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Foreword

Financial Supervisory Service 2012

Korea’s financial services industry continued to prove resilient and uphold safety and soundness even in the
face of heightened concerns over the euro-zone debt crisis for much of 2011. As we sought to safeguard
the overall stability and health of financial markets, we took a number of measures to improve structural
weaknesses of the financial services industry and reinforce consumer protection.
To start with, we acted aggressively to deal with uncertainties emanating from within and from outside. We
beefed up our oversight of household debt growth and urged lending institutions to expedite the
restructuring and disposition of nonperforming assets. We also pushed for far-reaching industry-wide
restructuring of the mutual savings sector and sought wide-ranging improvement in the credit card service
sector. In light of the euro-zone fiscal distress and its impact on global markets, we significantly boosted our
market-monitoring activity and stressed prudential soundness and conservative foreign currency liquidity
management.
In respect of consumer protection, we took tough stance on financial firms whose business customs and
practices failed to measure up to our consumer protection standards. Several measures were also initiated
to make sure low-income households and other traditionally disadvantaged groups were not unfairly denied
access to credit from the mainstream financial firms. Fees charged on loan services and other routine
transactions were cut, and consumer education and other support activities were expanded. In response to
persistent consumer harm caused by phishing, insurance fraud, illegal money lenders, and anti-consumer
business practices, regulators took active prevention and support measures. Regulators also imposed tough
regulatory discipline on financial firms that engaged in financial product sales without the required consumer
product disclosures. Within the Financial Supervisory Service, we continued to carry out organizational
reform in pursuit of greater efficiency and public confidence.
This brochure is designed to give you an overall picture of market developments in 2011 and the status of
implementation of the Basel III framework, one of the significant supervisory issues in Korea. I very much
hope that it will serve as a useful reference that helps you better understand Korea’s financial supervision.

Kwon Hyouk-Se
Governor
Financial Supervisory Service
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Overview of Korea’s
Financial Markets in 2011

Financial Supervisory Service 2012

FINANCIAL INSTITUTIONS
Banks
As of the end of 2011, there were 7 nationwide banks, 6 regional banks, and 38 foreign banks operating in
Korea. Bank assets grew by KRW127.6 trillion or 6.9% to KRW1,969.3 trillion in 2011 from the previous
year with a surge of KRW44.6 trillion in corporate loans. Household loan growth moderated in June after the
regulatory authorities announced a set of measures aimed at gradually bringing down the debt levels. For
the full year, household loans grew by KRW24.9 trillion or 5.8% from 2010.
Deposits increased by KRW103.8 trillion. With the euro-zone fiscal distress and the suspension of several
troubled mutual savings banks prompting a flight to safety, bank deposits rose KRW85.6 trillion or 8.7%.
Similarly, trust account assets grew 22.5% to KRW99.0 trillion from KRW80.8 trillion a year earlier.
Net income for 2011 came to KRW11.8 trillion, up KRW2.5 trillion from a year earlier. Extraordinary one-time
gains totaling KRW3.2 trillion from the sale of shares that the banks held from debt-to-equity swaps with
financially troubled corporate borrowers and outsized drops in loan loss provisions from KRW15.0 trillion to
KRW11.8 trillion connected with restructuring of large corporate borrowers and real estate project finance
loans were the two key profit factors for the year. The higher net income also helped to raise the overall
ROA and ROE to 0.66% and 8.4%, respectively.
The average BIS capital ratio for domestic banks at the end of 2011 came to 13.98%, compared with
14.55% a year earlier. A relatively large increase in risk-weighted assets from loan growth, the adoption of
International Financial Reporting Standards (K-IFRS) forcing more consolidated reporting, and higher
currency risk due to the depreciation of the Korean won, coupled with redemptions of certain hybrid debt
and reduced subordinated debt issues, led to the lower capital ratio for 2011. The ratio of loans classified as
substandard or below ( SBL loans ) fell to 1.36% from 1.9% on the banks’ aggressive bad loan dispositions.
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Assets & Liabilities (year-end)

(In trillions of won)

2009

2010

2011

Assets

1,799.8

1,841.7

1,969.3

Loans

1,074.6

1,111.1

1,199.6

996.8

1,067.1

1,170.9

Deposits

Profitability

(In trillions of won)

Capital Adequacy & Asset Soundness (year-end)

Mutual Savings Banks
A total of 93 mutual savings banks (MSBs) were in business at the end of 2011. Assets declined by more
than 30% to KRW60.2 trillion as the industry came under pressure from a prolonged slump in the real
estate market and extensive restructuring. Deposits also fell 31.9% or KRW24.5 trillion to KRW52.3 trillion.
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For the fiscal first half of 2011 (July-December), MSBs suffered net losses totaling KRW97.0 billion,
compared with losses of KRW601.0 billion during the same period a year earlier. The drop was mostly due
to smaller loan loss provisioning following large increases that the FSS ordered on MSBs for the accounting
period ending in June 2011 after extensive soundness review. The suspension of several MSBs also
contributed to the smaller losses.
Loan delinquency came to 19.9% at the end of 2011, pushed higher from a year earlier by increases in
distressed real estate loans. The BIS capital ratio came to 9.79%, compared with 9.03% a year earlier.

Assets and Liabilities (year-end)

(In trillions of won)

2009

2010

2011

Assets

83.6

86.8

60.2

Loans

64.8

65.1

41.0

Deposits

73.3

76.8

52.3

Profitability

(In billions of won)

* Income for the period of July-December of each year

Capital Adequacy

(year-end)
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Securities Companies
The assets of the 62 securities companies in business at the end of 2011 came to KRW233.8 trillion, an
increase of KRW34.0 trillion or 17.0% from the previous year. A near 14% or KRW16.3 trillion jump in bond
holdings was a key factor for the asset growth. As a result of recapitalization of several large securities
firms, the overall capital level rose KRW4.1 trillion from the year earlier.

Assets and Liabilities (year-end)

(In trillions of won)

2009

2010

2011

Assets

164.0

199.8

233.8

Liabilities

129.6

162.6

192.5

34.4

37.2

41.3

Capital

For the first three quarters of fiscal 2011 (April-December), securities companies’ net income came to
KRW1.7 trillion, down from KRW2.1 trillion a year earlier. Revenues were helped by increased stock trading,
but they were more than offset by declines in commissions from fund sales and income from M&A and
underwriting activities. Proprietary trading was also hurt by unfavorable market conditions at home and in
overseas markets.
Profitability

(In trillions of won)

* Income for the period of April-December of each year

Net Capital Ratio (year-end)
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The net capital ratio (NCR), a common capital soundness measure for securities companies, rose from
537.0% to 567.8% at the year’s end.

Asset Management Companies
Assets under management (AUM) of the 82 registered asset management companies at the end of 2011
totaled KRW277.4 trillion, a drop of KRW41.4 trillion or 13.0% from the previous year reflecting the broadly
depressed global market conditions and valuation losses resulting from them. Stock funds contracted by
KRW15.4 trillion, MMF by KRW13.8 trillion, bond funds by KRW8.1 trillion, and hybrid funds by KRW4.6
trillion. The AUM of foreign asset management companies accounted for KRW47.9 trillion or 17.3% of the
total at the year’s end.

Assets under Management (year-end)

(In trillions of won)

Assets under management (AUM)

2009

2010

2011

331.9

318.8

277.4

The reduced AUM in 2011 led to smaller income. For the 9 months from April to December, net income
declined by more than 29% from KRW309.5 billion to KRW219 billion. Asset management service fees also
fell from KRW948.1 billion to KRW845.2 billion.
Profitability

(In billions of won)

* Income for the period of April-December of each year
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Insurance Companies
Insurance companies’ assets grew 11.5% to KRW566.0 trillion KRW442.7 trillion for the 23 life insurance
companies and KRW123.4 trillion for the 30 nonlife insurance companies with higher premium income,
capital, and net earnings in 2011. For nonlife insurance companies in particular, increased sales of pension
products helped to boost assets placed under special accounts by 30.6%, and nonoperating assets grew
46.9% as a result of financial reporting under IFRS that shifted certain reinsurance-related liabilities to
reinsurance assets. Securities investments and loans accounted for most of the asset portfolios at 52.7%
and 16.3%, respectively.

Assets & Invested Assets (year-end)

(In trillions of won)

2009

2010

2011

Invested assets

332.8

384.2

432.2

Total assets

444.4

507.5

566.0

Net income for the first three quarters of fiscal 2011 (April-December) came to KRW4.4 trillion, a drop of
4.3% from the same period the previous year. Income was depressed by higher policy reserves that
reduced non-insurance and non-investment income by KRW1.7 trillion. Insurance income for the 9-month
period rose by 14% to KRW9.8 trillion on fewer cancellations of savings-type policies and reduced loss ratio
for automobile insurance. Investment income was hurt by valuation losses under K-IFRS, but the losses
were offset by gains from the disposition of securities investments. For the 9-month period, investment
income totaled KRW15.1 trillion.
Solvency margin at the year’s end was 302.5%, slightly higher than 301.1% the previous year. Higher
retained earnings helped to push life insurance companies’ solvency margin to 308.4% from 293.3% a year
earlier. With accounting changes under K-IFRS requiring additional reserves from earnings, nonlife insurance
companies’ overall solvency margin deteriorated from 322.0% to 289.5%.
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Profitability

(In trillions of won)

Solvency Margin Ratio

(year-end)

* Income for the period of April-December of each year

CAPITAL MARKETS
Stock Markets
Stock markets encountered some headwinds during the early periods of 2011 in the face of heightened
global geopolitical concerns from upheavals in Libya and other countries in the region. Locally, the
suspension of several troubled mutual savings banks also hurt market sentiment and share prices. Investor
sentiment then rebounded with expectations of local companies benefiting from a pickup in economic
activity following Japan’s March 11 earthquake and improved corporate earnings. The upbeat outlook
helped to push the KOSPI to 2,228.96, the highest level ever reached, on May 2. Markets then retreated
again as foreign investors started to withdraw from local markets amid worries over the Greek sovereign
debt downgrading on June 13 and the deepening euro-zone debt crisis. KOSPI suffered further following
the downgrading of U.S. sovereign rating on August 5. During the last three months of the year, markets
responded positively to a flurry of activities by the European Union and the European Central Bank to boost
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liquidity and confidence in the euro-zone economies. But KOSPI was soon overcome by growing
uncertainty over the viability of the euro and the unexpected announcement of the death of the North
Korean leader Kim Jung-Il on December 19. Both KOSPI and KOSDAQ ended the year down 11.0% at
1,825.74 and 2.1% at 500.18, respectively, from the previous year.
At the year’s end, foreign equity investment accounted for 30.6% of the total in terms of market
capitalization, which compares to 31.2% a year earlier. For the year, foreign investors sold a net KRW8.0
trillion of KOSPI-listed shares and a net KRW1.4 trillion of KOSDAQ-listed shares. On the other hand,
domestic institutional investors led by retirement pension plans bought a net KRW11.9 trillion KOSPI-listed
share and a net KRW1.3 trillion KOSDAQ-listed shares in 2011. Retail investors were net sellers of KOSPIlisted shares (KRW1.8 trillion) and net buyers of KOSDAQ-listed shares (KRW700 billion) for the year.
The combined stock offerings at the KOSPI and KOSDAQ markets during 2011 came to KRW12.9 trillion,
an increase of KRW2.6 trillion or 24.8%. With the stock markets in a broad slump for much of the year, the
amount of IPOs declined by KRW1.9 trillion or 43%. On the other hand, secondary offerings surged by
KRW4.4 trillion with Hana Financial Group raising KRW1.3 trillion, Daewoo Securities KRW1.1 trillion, and LG
Electronics KRW1.0 trillion.

KOSPI and KOSDAQ Indexes

Source: Korea Exchange
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Bond Markets
A number of local and global uncertainties and investors’ flight to safety exerted a broadly downward
pressure on market interest rates throughout 2011 with the exception of CD rates, which rose in line with
interest rate hikes by the Bank of Korea in January, March, and June. Government treasury yields rose early
in the year amid mounting inflationary pressures and benchmark interest rate hikes by the Bank of Korea but
headed lower following uncertain developments in the Middle East and the Japanese earthquake that
reinforced the flight to safety. After April, as inflationary worries intensified and foreign investors picked up
the pace of investment in government debt, treasury yields moved in a narrow range without a clear
direction. But yields started to fall in August following the downgrade of U.S. sovereign rating and the
worsening euro-zone fiscal crisis. The yield spread between three-year corporate bonds (AA- rated) and
three-year treasuries was mostly steady during the first half of the year and headed higher following the
U.S. sovereign downgrade. By the year’s end, the spread reached 0.87 percentage points, close to 0.89
percentage points the previous year. Spreads relative to U.S. treasury yields widened in 2011 as well. In
respect of policy interest rates, the benchmark interest rate was raised three times from 2.5% to 3.25%,
while the benchmark interest rate in the U.S. remained unchanged at 0.25%. Similarly, the yield on 10-year
treasuries dropped 0.73 percentage points, compared with 1.41 percentage points for U.S. ten-year
treasuries.
The net domestic bond issue amount for the year was KRW93.4 trillion, an increase of KRW13.6 trillion
from a year earlier. Government treasuries and Monetary Stabilization Bonds totaled a net KRW29.8 trillion
and a net KRW1.2 trillion, respectively. With the surge in corporate bond issues after the 2008 global
financial crisis starting to mature in 2012, many companies sought to secure funds for the maturing debt by
issuing new debt in 2011, pushing the total net corporate bond issues for the year to KRW30.8 trillion,
compared with KRW18.0 trillion for 2010. The net amount raised by special-purpose bonds fell from
KRW54.7 trillion to KRW31.0 trillion on worries over the rapid debt growth of public-sector companies.
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Key Bond Yield Trends

(%)

Derivatives Markets
Derivatives trading for 2011 totaled KRW82,950 trillion, an increase of KRW16,359 trillion from a year earlier.
Of the total, exchange-traded derivatives accounted for KRW70,011 trillion, compared with KRW52,807
trillion the previous year. The surge mostly stemmed from increased trading of KOSPI200 options and
futures and Korea Treasury Bond (KTB) futures. OTC trading, on the other hand, fell by 6.1% or KRW845
trillion as a result of drops in trading of interest rate swaps and currency forwards, which typically account
for most of OTC derivatives trading.
Trading of stock-related derivatives totaled KRW63,363 trillion, rising more than 33% from KRW15,968
trillion a year earlier as securities firms and asset management companies drove much of the trading for
arbitrage gains and managing assets from their proprietary accounts. Currency-related trading, on the other
hand, fell approximately 4% to KRW10,638 trillion, mostly due to a KRW370 trillion drop in currency
forwards trading which accounts for most of currency-related trading from foreign bank branches and
domestic banks. Trading of interest rate derivatives came to KRW8,899 trillion, a 10.4% increase from
KRW8,061 trillion a year earlier. With foreign bank branches sharply scaling back their funding and other
business activities under pressure from the euro-zone crisis, trading of interest rate derivatives declined by
KRW416 trillion or 12.7%. But the drop was more than offset by a 30.2% (KRW1,383 trillion) increase in the
trading of interest rate futures that mostly resulted from expanded KTB trading by banks and securities
firms as they sought to step up their role as primary dealers.

Korea’s
Basel III Implementation
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Korea’s bank regulators announced on September 27, 2012, changes to banking regulations that are
specifically intended to facilitate the implementation of the new capital standards under the Basel III
framework. The newly proposed changes are expected to be approved by the year’s end and take effect
beginning on January 1, 2013, the globally agreed start date for the Basel III framework. For other
components of the Basel III framework, such as countercyclical buffer, supervision of domestic systemically
important banks (D-SIBs), and new liquidity and leverage ratios, Korea’s bank regulators will further review
and finalize their implementation plan on a gradual basis.

Total Regulatory Capital
Korea’s bank regulators seek to raise the quality, consistency, and transparency of bank capital base with
the implementation of the Basel III framework as set by the Basel Committee. Total regulatory capital
consists of Tier 1 Capital and Tier 2 Capital and must be at least 8% of the risk-weighted assets (RWA) at all
times.
1. Tier 1 Capital
Tier 1 Capital will consist of (a) Common Equity Tier 1 Capital and (b) Additional Tier 1 Capital and must be
at least 6.0% of the RWA at all times.
Common Equity Tier 1 Capital
The minimum is 4.5% of the RWA at all times.
It primarily consists of (i) bank-issued common shares (capital stock) that meet the criteria for regulatory
capital purpose, (ii) stock surplus (additional paid-in capital or share premium) that results from the issue
of common shares, and retained earnings.
There are a number of criteria that must be satisfied for classification as common shares for regulatory
capital purposes. They include the following:
i. The paid-in amount is recognized and classified as part of the shareholders’ equity (equity capital, not
liability) under the relevant accounting standards;
ii. The principal amount is perpetual and not repaid outside of liquidation;
iii. It represents the most subordinated claim on the bank in the event of liquidation;
iv. It takes the first and proportionally the largest share of bank losses as they occur;
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v. Distributions are paid only after all legal and contractual obligations have been met and payments on
more senior capital instruments have been satisfied; and
vi. No distribution in the form of dividend or any other form is obligatory.
Additional Tier 1 Capital:
Additional Tier 1 Capital will primarily consist of (i) capital instruments that meet or exceed the minimum
criteria for inclusion (e.g., innovative hybrid capital instrument), (ii) stock surplus (additional paid-in capital
or share premium) resulting from the issue of instruments included in Additional Tier 1 Capital, and (iii)
instruments issued by the consolidated subsidiaries of the bank and held by third parties that meet the
criteria for inclusion in Additional Tier 1 capital.
An instrument issued by a bank must meet or exceed certain minimum criteria for inclusion in
Additional Tier 1 Capital. Such instrument is issued and paid in, subordinate to depositors, general
creditors, and subordinated debt of the bank, and perpetual (i.e., no maturity date, no step-ups, or other
incentives to redeem).
2. Tier 2 Capital
Tier 2 Capital will include capital instruments issued by the bank that meet the criteria for inclusion in
Tier 2 Capital (and not included in Tier 1 Capital), stock surplus (additional paid-in capital or share
premium) resulting from the issuance of instruments included in Tier 2 Capital, and instruments issued
by consolidated subsidiaries of the bank and held by third parties that meet the criteria for inclusion in
Tier 2 Capital (not included in Tier 1 Capital).
A capital instrument must meet or exceed the following minimum set of criteria for inclusion under Tier
2 Capital:
i. It is issued and paid in;
ii. It is subordinate to depositors and general creditors of the bank;
iii. The minimum original maturity is five years, and recognition as regulatory capital in the remaining five
years before maturity is to be amortized on a straight line basis;
iv. It is callable by the issuer only after a minimum of five years; the bank must receive prior supervisory
approval before it can exercise such option;
v. There are no step-ups or other incentives to redeem; and
vi. The bank must notify the supervisor when it issues the instrument.
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Capital Conservation Buffer
The new regulatory proposals also call for the introduction of capital conservation buffer as provided under
Basel III in order to encourage the build-up of capital buffers above the 8% minimum capital for use in the
event of stress.
A minimum capital conservation buffer of 2.5%, to be comprised of Common Equity Tier 1 Capital, is to
be set above the minimum capital requirement. Under Basel III, the bank’s Common Equity Tier 1 must
first be used to meet the minimum capital requirement (including the 6% Tier 1 and 8% total regulatory
capital requirement) before any remainder can be used for the purpose of capital conservation buffer.
Unlike the 8% minimum capital requirement that must be maintained at all times, the level of capital
conservation buffer may fall below the 2.5% threshold. In such event, however, constraints on dividends,
share buyback, or other capital distribution are to be imposed even as the bank conducts business as
normal.

Capital Distribution Constraints for Capital Conservation Buffer
Common Equity Tier 1

< 5.125%

< 5.75%

< 6.375%

< 7%

7%

< 6.625%

< 7.25%

< 7.875%

< 8.5%

8.5%

< 8.625%

< 9.25%

< 9.875%

< 10.5%

10.5%

or
Tier 1 Capital
or
Total Regulatory Capital

Maximum Distribution Allowed

0%

20%

40%

60%

100%

Prompt Corrective Action
Under the prompt corrective action framework, a set of supervisory actions are taken, when a bank’s capital
ratio falls below a certain threshold. In light of the proposed changes to the regulatory capital requirements,
the capital criteria for prompt corrective action are to be fine-tuned accordingly. The new capital thresholds
are expected to take effect beginning in 2015.
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New Capital Criteria for Prompt Corrective Action
Current thresholds

Proposed new thresholds

Management Improvement Recommendation
(e.g., restrictions on the acquisition of certain assets or
investments, cost savings, etc.)

BIS capital ratio
lower than 8%

Total capital ratio lower than 8%;
Tier 1 Capital ratio lower than 6%; or
Common Equity Tier 1 Capital ratio lower than
4.5%

Management Improvement Requirement
(e.g., closing of branches, sale of certain assets, etc.)

BIS capital ratio
lower than 6%

Total capital ratio lower than 6%;
Tier 1 Capital ratio lower than 4.5%; or
Common Equity Tier 1 Capital ratio lower than
3.5%

Management Improvement Order
(e.g., merger, business transfer, etc.)

BIS capital ratio
lower than 2%

Total capital ratio lower than 2%;
Tier 1 Capital ratio lower than 1.5%; or
Common Equity Tier 1 Capital ratio lower than
1.2%

Implementation Timetable for Basel III
In accordance with the implementation timetable set under Basel III, the minimum capital requirement rule
will be phased in from 2013 to 2015, and the capital conservation buffer rule from 2016 to 2019.

Basel III Implementation Timetable
2013

2014

2015

2016

2017

2018

2019

Min. Common Equity Tier 1

3.5

4.0

4.5

4.5

4.5

4.5

4.5

Tier 1

4.5

5.5

6.0

6.0

6.0

6.0

6.0

Min. Requirement (I)

8.0

8.0

8.0

8.0

8.0

8.0

8.0

0.625

1.25

1.875

2.50

8.625

9.25

9.875

10.5

Conservation Buffer (II)
Total Required (I + II)

8.0

8.0

8.0
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HISTORY
Since the late 1980s, the need for an integrated supervisory authority to oversee the financial industry was
gaining momentum. The growing convergence of financial services and the blurring of distinctions among
various financial sectors, in particular, pointed to the need for a single integrated regulator in order to ensure
effective and efficient supervision of all financial sectors.
In recognition of the need for change in the supervisory structure, the government initiated the Presidential
Committee on Financial Reform in early 1997 to look into the feasibility of creating a fully integrated financial
regulatory authority. After in-depth studies and analysis, the committee came up with recommendations
that eventually led to the reform of the central bank and the financial supervisory structure in Korea. Based
upon the committee’s recommendations, the government proposed consolidating the four financial
supervisory authorities the Office of Bank Supervision (OBS), the Securities Supervisory Board (SSB), the
Insurance Supervisory Board (ISB), and the Non-bank Supervisory Authority (NSA) into a single supervisory
agency. The plan, along with other reform-related draft bills including the revised Bank of Korea Act and the
Act on the Establishment, etc. of Financial Supervisory Organizations, was submitted to the National
Assembly and passed in December 1997.
On April 1, 1998, the Financial Supervisory Commission was established. It immediately took on the task of
reforming domestic financial institutions and large business groups known as chaebols and oversaw
restructuring in the corporate and financial sectors in the wake of the 1997 financial crisis. As part of the
reorganization of the financial supervisory authorities, the Securities & Exchange Commission, which
supervised the securities market in Korea, was absorbed into the Financial Supervisory Commission as the
Securities and Futures Commission, charged with overseeing the securities and futures markets. The
Insurance Supervisory Commission, which regulated the insurance market, was also dissolved. On January
1, 1999, the OBS, SSB, ISB and NSA were consolidated into a single supervisory body as the Financial
Supervisory Service (FSS), Korea’s first-ever fully integrated financial regulatory and supervisory authority.
Korea’s financial supervision structure underwent another major change on February 29, 2008, when the
Financial Supervisory Commission was integrated with the Financial Policy Bureau of the former Ministry of
Finance and Economy (currently known as the Ministry of Strategy and Finance) to become the Financial
Services Commission (FSC). The integration was envisioned as a more effective institutional arrangement
that enables the government to perform its oversight with greater efficiency and consistency, and to better
respond to the market.
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In May 2012, as an effort to ensure that all financial consumers are fairly treated and protected, the FSS
separated its consumer protection function and set up the Financial Consumer Protection Bureau.
As Korea’s principal supervisory authority, the FSC is given a broad statutory mandate to carry out two main
functions: (i) deliberation and resolution of financial issues, and (ii) guidance and supervision of the FSS. The
FSC thus has the statutory authority to draft and amend financial laws and regulations and issue regulatory
licenses to financial institutions. In addition, the FSC oversees cross-border matters such as supervising
foreign exchange transactions conducted by financial institutions, to ensure their financial soundness. Korea
Financial Intelligence Unit (KoFIU), which was also integrated into the FSC as part of the reorganization,
leads the government’s anti-money laundering and counter-terrorism financing efforts.
Under the reorganization, the FSS acts as the executive supervisory authority for the FSC and principally
carries out examination of financial institutions along with enforcement and other oversight activities as
directed or charged by the FSC. Unlike the FSC, the FSS is staffed by non-civil servants and headed by the
Governor.

ORGANIZATION
The FSS is headed by the Governor. Under the law, up to four Senior Deputy Governors, nine Deputy
Governors, and a Chief Executive Auditor may be appointed under the Governor. The Governor and the
Chief Executive Auditor are appointed by the President with the recommendation of the Chairman of the
FSC. The Governor recommends candidates for Senior Deputy Governors to the FSC for appointment and
directly appoints Deputy Governors. The Governor, Senior Deputy Governors, Deputy Governors, and the
Chief Executive Auditor each serve a renewable three-year term.
The FSS maintains thirty-eight departments and thirteen offices to carry out its operation. In addition to its
head office in Seoul, the FSS has four overseas and four regional offices. In order to carry out its broad
responsibilities, the FSS maintains a staff of 1,772 (as of November 2012). The departments and offices
engage in five primary activities: consumer protection, supervision, examination, investigation, and
supervision support & general affairs. Separate from these functions are the Internal Audit Office and the
Internal Inspection Office which are responsible for the internal audit and inspection.
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FSS Organizational Chart
Chief

Executive Auditor
Planning &
Mgmt Support

Internal
Audit Office

Internal
Inspection Office

First Senior
Deputy Governor

Insurance

Financial Hub Korea

Banking &
Non-Banking Supervision

Governor

Banking & Non-Banking
(Senior Deputy Governor)

Banking &
Non-Banking Examination

Financial
Investment Supervision

Capital Market
(Senior Deputy Governor)

Financial
Investment Examination

Accounting

Financial
Consumer Protection
Bureau

Planning & Coordination Dept.
- Legal Affairs Office
General Affairs Dept.
- IT Strategy Office
- Human Resources Development Office
- Secretary Office
- Security Planning Office
Public Affairs Office
Supervision Coordination Dept.
International Cooperation Dept.
Macro-prudential Supervision Dept.
Enforcement Review Office
Insurance Supervision Dept.
- Insurance Actuarial Office
Insurance Investigation Dept.
Life Insurance Examination Dept.
Non-Life Insurance Examination Dept.
Financial Service Improvement Dept.
IT Supervision Dept.

Bank Supervision Dept.
Foreign Exchange Supervision Dept.
Corporate Credit Dept.
- Small Business Support Office
Cooperative Finance & Loan Business Supervision
Dept.
Micro-credit Support Dept.
Bank Examination Dept. 1
Bank Examination Dept. 2
- Foreign Bank Branch Examination Office
Mutual Savings Bank Dept.
Mutual Savings Bank Examination Dept. 1
Mutual Savings Bank Examination Dept. 2
Cooperative Finance & Loan Business
Examination Dept.

Financial Investment Supervision Dept.
- Asset Management Supervision Office
Derivatives, Trust, Structured Products & Pension
Dept.
Corporate Disclosure Dept.
- Corporate Disclosure System Office
Financial Investment Examination Dept.
- Asset Management Examination Office
Capital Market Investigation Dept.1
Capital Market Investigation Dept. 2
Accounting Supervision Dept.1
- Corporate Accounting System Office
Accounting Supervision Dept. 2

Consumer Protection Dept.
- Complaints Examination Office
Financial Education Dept.
Dispute Settlement Dept.
- Financial Consumer Protection Office (Busan)
- Financial Consumer Protection Office (Daegu)
- Financial Consumer Protection Office (Gwangju)
- Financial Consumer Protection Office (Daejeon)
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SUPERVISORY WORK
The FSS is primarily responsible for supervision and examination of the regulated financial institutions in
Korea. It also has the authority to order the submission of documents, records, or personal testimony
necessary for investigation. Noncompliance or providing deliberately false statements in an FSS
investigation constitutes an offense punishable under the law. Upon approval from the FSC, the FSS may
also recommend dismissal of officers and managers of financial institutions who are found to be liable for
violation of rules and regulations.
On financial supervision, the FSS strives to enhance the oversight standards, risk management, and the
overall market efficiency. The departments in each respective area plan and coordinate the implementation
of supervision policies and set standards for the relevant financial institutions. This task includes making
recommendations for the authorization of financial institutions and, where applicable, for the merger,
dissolution or closure of financial institutions. The offices carrying out this function also provide guidance on
prudential soundness, risk management, and public disclosure.
The examination function of the FSS includes making an assessment of risk management practices of
financial institutions. The relevant departments plan and coordinate examinations and conduct on- and offsite examinations in each financial service sector.
In order to establish a fair and orderly trading market, the FSS also investigates market abuses and unfair
trading such as insider trading and price manipulation in the securities and futures markets.
For consumer protection, the FSS enforces a fair transaction process in support of a consumer-oriented
financial system. It addresses public complaints and administers consumer protection organizations within
the financial industry. The Consumer Protection Department within the Financial Consumer Protection
Bureau handles and mediates disputes between financial institutions and consumers.
The supervision supporting departments and offices carry out the overall planning and administration of FSS
oversight and examination activities. Their responsibilities include planning, budgeting and organizational
coordination; research on financial supervision policies and foreign financial supervision systems; public
relations activities of the FSS at home and abroad; international cooperation; staff appointment, training and
development, and other matters relating to FSS human resources management.
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FUNDING
Fees collected from financial institutions and market participants cover most of the FSS budget. The Bank of
Korea may also appropriate funding for the FSS. The FSS budget must be approved by the FSC. The
sources of FSS budget are: appropriations from the Bank of Korea; supervision expense-sharing with the
regulated financial institutions; issuance expense-sharing with securities issuers; and other revenues.

RELATED ORGANIZATIONS
Financial Services Commission
The FSC is led by nine commissioners including the Chairman and the Vice Chairman who serve a threeyear term, and consists of five bureaus, one division and one office.
The Chairman is appointed by the President with the recommendation of the Prime Minister. The Vice
Chairman is appointed by the President with the recommendation of the Chairman of the FSC and
concurrently holds the position of the Chairman of the Securities and Futures Commission (SFC) within the
FSC.
Two standing commissioners are appointed with the recommendation of the Chairman of the FSC. Of the
five non-standing commissioners, four are ex-officio positions held by the Vice Minister of the Ministry of
Strategy and Finance, the Governor of the FSS, the Senior Deputy Governor of the Bank of Korea, and the
President of the Korea Deposit Insurance Corporation. The remaining non-standing commissioner is
appointed with the recommendation of the Chairman of the Korea Chamber of Commerce and Industry,
who recommends an industry representative.
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The FSC is an independent government agency whose officers are barred from holding any political position
or engaging in any commercial activity during his/her tenure on the Commission. The nine commissioners
are also barred from participating in the resolution of matters that may raise conflict of interest. Matters that
come before the commissioners for resolutions are passed by the majority of the quorum.
As part of its regulatory oversight, the FSC deliberates and decides on policy matters relating to the
inspection and supervision of financial institutions and the securities and futures markets. Matters relating to
the securities and futures markets are largely delegated to the SFC. The FSC also has the authority to issue
and revoke licenses from financial institutions. Legislation relating to the financial sector is drafted and
submitted to the National Assembly by the FSC.

Securities and Futures Commission
The SFC came into existence on April 1, 1998 under the Act on the Establishment, etc. of Financial Services
Commission. The SFC, within the FSC, is responsible for the oversight of the securities and futures
markets. It consists of five members who are appointed by the President for a renewable three-year term.
The Vice Chairman of the FSC concurrently holds the position of the Chairman of the SFC. The standing
commissioner and three non-standing commissioners are appointed with the recommendation of the
Chairman of the FSC.
The principal role of the SFC is to investigate market abuses, such as insider trading and price manipulation
in the securities and futures markets, and to establish accounting standards and audit reviews. The SFC
was granted expanded authority to investigate unfair stock trading and seek prosecution with the
amendment of the Securities and Exchange Act on February 1, 2002. In addition, the SFC conducts
advance review of matters relating to the securities and futures markets to be deliberated by the FSC.
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Bank of Korea
The Bank of Korea (BOK) was established in 1950 under the Bank of Korea Act (BKA). The BKA was
amended in 1998 to give it greater independence over the monetary policy and remove its responsibility for
bank supervision. As the central bank of Korea, the primary role of the BOK is as follows: (i) issuing bank
notes and coins, (ii) formulating and implementing monetary and credit policies, (iii) acting as a banker to the
banks, (iv) acting as a banker to the government and its fiscal agent, and (v) other duties, including managing
the nation’s foreign exchange reserves.
The BOK has the power to request the FSC to undertake its own or joint examinations with the FSS. On
October 4, 2002, the BOK and the FSS signed an MOU to enhance cooperation and encourage joint
examination of banks. The BOK and the FSC/FSS may request information and documentation from each
other, which must be accepted unless there is a justifiable reason to refuse.

Korea Deposit Insurance Corporation
The Korea Deposit Insurance Corporation (KDIC) is a public deposit insurance corporation established in
June 1996 under the Depositor Protection Act of 1995 for the purpose of operating the deposit insurance
system prescribed by the Act. The main body governing the KDIC is the Deposit Insurance Committee,
which is comprised of the President of the KDIC, the Vice Minister of the MOSF, the Vice Chairman of the
FSC, the Senior Deputy Governor of the BOK, and other members. The KDIC may request examinations or
joint examinations with the FSC/FSS, which must be accepted unless there is a justifiable reason to refuse.
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FSS OFFICES
Local Offices
FSS
38 Yeoui-daero, Youngdeungpo-gu,
Seoul, 150-743, Korea
Tel: +82-2-3145-5114
Fax: +82-2-3145-7899
E-mail: fssintl@fss.or.kr

Chuncheon District Office
Tel: +82-33-250-2800
Fax: +82-33-257-7722

Choongjoo District Office
Tel: +82-43-857-9104
Fax: +82-43-857-9105

Daejeon Regional Office
Tel: +82-42-479-5151~4
Fax: +82-42-479-5130

Daegu Regional Office
Jeonju District Office

Tel: +82-53-760-4000
Fax: +82-53-764-8367

Tel: +82-63-250-5000
Fax: +82-63-277-7324

Gwangju Regional Office
Busan Regional Office

Tel: +82-62-606-1600~1
Fax: +82-62-606-1630

Tel: +82-51-606-1702
Fax: +82-51-606-1755

Jeju District Office
Tel: +82-64-797-5000
Fax: +82-64-749-4700
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Overseas Offices
New York

London

14th Floor, 780 Third Avenue

19th Floor, One Angel Court, London EC2R 7HJ, UK

New York, NY 10017, U.S.A.

Tel: +44-20-7397-3991~3

Tel: +1-212-350-9388

Fax:: +44-20-7796-4736

Fax: +1-212-350-9392

E-mail: london@fss.or.kr

E-mail: newyork@fss.or.kr

Washington, DC
Frankfurt
Feuerbachstr. 31, 60325
Frankfurt am Main, Germany
Tel: +49-69-7953-9911~3
Fax: +49-69-7953-9920

1701 K Street, NW, Suite 205
Washington, DC 20006, U.S.A.
Tel: +1-202-689-1210
Fax: +1-202-689-1211
E-mail: washington@fss.or.kr

E-mail: frankfurt@fss.or.kr

Tokyo
Yurakucho Denki Bldg., South Kan 1051, 7-1
Yurakucho 1-Chome, Chiyoda-ku, Tokyo, Japan
Tel: +81-3-5224-3737
Fax: +81-3-5224-3739
E-mail: tokyo@fss.or.kr

Hong Kong

Beijing

Suite 4110, Jardine House

Room C704, Office Building

1 Connaught Place, Central, Hong Kong

Kempinski Hotel Beijing

Tel: +852-2537-6200~2
Fax: +852-2537-6116
E-mail: hongkong@fss.or.kr

Lufthansa Center, No. 50
Liangmaqiao Road, Chaoyang District
Beijing, 100016 P.R. China
Tel: +86-10-6465-4524, 34
Fax: +86-10-6465-4504
E-mail: beijing@fss.or.kr

