank financial institutions
Mutual savings banks
Specialized credit finance companies
Credit unions
Agricultural, forestry, and fishery cooperatives

-

9
-

5
-

-

1
16
-

10
16
5
-

Insurance companies

2

-

-

2

1

5

Financial investment services providers
Securities companies
Asset management companies
Credit information service providers

6
43
-

-

1
-

-

19
24
4

25
68
4

Total

52

11

6

2

70

141

Table 7.2
Financial Institutions under FSS Supervision
Financial holding companies
Commercial banks
Banks

National banks
Regional banks

Specialized banks
Foreign bank branches
Mutual savings banks

Nonbank financial
institutions

Specialized credit
finance companies

Credit card companies
Leasing companies
Installment finance companies
New technology venture capital companies

Credit unions
Agricultural, fishery & forestry cooperatives
Life
Insurance companies

Financial investment
services providers

Nonlife

General nonlife
Reinsurance
Guaranty insurance

Securities companies
Asset management companies
Investment advisory companies
Merchant banks
Money brokerage companies
Futures companies

2018

2017

9
8
6
5

9
8
6
5

38

38

79
8
25
21
51
888

79
8
26
21
42
898

1,349

1,358

24
19
10
1
56
243
185
1
3
5

24
19
10
2
55
215
179
1
3
5

121

Appendix 2: FSS Home and Overseas Representative Offices
MAIN OFFICE

Financial Supervisory Service
38 Yeoui-daero, Youngdeungpo-gu
Seoul 07321
REPUBLIC OF KOREA
Tel: +82-2-3145-5114; Fax: +82-2-785-3475
Internet homepage: http://english.fss.or.kr

REGIONAL SUPPORT OFFICES

Busan-Ulsan Regional Office
12th Floor, National Pension Service Building, 1000, Jung-ang dae-ro, Yeonjegu,
Busan Metropolitan City
Tel: +82-51-606-1700 (1701); Fax: +82-51-606-1755
Daegu-Gyeongbuk Regional Office
7th Floor, Samsung Securities Building, 2424, Dalgubeol-daero, Suseong-gu, Daegu
Tel: +82-53-760-4000; Fax: +82-53-764-8367
Gwangju-Jeonnam Regional Office
10th Floor, Kwangju Bank Headquarters, 225, Jebong-ro, Dong-gu, Gwangju
Tel: +82-62-606-1600; Fax: +82-62-606-1630, 1632
Daejeon-Chungnam Regional Office
15th Floor, Capital Tower, 797, Hanbat-daero, Seo-gu, Daejeon
Tel: +82-42-479-5151, 5152, 5153, 5154; Fax: +82-42-479-5130, 5131
Incheon District Office
19th Floor, City Bank Building, 585, In-ju dae-ro, Namdong-gu, Incheon
Tel: +82-32-715-4890; Fax: +82-32-715-4810
Gyeongnam Regional Office
4th Floor, KB Securities Building, Jungang-daero, Seongsan-gu, Changwon-si, Gyeongsangnam-do
Tel: +82-55-716-2330; Fax: +82-55-287-2340
Jeju Regional Office
10th Floor, Samsung Fire Building, 8, Eunnamgil, Jeju-si, Jeju-do
Tel: +82-64-746-4200; Fax: +82-64-749-4700
Jeonbuk Regional Office
15th Floor, Jeonbuk Bank Headquarters, 556, Baekje-daero, Deogjin-gu, Jeonju-si, Jeollabuk-do
Tel: +82-63-250-5000; Fax: +82-63-250-5050
Gangwon Regional Office
5th Floor, Shinhan Bank Gangwon Retail Banking Center, 81, Geumgang-ro,
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