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< Abstract >

Under the Financial Investment Services and Capital Market
Act, a new framework of capital regulation is needed for financial
investment companies. The enactment of the Capital Market Act in
2009 allows financial institutions to expand their financial services
and develop new and innovative financial products. Thus Korea
requires a more advanced capital regulation system for financial
investment companies that can encompass these new products and
services to prepare for the new financial environment.

A more advanced regulation system should understand and take
into account the actual risks financial investment companies confront,
and develop systematically customized rules to govern those risks.
Capital regulation is an institutional system that requires financial
institutions to maintain a minimum level of capital, ex-ante, so that
the institutions can withstand unexpected, externally caused losses
during the course of business without receiving any financial
assistance from the government or central bank.

Current capital regulations for securities companies should be
tailored to more accurately reflect the risks and business patterns
of their business. Under the new financial environment introduced
by the Financial Investment Services and Capital Market Act,
capital regulations should be relaxed in principle to reduce the
opportunity cost for individual financial investment companies,
enhance capital market discipline, and thus increase overall utility.

Countries with advanced financial systems are reforming blunt

and unbalanced regulations and implementing innovations that
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focus on deregulation and integration in order to deliver even
more benefits to consumers and raise the nation’s competitiveness.
Korea needs to establish and ensure standards that conform to
the global standards of prudential regulations if it wants to
become a more open and influential global player.

The following is a list of suggestions that the Korean financial
investment industry may adopt to advance our capital regulations
based on the New Basel Accord and the basic principles of the
CRD.

First, current capital regulations for banks, securities firms, and
insurance companies are separate. These need to be combined or
unified in accord with the Basel II framework to encompass all
these industries. However, the new unified regulations should be
flexible to accommodate the different business characteristics of
each industry without allowing for regulatory arbitrage. For
example, the capital regulations for financial investment
companies can be less restrictive than those for banks. This will
allow the regulation framework to fit with the increasing
internationalization and upcoming consolidation of our financial
industry through conglomerates and financial holding companies.

Second, the ultimate goal of capital regulations is not to
prevent bankruptcy or shield investors but to protect against
systemic risk. Adjusting the degree of capital regulation on
financial firms depending on its size or its impact on the
financial system conforms to this goal and thus is the most
effective utilization of the limited supervisory resources.

Third, it is important to extend the scope of capital resources
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by classifying the quality of the different capital instruments
when calculating the net capital. The formula for calculating net
capital and total risk should also be reviewed based on
inter-sectoral equity and should be revised or supplemented in a
way that adequately reflects the new market conditions. As
explained in the Pillar 1 description, expanding and categorizing
the definition of capital instruments increases flexibility for the
supervisory service. It also nurtures and raises the quality of the
securities industry by allowing firms to raise capital in various
ways, ultimately maximizing the amount they can raise.

Fourth, the supervisory authority needs to guide each financial
firm so that the internal capital adequacy process is used
effectively. Ideal capital regulation should not only set a standard
minimum capital requirement but also allow for variable minimum
capital requirements depending on the firm’'s size, risks, and
overall conditions. The internal model is beneficial for firms in
calculating market risk, but as of now only large firms are able to
utilize it. For the most part, securities firms use the standard
model. Increasingly, even small and medium sized firms will be
able to wuse internal models after data accumulation and the
development of risk management methods. The supervisory
authority ought to sponsor collaborative efforts to establish a risk
management system that uses the internal model or relaxes the
intensity of regulations to support smaller securities firms that face
the high costs of establishing internal models.

Fifth, the supervisory authority needs to conduct fair and efficient

evaluations of the individual capital adequacies for each firm.
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Effective communication between the regulator and the firm is
needed to fully understand the different conditions of each firm
beyond the standard compliance. This requires greater supervisory
resources and increases the discretionary powers of the authorities.
Hence, advanced regulation technology that raises effectiveness and
fairness is necessary to wisely allocate supervisory resources. The
analysis and systematic accumulation of ex-ante and ex-post
experiences will be important to reform and improve current

capital regulations.

Sixth, until now market discipline entailed the disclosure of
risks and capital adequacy by the firms. However, it is extremely
important for the supervisory authority to be transparent regarding
their objectives and intentions for capital regulation. Not only
should firms be required to disclose information but the supervisory
authority should regularly publish consultation papers and no-action
letters that publicize the principles with which they will regulate and
approach specific scenarios. More communication between the
supervisory authority and financial firms will ensure the financial
soundness of individual firms, which will ultimately minimize

systemic risk.
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2% Foll= FSAZF F83At tg A7|1AE A4S Fhst ok
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1) 2719 SAIAL A7AE A

FSA %719 ZH3IAF A7AE FA 9 712 E& ZAHIA BG3
A5 ¥ (Financial Resources: FR)©| FSA 7ol A

A} 9 (Financial Resources Requirements: FRR)S 3

QA F AL (FRR)2 12k B 8 A} (primary requirement)Z} 23} g 2}
2(secondary requirement)S g+ Fdo|th 1z} BQAEL JALY HE
25 RS “EXANE B2AYPRR) + AR Y B aAA(CRR) +
8 A Y (base requirement)” ] &
d F Z 4R Ak 23 BaAES HFEAATY £, HIA
q

%@(risk profile) @ A9 HAd W3 BAHe Bz Ay
o

/-\

2 N2
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do
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ao
2
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=
gl
=z
+
N
P
i)

2) EUY CRDE W93 M=% A7AE 1A

EU9| CRD Al3jo] ti-g-3le] FSAE CRDS) 8 ul8-S whgsie, A=
+ 83N AR Al GENPRU(General prudential sourcebook),
BIPRU(Prudential sourcebook for Banks, Building Societies and Investment
firms), INSPRU(Prudential sourcebook for Insurers) T3S A&
GENPRU<= =834} AR2qtA1e] F3 5 22l g g 59 W&s &

ok BIPRU= 23, Fex%, 28 Fadge g A4S
INSPRU= E A 3JALel tigh A& HaL ok 583 ke 7|23 o2 2
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A ¥ (capital resources)? 573 A Y (liquidity resources)S E3SH A F-
A Y (financial resources)= FSA7}F g+ HA Z 8 AE-(minimum capital
]

g0z fASlo} Gk

resources requirement) ©

7l AeAds DA

GENPRU TrA oA AE2ALLS A2 T/} 445 18ste
RRGFHY RRog FRAT. 7B} E(ter 1 capital)S BEF 2}
BE, AM E2AF, FAY 233, WbAA $4F, oddF, AF
HHHES A3 AdeE 59 973 AR FAHH, 2F WY

S F=HEo EQ‘rZ}i(tler 2 capital) 7]EAHZO] Ao AHELE =
FTAETH EAFTAHY 21 s $H3] FIATIA Kt AESs EF
st} R SAE (tier 3 capital)2 THA] 9l B SAHE (upper tier 3)3}
5H9 FHR A (lower tier 3)2. 2 UF=H|, 49 TESAES 54 7
tke] ©@7] $<9] A (short term subordinated debt)S.Z FA=H, 519
THAAGE LS AQARZFTES] FZF £ol(net interim trading book

profit)S Z 33t}

sl

|

e}

BIPRU Z-&th/9l ZAIAKBIPRU firms)7} HH=A] Hf-3tojok &l
H4 P oA (Capital Resources Requirements: CRR)S ¢4 3gh 7]—71501]
ot HAAEEH FAFA T & HoeE AHIH HLAERSS A
7} 918 sl GeEe] Welol weh s, Hx) AFHLE Aol
7F Aok FAFAL 2189 P A E (credit risk capital requirement)
I A E 2 QA (market risk capital requirement)¥ 9N T
Z}E-(operational risk capital requirement)S X5 3+ otk <i I
2> = F83AF SAEZ CRRY A& 7|Fo] FEl=o Aok
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<E I-2> FSAOlAM

Max| 7] %

Max[125%F Fr2, A8+A173+71 29387

Max[53F 2, A-8+A13+71299]

FE3AL

3, FEl=d

A}
(BIPRU 730k ZA3JAN

3]
=35
S

[e)

pu

BIPRU 125k ZH3)A}

(limited activity firm)
BIPRU 50k Z#3)A}

(limited license firm)
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4%7F JeE™ 12 9 AFA e F249 e 8% A7t
AgH AR, A7|AE A4 BlSo] 140%E sH3stes A =

A FEA FA FAT ok Bk
. 5%

oA e] FAIAL] gk AR Al APRAY ASIC0)7 22
FARET7E obd FAAY AL} T2 AEAV|HA A o] Foizl
o SUITL EFFdA Y (Australian Stock Exchange: ASX)oll A H
2714 22X 99LES 7] fAsiMe AR SEsklok &
M, 558 AAFARES REEA] ASX] A7|AHE Al E Woteol gt

ASXe] SHA3AL A7|ARE FrAle] FE HE2 THIAY fFEAE
(liquidity capital)e] FHFART ¢ A FAFH|oF dh= Zlolth

33 =
Al =R AAH(Net Tangible Assets: NTA) TFAIS S 4= Tl NTA
& BREAARS XS FPEAAA BSREA)] W RRIEANE S
FAS T, NTA FAE 2= FASA= 3 NTAE HA 1007

7F A=A AF ool vE F8dEe A AAE FUHHeE HS
SHA =9, L W= NTA FHA17F obd A71ARE iAlS WA dok

19) =511 /3%5 % (Australia Prudential Regulatory Authority: APRA)
20) 7S AFAL Y3 (Australia Securities and Investments Committee: ASIC)



2 FEEAINY ATAR FA AT
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Hupetell A FAZ AL thgh A7IAE Al AEA 73S A
GEAAAEI (DA} dEo g wgstn gtk HAARG T
(minimum capital rule)o]gt WHOZ FAHEH A7|AE A oS,
S A3 = 2GR (Risk Adjusted Capital: RAC)S & 02t =2

frAste ol gt} oluf, AFX=AHARS A7) S8 2ad Hd
7} ] (margin requirements)= IDAS] 7H=A2] 1005 ] HAI=o] )
AFxHAEe] 0BT Ze B, I Fd3AE SAANLS IDAY
3| AxtA o] ZA

HAAARZ FHIE ¥ 2, IDAE #4553 305 (By-Law No. 30)
7174 R A & (Early Warning: EW)E 731 Itk IDAT 39ARY] A
o I 9

o =7
w, o4, 193 §549) =S AFdel 1 9g el met 34
AE 2ZR A8 1 EE 98 22 A9 + U FANE 2]
2R A 19 20 AFHAT HH FAGNA PF ATA £l
ASE o] AR, IDAE FATAY ARH R WA FA
shvl A7)AR Aol WA RS WP P £AF A ot

21) 19169 FH o] 3 °JA}oﬂ gk MRIE7)5H AeTtAl7lss 3 e
Y IDAE 20063 49 71%sel EElHo, At g AHI AT
MEE 2290 7H4E}§?ﬂ e
Canada: TAQ)7} &5 319
FetA = Aok

3 3](the Investment Industry Association of
a1, 7129 DA 22X ALTA 7S
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4, FQ8 3 A7|AE FA AT vlw D AAAH
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AR A7|ARE 1A Ame 74 F7PE R ARRARIY 58
—ﬂ‘V&ﬁJ T, G ERAAR, AR 5o ofFd wet gUdd =
&5 Holx gtk wEhd FAIF oz xFIE RAS AAEIE ofF
ARE, gtAle] WA 2A, FERA A, HlE A, A7IAE xR, A9
ARG R Fol wet 74 w78 A=E FIstele A& 7hssith

A, ZAo] ANAE FAE 1 HE ZAd gt 2F FAY A
TAZ FEEH V=, 95, 48, 3= T dFEY 7k ARAGS
d WAl 278t AEREe] AAR Al #d A=TIes 73

= she FATANAS Adsial Atk ofd Hls, 35, Hutt
A5 F7hE WHE A7|ARE Al w3 ZAE vhdEHA
Aoy SAJFSNTE AAHEde] &R e FAAES
A19] A&A71B(SRO) A 2 AgH o7 FAS
A &9 A9 ASX| 5F5H BHEA -
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5% st W2 Adsin

Ae ASXE] VAR TAS B Audel A% FHIA A4
B AL ASTA 7179 AUDEAAAR DA FFITHIDA
97 172). AR Aol FATFAZA FEFEANL AT 7
Aske ME2 EaFAARLI A AFelH Adge Hu
7] A8 AdaFHoR AR FAS 3 domMARI 7

Zi

9), ALFAYPIE FAAREE 5 AR FAS 3 Aok 1
2]a ] NYSE(NYSE Rule 325-328)9} FINRA(NASD Rule 3130, 3131)

22) v]=re] 1934 FAAHYA <AF SEC Rule 15¢3-1, =] FSA
Sourcebook Prudential Standards, €9 F8A4Z=AUH 46596 1812
SAAUHY 52x 1%, =59 AE2AZW 30% 1%, SAAHY 54%92 1
s Farstr] npgio

23) ASX= ASICSFe] MOUE &8l S-d3lAtel thet &d83 AE =43
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ol #AHNM HW FE&FAIAY ATIARMNEE =l HE 58

AdE uuo}ﬂa}g i F3lolth. &AL nhdl9l1s]e] ABISH o

of meh ARs BAHCR ddsiA Aejstn glon, HIYE RBC

AZRZ oS FHISHL Qlrth old Z&elA APE HFHo=Z QAFs)

SFAR] A7IARE NS 2laa ol ofbd 3AA

& FAE oI® & Ak A A W

M= 37 7H%j°ﬂ 7123 FEFARAE ATIARE e A5Eo] &

Fore gdedo] Aujste FALA HE= ﬁ%

= ?ﬂié}i ow, ABSEE FEFAFMA Fiste] A&

EUS F8ARZAH(CRD)E 71242 &39% s A2TAE =
A AREAAl A &8t sl
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2. FEFAIAL A7|AE A AL I
7} AR S AAAH AE

BA o) Eol A FAFALY AT S|ALe] g 7hed A - (residual
A ZgE &4 (unexpected loss)Z2H-H 2| HALL}; W

AAHE BHE3t7] 98 $5 A2 (cushion capital)©]th. 1822 27| A&
2 & 2E5ay gy JduUAE(patient capital) &2 FFEH GFA
(permanency) @} &455(loss absorbency) T 7HA £4& Zt=t) o
ghA] Z7|AES A, A e o' AFRT SR FAFAS
grrety A, g 2 o)z} T AF oF, F, ALAFRES TAATA

eFotof gk,
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AE o og:,lﬂljr 2B LA 918 dAs] ==E5=
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3 v 9IS = 1997 A el i A3kE VlEs =Yshd
A FHRAAE (Her 3 capital) MES F712 =PI Y. A8 &4
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1) AIBISH 9 &3

FEL, 53 L8 ARFAC) U A AAReln A
t nhgsle) sl o] Folg e FHe) Apdelth, 2w b
43 Bis ARTAS AS YA *a Aoz gl 34

o E
il Bol Hael QANEA FAMEA 08 FAA ARFAS B
840 A7 AH

ole] we} EUE 2006 6€ CRDE AG3tict 71E] 2P AZAF
Z]%1Q1 BCD(Banking Consolidation Directive) 2} ZH2274/3 2] 3191 CAD(Capital
Adequacy Directive)E & §3Fil, AIBISH S Hhedste] EU Ao A&+t
AAFE vpAgE Aotk CRDE 2007d 1€5E o|u] A&, 7|1&
o ARARAALH A 2 Aole BeArADe Adede
EAS} Solw 26 483 Holok. 23, U ARAelo

]
ol we} FEPE7 FAANS AP AR A Aol

H

_4

=9l CRDE EUZ} A Q3 CRDE FAFSAME G712 7178 A A A 2
2 st A& AR HrhE Ak d=Y AHRAY Fx0] EU
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