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ABSTRACT

The resolution of Non-Performing Loans (NPLs) isical for financial stability and economic
resilience, particularly in emerging markets likednesia. This research examines Indonesia’s
NPL resolution framework and identifies opportugstifor enhancement by drawing lessons
from South Korea’s model, led by the Korea Assehdgement Corporation (KAMCO). The
study highlights that South Korea’s success undeescthe importance of KAMCO's pivotal
role, with robust regulatory frameworks, innovatfiencial instruments, the development of
a secondary NPL market, and private sector padiicip in creating an efficient, market-driven
system. These elements enable efficient assetegcand effective systemic risk management.
By comparison, Indonesia’s framework, while achagvnotable progress at the institutional
level, requires further development to incorporatevative, market-driven solutions and a
broader systemic orientation. Through comparatind gap analyses, the study identifies
critical areas for improvement in Indonesia’s fravoek, including regulatory flexibility,

operational efficiency, market infrastructure, andis preparedness.

To bridge these gaps, the study proposes a strategiimap emphasizing regulatory reforms
for market-driven solutions, operational improvetsernthrough standardization and
digitalization, development of a secondary markigh active private sector participation, and
the creation of a centralized public entity forteysic risk management. Capacity building and
international collaboration are also identifieccagical to ensuring alignment with global best
practices. By adopting a holistic, innovative, andrket-oriented framework, Indonesia can
strengthen its financial resilience, attract difexd investment, and position itself as a leader
in regional distressed asset management. The {adiffer practical recommendations to

advance Indonesia’s financial stability and longreconomic growth.

Keywords: Non-Performing Loans (NPLs), Financial StabiligAMCO, Systemic Risk

Management, Secondary Market, Private Sector, &is&éd Asset Management.
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Chapter I. Introduction

1.1 Background of the Study

Non-Performing Loans (NPL) pose a persistent cantmarfinancial systems worldwide,
especially in developing economies where economiwvth relies significantly on credit
expansion. NPL occur when borrowers do not fulfigir repayment commitments, leading to
loans that are either delinquent or have a sigantiprobability of default. The accumulation
of distressed assets can significantly strain Bddtance sheets, diminish profitability, restrict
lending capacity, and impede the broader economiwifhy essential for recovery and

development.

NPL have a profound impact on economic stabilitgaricial resilience, and access to
credit. Elevated NPL levels create macrofinana@adback loops that further impair the real
economy and financial sector. Rising NPL ratiogrieisthe flow of credit, limiting funds to
productive sectors and diminishing banks’ lendirgpazity. This leads to reduced Gross
Domestic Product (GDP) growth and rising unemploytnas constrained credit dampens
economic activity and investment. Sustained highL N&ios weaken financial resilience

further, creating systemic challenges for maintajrstability in the financial sectér.

The interconnected nature of global financial systentensifies the effects of NPLs across
regions. Heightened NPL ratios in one economy parease risk aversion globally, prompting
capital outflows that tighten credit conditionsather regions. These shifts lead to liquidity

shortages that destabilize financial systems rebarforeign capital, with NPL accumulation

!Lee, J., & Rosenkranz, P. (2019). Nonperformingnkin Asia: Determinants and macrofinancial lirdsag
(ADB Economics Working Paper Series No. 574). Adlmvelopment Bank.



contributing to financial instability through crebsrder banking linkages and affecting

economies dependent on external financing.

To mitigate the adverse effects of NPLs on bothfil@ncial and real economy, robust
policy responses are essential. Comprehensive N&Hagement frameworks—such as asset
management companies, regulatory reforms, and cwded restructuring strategies—are
crucial for sustaining economic growth, preserviigancial stability, and enhancing the
resilience of credit systems. Such mechanismsmigtaaldress immediate credit risks but also
support long-term economic stability within an easingly interconnected global financial

environment.

Several countries worldwide have successfully irm@leted advanced frameworks for
managing NPL, establishing global best practices tan serve as valuable references for
nations grappling with high NPL ratios. These bpsictices often include integrated,
government-backed asset management corporationsstifgmmline the process of NPL
acquisition, restructuring, and dispds&lor instance, countries like Ireland, Spain, @hand
South Korea have established such institutionsltivess their own financial crises. Ireland’s
National Asset Management Agency (NAMA), createdr@sponse to the 2008 Global
Financial Crisis, focused on acquiring and manggiistressed assets, effectively stabilizing
the banking sectédr Similarly, Spain’'s SAREB (Sociedad de GestiérAdévos Procedentes
de la Reestructuracion Bancaria) was establisheadtiress NPLs within Spanish banks,
aiming to manage and liquidate troubled assetsiii#piThese frameworks underscore the
value of a structured, centralized approach totass®every, supported by clear regulatory

frameworks and state-backed funding, as essemtmponents for effective NPL resolution.

2 Financial Stability Institute. (2020). FinanciahBility and NPLs — An International Perspective.
3 National Asset Management Agency (NAMA). (2009hnAal Report.
4 Sociedad de Gestion de Activos Procedentes dedatRicturacion Bancaria (SAREB). (2012). AnnugidRts.



South Korea's experience is a significant standarcrisis-driven NPL management,
particularly pertinent to Indonesia’s current issineanticipating potential crises and fostering
sustainable financial stability. The Korean goveentrs reaction to the 1997 Asian Financial
Crisis, characterized by the creation of the Kagkeset Management Corporation (KAMCO),
a state-owned asset management entity, and the Réblution Fund, offers significant

lessons for Indonesia to consider and tailor teitsumstances

KAMCO's model was supported by integrated, govemtreadorsed strategy facilitating
extensive asset acquisition, liquidation, and bessnrehabilitation procedures. The NPL
Resolution Fund played a crucial role in stabiligl®outh Korea's banking sector, attaining a
high recovery rate, and representing an importalestone in the country's economic recovery.
The Korean model's adaptability was further exehepliduring the 2008 Global Financial

Crisis, when the government established the Rasting Fund under KAMCO as a response.

The Korean example demonstrates the effectivene$Pb management framework,
wherein targeted governmental interventions andcated money facilitate prompt and
efficient solutions to systemic problems. This noelblogy differs from Indonesia's dispersed,
reactive system and serves as a case study onnstiutional reorganization can enhance

financial stability.

In Indonesia, tackling NPL has emerged as a paratmmncern due to the intrinsic link
between economic stability and the banking indisngsilienc The problem of NPL in the
banking industry, characterized by borrowers' prgkd failure to fulfill payment
commitments, poses a significant danger to thegritteof Indonesia's financial system. An

elevated NPL ratio can significantly hinder the Idarcapacity to perform its core functions,

5 Kang, J. (2009). The Role of Korea Asset Managé@enporation in Resolving Non-Performing Loansréa
Development Institute.

8 Financial Services Authority (OJK) of Indonesi2024). Indonesia Banking Surveillance Report.



including extending credit to the public. This ctvagt may result in diminished bank liquidity,
as capital that could have been allocated for trdiditribution is encumbered by NPL.
Consequently, economic growth may be impeded, snterprises and the individuals would
encounter greater challenges in obtaining financfog investment or consumption.
Consequently, proficient and effective manageméNRL is crucial for the banking sector in

Indonesia, given its substantial impact on theamati economy.

As of 2024, the NPL percentage in Indonesia’s lmang&ector is between 2.3% and 2.4%,
with notable concentration in high-risk sectorgjuding trade, construction, and Micro, Small
and Medium Enterprises (MSMES) These sectors, already impaired by the economic
recession induced by the COVID-19 pandemic, pensishcountering cash flow difficulties
and debt repayment hurdles. This vulnerability hgdtis the necessity for a comprehensive
framework to manage and resolve NPL effectively awdrt future decline in the financial

industry.

Indonesia's current strategy for handling NPL isdpminantly dispersed, depending on
individual banks to address their distressed asBbis disjointed approach hampers scalability,
diminishes asset recovery efficiency, and constréime banking sector's ability to rapidly
recuperate from financial pressures. Transitioningan integrated and organized NPL
management framework is crucial for strengthenimgsystem’s resilience to future economic
disruptions and establishing a sustainable platformaredit expansion. This framework would
align Indonesia'’s financial system with global stctices, providing a sustainable, long-term

solution for NPL management.

The current reactive approach to NPL managementionesian banking, often resorting

to restructuring, is no longer sufficient. The néadmore effective and proactive management

" Financial Services Authority (OJK) of Indonesi2024). Indonesia Banking Surveillance Report.



strategies is becoming increasingly urgent in otderbtain sustainable financial stability. In
addition, the wave of global economic changes, Wwisdilled with uncertainty, is caused by
geopolitical tensions, changes in commodity prie@sl, post-pandemic recovery issues. These

changes can significantly impact the NPL levelthmbanking sector.

Therefore, implementing a robust and proactive RRalnagement framework is necessary
and promising. Drawing on best practices from dgwedl countries with effective NPL
resolution frameworks like South Korea’s, this coafyensive and proactive approach will
ensure the long-term stability of the financialteys, providing a sense of hope and reassurance
to the audience. A solid NPL management framewarlexpected to increase banking
resilience in Indonesia, strengthen the resilieoicthe national financial system, withstand

future crises, and ultimately promote sustainaiolanicial stability.

1.2 Research Objectives and Research Questions

The primary objective of this studytis assess the applicability and relevance of South
Korea's strategic framework for NPL management andesolution within the Indonesian
banking sector South Korea has implemented a robust, integratgproach to NPL
management, characterized by coordinated governimégrventions, stringent regulatory
policies, and the establishment of specializedituigins dedicated to managing distressed
assets. This framework has demonstrated efficaeplancing financial stability, particularly
during periods of economic crisis. Given the pmgsthallenges associated with NPL in
Indonesia, this study explores the potential admpteof South Korea's methodologies to
Indonesia's unique economic and regulatory envierinto establish an effective and

sustainable NPL management system to support kmmg{financial resilience.

1. Objectives:



a. To evaluate the strategies employed by South Kfme&lPL management and
resolution, focusing on the effectiveness of itprapches in stabilizing the

financial sector.

b. To identify the regulatory and institutional chaligs within Indonesia’s current
framework for NPL management and resolution thay mader the efficiency

and effectiveness of NPL resolution efforts.

c. To propose a strategic roadmap and policy recomatems$ for Indonesia,
drawing on South Korea's and global best practicesypport the development
of a robust, integrated, and proactive NPL manageénfeamework that

strengthens financial stability.

2. Research Questions:

a. What are the key strategies and mechanisms employ&buth Korea for NPL
management and resolution in South Korea, and howhdse processes —
particularly in terms of valuation, pricing, acgtien, and disposal — contribute

to financial stability?

b. What are the primary regulatory, institutional, angpblementation challenges
within Indonesia’'s current NPL management framewarkd how do these

challenges impact the effectiveness of NPL reswhuéfforts?

c. How can Indonesia enhance its NPL management aotLiteon framework by
adopting policies, strategies, and regulatory prastirom South Korea and other

global best practices to establish a robust, effecand resilient system?
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1.3 Urgency and Importance of the Research
This research is critical for several reasons:

1. Financial Stability
NPL are a crucial risk factor for Indonesia’s fioiah stability. The current approach,
which largely relies on individual banks managihgit NPL independently, limits
the scalability and efficacy of recovery efforts.cAmprehensive NPL management

framework is essential to mitigate systemic riskd promote sustaina.

2. Learning from Global Best Practices
Countries have successfully implemented integratBd management frameworks
that mitigate systemic financial risks. For insean8outh Korea offers a balanced
approach by integrating proactive restructuringhvetfective asset disposal and has
proven its ability to address NPL swiftly duringndincial crises. By studying South
Korea's approach, Indonesia could adopt strateggghts tailored to its unique

regulatory and economic landscape.

3. Reducing Economic Strain on Vulnerable Sectors
Indonesia's high NPL concentration in SMESs, traohel construction sectors reflects
structural weaknesses that could impede econoroavegy and growth. Without an
effective resolution mechanism, these sectors meayain overburdened, reducing
their ability to contribute meaningfully to the emony. A robust framework could
facilitate the efficient resolution of distressesets, freeing up resources and enabling

financial institutions to reallocate credit to puative sectors.

4. Policy and Regulatory Improvements
Indonesia's regulatory environment currently laaksntegrated mechanism for NPL

resolution, which hampers its ability to implemeathesive, large-scale solutions.

11



This research aims to identify regulatory reforinattcould strengthen Indonesia'’s
NPL management practices by examining South Koresjsilatory framework.

Establishing a solid framework could strengthen N&julatory oversight.

Enhancing Credit Market Confidence

Addressing the NPL issue effectively can restorefidence in Indonesia's credit
market, a fundamental requirement for attractingegtment. Furthermore, with
greater confidence in the banking's resiliencearfaial institutions could be better

positioned to expand credit safely, thereby suppgtiroader economic objectives.

1.4 Scope of the Study

The scope of the study is defined across threerdimomps.

1.

Geographical Scope:
The study primarily examines Indonesia’'s current. M&plution practices in the
context of global best practices, particularly iouth Korea, to identify specific

reforms that could strengthen Indonesia's NPL tegol framework.

Sectoral Scope:
This research is focused on Indonesia's bankingpisegiven that it dominates the
financial market share within the country (78%)isI$ectoral focus ensures relevance,

as the banking sector has predominant role infadia’'s financial system.

Source Scope

This study utilizes primary data from in-depth miews (IDIl) and secondary data

from regulatory documents, academic journals, alRtl bhse studies. IDI respondents
include KAMCO, one private AMC, and one bank froough Korea, as well as PPA,

one private AMC, four banks, and Indonesia's FSAKOfrom Indonesia. While

comprehensive, the study may not fully represdrdtakeholder perspectives.

12



1.5 Research Methodology

The study mainly focuses on qualitative methodduuhling literature review, comparative

analysis, gap analysis, and expert interviews pdoeg NPL management and resolution.

1. Literature Review:
An extensive review of academic research, poligyeps, and case studies on NPL

management and resolution in South Korea and glbbal best practices.

2. Comparative Analysis:
The study uses comparative analysis to evaluateffeetiveness of different NPL

resolution frameworks and identify best practided fipply to Indonesia.

3. Gap Analysis:
This study analyzes gaps in Indonesia’'s NPL framlewompared to established

models and recommends targeted interventions fprawement.

4. Expert Interviews:
Interviews with relevant stakeholders involved iRl\resolution provide insights into

the practical implementation of NPL resolutionmaldnesia and South Korea.

1.6 Structure of the Research

1. Chapter I: Introduction
This section provides the study's context, objesthand key questions. It explains

the importance of NPL management and resolutidmancial stability.

2. Chapter Il: Non-Performing Loan
This section discusses NPL definitions and datadseglobally, within South Korea,
and in Indonesia. It provides insights into howstherends shape and impact financial

system health and policy priorities.

13



Chapter Ill: South Korea's Approach for NPL Resolution

This chapter examines South Korea's framework fanaging Non-Performing
Loans (NPLs) following the 1997 Asian Financial $53j highlighting its integration
of public intervention, private sector engagemeanhd innovative financial
mechanisms. Focusing on KAMCO, private AMCs, ancug#zation, it explores
how these components worked synergistically talstalihe financial sector, enhance

market efficiency, and establish a resilient syséelaptable to future crises.

Chapter IV: NPL Management and Resolution Mechanism

This chapter provides an in-depth analysis of NREolution frameworks and
mechanisms, focusing on the strategies employe8dmgh Korea and Indonesia. It
examines the regulatory and operational approdonesanaging and resolving NPLs,
highlights best practices from global institutioasd explores the role of the KAMCO
as a model for successful NPL resolution. The avdptther identifies gaps and areas
for improvement in Indonesia's NPL management byparing it to South Korea's

robust framework.

Chapter V: Conclusion and Strategic Actions for Indbnesia

The concluding section summarizes the key findwfgbe study and offers strategic
recommendations for Indonesia. It proposes an im@igation framework for
improving NPL management, enhancing regulatoryctiines, and developing a

secondary market, drawing on South Korea’'s expeeda bolster financial stability.

14



Chapter II. Non-Performing Loans (NPL)

2.1 Definition of NPL and NPL Data Trends Globally
2.1.1 Understanding NPL Globally

Defining NPL in a Global Context. NPL are typically defined as loans for which
the borrower has not made scheduled principalterest payments for a specified period,
often 90 days or more. However, the criteria forLNffassification vary significantly
across countries and regions, influenced by loeglulatory standards and economic
conditions. For example, the International Monetamnd (IMF) defines NPLs as loans
overdue by 90 days or more, including loans inaag-@nd those showing signs of financial

distress, such as the initiation of legal procegsfin

The European Banking Authority (EBA) adopts a samédpproach. However, it uses
the broader term "Non-Performing Exposure” (NPE)jndude all loans in default or
undergoing restructuring due to financial diffiéedf. This definition, adopted widely
within the EU, has facilitated cross-country congielity across the region but remains
challenging to harmonize with definitions outsidar&pe. In contrast, the United States
Office of the Comptroller of the Currency (OCC) fises on overdue periods as the
primary criterion for NPL classification, placingsis emphasis on qualitative indicatérs

The Guidelines Prudential Treatment of Problem AssetBefinitions of Non-

Performing Exposures and Forbeararmgethe Basel Committee on Banking Supervision

(BCBS) (2017), reveal how inconsistencies in definiNPLs across jurisdictions limit the

8 International Monetary Fund. Online Appendix fdieTDynamics of Non-Performing Loans during Banking
Crises: A New Database.

9 ECB Banking Supervision. (2017). Guidance to baksion-performing loans.
10 Office of the Comptroller of the Currency. (201R)quidity Booklet.
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comparability of asset quality globally A BCBS survey showed that 82% of jurisdictions
and 65% of banks have unique NPL categorizatiderai diverging significantly due to
local regulatory, accounting, and supervisory peast For instance, while the BCBS
establishes a standard 90-day past-due threshoidefatifying NPLs, some jurisdictions
extend this threshold to 180 days, particularlyléans backed by high-quality collateral,
while others set shorter timeframes or use qualgdactors like the borrower’s financial
difficulty. This divergence complicates effortsaohieve a unified understanding of asset

quality, reducing transparency in global financiamparisons.

Challenges of Inconsistent NPL Definition¥. Inconsistent definitions of NPL
across jurisdictions present significant challenfpesglobal financial transparency and
complicate cross-border banking supervision. Thé88@entifies that these variations
stem from diverse regulatory frameworks and superyi practices tailored to local
economic conditions. For example, several countnage adopted longer or shorter
timeframes based on asset class or collateraltgubdading to differing standards that
obscure the true risk levels of bank portfolioseinationally. Additionally, there is
considerable variation in the scope of what comst# an NPL: while some jurisdictions
limit this classification to loan exposures, othesdend it to include debt securities,
financial guarantees, and off-balance-sheet itddifferences in materiality thresholds
and collateral treatment further compound thesensistencies, as some countries delay

NPL classification based on high-quality collateral

Challenges are further intensified by discrepaniciesiteria for reclassifying NPLs

back to performing status. The BCBS suggests teelassification should follow a

11 Basel Committee on Banking Supervision. (2017udential Treatment of Problem Assets — Definitiofis
Non-Performing Exposures and Forbearance. Bankfernational Settlements.

12 Basel Committee on Banking Supervision. (2017udential Treatment of Problem Assets — Definitiofis
Non-Performing Exposures and Forbearance. Bankfernational Settlements.
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probation period with sustained on-time payments,this guidance is unevenly applied
across regions. Some countries enforce shorteaporsbperiods, while others implement
lengthy waiting times with additional qualitativegquirements, such as improved borrower
financial stability. These disparities fragment tilebal approach to NPL management,
reducing the reliability of asset quality companis@nd complicating risk assessments for
regulators and investors. The BCBS advocateldomonized definitions and criteria,
promoting a standardized approach that strengthensross-border supervision, and

ensures a level playing field for international firancial institutions.

2.1.2 Historical Trends in NPL Ratios During Finarcial Crises

NPL Ratios in Major Financial Crises'3. Historical trends in NPL ratios reveal that
NPL levels typically surge during economic downsiand financial crises. The Asian
financial crisis of 1997-1998 marked a pivotal motrfer Non-Performing Loans (NPLS)
and financial sector reforms in Asia. The crisid e a severe economic downturn, with
the aggregate GDP of key Southeast Asian courifisameting by 30% within a year,
and NPL ratios soaring above 40%. Over the follgnaecade, strong post-crisis reforms,
micro- and macroprudential policies, and improveacroeconomic conditions brought
NPL ratios down significantly across most Asian remaies. However, the global
recession of 2008 triggered a resurgence of dggrkassets in some regions, particularly
in Central and South Asia, as well as Mongolia, ih€PL ratios rose sharply due to
external economic shocks like falling natural reseyrices. These elevated NPL levels

posed risks to banking system stability and econgrowth.

13 Asian Development Bank (2021). Nonperforming Lo#n&sia and Europe—Causes, Impacts, and Resolution
Strategies.
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A review of NPL trends over the past three decaeesals distinct peaks during the
Asian financial and global financial crises. In E&sia, decisive reforms and political
commitment led to a rapid reduction in NPL ratiagiile South and Central Asia saw
slower progress. Central Asia, in particular, eiggezed a significant resurgence in NPL
ratios following the euro area sovereign debt srifhese regional patterns underscore the

need for robust measures to resolve NPL issueprawént prolonged financial instability.

Figure 2.1. NPL Ratio by Subregion, 1997-2019

40
35
30
25
5
O 20
o
15
10
5
O T T T T T T T T b T T T T T i ] T T T T T T T
S R885883855 838 LeEEe
590000 OO0 o
2220 R AR QRRQRNKARAIRIIRIRNAR
Central Asia East Asia South Asia Southeast Asia
s Asia m—— Pacific Oceania
NPL = nonperforming loan.
Notes: Central Asia includes Armenia, Azerbaijan, Georgia, Kazakhstan, the Kyrgyz Republic,
Tajikistan, and Uzbekistan. East Asia includes Hong Kong, China; Japan; Mongolia; the People’s
Republic of China; and the Republic of Korea. Oceania includes Australia. The Pacific includes Fiji
and Papua New Guinea. South Asia includes Bangladesh, India, Maldives, Pakistan, and Sri Lanka.
Southeast Asia includes Cambodia, Indonesia, Malaysia, the Philippines, Singapore, Thailand, and
Viet Nam. Simple averages are reported.
Sources: Asian Development Bank calculations using data from Bank of Mongolia; CEIC Database;
International Monetary Fund Financial Soundness Indicators. https://data.imf.org/; State Bank of
Viet Nam; and World Bank World Development Indicators.http://databank worldbank.org/data/
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Source: Asian Development Bank (2021). Nonperfayragans in Asia and Europe—
Causes, Impacts, and Resolution Strategies.
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High NPL ratios in many economies are closely lohke adverse macroeconomic
conditions, as seen during the global financiasisrand subsequent recession, which
exposed vulnerabilities in banking systems, paldity in Central Asia. Rapid credit
expansion preceding the crisis, followed by shaplides in global oil prices in 2008—
2009, weakened corporate profits and economic oksldeading to a surge in NPLs and
credit constraints that slowed recovery. Theseoelgis underline the critical interplay
between macroeconomic conditions and banking seutalth, where deteriorating
economic environments amplify credit risks, and keeeed bank balance sheets further
constrain economic growth. Trends from 2000 to 2@4monstrate a negative correlation
between NPL ratios and GDP growth, as well as dipeselationship between rising

NPLs and increasing interest rates, highlightiregrtprofound macrofinancial linkages.

Figure 2.2 NPL Ratios, GDP Growth, and IntereseRat Asia, 1997-2019
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reports.aspx?source=world-development-indicators (accessed September 2020).

Source: Asian Development Bank (2021). Nonperfagragans in Asia and Europe—
Causes, Impacts, and Resolution Strategies.
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These crises highlight the vulnerability of bankisgstems to macroeconomic
shocks and the critical role of NPL managementisirecovery. During these periods,
high NPL ratios exacerbated financial instabilityimpairing banks’ lending capacities,
leading to credit constraints that slowed economoovery. For example, the European
Central Bank (ECB) observed that NPL accumulationnd) the GFC limited banks’

ability to extend new credit, affecting economiowgth across the Eurozone.

While both developed and emerging economies expaziBlPL surges during crises,
the recovery trajectories differ due to structuasd regulatory factors. Developed
countries with robust regulatory frameworks, like tEU and the US, often implement
targeted measures to manage NPL, sucsast management companies (AMCs) and
public-private partnerships. These strategies enable a quicker reduction ib fdBRos

post-crisis, as observed in Ireland and Spain #feeGFC.

In contrast, emerging markets may lack the instinal capacity to implement such
measures effectively, resulting in prolonged higRLNevels. For instance, Indonesia
experienced sustained NPL ratios following the Askinancial Crisis, with limited
resources to facilitate rapid resolution. The impd@xternal shocks, such as the COVID-
19 pandemic, has renewed concerns over rising NRImierging markets, particularly as

government stimulus measures begin to phase out.

Implications for Financial Stability 4. Effective NPL resolution during financial
crises is essential due to the harmful macrofirerieedback effects that distressed assets
exert on the real economy. Both macroeconomic daewst—such as declining output
growth, rising unemployment, and inflation—and baplecific factors like reduced

profitability and prior excessive lending contributo elevated NPL ratios, increasing

1 Asian Development Bank. (2021). Nonperforming banAsia and Europe—Causes, impacts, and resplutio
strategies. Asian Development Bank.
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credit risk during financial crisis. Evidence ingies that economic growth and reduced
financial market volatility correlate with signifioat NPL reductions, whereas adverse
conditions such as currency depreciation and heigtt global volatility lead to NPL rises.
Public Asset Management Companies (AMCs) have beshown to play a crucial role
in achieving sharp NPL declines, although they arkess effective in preventing initial

NPL increases, highlighting their utility primarily as crisis resolution tools.

Reducing NPL ratios yields positive macrofinan@&@gkcts, including stabilization
of deteriorating economic conditionhis outcome aligns with findings from Asian
economies, where NPLs have demonstrated adversedback effects, reinforcing the
need for rapid and comprehensive NPL resolution mesaures during financial stress.

In this context, it is critical to enhance nationallegal, regulatory, and supervisory
frameworks, and to develop robust NPL markets to failitate effective resolution.
Given the increasingly interconnected nature dadriicial markets, regional cooperation is
vital to managing cross-border spillover risks andtagion, especially with the growth of
cross-border banking and the potential for systallyiamportant regional banks. Regional
regulatory dialogue and cooperation, along withssfborder resolution mechanisms, are

essential for addressing these NPL challenges campsively.

2.1.3 Sectoral Analysis of NPL Distribution Globdl

Sector-Specific Vulnerabilities in NPL Accumulation Sectoral analysis reveals
that certain industries, particularly real estat@nufacturing, and retail, exhibit higher
vulnerability to NPL accumulation. The real estsgetor, for example, is highly sensitive

to economic cycles, and downturns in property v@tlieectly impact loan collateral values,
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increasing default risk. During the GFC, Europeanks faced high NPL levels in real

estate portfolios, contributing significantly taetbverall NPL ratios in the regibh

The World Bank highlights similar patterns in emeggmarkets, where sectors like
agriculture and small and medium enterprises (SNBeyv heightened vulnerability due
to their limited financial buffers and dependence local economic conditions. This
sectoral concentration of NPL necessitates tailpadity responses, as a one-size-fits-all

approach may not effectively address sector-specsks®.

Global Sectoral Distribution of NPL. The distribution of NPL varies significantly
across regions, reflecting structural differencaseconomic activities and sectoral
exposures. In Asia, for example, The Asian DevelepimBank (ADB) notes that real
estate and SME loans constitute a significant portf NPL, while Europe's NPL are
more concentrated in corporate and real estat®rsechis distribution indicates the
underlying economic dependencies and risk exposuiech region, which influence the

severity and persistence of NPL accumuldtion

2.1.4 Lesson Learned from Global Practices

Countries that successfully navigated financiabesi and achieved sustainable

financial stability employed several key strategies
1. Asset Management Companies (AMCSs)

Public AMCs, like Korea Asset Management CorporafiAMCO), were established

to centralize and efficiently resolve Non-Performnihoans (NPLs). These entities

15 European Central Bank. Real estate markets, fiabstability and macroprudential policy. (2022)

18 International Financial Corporation. (2011). SealiUp Access to Finance for Agricultural SMEs Pyplic
Review and Recommendations.

17 Asian Development Bank. (2021). Nonperforming LeamAsia and Europe—Causes, Impacts, and Resolutio
Strategies.
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acquired distressed assets, managed their recawenisposal, and provided a

mechanism to prevent fire sales of assets durisgsr
. Legal and Institutional Reforms

Countries implemented robust legal frameworks arehgthened insolvency processes
to facilitate the resolution of distressed assetgse reforms included faster and more
transparent insolvency proceedings, improved aiéenforcement mechanisms, and
incentives for out-of-court settlements, reducietpgis and costs associated with NPL

resolution.
. Development of NPL Markets with Private Sector Enggement

Secondary NPL markets, supported by private sect@mlvement, allowed banks to
offload distressed assets to specialized invesémisancing liquidity and operational
focus. Private AMCs and institutional investors\pded expertise and capital, often
collaborating with public AMCs to manage NPL polis. Electronic trading

platforms further promoted transparency and redutadsaction costs, fostering

efficient and competitive NPL markets.
. Macroprudential and Supervisory Measures

Strong regulatory oversight, including stringentoypsioning requirements and
enhanced risk assessment practices, ensured thigs baaintained healthy balance
sheets. These measures discouraged excessiveakisg-tand promoted early

identification of problem loans.
. Regional and International Cooperation

Collaborative frameworks, particularly in Europepyided standardized regulations

and pooled resources for addressing NPLs. In Asiawledge-sharing platforms like
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the International Public AMC Forum facilitated tb&change of best practices and

innovative strategies among member countries.
6. Securitization Schemes for Risk Distribution

The use of securitization allowed the conversionNefLs into tradable securities,
supported by government guarantees in some cabesapproach attracted broader

investor participation and distributed risks acribgsfinancial system.

These strategies underscore the importance of econgpinstitutional frameworks,
market mechanisms, and policy measures to addrieks Biffectively and build resilient

financial systems.

2.2 Definition of NPL and NPL Data Trends in SouthKorea
2.2.1 Defining and Classifying NPL in South Korea

Definition of NPL. NPL means the principal of loans and interesteibier payment
guarantee, and other equivalent loans as presdrpPdesidential Decree which arise from
credit transactions by financial companies, etud, fall under any of the following items:
(1) A loan requiring the adoption of a special edlion measure or management method
which is not repaid in standard ways for any reag®nA loan whose collection is or is
likely to be in any considerable risk in the ligiftthe management conditions, financial
standing, and expected demand for cash of a deditor,and which is recognized by the

board of directors®

18 Article 22, Korea Asset Management Corporation KK2O) Act. (2024).
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Classification of NPL in Banking Sectot®. In South Korea, the classification of
NPL in the banking sector is based on standardsystte Financial Supervisory Service
(FSS) and the Financial Services Commission (FSGJth Korean banks classify loans
into five primary categories, based on the borrésvespayment capability, arrears, and
credit status. These categories align with intéonat standards, particularly those of the

Basel Committee on Banking Supervision.
Classification Categories:

1. Substandard Loans that are more than 90 days overdue. BomowiBow
significant financial distress, and there is a rcleak of non-repayment.
Substandard loans are the starting point for caitdgg loans as non-
performing.

2. Doubtful: Loans with a high likelihood of default, wherepagment is
considered uncertain. This category requires sigamt provisioning due to the
borrower’s severe financial difficulties.

3. Estimated Loss(or Loss): Loans where recovery is unlikely, ahd bank
anticipates writing off the loan. These are congddull losses, and banks set

aside provisions for these loans.

2.2.2 NPL Data Trends in South Korea

Total Amount of NPL. At the end of 2023, financial institutions' NPL amm¢ed to
43.7 trillion won, an increase across banks andhaoks from the end of 2022. Banks' NPL
increased from 10.1 trillion won at the end of 20@2.2.5 trillion won at the end of 2023.

Non-banks grew by 23.8%, with the largest incré@8e4%) from 18.0 trillion won to 31.2

19 Financial Supervisory Service. (1998). RegulatianSupervision of Banking Business. South Koread@tied
periodically)
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trillion won over the same period. Financial ingitins will sell and write off NPL to 13.4
trillion won in 2022 and $24.3 trillion in 2023. 2023, banks' NPL write-offs were projected
to reach 9.1 trillion won and 15.2 trillion won fapn-banks. Savings banks also saw a
significant increase in new NPLs last y&ar.

NPL of domestic banks.The NPL ratio of domestic banks at the end of Ro®#4
was 0.53%, non-performing loans amounted to 14librirwon, an increase of 1.0 trillion
won from the end of the previous quarter (13.#drilwon) and consisted of corporate loans
(11.6 trillion won), household loans (2.6 trillison) and credit card loans (0.2 trillion won).
The balance of allowance for loan losses at the andline 2024 (KRW 27.1 trillion)
increased due to the expansion of trade and $ade®rage ratio* (188.0%) decreased 15
percentage points from the end of the previous tgugR03.1%) due to higher non-

performing loan&

* Allowance for loan losses = Gross allowance begahnon-performing loans

Figure 2.2. Trends in the Size and Ratio of NPLOomestic Banks
(Unit: trillion, %, %p

Year 2022 2023 2024 /)
Month 6 9 12 3 6 9 12 3 6 | (CA) (CB)
NPL 103 97 101 104/ 105 115 125 134 144 39 10
Corporate? 86 80 83 82 82 90 100 107 116 3.4 09
Households 15 15 17 20 22| 23 23 25 26 04 01
Credit card 01 01 01 02 02 02 02 02 02 00 00
Total Credit 2,475 2,541.] 2,532.4 2,540.1 2,564.] 2,616 2,629. 2,676 2,739 175. 63.0
Allowance 211 217 230 240 238 247 2671 272 271 33 01
NPL Ratio? 041 038 040 041 041 044 047 050 053 0.2 0.03
Coverage rati) | 205.6 2239 2272 2299 2264 2153 2140 2031 1880 384 15.1

Source: Financial Supervisory Services in Koreag)-@\ugust 2024)

20 Financial Supervisory Services in Korea (FSS) (#s1@024)
2! Financial Supervisory Services in Korea (FSS) (#s1@024)
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The table shows a rising trend in NPL among Sowtte&n domestic banks from June
2022 to June 2024, with total NPLs increasing fadh3 trillion KRW to 14.4 trillion KRW.
Corporate loans remain the main source, growing f8o6 trillion to 11.6 trillion KRW,
while household NPLs rose moderately. The NPL raiso increased slightly from 0.41%
to 0.53%, despite an expansion in total credit f&yv5.2 trillion KRW to 2,739.9 trillion
KRW. Although allowances have risen to 27.1 tmliKRW, the coverage ratio fell from

205.6% to 188%, indicating that provisions arefally keeping pace with NPL growth.

Figure 2.3. Trends in KRW Loan Delinquency Ratel@024.6)
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Source: Financial Supervisory Services in KoreaJ)-@\ugust 2024)

The chart above illustrates the trend in South Ksri&RW loan delinquency rate from
June 2013 to June 2024. Over this period, the gigdincy rate shows a general downward
trajectory, starting at 0.87% in 2013 and reachantpw of 0.20% in 2020, reflecting
improvements in credit quality and effective riskamagement. However, following the
COVID-19 pandemic, a slight uptick is observedhwtite rate rising to 0.42% by mid-2024.
This recent increase indicates emerging repaymébatlenges, likely influenced by
economic recovery pressures. The overall trendliglgls both the banking sector's
historical resilience in managing credit risks #mel need for ongoing vigilance in light of

recent increases in delinquency rates.
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Trend in Delinquency Rate on Household LoansThe delinquency rate on
household loans has been on the rise since thadéatt of 2022. At the end of the first
guarter of 2024, the delinquency rate on housdbalas reached 0.98%, up by 0.09%p from
the end of the third quarter of 2023. By loan tyipe, delinquency rate on home mortgage
loans increased by 0.03%p to 0.39%, while the dekncy rate on other loans rose by
0.22%p to 1.86%. Such increases in delinquency flaéee been observed primarily in
vulnerable segments where the burden of debt repayias increased due to interest rates.

Figure 2.4. Delinquency rates of household loarereed by banks and NBFIs

—_— Total Home mortgags loans —_— Other loans

(¥a) (%)
B Owerall financial T

institutions Banks

NMBFls

20 22 01 24 20 22 a1 24 20 22 a1 24

Source: Bank of Korea (BOK) (2024), “Financial Sldlp Report” (June 2024)

Slowdown in Corporate Credit Growth. At the end of the first quarter of 2024,
corporate loans from financial institutions stoddkK&®W 1,866.4 trillion, recording an
increase of 5.2% year-on-year. Corporate loanseadted their growth slowing, centered on
loans extended by NBFIs and on loans issued to SMtieker the influence of the continued
debt repayment burden of borrowers and the tightdarding attitude of NBFIs. By
financial sector, corporate loans from banks amenitda KRW 1,273.5 trillion at the end of
the first quarter of 2024 (KRW 748.0 trillion frooommercial banks, KRW 498.7 trillion
from specialized banks, and KRW 26.8 trillion frnanches of foreign banks), showing an

increase of 6.4% year-onyear (8.3% at commercigk$and 4.2% at specialized banks).
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Due to the eased lending attitudes of domestichen®024 and the increased demand
for funds among enterprises, corporate loans frank® continued to rise, although their
growth rate has slowed. Meanwhile, corporate |daoma NBFIs amounted to KRW 592.9
trillion, up by 2.7% year-on-year. As the tighteriexdding attitudes persisted in response to
rising delinquency rates of corporate loans, tloevgn of corporate loans across the entire
non-banking sector significantly decelerated. Iripalar, insurance companies and mutual

savings banks saw the balance of their corporatesidecline year-on-year.

Figure 2.5. Corporate loans from financial instdans
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Source: Bank of Korea (BOK) (2024), “Financial Sildip Report” (June 2024)

By company size, loans to large enterprises (KRW.&8&rillion, a year-on-year
increase of 11.9%) sustained a relatively high ¢novate due to intensified lending
operations by banks and increased demand fortfafiinds. On the other hand, loans to
SMEs (KRW 1,571.0 trillion, 3.8%) saw their grovdlow due to high credit risk and the
sluggishness of the real estate sector, as raflentéoans to small-and medium-sized
corporations (KRW 875.7 trillion, 4.2%) and loanssble proprietors (KRW 695.3 trillion,
3.4%). Meanwhile, loans issued to self-employedirimss owners (SEBOSs), including
household loans to borrowers with sole proprietans, amounted to KRW 1,055.9 trillion

at the end of the first quarter of 2024, up by 2yi%4r-on-year.
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Figure 2.6. Corporate loans by company size
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Source: Bank of Korea (BOK) (2024), “Financial Silélp Report” (June 2024)

Continued Increase in Delinquency Rates of Corpora&t Loans At the end of the
first quarter of 2024, the delinquency rate of cogbe loans recorded 2.31%, up by 0.59%p
from the end of the third quarter of 2023 (1.72B).financial sector, the delinquency rate
of corporate loans from banks rose to 0.48%, arase of 0.06%p from the end of the third
quarter of 2023(0.42%). The delinquency rate famgdBFIs climbed to 5.96%, up by
1.73%p from the end of the third quarter of 20223%6), exhibiting steep growth, led by
mutual savings banks and mutual credit cooperatisompany size, the delinquency rate
of loans to large enterprises remained low (0.15%eaend of the third quarter of 2023
0.11% at the end of the first quarter of 2024),levthe delinquency rate of loans to SMEs

grew significantly (2.00%- 2.72%).
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Figure 2.7. Delinquency rates of corporate loangiByncial sector & By company size

0

Source: Bank of Korea (BOK) (2024), “Financial Sildlp Report” (June 2024)

2.2.3. Sectoral Contributions to NPLs in South Kora??
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Corporate NPL ratio (0.65%) increased by 0.04 peeagge points compared to the end

of the previous quarter (0.61%PBig Business (0.44%) decreased 0.04 percentagéspo

from the end of the previous quarter (0.48%). SBafliness (0.77%) is up 0.08 percentage

points from the end of the previous quarter (0.698tall businesses (1.00%) increased

0.11 percentage point from the end of the prevouester (0.89%). Sole proprietorships

(0.44%) increased 0.03 percentage point from tdeoéthe previous quarter (0.41%). NPL

to households (0.27%) was similar to the end ofptfexious quarter (0.27%). Residential

mortgages (0.18%) were similar to the end of tle¥ipus quarter (0.18%).

22 Financial Supervisory Service (FSS) (2024), “20@4-performing loans of domestic

banks”
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Figure 2.8. NPL ratio by segment in Korea

< NPL ratio by segment in Korea>
(Units: %, %p)

19 '20 21 '22 '23 '24 years| Increase/
Category NP LRatio Decrease
(13.3~24.6) | 12th | 12th | 12th | 12th | 6 (A) | 12th | 3(B) | 6(C) | (C-A) | (C-B)
Total Credit N 074 065 05C 04G 041 047 0504 053 0.12 0.03
Corporate Credit) |~/ ™ e 111 092 071 05z 049 059 061 065 0.16 0.04
Large i) N 152 125 099 049 035 050 048 044 009 0.04
enterprises T~
SME businessef  —_ . 089 076 057 055 057 0.64 0.69 0.77 0.2( 0.08
Small business™ ~—___ o 1317 115 086 0.76 077 0.85 0.89 1.00 0.23 0.11
Sole business “‘ _________ 03 027 020 025 03¢ 034 041 0.44 0.14 0.03
Household Credit | 02 021 016 018 024 0.25 0.27 0.27 0.03 0.00
Mortgages 0.19 0.1e 011 0.1Z 016 0.6 0.18/ 0.18 0.02 0.00
Credit, loans, NG 037 032 026 034 047 047 053] 054 0.07 0.01
etc. enasss o
Credit card A 4 112 098 077 091 127 136 161 160 033 0.01

Source: Financial Supervisory Services in KoreaJ)-@\ugust 2024)
Financial Stability Situation by Sector

The soundness of financial institutions varied sehs across financial sectors.
Banks and insurance companies maintained favoupabfeability amid expanding asset
growth. Conversely, non-bank deposit-taking institus, such as mutual credit cooperatives
and mutual savings banks, experienced a significalawed asset growth and deteriorating
profitability due to their tightened lending atties in response to an increase in non-
performing loans. Securities and credit-specialfaehcial companies exhibited growth in
assets but faced a decline in profitability overall

Meanwhile, asset quality deteriorated acrossradricial sectors. In the banking sector,
the increase in the substandard-or-below loan natie constrained, in part by banks’
proactive efforts to clean up non-performing loankjle the non-banking sector saw a

significant rise in the ratio, influenced by contad depression in the real estate PF market.
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Figure 2.9. Substandard-or-below loan ratio
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Source: Bank of Korea (BOK) (2024), “Financial Siip Report” (June 2024)

Resilience of the Financial System

Examining each sector in terms of resilience, whefiers to the financial system’s
capacity to withstand domestic and external shdtlesyesilience of financial institutions
was assessed to remain stable. Despite a declihe provision coverage ratio across most
sectors due to an increase in the amount of sudmtdor-below loans, each sector’s capital
adequacyatiesand liquidity ratios significantly exceeded theulkegory standards.

Figure 2.10. Financial institutions’ capital adecyiaatios’
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MNotes: 1) The red dottaed lines represent the regulatory standards for
each sector
2} As of end-Q4d 2023 for insurance companies

Source: Bank of Korea (BOK) (2024), “Financial Siip Report” (June 2024)
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Major Financial Stability Risk Assessment

Korea’s financial system remained largely stabls.tlhe real economy recovered,
private credit leverage declined and market vigiéam the financial markets eased, as
indicated by narrower credit spreads. Financiditiri®ons maintained robust resilience in
terms of capital adequacy and liquidity. Moreovlee, government, supervisory authorities,
and Bank of Korea made concerted efforts to erssreooth transition of the real estate PF
market towards a soft landing to alleviate unceties, while preventing potential spillover
effects of geopolitical risks into the domesticafiicial markets.

However, short-term risk factors persist, includitfte accumulation of debt
repayment burdens among vulnerable borrowers, comcegarding the insolvency of real
estate PF loans, deterioration of asset qualityinancial institutions, and heightened
uncertainties in the external sector such as clsaimgmajor economies’ monetary policy
stances. From a medium- to long-term perspectined gersistently high private credit
leverage, there are potential risks of rising fmahvulnerability, such as a resurgence in

household debt accumulation.

2.2.4. Implications of NPL Trends for South Korea'sFinancial Stability?3

South Korea's financial authorities and institusiare facing critical challenges in
mitigating risks associated with rising NPLs, pararly in the real estate project financing
(PF) sector. To address these issues, the goverimasmtroduced soft landing measures,
emphasizing the need for orderly restructuring amjoing communication with
construction companies and market participants vimdamarket instability. Financial
institutions are urged to strengthen their los®giign capacity and improve asset quality

through active write-offs and sales of distresssgts. Policy efforts also include stabilizing

23 Bank of Korea (BOK) (2024), “Financial StabilityeRort” (June 2024)
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private credit leverage, improving household defatlity through measures like monitoring

the stressed debt service ratio (DSR), and impléngertargeted risk management for

rapidly expanding corporate credit.

Figure 2.11. Financial stability situation

Vulnerability assessment Risk factors
Credit Accumulation of debt servicing burden in Uncertainties regarding monetary policy stances
market vulnerable sectors in major economies
Asset Concerns about the insolvency of real estate Possible unrest in external conditions, including
market estale PF loans geopolitical risks
Financial p— : Concerns about market unrest in line with real
institutions Deteriorating of asset quality non-banks estate PF restructuring

Policy responses

Easing uncertainties .
regarding real estate i

PF and alleviation of

market instability

<> Enhancing resilience
TN of financial institutions

- Strengthening private
(== credit management
Li@; and supporting

=l vulnerable sectors

Supporting an orderly restructuring by facilitating real estate PF soft landing measures
Strengthening communication with construction firms and market participants regarding
concerns about real estate PF restructuring

Continuous efforts to improve asset quality by facilitating sales and write-offs of
non-performing assets
Strengthening liquidity management in preparation for unexpected market shocks

Efforts to gradually lower and stabilize the ratio of private credit to GDP

- (Household credit) Reviewing the adequacy of DSR coverage and Continuing efforts
to improve household debt quality

- (Corporate credit) Strengthening the management and supervision of concentration risk of
exposures, and managing industry-specific risks.

Stepping up monitoring of borrower financial soundness and maintaining selective

support for vulnerable sectors

Source: Bank of Korea (BOK) (2024), “Financial Slélp Report” (June 2024)

Rising NPL levels, which reached 0.53% in mid-2@24n 0.38% in 2022, remain a

concern despite being lower than pre-COVID-19 kevéligh NPLs impact financial

stability by reducing bank profitability, erodinggtal buffers, and restricting credit supply,

which stifles economic growth, particularly for SBIEThis dynamic can lead to reduced

investments, and heightened sovereign risks, stgpipublic finances and investor

confidence. Persistent NPLs also undermine mongtaligy effectiveness and increase

systemic risks, potentially driving borrowers tod/ahadow banking. To counter these

challenges, enhanced loan monitoring, corporateuaaring, and macroprudential policies

are essential to strengthen financial sector eesié and maintain economic stability.
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A critical strategy to address the persistent chadinges posed by rising Non-
Performing Loan (NPL) levels and their broader econmic impact is the development
of a structured and efficient NPL market, coupled vith leveraging the strategic role of
the Korea Asset Management Corporation (KAMCO).A well-structured NPL market
enables financial institutions to efficiently trées distressed assets, thereby providing
much-needed liquidity and alleviating the systerbioden of problematic loans. By
facilitating the transfer of these assets to pevatvestors, such a market enhances
transparency, attracts investment, and expedigegeolution process, ultimately restoring
credit flow to businesses and households.

KAMCO, with its proven track record, offers a comipensive framework for the
management and resolution of distressed assetscéardinated entity for handling NPLs,
KAMCO not only acquires and resolves non-performiogns but also facilitates the
restructuring of troubled borrowers, thereby suppgrfinancial institutions in restoring
their financial healthThrough effective asset management and disposal nemisms,
KAMCO has played a pivotal role in stabilizing Souh Korea'’s financial sector during
periods of economic distress. By adopting a similanodel and expanding the secondary
NPL market, South Korea can further strengthen its financial stability, address
existing vulnerabilities, and maintain robust credt availability to support sustainable
economic growth. This dual approach integrates imnaiate relief for the banking

sector with long-term systemic resilience.

2.3 Definition of NPL and NPL Data Trends in Indoresia

Within Indonesia's regulatory framework, NPLs aedined and categorized to enable
banks to accurately evaluate their assets' qualhich is essential for sound risk management

and regulatory compliance. As stipulated by the ONRLs are categorized reflecting their
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increased risk of default or partial recovery. Thetassifications form part of a broader
approach to evaluate the soundness of banks, meti©IK's regulatory guidelines playing a

crucial role in ensuring transparency, consolidatgoervision, and risk-based assessment.

2.3.1 Defining and Classifying Non-Performing LoangNPLSs) in Indonesia

The definition of NPL is guided by POJK No. 4/PQJ8/2016 and SEOJK No.
14/SEOQOJK.03/2017 concerning the Soundness AssesssheBommercial Banks. In
addition, the definition of NPL is also included iinPOJK No. 37/POJK.03/2019 and
SEOJK No. 9/SEOJK.03/2020 concerning TransparendyPablication of Bank Reports.
Under these regulations, NPL refer to loans or petide assets categorized as regulated
in the POJK concerning the assessment of the agsdity of general banks. This
classification excludes loans extended to othek$afocusing instead on the quality of
credit extended to the broader economy, ensur@fpttus is on retail and corporate loans.
This focus on "problematic credit," as definedhe Circular Letter, encompasses assets
with a higher probability of impairment, thus nesigsting increased scrutiny and
provisioning.

1. Substandard (Kurang Lancar)

Loans classified as Substandard indicate initgisiof payment issues, such as
repayment delays, though they still retain somemtedl for recovery. Banks
are required to monitor these loans closely, as tinancial health may further
deteriorate without intervention. Provisions foesk assets are mandatory,

reflecting their increased risk level.
2. Doubtful (Diragukan)

Doubtful loans exhibit more severe repayment chghks, suggesting

substantial uncertainty about the borrower's gbtiit meet obligations. The
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Doubtful classification signals to the bank andutatpry authorities that these
assets pose a significant risk, requiring subsihrgrovisioning to cover
potential losses.

3. Loss (Macet)

Loans classified as Loss represent the highest tdumpairment, as they are
mainly considered irrecoverable. For these loahs, hank must allocate
complete provisioning to offset anticipated defauthereby ensuring these
assets are not overvalued on the balance sheet. CHtegory's complete
provisioning requirement reinforces prudent assahagement practices by
preparing banks for likely financial losses.

These classifications support the OJK's mandatednsparency and consistency in
asset quality assessment. They form the basisaloulating both Gross and Net NPL
ratios, which measure the extent of problematiasoaithin a bank's portfolio. The Gross
NPL ratio includes all non-performing loans. In trast, the Net NPL ratio adjusts for
collateral and provisions, providing a clearer viefvpotential losses after mitigating

factors are considered.

2.3.2 Historical Trends in NPL Ratios in Indonesia

The following graph illustrates the financial perfance of Indonesia's banking sector
from 2014 to mid-2024, showcasing key metrics sagtotal assets, credit, and third-party
funds. This data provides insight into the sectgr@wth trajectory and its pivotal role in

supporting economic expansion through lending.
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Figure 2.12. Indonesia’s Banking Financial PerfaroeaData 2014-2024 (trillion IDR)
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Source: Indonesian Banking Statistics, quarterly

The growth trends in Indonesia’s banking sectomfi2014 to 2024 underscore the
sector’s crucial role in economic expansion, paliidy through lending. The steady
increase in total assets and third-party fundsecesl strong financial foundations and
customer confidence, enabling banks to supporamest credit flow. Although loan growth
has been cautious, especially during economic dowstike the COVID-19 pandemic, this
prudent approach has helped manage risk whildistihcing key economic activities. By
balancing credit expansion with risk managememtptdmking sector strengthens economic

resilience, facilitates business growth, and preséing-term development.
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Figure 2.13. Indonesian Banking CAR Ratio 2015-2024
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Source: Indonesian Banking Statistics, quarterly, 2015 - 2024, processed

Source: Indonesian Banking Statistics, quarterly

The increasing trend in Indonesia's Capital Adegratio (CAR) from 2015 to 2024,
rising from around 20% to over 26%, reflects arggréocus on financial stability and risk
management among Indonesian banks. This upwaedtvay, particularly post-COVID-19,
indicates that banks have bolstered their capitfiets in response to potential economic
uncertainties, positioning themselves to betteodbsredit risk and manage NPL. The
higher CAR suggests that banks not only comply Baisel Il requirements but are also
proactively building reserves to support lendingvgh while mitigating risks associated
with economic fluctuations. This robust capitalidation enables banks to expand credit
responsibly without compromising financial stailieven as they face challenges like
fluctuating NPL levels. By maintaining strong capadequacy, Indonesian banks are better
equipped to manage credit expansion and absorit@btsses from NPLs, ultimately

contributing to a resilient banking sector suppgytsustainable economic growth.
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The graph below displays the historical trend afoimesia’s NPL ratio from 2015 to
mid-2024. It captures key periods of fluctuaticeflecting the banking sector's exposure to
economic pressures over time. This trend providegext for analyzing the impact of

economic disruptions on credit quality and theatifeness of subsequent recovery efforts.

Figure 2.14. Indonesian Banking NPL Ratio2015-2024
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Source: Indonesian Banking Statistics

The fluctuations in Indonesia's NPL ratio, peakemgund 3.3-3.5% during the
COVID-19 pandemic, indicate significant credit sgeas businesses and households
struggled to meet debt obligations. While the sgbsat decline in NPL ratios to below 3%
by 2024 reflects the effectiveness of recoverytegias such as loan restructuring and
enhanced credit risk management, it also reveailsth banking sector remains less resilient
to major disruptions like the pandemic. This hights the need for a more robust and
optimal NPL management framework to ensure thatéutisruptions have minimal impact

on NPL levels and do not significantly affect thheddder economy.
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Figure 2.15. Indonesian Banking NPL Ratio per T@pedit Use 2015-2024
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The NPL ratios by credit type reveal varying levefsresilience across lending
segments in Indonesia. Working capital credit, whik highest NPL volatility, underscores
the vulnerability of businesses to economic disamst as seen during the COVID-19
pandemic. While the post-pandemic decline to 2.886icates recovery, this segment
remains sensitive to future shocks. Investmentichfel ratios have generally been lower
and reflect improved loan performance, stabilizatgl.84% by mid-2024, suggesting
renewed borrower confidence and economic reco@gsumption credit, the most stable
segment with a low NPL ratio of 1.75% by 2024, tigjtts the robustness of retail lending
bolstered by effective risk management and pandeghiéf measures. These trends suggest

a need for targeted risk management strategiessasegments to enhance resilience against

economic fluctuations.
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2.3.3 Sectoral Analysis of NPL Distribution in Indmesia

The graph below depicts the distribution of NPLiastacross eight key economic
sectors in Indonesia from 2015 to 2024. This treoffiers insight into sector-specific

vulnerabilities and highlights how different induss responded to economic pressures.

Figure 2.17. Indonesian Banking NPL Ratio in Latggsonomic Sectors 2015-2024
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Source: Indonesian Banking Statistics

The NPL trends across Indonesia’s major econorstosillustrate varying levels of
vulnerability to external shocks and economic cy.cBectors like mining, construction, and
real estate show higher NPL volatility, largely daelependency on commodity prices and
credit financing, which make them more susceptiblaisruptions like the COVID-19
pandemic. The processing industry and wholesadd/teide sectors also faced significant
NPL increases during demand-side shocks, hightightineir sensitivity to consumption
patterns. In contrast, financial intermediariesnteaned stable, low NPL ratios, reflecting
strong risk management and resilience. These sécliffierences underscore the need for
targeted risk mitigation strategies tailored toheaector's unique exposure to economic

fluctuations, enhancing overall stability in thenkimg sector.
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Figure 2.18. NPL Ratio for Loans to Non Industfalgin 2015-2024
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The NPL ratios for loans to non-industrial sectioighlight varying risk exposures,
with shop hous¥ loans showing the highest volatility, peaking begw 4-6% during the
COVID-19 pandemic due to their dependence on bssiaetivity and consumer demand.
In contrast, home ownership loans remained relgtisable, supported by loan
restructuring programs that helped borrowers mampagenents. Apartments and vehicle
loans displayed moderate risk, reflecting temponayacts from economic uncertainty but
stabilizing post-pandemic as demand recovered. 4 é@nmultipurpose and other non-
industrial uses showed the lowest NPL ratios, mtiig minimal risk, likely due to flexible
loan terms and relief measures. These trends waterthe importance of targeted support

for high-risk segments and suggest that effectskemanagement can enhance resilience in

consumer lending during economic disruptions.

24 Mixed-Use Business Operation: A type of commeraietivity conducted in a location that also serassa
residence, often involving retail, services, or Breeale production.
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Figure 2.19. NPL Ratio for Micro Small Medium Ermgase 2015-2024
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The downward trend in the NPL/NPLF ratio for SM3iesn around 4.5% in 2015 to
approximately 4.0% by 2024 reflects effective rrelenagement practices and targeted
support for this sector. Periodic fluctuations aade SMSES' sensitivity to economic cycles,
emphasizing the need for cyclical risk managemBme post-2020 stabilization suggests
that recovery efforts, such as loan restructurimdyfanancial aid programs, were successful
in helping MSME borrowers regain financial stapiliThis improvement in credit quality
signals a positive long-term trajectory for SMSw#hjch is critical given their significant

contribution to economic growth and employment. {@aed support and adaptive credit

policies will be essential to sustain this resitien

2.3.4 Implications for Financial Stability and Market Confidence

The analysis of NPL trends and sectoral risks idohesia’s banking sector
underscores critical implications for financial lstdy and market confidence. Steady
growth in assets and third-party funds reflectaisblioundations and investor trust, enabling

cautious yet responsible credit expansion, padrbutiuring downturns like the COVID-19
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pandemic. The sector's resilience is further bastdy a rising Capital Adequacy Ratio
(CAR), increasing from 20% in 2015 to over 26% @22, aligning with Basel Ill standards

and ensuring preparedness for potential losses.

While Indonesia’'s banking sector has shown res#iethrough prudent credit
management and proactive capital strengtheningjgpent challenges in managing NPL
highlight the need for a more comprehensive areynated framework in order to promote
sustainable financial stabilityThe NPL ratio trends, coupled with several sectoral
vulnerabilities, reveal gaps in current NPL resoluton mechanisms that could hinder

financial stability during economic disruptions.

Globally, countries have successfully tackled similar challges through the
establishment of Public Asset Management Compani€¢AMCs) and the development
of secondary markets for NPLs. For instance, SoutiKorea’s KAMCO serves as a
benchmark in managing distressed asset&imilarly, many advanced economies have
leveraged secondary NPL markets to enhance liguiglitract private sector participation,

and expedite the resolution process.

Indonesia’s current challenges in NPL managementh-as limited tools for banks
to offload distressed assets, sector-specific ,riaksl varying resilience across lending
segments—underscore the need to adopt such glebaplacticesBy adopting proven
strategies and tailoring them to Indonesia’s spead context, the country can strengthen
its financial sector's ability to navigate economishocks, enhance market confidence,
and promote sustainable growth, aligning with its boader goals of financial stability

and economic development.
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Chapter Ill. South Korea's Approach for NPL Resolution

The effective management of Non-Performing LoanBL@® has been a critical factor in
maintaining financial stability in South Korea, peularly in the aftermath of the 1997 Asian
Financial Crisis. During this period, the natioodd unprecedented levels of financial distress,
with a surge in NPLs threatening the stabilitytefbanking system and broader economy. The
South Korean government responded with an innowadtvategy that not only resolved the

immediate crisis but also established a framewarkoing-term resilience in its financial sector.

At the heart of this strategy was a recognitiothef need for anultifaceted approach,
integrating public sector intervention, private setor engagement, and innovative financial
mechanisms By combining public and private resources withavative solutions, South Korea
has built a resilient financial system capabledufrassing future crises. The three key pillars of
this framework—KAMCO (Korea Asset Management Corporation), private Asset
Management Companies (AMCs), and securitization though Asset-Backed Securities
(ABS)—work in synergy to ensure effective NPL resoluteord long-term financial stability.
These components exemplify South Korea's abilitppatance governmental oversight with

market-driven solutions, creating a model that oda®nomies continue to study and adopt.

KAMCO emerged as the state-owned institution to aganNPLs, leveraging public funds
and providing a coordinated response to stabiliz@ntial institutions. Alongside this, private
AMCs played a vital role in expanding market cafya¢ntroducing specialized expertise, and
fostering competitive efficiency. These private iteeg also facilitated innovation in asset
recovery strategies, contributing to a more dynaamd efficient NPL market. The use of
securitization through ABS transformed illiquid tdessed assets into tradable securities,

providing liquidity while encouraging participatidrom a diverse range of investors.
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3.1 The Role of KAMCO in Enhancing Financial Stabiity
3.1.1 Establishment of KAMCO

The establishment of the KAMCO in 1997 was a pivotament in South Korea's
economic history, a response to the urgent needirfancial stability. The 1997 Asian
Financial Crisis plunged the country into one @ thost severe economic downturns it had
ever experienced. The crisis exposed significanicttral vulnerabilities within South
Korea's financial system, including excessive caf® debt, inadequate regulatory
frameworks, and ineffective risk management medmasi By late 1997, these weaknesses
had culminated in a surge of NPLs within the baglgactor, totaling KRW 32.2 trillion and
representing an alarming 17.2% of total loans. @ddeoning of distressed assets rendered
financial institutions incapable of extending ctettiereby paralyzing economic activity and

deepening the crisis.

The crisis also significantly pressured South Karaeign exchange reserves, which
decreased from USD 30.5 billion in October 199W&D 20.4 billion by December 1997.
The rapid depletion of reserves, along with a shdepreciation of the Korean won,
intensified market instability and increased théngrability of financial institutions. In
addition, international credit rating agencies dgwaded South Korea's sovereign credit
rating and those of central domestic banks. Thiddea surge in borrowing costs, further
undermining investor confidence and acceleratipgaieoutflows. Faced with this complex
crisis, the South Korean government took the leadaognizing the urgent need to establish
a robust institutional framework to manage the gngwolume of distressed assets and

restore financial stability, leading to the estslilhent of KAMCO.
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Legal Foundation and Mandate

The KAMCO was restructured and formally empoweradaus the "Act on Efficient
Management of Non-performing Assets of Financisiifations and Establishment of Korea
Asset Management Corporation” (the KAMCO Act), wiweas enacted in November 1997.
This legislation represented a cornerstone of SoutKorea's response to the Asian
Financial Crisis, providing KAMCO with the legal authority, operational flexibility,
and financial resources necessary to address thesggmic challenges confronting the
nation's financial sector.By equipping KAMCO with the mandate to acquire nage, and
resolve distressed assets, the act positionedhsftitution as the principal mechanism for

restoring financial stability and fostering economacovery.

The mandates assigned to KAMCO were carefully daled to address the
multifaceted dimensions of the financial crisis.eyhencompassed the following three

strategic objectives:

« Stabilizing the Banking Sector A primary focus of KAMCO's mandate was
stabilizing South Korea's banking sector. This dibje was pursued through large-
scale acquisition of NPLs from financial institut&) alleviating liquidity pressures
and enabling banks to restore their capital adggqudg reducing the burden of
distressed assets, KAMCO facilitated the resumptibicredit flows essential for

economic activity and economic growth.

- Facilitating Corporate Restructuring. In recognition of the significant distress faced
by the corporate sector, KAMCO was tasked with sujopgy the rehabilitation of
financially troubled enterprises. Through debtriegtiring, operational reforms, and
the resolution of unsustainable obligations, KAMGOught to preserve viable

businesses, safeguard employment, and sustaimtiloa's industrial base.
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« Recovering Public Funds KAMCO was entrusted with efficiently resolving
distressed assets to ensure the recovery of piullits deployed in financial sector
bailouts. This mandate underscored KAMCO's role safeguarding fiscal

sustainability while addressing systemic risks.

Between 1998 and 2003, KAMCO executed its mandaitbsremarkable efficacy.
The institution acquired NPLs with a total facewsabf KRW 110.1 trillion, accounting for
approximately 50% of the total NPLs in the banksegtor during this period. These
acquisitions were financed by issuing KRW 39.2iaonl in government-backed bonds,

underscoring the government's commitment to firedrstability.

Institutional Design and Governance

KAMCO's institutional design and governance framewok were meticulously
structured to uphold transparency, accountability,and operational efficiency.These
principles were central to KAMCO's ability to naatg the complexities of the 1997 Asian
Financial Crisis and effectively fulfill its mandatof stabilizing the financial sector.
KAMCO set a benchmark for institutional excellenoefinancial crisis management by

establishing a robust governance architecture @stdring stakeholder confidence.

KAMCO operated under the Financial Services Comomss (FSC) supervision,
ensuring alignment with national economic policie$ile maintaining operational
autonomy. This balance of oversight and indepereeras critical in enabling KAMCO to
act decisively and efficiently in addressing systerimancial risks. The governance
framework was further reinforced by establishingupervisory board, which included
representatives from the government, financial sseexperts, and private industry

stakeholders. The board's composition was desitmedsure a diversity of perspectives,
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promote accountability, and align KAMCO's stratemittiatives with broader economic

objectives.

The supervisory board was entrusted with critiesbonsibilities, including setting
strategic priorities, approving significant transaics, and monitoring the performance of
KAMCO's operations. This oversight mechanism ersagherence to KAMCO's legal
mandate and fostered a culture of transparencynchl decision-making. By integrating
expertise from both the public and private secttns, board strengthened KAMCO's

capacity to address the multifaceted challengesdbyg the financial crisis.

Transparency was a cornerstone of KAMCO's instihati framework, underpinning
its operations and stakeholder interactions. Tdefosrust and credibility, KAMCO
implemented rigorous measures to ensure that itwitess were conducted with

accountability.

« Regular Audits. KAMCO's financial and operational activities werteject to regular
audits conducted by independent external auditdmsse audits evaluated compliance
with legal requirements, assessed the accuradparidial reporting, and identified
areas for improvement. The findings were publictgiiable, reinforcing KAMCO's

commitment to accountability and fiscal respongipil

«  Public Disclosures In addition to audits, KAMCO published compreheasannual
reports detailing its financial performance, asgebvery rates, and progress meeting
its strategic objectives. These reports were dissdrd to domestic and international
stakeholders, enhancing transparency and enablifigrmied evaluations of

KAMCO's impact.

«  Stakeholder EngagementKAMCO maintained an open dialogue with stakehade

including financial institutions, investors, andlippmakers. By actively engaging
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with these groups, KAMCO ensured its operationgnad with market realities and

stakeholder expectations.

While the FSC supervised KAMCO, it was granted isicgnt operational
independence to execute its mandate without undlical interference. This autonomy
was crucial for ensuring the institution's agiliyd effectiveness in responding to the rapidly

evolving challenges of the financial crisis.

KAMCO's robust governance framework played a pivotde in its operational
success and long-term sustainability. By priorigitransparency, accountability, and
collaboration, KAMCO built trust among stakeholdeirscluding financial institutions,
investors, and the general public. This trust itatéd cooperation with banks and other

entities, enabling KAMCO to acquire, manage, asolke distressed assets effectively.

Funding Mechanism

KAMCO's financial capacity was central to its abilty to address the
unprecedented challenges posed by the 1997 Asiam&ncial Crisis. Adequate funding
enabled KAMCO to acquire substantial NPLs, stabilimg the banking sector and
restoring economic confidenceThe funding mechanisms employed by KAMCO were
designed to ensure both immediate liquidity for dfgerations and long-term fiscal

sustainability, reflecting a balance between urgema prudence.

Government-Guaranteed Bonds.The primary funding source for KAMCO's
operations was issuing government-guaranteed bohdsse bonds were explicitly
guaranteed by the South Korean government, prayidirhigh degree of security for
investors and ensuring the availability of subsshfinancial resources. The government's
backing of these bonds demonstrated its committoesitibilizing the financial system and

mitigating systemic risks. The bond issuance sisatdlowed KAMCO to raise the capital
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required to purchase NPLs at scale while avoidnignédiate fiscal strain on the national
budget. By leveraging the government's robust treting, KAMCO was able to secure
funding at competitive interest rates, minimizihg financial burden on taxpayers. These
bonds also sent a positive signal to domestic amerriational markets, reinforcing

confidence in South Korea's ability to manage tigsceffectively and restore stability.

Non-Performing Asset (NPA) Fund.In addition to government-guaranteed bonds,
KAMCO's funding is from the Non-Performing AssetRA) Fund, financed through
industrial banks and public funds contributionsisfhind provided supplementary resources,
ensuring that KAMCO could sustain its operationsrdiie long term and address emerging
challenges as the crisis evolved. The NPA Fundpaatscularly valuable in financing the

acquisition of distressed assets that requiredapsd management.

The integration of diverse funding sources, inalgdihe NPA Fund, underscored the
collaborative approach adopted by KAMCO in itsisrisponse. By engaging multiple
stakeholders, including financial institutions apdblic agencies, the fund facilitated a

shared responsibility for financial stabilization.

Valuation and Acquisition Process. A key element ddAMCO's funding strategy
was its rigorous approach to valuing and acquiringNPLs. The valuation process was
overseen by an independent committee comprisiragdial experts and auditors to ensure
fairness and transparency. This committee asselseatharket value of distressed assets
based on objective criteria, such as the qualith@tinderlying collateral and the probability
of recovery. On average, KAMCO acquired NPLs at 38%heir face valuea pricing
strategy that balanced the need for fiscal responslity with the urgency of stabilizing

the financial system?®

25 Ungersboeck, P., & Nunn, S. M. (2021). Korea Asdanagement Corporation (KAMCO): Resolution of
Nonperforming Loans in South Korea. Journal of Riial Crises, 3(2), 357-380.
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By adhering to transparent and standardized valugtiactices, KAMCO minimized
the risks of overpayment and resource misallocatibhis disciplined approach
safeguarded public funds and strengthened trust ammg stakeholders, including banks,

investors, and international organizations.

KAMCO'’s Broader Role in Financial Stabilization. Between 1998 and 2003,
KAMCO acquired distressed assets with a total faakie of KRW 110.1 trillion,
representing approximately 50% of the total NPLSouth Korea's banking sector. This
large-scale intervention alleviated liquidity press on financial institutions, allowing them

to recapitalize and resume lending operatféns.

The innovative funding mechanisms employed by KAM&®@bled the institution to
fulfill its broader mandate of financial stabilizat. By leveraging a combination of
government-backed bonds, the NPA Fund, and diseglliasset valuation practices,
KAMCO demonstrated the importance of well-desigfiedncial strategies in managing
systemic risks. Its success underscores the tnitiaof institutional capacity and funding

flexibility in addressing financial crises.

KAMCO's approach to funding also highlights the uwealof a proactive and
collaborative framework. The involvement of muldplistakeholders, including the
government, financial institutions, and internaéibmpartners, ensured that KAMCO's
operations were adequately resourced and alignigdbneader economic objectives. This
collaborative model provided a blueprint for otlweuntries seeking to establish similar

institutions to manage distressed assets and pedimancial stability.

26 He, D. (2004). The Role of KAMCO in Resolving Nanforming Loans in the Republic of Korea (IMF
Working Paper No. WP/04/172). International Mongtaund.
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3.1.2 KAMCO's Role During Financial Crises

The KAMCO was pivotal in addressing South Korealaricial instability during
two major global crises: the Asian Financial Cr#id997-1998, and the Global Financial
Crisis of 2008-20009. Its interventions were instemtal in stabilizing the financial system,
managing systemic risks, and fostering economiovwery. By leveraging its legal
framework, financial capacity, and operational telgees, KAMCO demonstrated its
ability to adapt to diverse crisis contexts whileaimaining transparency and

accountability.

Korea experienced an unprecedented foreign exchamgje in 1997, known in
Korea as the International Monetary Fund (IMF) @rié\t that time, with the BIS ratio
for banks at 7%, asset quality was fragile, andKbesan economy was plunged into
turmoil due to a sharp increase in NPL causethéwgérial failures of large conglomerates.
The government set up the "NPL Resolution Fund (NfRind)" at the KAMCO to
organize NPLs systematically and promote corporastructuring to overcome this
economic crisis. Based on these efforts, the NRidFacorded an unprecedented recovery
rate and became known in Korean economic histoey isccess story of crisis recovery.
As the global financial crisis, triggered by the080U.S. subprime mortgage loan
meltdown, increased uncertainty in the domestiarfaial market and the possibility of a
gradual expansion of financial distress, the gavemt established a "Restructuring Fund”
at KAMCO in 2009 to proactively respond to thesendstic and international financial
market instability factors. In order to preventaincial instability and spread to the real
economy due to the recent expansion of real eBfatasks, KAMCO and the financial

sector established the "PF Workplace Normalizafopport Fund (PF Fund)" In 2023. It
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is crucial to utilize KAMCO's experience and knoavhin overcoming the economic

crisis and exploring implications and resporides.
Table 3.1. Comparison between KAMCO NPL Fund anstiReturing Fund

< Comparison between KAMCO NPL Fund and Restructuring Fund >

Category NPL Resolution Fund Restructuring Fund
Period 1997~2012. 2009~2014
? _ * Government, * Financial companies
- Funding _
: * Public Fund - KAMCO
Size *+20.5 KRW trillion - KRW 40 trillion,
: * Financial company NPL
Assets to be - Financial company NPL * Assets  subject o a troubled
| acamired - Assets subject to a troubled | company resolution plan |
; q company resolution plan * Non-bisiness  assefs  of  Financial

company. efc. f

| . - Direct isiti indirect
- Method - Direct acquisition frect acquistion - of  Aleet:

investment vehicle acquisition

Source: Financial Services Commission-Korea Asset Management Corporation (2015), '"White Paper on
Restructuring Funds', p52. p55-56.

KAMCQO’s Role During the Asian Financial Crisis (199/-1998)

The 1997 Asian Financial Crisis exposed deep stralctulnerabilities within South
Korea's financial and corporate sectors, dramétiedcalating NPLs and a systemic
liquidity crisis. By the end of 1997, NPLs in tharking sector had reached KRW 32.2
trillion, with an NPL ratio of 17.2%, severely impag the ability of financial institutions
to lend and threatening the stability of the erfiimancial system. Recognizing the urgent
need for intervention, the South Korean governmesttuctured the KAMCO as the central

institution to manage the escalating volume ofreiésted assets.

KAMCO's role during this period was guided by tiet'on the Efficient Disposal of

Non-Performing Assets of Financial Institutionsfiaeted in November 1997, which

2T KAMCO Research Institute (2024).
28 KAMCO Research Institute (2024).
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empowered it to acquire, manage, and resolve NFh& legal framework allowed

KAMCO to adopt a multifaceted approach to stabitizthe banking sector, facilitating
corporate restructuring, and recovering public sun@entral to these efforts was the
establishment of the NPL Resolution Fund, a purbosié financial instrument designed to

facilitate large-scale acquisitions of distresseskts.

NPL Resolution Fund: Stabilizing the Banking SectorThe NPL Resolution Fund
was pivotal to KAMCO's intervention strategy durthg Asian Financial Crisis. Established
to resolve NPLs and inject liquidity into the fircaal system, the fund was supported by
government and public funds contributions, reflegta strong national commitment to
addressing systemic financial risks. With a tofadkBW 20.5 trillion, the NPL Resolution
Fund enabled KAMCO to acquire a significant voluofalistressed assets, amounting to
KRW 110.1 trillion in face value between 1998 a2 This represented approximately

50% of the total NPLs in the banking sector, unctiag the impact of KAMCO.

The acquisition of NPLs was carried out througlediacquisition methods, ensuring
that KAMCO could immediately control distressed eissand implement resolution
strategies efficiently. An independent committeadiected the valuation of these assets to
ensure fairness and transparency, with NPL purchasan average price of 36% of their
face value. This rigorous approach safeguardediqoubsources and strengthened trust

among stakeholders, including banks, creditors,javebtors.

Table 3.2. Performance of KAMCO NHrund in 1997 IMF crisis

< Acquisition and Recovery of KAMCO NPL fund >

(Unit: KRW trillions)

Category | ~2002| 2003| 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013.2] Total

Receivables 64.6 40 31 21 2.8 13 0.6 0.2 0.4 0.p 32202 | 1116

Acquisition| 26.5 18 1.0 0.8 0.8 0.3 0.2 0.02 01 002 | 7.7 - 39.2
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Recovery | 30.3 25 16 2.2

49 0.9 0.8

0.4 1.T 0.

1/0 0347.0

Source: Financial Services Commission-Korea Assetdgement Corporation (2015), 'White

Paper on Restructuring Funds', p197-202.

Table 3.3. Mechanism of KAMCO NPFund in 1997 IMF crisis

<0 Acquisition and Disposal Mechanism of KAMCO NPL Fund >

(Unit: KRW 100million)

Category Receivables Disposal Recovery

International bidding 61.379 12,995 16.619
ABS Issuance 87.337 46,398 52213
AMC-CRC for Sale 47.899 10.571 17,053
Sell bonds individually 34,841 7.958 13.120
Auctions and direct repossessions 267.839 77.370 116.261
Reorganization Plan Recovery 348.616 98.180 150,483
Sell residual property in bulk 71.082 35.725 805
Subtotal 918.993 289.197 366.554
Repurchase-Release 197.504 103.014 103.014

Total 1.116.497 392.211 469.568

Source: Financial Services Commission-Korea Asset Management Corporation

Restructuring Funds', p.198. Appendix Summary of Non-Performing Loan Funds

(2015).

'"White Paper on

By removing "toxic assets" from financial instiuts' balance sheets, KAMCO

alleviated liquidity pressures and allowed bankgestore their capital adequacy. This

intervention stabilized the banking sector andtexkéhe conditions necessary for financial

institutions to resume lending activities, whichreveritical for economic recovery.

Recovering Public FundsA key aspect of KAMCO's mandate was the recovery of

public funds to finance its operations. The reverft@m asset sales, corporate restructuring,

and securitization were reinvested to repay theegowent-backed bonds issued under the

NPL Resolution Fund. According to Table 3.3, KAM@&2overed approximately 42% on

the distressed assets it acquired, highlighting itigtitution's efficiency and fiscal

responsibility. Public funds' transparent and gisoed management reinforced KAMCO's

credibility among stakeholders and restored confidan South Korea's financial system.
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By effectively resolving distressed assets, KAMCE& a precedent for institutional

accountability and efficiency in managing finanagkes.

Impact of KAMCO'’s Interventions. KAMCO's interventions during the Asian
Financial Crisis had a transformative impact ontBdtorea's financial system and the
broader economy. By reducing the banking sectd?k fdtio from 17.2% in 1998 to 2.3%
by 2002, KAMCO alleviated systemic risks and restiomarket stability. Its efforts also
attracted foreign investment, bolstered investairfidence, and paved the way for South

Korea's swift economic recovery.

KAMCO'’s Role During the Global Financial Crisis (2008—2009)

A decade after the 1997 Asian Financial Crisis, tdtorea once again faced
economic challenges brought on by the Global Fiadrrisis (2008—2009). The U.S.-
based financial crisis that began in September 20&he bankruptcy of Lehman Brothers
spread to a global economic crisis. The globalsgoe caused by the financial crisis
triggered panic in domestic economies highly depahadn external markets. The credit
crunch caused by the financial crisis in the Ue8l to a shortage of dollar liquidity as
international financial companies withdrew thewastment capital, causing the won/dollar
exchange rate to rise vertically. The exchangerestehed a yearly high of KRW 1,525 on
November 21, 2008, from the low 900s at the begomwif the year, a 60% increase from

the beginning of 2008

While the reforms implemented after 1997 had enkdrtbe resilience of South
Korea's financial system, the global crisis creat@despread disruptions, exposing
vulnerabilities in specific sectors. The crisis tedsevere liquidity shortages, destabilizing

financial institutions, and critical export-driverdustries such as shipbuilding, construction,

29 KAMCO Research Institute (2024).
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and heavy manufacturing. These challenges reqaiswdft and tailored policy response to
mitigate systemic risks and ensure economic stybili

Building on its institutional expertise gained fraime Asian Financial Crisis, the
KAMCO played a critical role in managing the final@and sectoral fallout of the crisis.
Leveraging its mandate and experience, KAMCO implat®d targeted interventions to
address liquidity constraints, stabilize finanawdrkets, and support the restructuring of
distressed industries.

Restructuring Fund. One of KAMCQ'’s most significant initiatives duririge Global
Financial Crisis was the establishment of the Resiring Fund in 2009. The Restructuring
Fund was designed to support strategically impoitan financially distressed industries.
The fund aimed to:

* Provide immediate financial assistance to indussidfering from liquidity shortages.

» Facilitate operational reforms and restructuringrisure long-term viability.

* Prevent the collapse of sectors critical to Southeld's economy.

Table 3.4. Performance of KAMCO Restructuring FbgdSector

(Unit: KRW 100 million)

Acquisition Disposal Holding
Category : o : o . o
Receivables | Acquisition | Receivables  Acquisition | Recovery %  |Receivables Acquisition
Bank 8.520 4,465 8.170 4,255 4,487  100.5% 350 210
Sé‘:l‘fl‘(g 61,693 38.678| 61.634  38.621 40,360  104.4% 59 57
etc 2,043 600 2,043 600 647  107.6% - -
Total 72,256 43,743 71.847 43,476 45,494 1 104.0% 409 267

Notes: As of March 2015, difference between acquisition and cleanup amounts due to incremental settlement.
Source: Financial Services Commission-Korea Asset Management Corporation (2015), 'White Paper on
Restructuring Funds', p.153.
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The shipbuilding industry, a cornerstone of Souibrd&'s export economy, was
particularly hard-hit by the crisis due to declmiglobal demand and tightening credit
conditions. KAMCO utilized the Restructuring Furtdgtabilize shipbuilders by injecting
liquidity and enabling debt restructuring. Thiseirvention preserved jobs, safeguarded
industrial capacity, and positioned the sectorémovery once global demand rebounded.
Similarly, the Restructuring Fund supported heaanufacturing, ensuring the survival of

companies integral to South Korea'’s industrial base

Through the Restructuring Fund, KAMCO demonstrat®dapacity to act not only
as a financial stabilizer but also as a facilitabbrcorporate rehabilitation, preserving

strategically important sectors while enabling sseey structural reforms.

Table 3.5. Performance of KAMCO Restructuring Fund

(Unit: KRW 100 million)

Acquisition Disposal
Category
Receivables | Acquisition | Receivables | Acquisition | Recovery
Collateralized Debt 12,475 8.387 12,424 8,352 9,041
Obligations
FF loan 72,256 43,743 71,847 43476 45,494
Financial
ol Hybrid loan 17.441 4291 17.426 4.286 4,625
Capitalization - 9 - 9 -
Sub total 102,172 56,430 101,697 56,123 59.160
Vessel 10,599 4,666 10,599 4,666 6,168
Restructu | Unsold apartments 1,612 527 1,612 527 559
ring co. Capital contributions - 70 - 70 96
Sub total 12,211 5,263 12,211 5,263 6,823
Total 114,383 61,693 113,908 61,386 65,983

Notes: difference between acquisition and cleanup amounts due to incremental settlement.
Source: Financial Services Commission-Korea Asset Management Corporation (2015), 'White Paper on

Restructuring Funds', p.106, p.168.

Bond Market Stabilization. In addition to sectoral interventions, KAMCO playad

central role in addressing liquidity shortagesapital markets, which the global financial
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turmoil had severely disrupted. In 2009, the Séidrean government established the Bond
Market Stabilization Fund to stabilize the bond kearand ensure continued access to
financing for corporations. KAMCO was entrustedhwihanaging the fund, reflecting its

institutional credibility and expertise.

The fund was instrumental in stabilizing bond micehich had plummeted due to
heightened risk aversion and a lack of market diqyi By purchasing bonds directly from
the market, KAMCO restored investor confidence prel’ented further declines in asset
values. These actions ensured financial institstiand corporations retained access to

critical funding during the crisis.

The Bond Market Stabilization Fund also helpedareshormal market functioning
by providing a temporary liquidity backstop. Thistarvention allowed private sector
investors to re-enter the market once conditicaisilszed, facilitating a gradual recovery of

South Korea's capital markets.

Impact of KAMCO's Interventions During Financial Cr ises

KAMCO's targeted interventions during the Globah&mcial Crisis had a profound

impact on South Korea’s economy and financial sgst€ey outcomes include:

» Preservation of Strategic Industries Through the Corporate Restructuring Fund,
KAMCO provided critical support to distressed sesguch as shipbuilding and heavy
manufacturing. These interventions preserved imdlisapacity, protected jobs, and

ensured that South Korea remained competitiveabajimarkets.

» Stabilization of Financial Markets. The Bond Market Stabilization Fund, managed
by KAMCO, prevented a deeper collapse in capitaketa by stabilizing bond prices
and restoring investor confidence. This ensured toaporations and financial

institutions could continue to access funding dytime crisis.

62



* Enhanced Liquidity and Recovery By securitizing distressed assets through ABS
issuance, KAMCO injected liquidity into the finaatisystem, alleviating liquidity
pressures on banks and corporations. This congditota faster recovery of financial

markets and reduced the fiscal burden on the goearh

» Operational Flexibility and Resilience KAMCOQO's ability to adapt its strategies to
the unique challenges of the Global Financial €risighlighted its operational
flexibility and institutional resilience. Its innative use of financial instruments and

targeted interventions underscored its capaciggdtiyess economic crises effectively.

3.2 Private Sector Engagement in Fostering Sustable Financial Stability

The engagement of the private sector in Non-Peifggrhoan (NPL) management has
played a pivotal role in fostering sustainable fiicial stability, as demonstrated in the
experiences of South Korea and other economiesedog from financial crises. In South
Korea, private sector involvement complemented ipubitiatives, enhancing the capacity and
efficiency of NPL resolution frameworks. Private s&s Management Companies (AMCS)
introduced market-driven solutions and expertiggificantly contributing to the establishment
of a robust and competitive NPL market. These fipagnered with public institutions like
KAMCO to co-manage NPL portfolios, implement inntva recovery techniques, and leverage

advanced analytics to maximize asset recovery.rates

Moreover, private equity firms and institutional/@stors brought much-needed liquidity
and competition to the NPL market, fostering a dyicaenvironment for distressed asset
resolution. These players also actively participatesecuritization processes, creating Asset-
Backed Securities (ABS) that transformed illiqui®l$ into tradable financial products. This
approach diversified risk and attracted a broadege of investors, thereby stabilizing the

financial system. Collaborative frameworks suchj@at ventures between domestic and

63



international entities further facilitated knowledgansfer and expanded market reach, enabling

more efficient NPL management.

Private sector involvement also accelerated theldpmnent of a secondary NPL market,
which enhanced the liquidity and operational fogt/Bnancial institutions by enabling the sale
of distressed assets. The creation of electroailirtg platforms and favorable regulatory policies
encouraged transparency and efficiency in NPL &etiens. These initiatives not only improved
recovery rates but also reduced the fiscal burderpublic resources. In addition, private
participation fostered market competition, drivimgnovation and improving overall asset

management standards.

Ultimately, the active role of the private sectarNPL resolution has underscored the
importance of public-private synergy in achievingtainable financial stability. By aligning
government oversight with private sector capabgitieconomies like South Korea have
demonstrated how such collaborations can effegtreslolve distressed assets, mitigate systemic
risks, and build resilience against future finahslaocks. This model serves as a valuable

framework for other nations facing similar challesg

3.2.1 Trends in NPL Private market players in SouttKorea
The private NPL market in South Korea has seenifgignt growth and
diversification over recent years. Here are the tkeyds in private market players in the

Korean NPL market:
1. Increased Patrticipation of Private Equity and Foregn Investors

Private equity firms, both domestic and international, are increasimygwn to
South Korea's Non-Performing Loan (NPL) market doiethe promising returns that
distressed assets can offer. These investmerpauieularly appealing because NPLs often

trade at significant discounts, allowing firms tapitalize on potential recovery gains
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through strategic restructuring, asset managenaaolt,market resales. Domestic private
equity firms leverage their understanding of looagulatory frameworks and market
dynamics to efficiently navigate the NPL landsca@deanwhile, international firms see
South Korea's robust and maturing NPL market asrative opportunity, especially given

the country’s transparent legal and financial systevhich reduce investment risks.

In addition to individual investmentireign investorsare establishing partnerships
and making direct investments in South Korean NfLfplios. These collaborations
enhance liquidity within the market and introduoenpetitive dynamics, driving innovation
and efficiency in NPL resolution processes. By mpanhg with local asset managers or
financial institutions, foreign investors can oware entry barriers, such as unfamiliar
regulatory environments, while benefiting from |bespertise in asset recovery and market
operations. This cross-border participation noly afiersifies the investor base but also
strengthens the overall NPL resolution framewodktabuting to improved recovery rates

and fostering greater financial stability in SoKibrea.
2. Emergence of Specialized Distressed Asset ManagerhEmms

Specialized asset management firmbave become a significant force in South
Korea's Non-Performing Loan (NPL) market, focusamgthe management and recovery of
distressed assets. These firms have emerged mnsesfo the growing need for expertise in
handling complex NPL portfolios, a demand amplifladfinancial crises and economic
fluctuations. By collaborating with financial instiions and private investors, they co-
manage or directly acquire distressed portfoliogyigding customized solutions tailored to
specific market conditions or asset types. Theecsphized knowledge of regulatory
frameworks, local market dynamics, and asset regowreechanisms positions them as

indispensable players in the efficient resolutibhNBLSs.
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These firms leverage advanced recovery technigess,icturing strategies, and data-
driven analytics to optimize recovery rates andtersubstantial value from distressed assets.
Their methodologies include renegotiating loan terniquidating collateral, and
restructuring corporate debts, all aimed at maximgiasset profitability. Additionally, the
use of predictive analytics and sophisticated naassessments allows these firms to
identify opportunities and mitigate risks effectixelhis operational excellence appeals to
both local and international investors, who seeithielvement of these firms as a marker
of potential success and a way to ensure highamnsbn investments. Through their efforts,
specialized asset management firms not only canéito the efficiency of the NPL market

but also bolster confidence in South Korea’s finargystem.
3. Partnerships and Joint Ventures

Collaborations between foreign and domestic privatelayers in South Korea's
Non-Performing Loan (NPL) market have become irgirgdy prevalent, driven by the
need to pool expertise and resources for effedisteessed asset resolutidnint ventures
and strategic partnershipsoffer significant advantages to foreign investergbling them
to navigate South Korea's regulatory and marketdeape with greater ease. Local firms,
with their deep understanding of regulatory requeats, cultural nuances, and market
dynamics, provide invaluable support, reducingyeharriers for foreign entities. In turn,
these partnerships enhance the efficiency of regquecesses, as foreign investors bring
additional capital, global experience, and innosatpractices that complement local

expertise, resulting in improved recovery rates @petational effectiveness.

Beyond operational benefits, such collaboratiorso aderve as a platform for
knowledge transfer between international and damdsims. Foreign investors often
introduce advanced asset management techniquésgeedige technologies, and global

best practices, which domestic firms can adoptealaght to the South Korean context. This
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exchange not only elevates the capabilities ofllboas but also broadens their market
reach, enabling them to participate in more complekdiverse asset management projects.
Over time, these partnerships foster a more sopdiistt and competitive NPL market,
where both local and international players contglto the development of a resilient and
dynamic financial ecosystem. This collaborative rapph underscores the value of

combining global perspectives with local experntsachieve sustainable financial stability.
4. Growing Interest in Securitization and Structured Products

The securitization of Non-Performing Loan (NPL) portfolios has emerged as a
transformative trend in South Korea's financiatiscape, particularly among private players.
This process involves pooling NPLs into structuieancial products, such as Asset-Backed
Securities (ABS), which are then sold to institnéibinvestors. By converting illiquid and
distressed assets into tradable securities, prifuaites not only create new investment
opportunities but also diversify the associatekistiSecuritization attracts a wide range of
investors, including pension funds, insurance congsa and hedge funds, by offering
tailored risk-return profiles through tranches efwities. This broad investor participation

enhances market liquidity and fosters a dynamisystem for distressed asset resolution.

This trend has been bolstered by favorabplatory frameworks that provide a
supportive environment for private entities to engge in securitization Regulations
allow the establishment of Special Purpose Vehi(®3Vs) to facilitate the issuance of
NPL-backed securities, ensuring legal and finarsa#guards for all stakeholders. SPVs
serve as intermediaries that separate the seedrdagsets from the originator's balance sheet,
further reducing risk for investors. These regulatprovisions not only encourage
innovation in NPL management but also promote sis&ring across the financial system,

reducing the concentration of distressed assetsnwitdividual institutions. Collectively,
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the adoption of securitization by private playespresents a significant step forward in

enhancing the efficiency and resilience of Southeléts NPL market.

5. Improved Business Viability Evaluation Criteria of Real Estate Project

Financing (PF)

The Financial Supervisory Service (FSS) has immotlee 'Business Viability
Evaluation Criteria’ to guide financial companie®bjectively and reasonably evaluate PF
business viability. As of June 2024, the total Rposure of financial institutions was 216.5
trillion won. Doubtful and estimated loss amountedRW 21.0 trillion 9.7% of the total

PF exposure. (PF exposure = PF loans (PF loanatarall) + debt guarantee exposure)

Exhibit 11. Real Estate PF Exposure Status (Jun2atat)

(Unit: trillion)
Division Banking Insurance Securities Savings capital Mutual. Total
PF Exposure 51.5 399 26.5 16.6 275 54.6 216.5
Main PF 47.7 377 19.7 6.5 18.2 24.6 154.3
Type Bridge loan 3.8 22 6.8 13 5.7 0.6 20.5
Land loan -. - - 8.8 3.6 294 41.8

Source: Financial Supervisory Services (FSS) (Aug024) “Financial company for real estate PF
Viability assessment results and future plans"

Themain PF loans which account for a significant portion of thepesure, totaled
154.3 trillion won, whilebridge loans used for short-term funding, amounted to 20L&otni
won. Additionally,land loans typically riskier assets, represented 41.8 drillivon. The

FSS’s guidelines aim to strengthen financial insbns' ability to manage risk.

These measures illustrate a maturing and dynamicaxiate market in South Korea,
which is characterized by the active involvemenpi¥ate equity firms, specialized asset
managers, foreign investors, and financial insting. The evolving NPL market has
become increasingly attractive and accessible ifieersk private players, with improved

evaluation criteria ensuring more accurate riskesssents. By supporting better risk
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management, enhancing liquidity, and fostering éiglecovery rates, these developments

contribute significantly to financial stability fBouth Korea'’s real estate and NPL markets.
6. Situation of Private players®

Non-Performing Loan (NPL) market in South Korea baslved significantly, with
private entities playing an increasingly pivotderdistorically, KAMCO's initiatives not
only addressed immediate financial challengesIsatfastered the development of a market

infrastructure that enabled private sector pawitgm in NPL transactions.

In South Korea's Non-Performing Loan (NPL) market/eral private players play a
critical role in acquiring, managing, and resolvidigtressed assets, complementing the
efforts of public entities like KAMCO. Some of they private players in the NPL market
including United Asset Management Corporation (UABNC Daeshin Finance &

Investment (Daeshin F&I), and Aegis Asset Manageémen

According to the investment banking industry, UAMGCE&xrently began the sale
process for Paper Korea and signed a binding MQbJ BBasy Construction. The sale target

is the 86.6% stake in Paper Korea held B AMCO Corporate Rebounce 7th Corporate
Financial Stability Private Equity Investment Parshid and all of the 111th convertible

bonds (CB). The expected sale pricevisdicted-expectetb be over KRW 300 billion,
including the management premium. UAMCO acquirgoeP&orea for KRW 30 billion in
2017. After that, in July of last year, Paper Kquedicipated in a paid-in capital increase to
improve its financial structure, and received aditgmhal 220 billion won. UAMCO failed
to sell Paper Korea in 2022. It selected Shinydarayp as the preferred bidder and entered

into negotiations, but failed to narrow the gapigws on the sale price.

30 Chosun Biz, “Will UAMCO's restructuring investmiebear fruit?” (2024.10.29.), Newsis, “Saemaul GgardAMCO to
create 500 billion won in real estate PF normatizafund”(2024.09.24), Daeshin F&I, “reducing restate investment and
aggressively purchasing NPLs... PF bond recovetlidskey” (2024.10.15.), Yonhap Infomax, “Aegis As#danagement,
NPL 4th fund creation imminent... Cumulative 900idil track record.” (2024.10.31.)
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After establishing a restructuring (CR) divisiontla¢ end of 2015, UAMCO began
making investments in earnest the following yearcakding to the Financial Supervisory

Servicé s private equity fund integrated status, its assetier management (AUM)
currently stands at 1.9 trillion won. An IB indusinsider explained, “In a situation where

debt ratio management is a concern for NPL investim@mpanies, investment recovery is

just as important as low-interest fund procuremengdding, “As package sales of

companies with low recovery potential are sluggglgcessful sales of Paper Korea and

Plantec are necessary.

Daeshin F&l has been increasing the scale of NRchases in earnest since the
second half of last year. It is understood thatdbae F&| purchased a relatively large
amount of NPLs in the recent third quarter bank NRIding. The analysis is that Daeshin
F&I was able to increase the scale of purchaséseiuas Hana F&l and Woori Financial
F&l, which are affiliated with financial holding ogpanies, reduced the scale of NPL
purchases to manage risk-weighted assets (RWAgsHY)a F&| also participated in the
third joint sale of savings banks NPLs for thetftisie recently, purchasing collateralized

NPLs from savings banks.

The real estate market has worsened, but the Niketria rapidly expanding. In fact,
the amount of bank NPLs sold this year is expetddze around KRW 9 trillion based on
OPB (Operating Balance of Principal). It is expdctadustry insiders are analyzing it as
the largest since the financial crisis in 20082020, the recognition of bad debts was
postponed due to the government's financial stalpdlicy due to COVID-19, but the scale
of NPL sales in the banking sector has increaggdfisiantly due to the recent economic

slowdown and the improvement of the soundnessedbéimking sector.
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In the first half of 2024, Daishin F&I's NPL investnt asset ratio (41.1%) surpassed
its real estate investment asset ratio (34.5%aaetive portfolio adjustment. By the end
of 2022, the NPL investment asset ratio was dowri8&0, the lowest among NPL

investment companies, but it quickly expanded Bi.durchases.

It is also starting to raise funds in earnest dutaé¢ NPL boom. Daeshin F&l carried
out a paid-in capital increase worth 390.6 billlon in October last year and issued
corporate bonds three times this year alone. Wéxganding its NPL purchases, Daishin
F&I is suspending its real estate constructionrmss with Nine One Hannam as its last,
and focusing on real estate PF and PI recoveryudtiog on it. However, since most of
Daeshin F&I's real estate PF and Pl are mid-topoaed loans, it is evaluated that recovery
is not easy. This is because the profitability eslohing, centering on local PF loans and
bridge loans. The fact that there are a lot of &e@s office building investment assets is also

pointed out as a factor of uncertainty.

Some also point out that expanding the borrowiradestor NPL purchases, while
recovering real estate investment assets, maydaegative effect on asset soundness. As
of the first half of this year, Daeshin F&I's totalset leverage ratio is 4.5 times, increasing
from 2.9 times in 2022 and 3.7 times in 2023. Thprapriate leverage ratio of NPL

investment companies is usually known to be withimes.

Aegis Asset Management is expected to completectbation of the 4th non-
performing loan (NPL) fund around November 2024e Tnd size is expected to be
approximately 150 billion won, and Aegis Asset Mgement will now have an NPL fund
track record of close to 900 billion won. Accorditagthe investment finance (IB) industry,
Aegis Asset Management plans to complete the oreati the 'Aegis NPL Specialized
Investment Private Equity Real Estate InvestmensifiNo. 4' fund around the middle of

November 2024. Korea Asset Management Corpora®MCO) selected Aegis Asset
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Management as the trust management company for KBMEL investment fund and will

invest 40 billion won in this fund.

However, the size of the fund shrank somewhat@sturance industry hesitated to
invest in NPLs in preparation for the introductiohthe new solvency system (K-ICS).
Under the Kicks system, a high risk coefficiengplied to investments in the form of

securitization, making it difficult for insurancerapanies to invest in NPLs.

3.2.2 Impact of Private Sector Engagement in NPL Maagement

Private sector engagement in Non-Performing LodPL{Nnanagement has played a
transformative role in fostering South Korea’s aurstble financial stability. Through their
involvement, private players have significantly anted liquidity, fostered competition,
advanced innovative solutions like securitizatiemgl strengthened the overall resilience of

the financial system.

Enhancing Liquidity and Market Competition. Private equity firms and
institutional investors have provided critical lidity to the NPL market, enabling financial
institutions to stabilize their operations and cef®on core lending activities. These private
players purchase distressed assets, allowing harfkse up capital and reduce the weight
of NPLs on their balance sheets. By introducing muoeeded liquidity, private sector

involvement helps financial institutions maintaoh@&ncy and weather financial downturns.

Moreover, the influx of private players create®mpetitive environment where NPL
portfolios are priced more accurately, ensuring faarket valuations. This competition
incentivizes efficiency and drives innovation inseis recovery methods, ultimately
improving recovery rates. Additionally, competitivielding processes among private equity

firms for NPL portfolios have further enhanced sarency and accountability in the
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market. These dynamics not only improve asset neanagt practices but also boost

investor confidence, contributing to the overallslity of the financial ecosystem.

Advancing Securitization and Risk Diversification Securitization has emerged as
a transformative approach in NPL management, wiiliage players leveraging this
technique to pool distressed assets into strucfimadcial products such as Asset-Backed
Securities (ABS). These securities are then saidsttutional investors, including pension
funds, insurance companies, and hedge funds, alijpwivate players to diversify risks and
attract a broader range of capital sources. By @dimg illiquid NPLs into tradable
instruments, securitization ensures that risksdas®ibuted across multiple stakeholders,

reducing the concentration of distressed assetsnwitdividual institutions.

Regulatory frameworks in South Korea, such as tlatlsaiing the establishment of
Special Purpose Vehicles (SPVs), have further &@dtthe securitization process. SPVs act
as intermediaries, separating securitized assetstfre originator's balance sheet, mitigating
risks for investors and enhancing transparencys Bhiuctured approach has not only
increased liquidity in the financial system butoafestered a dynamic ecosystem for
distressed asset resolution. By promoting innowatind risk-sharing, securitization has

become a cornerstone of the private sector's borish to NPL management.

Role of Specialized Asset Management FirmSpecialized asset management firms
have become critical players in South Korea’s NRirkat, providing tailored expertise in
handling complex distressed asset portfolios. THeses employ advanced recovery
strategies, such as debt restructuring, collatégaldation, and predictive analytics, to
optimize recovery rates and maximize asset valireirTmethodologies often involve
renegotiating loan terms, restructuring corporatesl and identifying market opportunities,

ensuring that distressed assets are resolvecketficiand profitably.
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In collaboration with financial institutions andiyate investors, these firms co-
manage or acquire NPL portfolios, integrating tlesjoertise in regulatory frameworks and
local market dynamics. Their involvement not onthhances the operational efficiency of
NPL management but also attracts both local aretriational investors. The confidence
instilled by these firms’ expertise and track rekcensures greater participation in the NPL

market, contributing to its growth and sustain&fili

Collaborations and Partnerships The increasing prevalence of partnerships
between domestic and international private playas significantly strengthened South
Korea’s NPL resolution framework. Joint venturds\walforeign investors to leverage the
expertise of local firms, enabling them to navigaimplex regulatory landscapes and better
understand market dynamics. This collaborationcesentry barriers for foreign players,

fostering a more inclusive and competitive marketr@nment.

In addition to operational benefits, these partmpssfacilitate knowledge transfer,
equipping domestic firms with advanced asset managetechniques, global best practices,
and innovative financial tools. The exchange ofegtipe enables local players to expand
their market reach and handle more diverse and lexmmrtfolios. Over time, these
collaborations have created a sophisticated NPLkehan South Korea, characterized by
strong public-private synergies and the integratiogiobal perspectives with local expertise.
Such partnerships not only enhance recovery ratealéo ensure that the market remains

competitive, dynamic, and capable of adapting twwivg economic challenges.

Development of a Secondary NPL Market and Long-TermStability. The
development of a secondary market for Non-Perfognhioans (NPLs) has been a critical
area where the private sector has made significantributions. This market enables
financial institutions to sell distressed assetsrigate investors, such as asset management

companies, institutional investors, and privatetgdirms, thereby enhancing liquidity and
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operational efficiency. By offloading NPLs, bankancclean up their balance sheets and

redirect resources toward healthier lending prastionproving overall financial health.

The introduction of electronic trading platformstiarther enhanced the transparency
and efficiency of the secondary NPL market. Thek#fggms allow for standardized
processes, reduce transaction costs, and ensupeidaig for all participants. Additionally,
regulatory frameworks that support these platfdnmge encouraged participation from both
domestic and international investors. The growtlhef secondary market has not only
accelerated the resolution of NPLs but also difiecsithe pool of market participants,

ensuring a dynamic and sustainable mechanism tbessing distressed assets.

Market Resilience and Long-Term Stability. The private sector's engagement in
NPL management has significantly bolstered maeslience and contributed to long-term
financial stability. By introducing innovative regery methods, advanced risk management
strategies, and dynamic market mechanisms sucecasitization and secondary trading,
private players have enhanced the financial systability to absorb shocks and recover
from economic downturns. Their expertise and preacpproach to asset resolution have

ensured that distressed assets are handled fficien

Furthermore, private sector participation has reduthe fiscal burden on public
institutions like state-owned AMCs, allowing goverants to focus on broader financial and
economic stability measures. The competitive dycanmitroduced by private players have
driven continuous improvements in asset recovenggsses, fostering a more robust and
resilient financial ecosystem. This long-term digbis characterized by a self-sustaining
NPL market, where private sector innovation andliputversight work in synergy to
mitigate systemic risks and build confidence amomngstors, financial institutions, and

regulators. By contributing to the creation of sactesilient framework, the private sector
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ensures that financial systems are better equifgpednage future challenges and maintain

economic growth.

3.3 Innovative Financial Mechanism in Strengthenind-inancial Resilience

Immediately after the establishment of the NPL fuRAMCO was preoccupied with the
issue of how to quickly monetize non-performingedssThe introduction of an innovative
financial mechanism which is the ABS system, aquyeisite for the IMF's funding, was the best
way to do so. The government was also active nodloicing the ABS system as a major policy
issue, and in September 1998, it enacted the "A=miritization Act" to lay the groundwork.
By the end of 1998, the domestic economy was sloadgvering, and conditions were ripe for
ABS issuance to domestic investors. Finally, ineJd®99, KAMCO succeeded in issuing
KAMCO Future Bond 99-1, the first ABS in Korea te Becuritized as special bonds with
repurchase rights. The KAMCO Future Bonds 99-1 werehased by five Big banks. After the
successful issuance of KAMCO Future Bond 99-1, KAMiSsued a total of 17 rounds of ABS
by the end of August 2003, collecting KRW 5.728iom (based on contractual value) from the
issuance. At the time, KAMCO's ABS issuance wadgitbenew non-performing loan resolution

technique in Kored!

By successfully introducing ABS issuance in additio the traditional methods of non-
performing loans such as original auction and publiction, KAMCO contributed to the
formation and development of the ABS market in koaed broadened the way to efficiently
recover public funds through the mass sale of refepming loans. Among them, the foreign
currency-denominated ABS issued in 2000 was a gteaess in the market and won 10 awards
from Euro Money and other world-renowned finanpialications. In 2005, it was also selected

as a case study to be used in the official textlebélarvard Business School in the United States,

31 KAMCO Research Institute (2024).
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signaling to the world that the Korean economy siascessfully overcoming the IMF foreign

exchange crisis.
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Figure 3.1. KAMCO NPL Fund Securitization Structure

a. The Securitization Transaction Structure—at Closing
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Figure 3.2. Structure of ABS
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The diagram illustrates the Structure of Asset-BdcEecurities (ABS), with the Special
Purpose Company (SPC) as the central entity caatidmthe securitization process. The process
begins with the originator, typically a financiaktitution, transferring distressed assets, such as
loans, to the SPC in exchange for payment. Thistea removes the assets from the originator's
balance sheet, enhancing financial stability ansueng regulatory compliance. The SPC
collaborates with accounting and legal firms todumt due diligence and ensure asset quality
and compliance, while a credit rating agency evabithe securities' creditworthiness to attract
investors. A trustee oversees the administratio@fsecuritized assets, safeguarding investor

interests.

To manage the securitized assets, the SPC appoirtsset manager (servicer) responsible
for ensuring collections and maintaining assetgrerance. The SPC issues ABS to investors,
such as institutional funds and financial instdns, providing capital to complete the transaction.
This structure offers financial institutions immaigi liquidity and creates structured investment
opportunities for investors. By promoting transpase efficiency, and stability, the ABS

framework plays a critical role in supporting ficgad market resilience.
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3.3.1 Key Milestones in Securitization for South Kmea’'s NPL Resolutiory?

1998: First Domestic ABS Issuancesn response to the 1997 Asian Financial Crisis,
KAMCO pioneered the use of securitization as aegsato resolve Non-Performing Loans
(NPLs) by issuing the first domestic asset-bacleedisties (ABS) in 1998. This marked the
beginning of structured finance in South Korea&réssed asset market. By bundling NPLs
from financial institutions and converting themargecurities, KAMCO provided liquidity
to banks that were struggling with insolvency riskeese securities were sold to local
institutional investors, offering them a relativesafe investment opportunity with
predictable cash flows. The success of theselirgaances demonstrated the feasibility of
securitization in managing distressed assets, lesttizmly it as a cornerstone of financial
recovery strategies. It also showcased the potaitlaveraging domestic capital markets

to stabilize the financial system during periodecdnomic distress.

1999-2000: Expansion into Cross-Border Securitizain. By the turn of the century,
KAMCO expanded its securitization efforts interpatlly, achieving a significant
milestone in 2000 by completing South Korea's firsiss-border securitization of NPLs.
This deal raised $367 million and was listed onLtiieembourg Stock Exchange, making it
the first securitization of distressed assets dat3apan in Asia. This achievement positioned
South Korea as a leader in structured finance fBL Nesolution. The cross-border
transaction not only attracted global investorsatsih elevated South Korea’s reputation in
international financial markets. By involving fogei institutional investors, the transaction
diversified the investor base, increased markdiagemce, and demonstrated the viability of
South Korean financial instruments on a global esctl also paved the way for other

economies in Asia to adopt similar approachesikirassed asset resolution.

32 Chacko, G., Hook, J., Dessain, V., & Sjoman, A00%).KAMCO and the Cross-Border Securitization of
Korean Non-Performing Loanslarvard Business School Case 9-205-037. HarvasihBss School Publishing.
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Evolution of the Securitization Market. Over the years, securitization evolved into
a core strategy for KAMCO in its broader effortsrianage NPLs and stabilize the financial
system. KAMCO diversified its methods by combinisgcuritization with international
auctions, loan workouts, and partnerships withgteéwsector players. The agency issued
multiple ABS products tailored to market demandd @&wvestor preferences, ensuring
sustained interest and participation from institodil investors. This evolution reflected
KAMCO's ability to adapt to changing financial lsstépes, using securitization not only as
a crisis response tool but also as a long-term aresim for maintaining market liquidity
and stability. The diversification of strategieshanced KAMCO'’s role as a leader in

financial innovation and resilience.

3.3.2 Legal and Regulatory Framework of Asset-BackkeSecuritization

The Asset-Backed Securitization Act(ABS Act), enacted in 1998, is a cornerstone
of South Korea'’s legal framework, designed to feteé the structured financing of assets
through securitization. Introduced in the aftermattthe Asian Financial Crisis, the Act
enables the transformation of illiquid assets mrketable securities, supporting liquidity,
innovation, and systemic resilience. The Act aimbdister financial stability by enabling
institutions to manage risks more effectively amgiove liquidity in the financial market.

It was enacted in response to financial crisessandomic challenges, recognizing the need
for mechanisms that could transform illiquid assstgch as loans and real estate, into

marketable securities.

Key Objectives and ScopeThe Act’s primary objective is to provide a legalda
operational foundation for asset securitizationsueimg transparency, efficiency, and
investor protection. It supports the resolutiooh-Performing Loans (NPLSs), strengthens

the financial system's soundness, and expandsngpfisance options. By establishing a
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standardized securitization process, the Act allbmancial institutions, enterprises, and

public entities to pool their assets, convert thetm securities, and sell them to investors.

Establishment of Special Purpose Companies (SPC#).pivotal aspect of the Act
is the creation oBpecial Purpose Companies (SPCs)which are central to the
securitization process. These entities are spealiffidesigned to acquire, manage, and
dispose of securitized assets while ensuring tbegiion of investors. SPCs are regulated
to operate within the bounds of securitization pland are prohibited from engaging in

unrelated activities to prevent conflicts of intgre

Securitization Process and Legal Safeguard$he Act outlines a detailed process
for securitization, including the transfer of asdebm originators (e.g., financial institutions
or corporations) to SPCs. This transfer must beéstergd with thd-inancial Services
Commission (FSC)to ensure compliance and transparency. The seatioh plan
includes details about the underlying assets, thetare of the issued securities, and

mechanisms for asset management.

To protect investors, the Act requires robust dsates, credit rating assessments, and
ongoing monitoring of securitized assets. SPCs mosk with trustees who oversee the
administration of the securitization, ensuring {h@yments and obligations are managed in

the best interests of the investors.

Regulatory Oversight and ComplianceThe Financial Services Commission (FSC)
is tasked with overseeing the implementation ofAbe ensuring that all transactions meet
legal and regulatory standards. The Act also imppsealties for non-compliance, ranging
from fines to the revocation of SPC registratidrieese measures enhance the accountability

and reliability of the securitization process.

Impact on Financial Markets. The Asset-Backed Securitization Act has had a

transformative impact on South Korea’s financialrkess. It has enabled institutions to
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offload illiquid assets, freeing up capital and nong financial ratios. By fostering a liquid
and transparent market for asset-backed securihesAct has attracted domestic and
international investors, expanded access to hofisiagce, and supported economic growth.
It also serves as a model for other jurisdictioeeksig to implement securitization

frameworks.

The Asset-Backed Securitization Act is a comprelvensamework that facilitates
the efficient and secure transformation of assttstradable securities. By addressing legal,
operational, and regulatory aspects of securitmatit plays a critical role in enhancing
financial stability, supporting economic developitemd fostering investor confidence in

South Korea's financial markets.

3.3.3 Impact of Securitization on the NPL Resolutio Process

Liquidity Injection . Securitization played a vital role in restoringuidity to the
banking sector during the financial crisis. By cerilng NPLs into marketable securities,
financial institutions were able to offload bad tdebnd receive immediate capital inflows.
This liquidity helped banks meet regulatory reguieats for capital adequacy, stabilize their
operations, and resume lending activities. Thelahitity of credit facilitated economic
recovery by supporting businesses and householdged of financing. Moreover, the
liquidity generated through securitization redusgléhnce on government bailouts, thereby

minimizing fiscal burdens.

Market Development The success of securitization spurred the devetop of
South Korea’'s ABS market, creating new investmequootunities for both domestic and
international investors. The growth of this markeicouraged financial innovation, as
KAMCO and other entities introduced diverse ABSduats tailored to different investor

preferences. This diversification strengtheneditifacial ecosystem by attracting a broader
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investor base and increasing market participatiorer time, the ABS market became a
critical component of South Korea’'s financial irdaicture, providing a sustainable

mechanism for managing distressed assets and maigtéinancial stability.

International Recognition. South Korea’'s achievements in securitization,
particularly its cross-border transactions, gaménéernational recognition and positioned
the country as a pioneer in distressed asset maneeje The success of these initiatives
attracted global investors, enhancing the countfiyiancial profile and credibility. By
demonstrating the effectiveness of securitizatiorresolving NPLs, South Korea set a
benchmark for other nations dealing with financraes. This recognition also opened new
avenues for international collaboration and knogédxchange, further solidifying South

Korea’s leadership in financial innovation.

3.4 Development of Secondary NPL Market for Sustaable Financial Stability

The secondary market for Non-Performing Loans (NRLSouth Korea has been a critical
component in promoting financial stability and sg#hening the resilience of the financial
system, facilitates the efficient transfer of disged assets from financial institutions to
specialized asset management companies (AMCs) awvakep investors, enabling banks to
restore liquidity, improve asset quality, and fooncore lending activities. South Korea's Korea
Asset Management Corporation (KAMCO), has playptvatal role in acquiring, restructuring,
and disposing of NPLs while fostering a transpaaedtefficient marketplace that attracts private
sector participation. This has led to the estabiht of standardized mechanisms for asset

valuation, bidding, and disposal, ensuring fair keapractices.

The sustainable development of the secondary NdieiReng Loan (NPL) market in South
Korea is underpinned by a combination of robustulagry frameworks, institutional

collaboration, and continuous market infrastructenancements. These frameworks ensure
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transparency, accountability, and efficiency inrnerket, which are critical for building investor
confidence. For instance, standardized asset \@ugtrocesses, well-defined bidding
mechanisms, and structured asset disposal pradtaes reduced uncertainties surrounding
distressed asset transfers. Additionally, insbndi collaboration has been instrumental in

developing and stabilizing the secondary NPL market

Furthermore, policies encouraging private sectortiggaation and the adoption of
innovative financial instruments have significantlypanded the market's capacity to absorb
distressed assets. The introduction of tools se@sset-backed securities (ABS) and structured
financing arrangements has provided new avenuasvestors to engage in NPL markets while
diversifying risks. By enabling private Asset Maaagent Companies (AMCs) and financial
investors to play a more active role, South Koraa breated a dynamic and competitive
marketplace that accelerates NPL resolution. Thaach has minimized the systemic risks
associated with prolonged NPL holdings, which creiavise impair credit flow and economic
growth. As a result, the secondary NPL market mdy @gontributes to financial stability by
alleviating pressure on banks’ balance sheets @t stimulates economic recovery by
redirecting capital to productive sectors. Southdg&s success in building a resilient and efficient
secondary NPL market offers a valuable frameworkotber economies aiming to strengthen

their financial systems and achieve sustainabéntiral stability.

3.4.1 NPL Market Infrastructure

The development of a well-functioning Non-Perforghiroan (NPL) market is critical
for enhancing financial stability and ensuring ibsilience of the financial system. In South
Korea, a well-structured NPL market infrastructhiees been established, encompassing
upstream, midstream, and downstream participanie flgure below illustrates the

comprehensive ecosystem of the NPL market, higtaighhe roles of suppliers, takers, and
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investors, as well as supporting institutions flaatlitate the efficient functioning of both

primary and secondary markets.
Figure 3.3. NPL Market Infrastructure
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Theupstream segmenbf the NPL market serves as the initial sourcdistressed
assets, primarily involving banks and other finahmstitutions. These entities accumulate
Non-Performing Loans (NPLs) due to defaults, delayepayments, or a decline in
borrowers' creditworthiness. As the primary supplef NPLs, banks play a pivotal role in
initiating the market flow of these distressed &sSéhe timely offloading of NPLs is crucial,
as prolonged retention of these assets can significimpair the banks’ balance sheets,
limit liquidity, and restrict their capacity to extd new credit to the economy. By
transferring NPLs into the market, banks can miéigeystemic risks, improve financial
health, and refocus on their core function—stimogateconomic growth through

sustainable credit disbursement.

Themidstream segmentconstitutes NPL takers, including large Asset Mgemaent
Companies (AMCs) and other specialized financigities. These institutions are integral

to the management, acquisition, and restructufiffs, acting as intermediaries between
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upstream suppliers and downstream investors. Mistrparticipants provide expertise in
debt restructuring, asset-backed securities issyaaud portfolio management, thereby
maximizing the economic value of distressed asdg&ysefficiently consolidating and

managing these assets, the midstream segment scraatgreamlined pathway for

downstream investment while ensuring minimal madkstuption.

Thedownstream segmentepresents financial and industrial investors, hbot
domestic and foreign, who engage in purchasinguested NPLs or investing in the
secondary market. These investors play a critigi@ in creating liquidity and ensuring
market competitiveness. The participation of faneigvestors in particular introduces
additional capital flows and international expertifurther strengthening the NPL market
ecosystem. Downstream investors typically seek dppities to maximize returns by
acquiring NPL portfolios at discounted prices, masiuring debt, or repurposing assets for
profitable ventures. This segment significantly tabwites to the stabilization of financial

markets, as it enables distressed assets to neteateconomy in productive forms.

Supporting the entire NPL market infrastructure assentiahncillary service
providers, including law firms, accounting firms, appraisampanies, and consulting firms.
These institutions ensure transparency, regulatamypliance, and market efficiency
through legal advisory, financial audits, and aateirasset valuation. Their involvement
adds credibility to the NPL resolution process lgrassing critical challenges such as
contract enforcement, dispute resolution, and ateupricing of distressed assets.
Collectively, these components form an intercoreeetosystem where upstream suppliers,
midstream NPL takers, downstream investors, andastipg institutions work in harmony

to achieve sustainable NPL resolution.

The robust development of South Korea’s NPL maitkieastructure has not only

facilitated the timely resolution of distressedets$ut also enhanced financial stability by
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reducing systemic risks. The seamless integrafistakeholders across all market segments
demonstrates a balanced and sustainable approddRLiamanagement. South Korea’s
success serves as a model for other economiemgttor establish resilient NPL markets,
particularly in mitigating financial crises, restay banking sector health, and driving

economic recovery.

Figure 3.4. Key Infrastructure Elements of NPL Mark
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The Non-Performing Loan (NPL) market in South Koressupported by a well-
developed infrastructure that ensures transpareifactive regulations, and competitive
market mechanisms. The diagram above illustrateskdy infrastructure elements that
facilitate the efficient functioning of the NPL nkat, highlighting the role of public and
private Asset Management Companies (AMCs), dig#aironments, equal access to
information, and regulatory frameworks. These congmbs work together to create a

sustainable, market-friendly ecosystem for NPL Ikggm.

At the core of South Korea’s NPL markettignsparency, which ensures equal

access to information for all market participanisansparency is achieved through
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standardized reporting systems, open market traosac and comprehensive digital
infrastructure. By providing a level playing fiektakeholders, including banks, AMCs, and
investors, can make informed decisions based owmraec and reliable data. The
establishment of digital environmentfurther enhances efficiency by streamlining asset
valuation, transaction processes, and informatibarisg. This transparency reduces
information asymmetry and fosters trust, which isalvfor attracting private and

international investors into the NPL market.

The NPL market infrastructure is further strengtteby the coexistence piiblic
and private AMCs, each playing a distinct role. Private AMCs opera a profit-driven
basis under normal market conditions, ensuring @itge pricing and efficient asset
management. In contragyblic AMCs, such as KAMCO, play a critical role during
financial crises by serving as economic safety. rfewblic AMCs step in to acquire large
volumes of distressed assets to stabilize finameaakets and prevent systemic risks. This
dual approach ensures the NPL market remainsamsilnder varying economic conditions

while balancing commercial viability and publicengst.

Regulation serves as the backbone of South Korea’s NPL maekstiring fairness,
compliance, and market stability. Market-friendgwk and regulations promote asset-
backed securities (ABS) issuance, enabling thergization of NPLs to attract investment
and expand liquidity. Additionally, regulations ughth principles of fairness and non-profit
orientation during critical economic periods toegpafard financial stability. By maintaining
a balance between regulatory oversight and maresiddm, South Korea fosters an
ecosystem where public and private institutiondabolrate effectively to resolve NPLs.
Collectively, these components—transparency, catiyget AMCs, and supportive
regulations—contribute to a sustainable, efficiant] resilient NPL market that can serve

as a model for other economies.
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3.5 South Korea's Key Success Factors on NPL Restbn

South Korea’s successful management of Non-Penfgrhoans (NPLs) during financial
crises, particularly the Asian Financial Crisis §191998) and the Global Financial Crisis
(2008-2009) serves as a global benchmark. Centithlese efforts was the role of the Korea
Asset Management Corporation (KAMCO), which wagrumaental in stabilizing the financial
system and fostering economic recovery. Four ketypfa contributed to South Korea’s effective
NPL resolution framework: (1) the establishmenKaiMCO supported by strong institutional
and legal frameworks, government backing, and anutmment to transparency, (2) rigorous
pricing and valuation mechanisms, (3) securitizatend risk diversification, and (4) the

development of a robust secondary market for disé@ assets with private sector emggaent.

3.5.1 Establishment of KAMCO: Strong Institutional and Legal Frameworks,

Government Support, and Transparency

The establishment of KAMCO in 1997, restructuredrdythe Asian Financial Crisis,
provided South Korea with a centralized public Addanagement Company (AMC) to
resolve systemic risks effectively. KAMCO's instittnal design and operational mandates
were supported by robust legal frameworks and gtgmvernment backing, ensuring its

capacity to manage distressed assets on a naitalal

+ Legal Foundation: KAMCO operated under the “Act on the Efficient Disjal of Non-
Performing Assets of Financial Institutions”, ereatin November 1997, which provided

it with the authority to acquire, manage, and nes®PLs.
« Government Support and Adequate Funding:

o KAMCO was primarily funded through government-batk®onds totaling KRW

39.2 trillion, ensuring liquidity for large-scaleéPll acquisitions.
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o Between 1998 and 2003, KAMCO acquired NPLs witbtaltface value of KRW

110.1 trillion, representing approximately 50%loé banking sector's NPLs.
« Transparency and Accountability:

o KAMCO emphasized transparency by subjecting itsatmns to regular audits and

public disclosures, which enhanced stakeholdet.trus

o lIts collaboration with international organizatiorssich as the IMF and the World

Bank, further bolstered governance standards aectpnal credibility.

The establishment of KAMCO underscored the importace of a public AMC in
managing systemic financial risks, particularly duting periods of economic instability.

Its role ensured accountability, efficiency, and ajnment with economic objectives.

3.5.2 Pricing and Valuation: Ensuring Fairness though Restrictive Valuation

One of the foundational aspects of KAMCO’s suceess its adherence to a rigorous
and transparent valuation process for NPL acqoisti To avoid overpayment and
safeguard public resources, KAMCO implemented ictste valuation methodologies
overseen by an independent valuation committee geimg financial experts and auditors.
This committee assessed the fair market valuestriedised assets by considering the quality

of underlying collateral, the likelihood of recoygand broader economic conditions.

« Independent Valuation Committees Valuation processes were overseen by
independent committees, who assessed the market gdINPLs based on objective

criteria such as collateral quality and recovegbpbilities.
« Restrictive Pricing Approach:

o KAMCO acquired NPLs at an average 86% of their face value reflecting a

balance between fiscal responsibility and stabigjzhe financial sector.
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o This disciplined approach minimized risks of overpant and speculative trading

while maintaining fairness.

Stakeholder Confidence The transparent valuation methodology safeguapadydic

resources and reinforced trust among domesticraachational investors.

By adopting restrictive valuation practices, KAM@@sured that public funds were
utilized effectively while maintaining transparen@is strategy also set a benchmark
for NPL pricing in the market, reducing the risks of speculative trading and promoting

long-term stability.

3.5.3 Securitization and Risk Diversification: Enlancing Financial Stability

One of the most significant factors behind Southrd&ts financial stability is its
innovative use of securitization coupled with riskversification strategies. These
mechanisms allowed the efficient resolution of NRerforming Loans (NPLs) while
ensuring the resilience of the financial system. tBnsforming illiquid assets into
marketable securities, securitization provided itlgy to financial institutions and

diversified risks across a broad investor basejaied systemic vulnerabilities.

Securitization as a Liquidity Tool: South Korea leveraged securitization to address
liquidity shortages within financial institutionBy transferring NPLs to Special Purpose
Companies (SPCs) and issuing Asset-Backed Sesu(fBS), banks were able to
offload distressed assets and restore their capttatjuacy ratios, thereby meeting

regulatory requirements.

Diversification of Risks: Through the issuance of ABS, risks associated avittnessed
assets were distributed among various investorpgancluding domestic institutional
investors and international participants. This apph minimized concentration risks for

individual institutions and enhanced the overabdity of the financial system.
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Market Confidence and Innovation: Securitization introduced innovative financial
instruments, such as tranches in ABS, which allowmsgstors to select risk levels
according to their preferences. This flexibilitysfered investor confidence and

encouraged greater participation in the financiatkats.

Global Recognition: South Korea's cross-border securitization initegivsuch as
KAMCOQO'’s $367 million international ABS issuance2000, established the country as
a leader in structured finance. These efforts nbt attracted global investors but also

demonstrated South Korea'’s capability to implensephisticated financial solutions.

By implementingsecuritization and risk diversification, South Korea successfully
stabilized its financial system, reduced systemsicst and set a global benchmark for NPL
resolution. These strategies remain central to South Korea's otinued financial

resilience and innovation.

3.5.4 Development of a Secondary NPL Market: for&tainable Financial Stability

The success of South Korea’'s secondary NPL maikst ih its integrated
infrastructure, transparency, institutional colletimn, regulatory support, and private
sector engagement. These components collectivstgrfa dynamic, resilient, and efficient

NPL market, contributing to financial stability aedonomic recovery.

Robust NPL Market Infrastructure: South Korea’'s NPL market infrastructure
comprises three key segmentimstream, where banks supply NPLs to restore liquidity
and asset qualityylidstream, where AMCs manage and restructure NPLs as
intermediaries; anBdownstream, where investors add liquidity and repurpose eksied
assets. Ancillary service providers, such as lamdiand appraisal companies, support

transparency, compliance, and accurate asset iaipansuring a credible NPL market.
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Transparency and Digital Environment: Transparency is at the core of South Korea’s
NPL market success. Standardized reporting, opadirty mechanisms, and reliable
digital infrastructure ensure equal access to métion for all participants, reducing
information asymmetry. This fosters a high levetraét among stakeholders, attracting

investors to the NPL market.

Role of AMCs: The dual structure of public and private AMCs updes the
sustainability of South Korea's NPL marketivate AMCs operate competitively under
normal conditions, driving profit-based asset managnt and market dynamism,
while public AMCs, such as KAMCO, act as economic safety nets duiivancial
crises by acquiring and managing large distressetfiopos to mitigate systemic risks.

This balanced approach ensures market resilieraer warying economic conditions.

Supportive Regulatory Framework: A robust and market-friendly regulatory
framework ensures fairness, compliance, and diabiithin the NPL market.
Regulations uphold principles of transparencyntzss, and non-profit orientation during

crises, further ensuring market sustainability timaihcial stability.

Encouragement of Private Sector Participation:South Korea’'s policies actively
encourage private sector involvement by introdu¢imgpvative financial instruments
and competitive bidding processes. This approachexpanded market capacity to

absorb distressed assets, diversified risks, arelexated the resolution process.

Through the establishment of a vibrant secondary NP market, South Korea has

successfully enhanced financial stability and stregthened investor confidenceThis

approach has proven essential for sustainable egomecovery and serves as a model for

other economies aiming to manage distressed aftattvely.
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Chapter IV.

Comparative and Gap Analysis on NPL Resolution Frarawork

4.1 Overview of NPL Resolution Framework in SoutiKorea and Indonesia

4.1.1. Overview of South Korea's NPL Resolution Framework

South Korea’s Non-Performing Loan (NPL) resolutfemmework has been widely
recognized as a global benchmark for addressirandial crises and fostering long-term
financial stability. Developed in response to tB87 Asian Financial Crisis, the framework
integrates legal, institutional, and market-driverechanisms to efficiently manage
distressed assets, restore confidence in the fadaystem, and minimize systemic risks.
The key features of this framework reflect a sgatdlend of government intervention,

private sector engagement, and financial innovation
1. Role of the Korea Asset Management Corporation (KAMCO)

At the core of South Korea’'s NPL resolution framekvas theKorea Asset
Management Corporation (KAMCO), a state-owned entity established to manage
distressed assets. KAMCO was instrumental in staigl the financial system during the
Asian Financial Crisis by acquiring NPLs from figgad institutions at an average of 36%
of their face value. Thigricing approach, guided by restrictive valuation nethodologies,

ensured fairness while minimizing fiscal risks

KAMCO also employedhnovative strategies, such as loan restructuringrad bulk
asset sales, to optimize recovery rateAdditionally, its securitization initiatives coekted
illiquid NPLs into tradable Asset-Backed Securit{@dBS), attracting a broad range of

investors and fostering market liquidity. KAMCOlsilay to coordinate with private sector
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players, such as asset management firms and las, fiurther enhanced the efficiency of

NPL resolution.
2. Legal and Institutional Framework

South Korea’s success in NPL management is undegirby a robust legal
framework that supports creditor rights, insolvemegolution, and asset securitization.
TheAsset-Backed Securitization Act (ABS Act) enacted in 1998, provides a
comprehensive structure for securitization acasitiThis legislation established the use
of Special Purpose Companies (SPCH) facilitate the transfer of distressed assets,

ensuring legal separation and risk isolation.

The government also implemented reforms in bankyudaws, simplifying
insolvency procedures and improving the enforcéqbdf creditor claims. These legal
measures created a stable and transparent envinofonéNPL resolution, attracting both

domestic and international investors.
3. Securitization and Risk Diversification

Securitization has been a pivotal component of IBdtbrea’s NPL resolution
framework. By pooling NPLs into structured finangmoducts such as ABS, financial
institutions were able to offload distressed ass#iige diversifying risks. The issuance of
tranches in ABS allowed investors to choose risifiles that matched their appetite,

promoting broader participation in the market.

KAMCQO's international securitization initiatives, including its landmark $367
million ABS deal listed on the Luxembourg Stock Bange in 2000, demonstrated South
Korea’s capability to engage global capital markdikese efforts not only attracted

international funding but also showcased the cgiskeadership in structured finance.
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4. Collaboration with Private Sector Players

South Korea’'s NPL resolution framework actively eguates private sector
participation, recognizing the value of market-drivsolutions and specialized expertise.
Private equity firms, asset management companies,irsstitutional investors played a
significant role in acquiring and managing NPL fmits. Collaborations between foreign
and domestic entities further enriched the ecosys$igfacilitating knowledge transfer and

leveraging local expertise.

The secondary NPL market, supported by electroadirig platforms, also provided
an efficient mechanism for distressed asset tréinsac This market development reduced
reliance on public resources and fostered competitynamics, improving recovery rates

and market efficiency.
5. Development of a Resilient Financial Ecosystem

South Korea’s NPL resolution framework has conteduo the creation of a resilient
financial ecosystem capable of withstanding fuegenomic shocks. By ensuring liquidity,
improving asset quality, and diversifying riske framework has restored confidence in the
banking sector. Ongoing reforms, such as enhanaoatkptial regulations and forward-
looking criteria, continue to strengthen finandredtitutions' ability to manage credit risks

proactively.

South Korea’s NPL resolution framework exemplifiesa holistic approach to
managing financial crises and fostering long-termtability . Its success in integrating
legal, institutional, and market-based mechanismwigles valuable lessons for other
economies facing similar challengBy. balancing government intervention with private
sector innovation, South Korea has built a sustairide model for addressing distressed

assets and ensuring systemic resilience.
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4.1.2. Overview of Indonesia’s NPL Resolution Frameork

Indonesia’s Non-Performing Loan (NPL) resolutioanfrework is a key component
of its financial stability strategy, aimed at adshieg systemic risks and fostering a
resilient banking system. Indonesia has developembraprehensive framework that
integrates regulatory oversight, institutional matkms, and market-based solutions. By
focusing on risk management, transparency, andiefti asset recovery, Indonesia seeks

to align with global best practices while addregsinique domestic challenges.
1. Regulatory Environment and Key Institutions

The Financial Services Authority (OJK) and Bank dndsia (Bl) serve as the
cornerstone of Indonesia's NPL resolution framew@38K, established under Law No.
21 of 2011, oversees the financial services seetmpmpassing banking, capital markets,
and non-bank financial institutions. OJK is empaegeto issue regulations, supervise
financial institutions, and enforce compliance witludential standards. This regulatory

authority ensures the stability and integrity af financial system.

The introduction of Law No. 4 of 2023 (P2SK Lawjther strengthened OJK's
mandate, allowing it to supervise financial inndma$ and ensure consumer protection.
This expansion enables OJK to address emerging Askociated with technological
advancements in the financial sector while maimaiisystemic stability. Together, these
legal frameworks provide a robust foundation fornaging distressed assets and

safeguarding financial stability (OJK, 2019; OJK23).
2. Asset Classification and Proactive Risk Management

Indonesia’s NPL resolution framework emphasizaagtnt asset classification and
provisioning practices to manage credit risks eifety. Under POJK No.

40/POJK.03/2019, banks are required to classifgtadato five categories: Performing
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(Lancar), Special Mention (Dalam Perhatian Khus@)bstandard (Kurang Lancar),
Doubtful (Diragukan), and Loss (Macet). This cléisation system reflects the severity
of credit risk and ensures that banks maintain aaegprovisioning levels corresponding

to the likelihood of default.

The regulation also incorporates a forward-lookapgproach to asset evaluation,
requiring banks to assess debtor business prosfieatscial performance, and repayment
capacity. This multidimensional approach alignshwitternational standards, such as
Basel Ill, and enhances the ability of banks toicgmdte and mitigate credit risks
proactively. These measures not only promote prudiesk management but also

contribute to the stability of the financial systé@uK, 2019).
3. Institutional and Market-Based Solutions

Indonesia’s NPL resolution framework leveragesmaluoation of institutional and

market-driven approaches to address distresset$ astactively.

« Credit Restructuring. Credit restructuring provisions under POJK No.
40/POJK.03/2019 allow banks to modify loan termskiorrowers facing financial
difficulties. Options include extending repaymemtipds, reducing interest rates,
and converting debt into temporary equity partiigoa By rehabilitating viable

borrowers, these measures aim to reduce credédassd minimize systemic risks.

« Securitization. POJK No. 11/POJK.03/2019 on Asset Securitizatiomr fo
Commercial Banks establishes a regulatory frameworknhance liquidity and
improve balance sheet structures by convertingspaidinancial assets into tradable
securities. In practice, securitization in Indoadsiapplied primarily to performing
assets. Despite the regulatory tools being in pléoe implementation of NPL

securitization remains suboptimal, requiring furtharket development.
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4. Challenges in NPL Management

Despite its progress, Indonesia faces several estgds in fully realizing the

potential of its NPL resolution framework:

- Legal and Procedural Barriers. Prolonged court processes and inconsistencies in
the enforcement of creditor rights hinder efficiexgtset recovery. These delays

increase the cost and complexity of resolving deéded assets.

- Limited Early Warning Systems. The absence of advanced predictive analytics
and early warning indicators limits the abilityfofancial institutions to identify and

address potential NPLs before they materialize.

« Underdeveloped Secondary NPL Market.The lack of a robust platform for
trading distressed assets restricts liquidity aachfrers the involvement of private

sector players in NPL resolution.

Smaller banks in Indonesia face significant cha@é in meeting stringent
provisioning requirements due to their limited n@®@s, constrained capital reserves, and
operational inefficiencies. Additionally, operatadnconstraints hinder their ability to
manage distressed assets effectively through oestimig or recovery, prolonging

resolution timelines and increasing financial expes

Indonesia’s NPL resolution framework demonstratesraprehensive approach to
managing financial stability, combining regulatanyersight with market-based solutions
and institutional support. While challenges remauoch as legal inefficiencies and
underdeveloped market infrastructure, the frameveorktinues to evolve in response to

emerging risks and opportunities.
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4.2 The Establishment of Public Asset Managementdthpanies (AMC)

The establishment of Public Asset Management CorepdAMCs) has proven to be a
pivotal strategy for resolving Non-Performing LoaiNPLs) and ensuring financial stability
during periods of economic distress. AMCs serverdgies tasked with acquiring, managing,
and resolving distressed assets from financialtinisins, thereby relieving pressure on the

banking sector and fostering economic recovery.

4.2.1 Global Best Practice$

Public Asset Management Companies (AMCs) have be@wornerstone in global
financial stability frameworks, particularly durirgises marked by high levels of Non-
Performing Loans (NPLs). Countries worldwide hastaklished AMCs to address systemic
risks in their banking systems, leveraging lessmma global best practices. These are four
critical componentsthe background of their establishment, legal found@éon and

mandate, funding mechanisms, and their role in ensing financial stability.
1. Background of Establishment

The establishment of AMCs typically arises fromaficial crises where the
accumulation of NPLs threatens the solvency of bamd undermines economic stability.

Benchmarking global examples highlights commorgerg and responses:
« Crisis Triggers:

o TheAsian Financial Crisis (1997-1998%aw countries like South Korea, Malaysia,
and Indonesia grapple with surging NPLs, leadindp¢ocreation of AMCs such as

KAMCO (Korea Asset Management Corporation) and Darna in Malaysia.

33 Cerruti, C., & Neyens, R. (2016)ublic Asset Management Companies: A TooWibrld Bank.
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o TheGlobal Financial Crisis (2008)exposed vulnerabilities in Western banking
systems, prompting the establishment of entitiks lreland’s National Asset

Management Agency (NAMA) and Spain’s SAREB.

» Strategic ResponseAMCs were established to purchase distressed askstia up
bank balance sheets, and facilitate the recovettyediinancial system. These entities
provided immediate relief to struggling banks whitestering long-term market
stability. For instance, KAMCO acquired over 80% Kidrea's NPLs, addressing

systemic risks and restoring confidence.
2. Legal Foundation and Mandate

The success of AMCs hinges on robust legal framlesvand clearly defined

mandates. Benchmarking across regions revealsrietiqes:

» Legal Foundations.AMCs are often established under specific legstathat grants

them special powers for efficient operations. B@meple:

o KAMCO operates undéne KAMCO Act and Public Fund Oversight Act, which

grants authority to acquire, manage, and dispodestressed assets efficiently.

o NAMA in Ireland was created through tR&MA Act, providing it with a broad

mandate to manage property-related NPLs arising fhe financial crisis.

« Mandates. Successful AMCs focus on narrow, well-defined rdesivoid mission

creep. Common mandates include:
o Acquiring NPLs from banks to stabilize balance shee
o Resolving distressed assets through restructusalgs, or securitization.

o Supporting broader financial recovery efforts bstoeing credit flows and market

confidence.
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Some AMCs, such as Sweden’s Securum, focused @sdluoHn managing and
recovering distressed assets, while others, likRAIBn Indonesia, also undertook bank

restructuring.

« Special Legal Powers AMCs are often granted extraordinary powers, sugh a
expedited foreclosure rights and exemptions fromicgl legal proceedings, to
accelerate asset resolution. For instance, IBRAH®duthority to seize assets without
court approval, while Danaharta could override aerbankruptcy protections to

recover value efficiently.
3. Funding Mechanism

Adequate and sustainable funding is critical far tperational success of AMCs.

Global benchmarking identifies diverse approacbhesMC financing:

« Government Funding. Many AMCs receive initial capital injections dirgcfrom

governments to ensure liquidity. For example:

o Danaharta was capitalized with public funds to acquire arahage NPLs during
Malaysia’s crisis.
o NAMA relied on government-backed securities for its rajpens, ensuring

investor confidence.

« Bond Issuance with GuaranteesThe issuance of AMC bonds, often guaranteed by
the government, is a common funding strategy. Hpproach ensures sufficient

liquidity while leveraging public trust:

o KAMCO issued government-guaranteed bonds to acquire ,NBhlsancing

market confidence and stabilizing Korea'’s finansidtor.
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4.

Public-Private Partnerships (PPPs)Some AMCs, such as Spain’s SAREB, adopted
PPP models to share financial risks between thicpartd private sectors. This model

reduces the fiscal burden on governments whileégeg private sector expertise.

Central Bank Support. Central banks sometimes provide short-term liquidiit
AMCs, particularly during the initial phases ofasdishment. This funding ensures
that AMCs can operate effectively while long-terimahcing mechanisms are put in

place.
Role in Financial Stability Framework

AMCs play a pivotal role in the financial stabiliisamework, with global examples

demonstrating their impact on systemic risk miiatmarket development, and economic

recovery:

Systemic Risk Mitigation. AMCs reduce systemic risks by acquiring NPLs, aillayv
banks to focus on core activities like lending.sTimtervention restores the flow of

credit and prevents a credit crunch.

Restoration of Market Confidence. The establishment of AMCs signals strong
government commitment to financial stability, reasy) investors, depositors, and
stakeholders. The succesSNEMA in Ireland demonstrated how public intervention

can restore confidence in the property and banséogprs.

Development of Secondary MarketsAMCs foster the development of secondary

markets for distressed assets, promoting transpagerd liquidity.

Efficient Asset Resolution.Centralized asset management allows AMCs to aehiev
economies of scale and optimize recovery ratesitfir@estructuring, securitization,

and direct sales.
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« Institutional Reforms and Policy Alignment. AMCs often work in tandem with
legal and regulatory reforms to strengthen thedeoéinancial system. For example,
the success of Sweden’s Securum was supported rplementary reforms in

corporate governance and insolvency laws.

The establishment of public AMCs provides a pro@mework for addressing
systemic banking crises and fostering financidbitg. Global best practices highlight the

importance of:

- A robust legal foundation and clearly defined mandeesto ensure operational focus

and efficiency.

« Sustainable funding mechanismgancluding government support and bond issuamnce, t

provide AMCs with the financial resources requifediarge-scale NPL resolution.

- Integration into the financial stability framework , with AMCs playing a critical role

in systemic risk mitigation, market development] asonomic recovery.

4.2.2 South Korea's KAMCO
1. Background of Establishment

Korea Asset Management Corporation (KAMCO) washdistaed in 1997 as a direct
response to the devastating Asian Financial Crigmsch exposed South Korea's financial
vulnerabilities. The crisis led to an unprecedergede in non-performing loans (NPLS),
totaling KRW 32.2 trillion, equivalent to 17.2% tiftal loans by the end of 1997. These
distressed assets crippled the banking sectomdpaltedit flow and exacerbating economic
stagnation. Additionally, the sharp depletion akign exchange reserves and depreciation

of the Korean won further intensified financialtasility. Recognizing the critical need to
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stabilize the financial system, the South Korearegament established KAMCO to manage

distressed assets, stabilize financial institutiansl facilitate economic recovery.
2. Legal Foundation and Mandate

KAMCO's establishment was formalized under tAet on Efficient Management
of Non-performing Assets of Financial Institutionsand Establishment of Korea Asset
Management Corporation” (KAMCO Act) in November 1997. This law granted
KAMCO the legal authority and flexibility to addsesystemic financial challenges. The act

outlined KAMCO'’s three primary mandates:

« Stabilizing the Banking Sector. By acquiring and managing NPLs, KAMCO
alleviated liquidity pressures on financial indiits, enabling them to recapitalize

and restore credit flows essential for economiiviagt

« Facilitating Corporate Restructuring. KAMCO actively supported debt
restructuring and operational reforms for distrdssmporations. This process aimed

to preserve viable businesses, protect employrardtmaintain industrial stability.

+ Recovering Public Funds.Through the resolution and sale of distressed gsset
KAMCO ensured the recovery of government funds usdithancial sector bailouts,

reinforcing fiscal sustainability and mitigating«peayer burdens.

KAMCO acquired NPLs totaling KRW 110.1 trillion (%® of the banking sector’s

NPLs) between 1998 and 2003, reflecting the saadeuagency of its interventions.
3. Funding Mechanism
KAMCO utilized sustainable funding approaches bafice its operations:

+ Government-Guaranteed Bondslssuing KRW 39.2 trillion in government-backed

bonds allowed KAMCO to secure the liquidity reqdiréor large-scale NPL
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acquisitions. These bonds were explicitly guarahtae the government, attracting

investor confidence and enabling the institutioreise funds at competitive rates.

Non-Performing Asset Fund (NPA Fund).Supplementary funding was sourced
from public contributions and industrial banks, wigg long-term financial

sustainability.

Disciplined Valuation of NPLs. To safeguard public resources, KAMCO
implemented a transparent valuation process ovetdsgendependent committees.
Assets were purchased at an average of 36% of fle®r value, balancing fiscal

responsibility with financial stabilization needs.

This multi-pronged funding strategy underscored K&Ms financial prudence and

ensured adequate resources for its operations.

4.

Role in Financial Stability Framework

Enhancing Financial Stability. KAMCO played a pivotal role in restoring stability

to South Korea'’s financial sector by addressing¢io¢ causes of the crisis:

Asset ResolutionKAMCO acquired distressed assets from banks, reamyottoxic
assets” that hindered their ability to lend. Timervention improved banks' balance

sheets, restored liquidity, and facilitated crédivs critical for economic recovery.

Corporate Rehabilitation. By restructuring corporate debt and resolving
unsustainable obligations, KAMCO preserved econgpnaxiuctivity and reduced

unemployment.

Public Fund Recovery.Through efficient asset resolution, securitizatiang sales,
KAMCO achieved a recovery rate of approximately 42% distressed assets,

highlighting its fiscal accountability and operatab efficiency.

Strategic Interventions and Innovations.



+ Asset-Backed Securitization (ABS)KAMCO pioneered the use of ABS to convert
NPLs into tradable securities, injecting liquidityo the banking sector and attracting
domestic and international investors. Between 1&89 2003, KAMCO issued 17
rounds of ABS, raising KRW 5.724 trillion. Thisatiegy diversified risks and reduced

reliance on government bailouts.

+ Cross-Border Securitization. In 2000, KAMCO conducted South Korea’s first
cross-border ABS issuance, raising $367 million easeturing international
recognition. This transaction not only diversifibe investor base but also reinforced

global confidence in South Korea'’s financial reagve
5. Long-Term Impact on Financial Stability

KAMCO's interventions had a transformative impact South Korea’s financial

system and economy:

« Banking Sector Stabilization. The NPL ratio in South Korea’s banking sector was

reduced from 17.2% in 1998 to 2.3% by 2002, sigiyedi remarkable recovery.

+ Attracting Investment. KAMCO'’s efforts restored investor confidence, résgl in

increased foreign investment and economic revéaabn.

« Institutional Benchmark. KAMCOQO'’s success established a global benchmark for

NPL resolution, influencing financial crisis managmnt strategies worldwide.

Through its innovative strategies, legal mandate] #&ansparent governance,
KAMCO demonstrated the critical role of a centratizasset management corporation in

overcoming systemic financial crises and fostegognomic resilience.
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4.2.3 Indonesia
1. Background of Establishment

PT Perusahaan Pengelola Aset (PPA), Indonesia’kcFAMC, was established in
2004 as a strategic initiative to address Indonesi@tial challenges following th&sian
Financial Crisis (1997-1998) The crisis exposed severe weaknesses in thergsunt
financial sector, with a significant rise mon-performing loans (NPLs)and widespread
corporate insolvencie¥.These conditions necessitated swift governmestisttion to
stabilize the banking system and manage distresssgts. The Indonesian Bank
Restructuring Agency (IBRA) was formed as a tempotaody to manage the crisis,

acquiring and restructuring problematic assets finamcial institutions and corporaticts

However, the conclusion of IBRA's mandate in 208# tesidual challenges that
required a long-term solution. Recognizing thie tiovernment established PPA under
Government Regulation No. 10 of 2004Jnlike IBRA, PPA's mandate was not limited to
crisis management but included long-term respadlitgsi for managing distressed assets,
revitalizing underperforming state-owned entergi¢80OES), and supporting systemic
financial stability. Over the years, PPA has tramised from a reactive crisis manager to a
proactive driver of economic recovery and asseinopation, playing a critical role in

Indonesia's financial stability framewdfk

2. Legal Foundation and Mandate

The establishment and operations of PPA are guigedrobust legal framework that

ensures alignment with Indonesia’s national ecoogwals. PPA's legal foundation lies in

34 PT. Perusahaan Pengelola Aset. 2023. Annual R2p28.
35 PT. Perusahaan Pengelola Aset. 2024. SekilasygRtarusahaan Pengelola Aset.
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Government Regulation No. 10 of 20Q4which grants it the authority to manage and
optimize distressed assets while supporting firsrand corporate restructuritig This
regulation defines PPA's role as a state-ownedyemsponsible for stabilizing financial

institutions, supporting corporate recovery, andtaézing SOESs.

UnderLaw No. 19 of 2003 on State-Owned Enterprises (SOE®PA operates with
a mandate to uphold transparency, accountabilitg, efficiency in managing public
resources. Th8tate Finance Law No. 17 of 200firther strengthens PPA's governance by

providing a framework for fiscal responsibility afidancial reportingf.

3. Funding Mechanism

PPA's funding mechanism ensures financial sustdilyaband operational
effectiveness. The organization receiggs/ernment capital contributions to acquire
distressed assets and fund revitalization projestilitionally, it generates significant
income througlasset management activitiesncluding the restructuring and disposing of
NPLs and equity stak&s The Special Situations Fund (SSFJurther provides tailored
financial solutions for corporate restructuringrtRarships with private sector entities and

revenue from advisory services contribute to PRIAsrsified funding strated§.

In 2023 PPA recorded aet profit of IDR 325.64 billion, reflecting arB0% growth
compared to the previous year, supported by te#ta oiDR 17.37 trillion, al17.26%

increasél.

37 PT. Perusahaan Pengelola Aset. 2024. Sekilasigferusahaan Pengelola Aset.
38 PT. Perusahaan Pengelola Aset. 2023. Annual R2p28.
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41 PT. Perusahaan Pengelola Aset. 2023. Annual R2pag
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4. NPL Management

PPA plays a crucial role in stabilizing Indonestaemking sector by NPLs through
innovative approaches like asset-backed securdizafThis method enables banks to
offload NPLs and access liquidity. By 2023, PPA aged an NPL portfolio worth IDR 10

trillion, significantly contributing to financialtability.

However, PPA faces challenges due to its limitechadate tied to government
directives and regulatory constraints, particuldhg prohibition on state-owned banks
selling NPLs below principal value. These limitatiaeduce PPA's ability to purchase NPLs

directly, often restricting its role to that ofacflitator.

To overcome these barriers, PPA operates via twchamesms. The first involves
direct management, where PPA purchases NPLs witbwed funds, retaining them on its
balance sheet while managing recovery internaty §econd mechanism utilizes an AMC
model, acquiring NPLs through asset swaps, su@ukisk issuance, and transferring them
to the AMC's balance sheet for recovery and reiring. This minimizes PPA's financial

risks and leverages partnerships with investmesdayentities.

Despite its achievements, PPA's impact remaingi@inasd by regulatory challenges
and sporadic involvement. Greater regulatory fléixygband structured collaboration with
the banking sector are needed to enhance its igéaess and long-term contributions to

financial stability in Indonesia.

5. SOE Reuvitalization

As a strategic shareholder and operational partPleA is critical in revitalizing
underperforming SOEs. Its approach involves comnaigigh-depth diagnostics to identify
inefficiencies, implementing turnaround strategeesnhance operational performance, and

developing sustainable exit plans, such as imptidllic offerings (IPOs) or mergers.
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By the end of 2023, PPA had revitalized 21 SOEssasidiaries, with total assets
exceeding IDR 20 trillion, spanning industries sashaviation, logistics, and infrastructure.
These efforts preserved over 5,837 jobs, undersgd?PA's role in fostering economic

resilience and industrial stabilify.

6. Special Situations Fund (SSF)

The SSF represents an innovative approach to adgesorporate financial
challenges. The SSF supports SOEs and corporatashiaving sustainable growth by
providing multi-tiered capital solutions. The SSstsupported strategic projects, including
the revitalization of Garuda Indonesia, the develept of tourism infrastructure for the
World Superbike Mandalika 2023, and the deployréetectric buses for the G20 Summit

in Bali, with total investments of IDR 1.8 trilliéh

7. Strategic and Long-Term Impact

Through its interventions, PPA has significantlsesgthened Indonesia’s financial
system, reduced systemic risks, and revitalizé¢atarindustries. Its innovative approaches,
such as asset-backed securitization and finanegiheering, have served as a model for
asset management and economic stabilization. RBI&'sn managing NPLs, revitalizing
SOEs, and providing financial solutions for corpenastructuring has had a profound and

lasting impact on Indonesia’s financial and ecordamndscape.

42 PT. Perusahaan Pengelola Aset. 2023. Annual R2pag
43 PT. Perusahaan Pengelola Aset. 2024. Sekilaswgferusahaan Pengelola Aset.
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4.2.4 Comparative and Gap Analysis

COMPARATIVE ANALYSIS

Background and Mandate. KAMCO, established in 1997 amidst the Asian
Financial Crisis, was tasked with stabilizing Sokitirea’s financial system by managing
Non-Performing Loans (NPLs), facilitating corporagstructuring, and recovering public
funds. Over time, it has transitioned from a cnsenager into a globally recognized leader
in asset management, influencing international dateds and frameworks. Indonesia’s
Public AMC was founded in 2004, following the camgibn of the Indonesian Bank
Restructuring Agency (IBRA)'s mandate. Its primafpcus is on revitalizing
underperforming State-Owned Enterprises (SOES), agiag distressed assets, and
supporting domestic economic recovery. While KAM@@dresses both public and
private sectors on a national and internationalesdadonesia’s Public AMC remains

focused solely on SOEs, limiting its impact to dstieecorporate restructuring.

Scope of Operations KAMCO operates with a broad mandate encompassing
financial institutions, private corporations, angbfic funds, enabling systemic solutions
for national financial stability. It actively engeg in cross-sectoral restructuring,
addressing issues across banking, industrial sechoid corporate distress. In contrast,
Indonesia’s Public AMC focuses solely on SOEs, withisdiction over the broader
financial sector or private corporations but laokthe implementation. This narrower
scope restricts its ability to influence systemiwhcial stability or participate in multi-

sectoral recovery efforts.

Legal Framework and Regulatory Differences KAMCO operates under the
comprehensive KAMCO Act of 1997, which provides #ngthority to manage NPLs,

restructure corporations, and recover public fufithes framework allows flexibility and
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innovation, enabling KAMCO to address a wide raofjinancial challenges. Indonesia’s
Public AMC is governed by Government Regulation M@.of 2004 and State Finance
Law No. 17 of 2003, which emphasize SOE suppote regulatory distinction lies in

the management of NPLs in Indonesia, regulatiogsire NPLs from state-owned banks
to be purchased at 100% of their principal valugs Tonstraint limits the ability to apply

market-driven valuation mechanisms, hindering afficy and cost-effectiveness.

Funding Mechanisms KAMCO employs diverse and innovative funding cges,
including government-guaranteed bonds, a Non-Reify Asset (NPA) Fund, and
advanced asset-backed securitization (ABS). lts\g@dng use of cross-border ABS
transactions, such as a $367 million issuance @®28emonstrates its capacity to attract
international investment and diversify funding sms. Indonesia’s Public AMC relies
heavily on government capital contributions andidbasBS issuance. While it has
established a Special Strategic Fund (SSF) forifsp@cojects, the absence of advanced
funding mechanisms, such as international ABStiogsits financial flexibility and ability

to scale operations.

Operational Practices KAMCO has managed KRW 110.1 trillion in NPLs,
stabilizing 50% of South Korea’s banking sector.ukes advanced securitization
techniques, including blockchain for asset trackargl engages in corporate restructuring
to preserve industrial stability. By contrast, Indsia’s Public AMC has handled IDR 10
trillion in NPLs, focusing on domestic banking sti#p and SOE revitalization. It has
successfully restructured 21 SOESs, preserving By&37 jobs. However, its operations

lack the technological integration and advancetrgpies seen in KAMCOQO'’s practices.

Innovations and Global Impact KAMCO has established itself as a global benclkmar

in asset management, influencing international tpo@e through innovative tools like
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cross-border ABS, transparent governance mechanardscomprehensive restructuring
frameworks. Indonesia’s Public AMC remains focusedlomestic challenges, leveraging
financial engineering and operational restructutmgnprove SOE profitability. Despite

its contributions to Indonesia’s economic stabjlitg lack of international engagement

and benchmarking limits its potential to adoptrdgluence global best practices.

Table 4.1. Comparative Analysis on The EstablishrméRublic Asset Management

Companies (AMC)

Topic South Korea Indonesia

Background | KAMCO, established in 1997, Public AMC founded in 2004,

and transitioned from crisis manager {docuses on SOE revitalization and

Mandate global leader in asset managemeopmestic economic recovery.
influencing international standards.

Scope of Broad mandate covering financial Narrow focus on SOEs; limited

Operations |institutions, corporations, and influence on systemic stability or
public funds; systemic solutions fomulti-sector recovery.
financial stability.

Legal Operates under the flexible Governed by regulations

Framework |KAMCO Act of 1997, enabling |emphasizing SOE support; lacks
innovative and comprehensive | market-driven valuation
financial solutions. mechanisms.

Funding Uses diverse strategies like Relies on government funding and

Mechanismg government bonds, NPA Fund, apoasic ABS; limited financial
cross-border ABS to attract flexibility and scalability.
international investment.

Operational | Managed KRW 110.1 trillion Handled IDR 10 trillion NPLs;

Practices |NPLs; advanced techniques like |focuses on domestic banking and
blockchain and industrial SOE restructuring without advancg
restructuring. tools.
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Innovations | Global benchmark in asset Focuses on domestic challenges;

and Impact | management, influencing lacks global engagement and
international practices and adoption of best practices.
frameworks.

GAP ANALYSIS

Strategic Orientation. KAMCOQO'’s global mandate enables it to influence
international asset management frameworks and erigagoss-border NPL resolutions.
Indonesia’s Public AMC, with its domestic-focusecbge, primarily addresses SOE
challenges and lacks involvement in internationatkats. This limited orientation reduces
opportunities for benchmarking against global séadsd and participating in international

collaborations.

Regulatory Frameworks and Practices The regulatory environment in South
Korea grants KAMCO extensive authority to manage.$JPestructure corporations, and
recover public funds, fostering flexibility and wowation. In contrast, Indonesia’s Public
AMC operates within a narrower legal framework eagphing SOESs. A critical regulatory
distinction is that Indonesian laws require NPLlairstate-owned banks to be purchased
at 100% of their principal value. This limitatiomepents the application of discounted
valuations or market-driven mechanisms, restrictmeyAMC’s ability to optimize asset

recovery.

Funding Mechanisms KAMCOQO'’s advanced funding strategies, includingss-
border ABS and specialized funds, provide flexipilind scalability. Indonesia’s Public

AMC, relying predominantly on government contriteuns and basic ABS issuance, lacks
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the diversity and innovation required to expandfitsincial capacity. The absence of

cross-border ABS limits its access to internatidnating and investment opportunities.

Operational Scope and Impact KAMCO addresses NPLs across financial
institutions, private corporations, and public fangroviding systemic solutions to
financial instability. Indonesia’s Public AMC foces narrowly on SOEs, missing
opportunities to address broader corporate diswegsivate-sector recovery. While its
focus on SOE revitalization is a strength, the latkliversification reduces its broader

economic impact.

Technological Integration and Innovations KAMCO’s use of advanced
securitization techniques and technologies, sudbl@skchain, enhances efficiency and
transparency. Indonesia’s Public AMC has limitethteological integration and continues
to rely on basic ABS techniques, restricting itdigtto innovate and attract international

investment.

Market Strategies and Global Recognition KAMCQO’s proactive market
strategies, including restructuring and pooling NBPbrtfolios, align buyer-seller
expectations and enhance marketability. Its glababgnition as a benchmark in asset
management underscores its influence on interratpractices. Indonesia’s Public AMC,
with a reactive approach focused on regulatory dmmge, lacks innovative restructuring
strategies and minimal global engagement, limititgy potential for international

recognition and collaboration.



4.3 NPL Pricing and Valuation Framework

An effective pricing and valuation framework for id@erforming Loans (NPLS) is essential
for ensuring transparency, optimizing recovery gatand fostering confidence among
stakeholders in the financial system. This framéwotegrates regulatory guidelines, market-
driven methodologies, and economic consideratiorscturately assess the value of distressed
assets and determine fair pricing for resolutioncBmbining approaches such as market value
analysis, liquidation value estimation, and pradatash flow modeling, financial institutions

can tailor strategies to the unique characteristieach NPL portfolio.
4.3.1 Global Best Practices

The pricing and valuation framework for Non-PerfargrLoans (NPLs) plays a
critical role in financial stability, enabling effive resolution of distressed assets. Across
the globe, diverse methodologies have been emplmyeduntries to address systemic risks
and stabilize financial systems during economigesi Benchmarking these practices offers
valuable insights into implementing robust, tramepg and efficient NPL valuation

frameworks adaptable to varying economic conditions
1. The Importance of a Robust NPL Pricing Framework
A comprehensive NPL pricing framework ensures:

« Fair Valuation: Accurate asset valuation reflects their true mar&kie, minimizing
overpricing risks that could lead to financial kessor underpricing that might

discourage investor participation.

» Market Efficiency: Transparent valuation practices attract investprsmoting

liquidity in distressed asset markets.
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» Regulatory Compliance:Alignment with international standards like Bakkeland

IFRS fosters trust and cross-border collaboration.

« Crisis Management: Establishes mechanisms for addressing NPLs dfinagcial

downturns, preventing contagion across the bardgeatpr.

2. Benchmarking Global Practices

European Union: Standardization through EBA Guidelines. The European

Banking Authority (EBA) has established standardizaluation practices for managing

NPLs across European Union, addressing challeragesigoy global financial crisfé.

» Centralized NPL Platforms: These platforms facilitate transparent price discp
and encourage investor participation.
» Expected Credit Loss ModelsUnder IFRS 9, the EU mandates banks to account for

expected credit losses, integrating forward-lookiatyiation techniques.

» Stress Testing:EEBA guidelines emphasize stress testing and siceaaalysis to

assess the value of distressed assets under adeadigons.

United States: Market-Driven Solutions in TARP.The U.S. Troubled Asset Relief

Program (TARP) adopted a market-based valuationeinddring the 2008 global

financial crisis*™

» Market Pricing Mechanisms: NPL pricing relied on competitive bidding to ersur
fair market valuations.
e Innovative Instruments: The program introduced Public-Private Investment

Partnerships (PPIP) to leverage private capitehéguiring distressed assets.

44 European Banking Authority. (2018). Guidelinesnesanagement of non-performing and forborne exposures
45 Congressional Budget Office. (2024). Final Rejporthe Troubled Asset Relief Program.



* Dynamic Adjustments: Valuations were regularly updated to reflect cliamg

market conditions, ensuring adaptive pricing syia®

Ireland: The NAMA Model. Ireland's National Asset Management Agency (NAMA)

provides another robust example of public AMC-dnivaluation framework&

Discounted Cash Flow (DCF) AnalysisNAMA employed DCF methodologies to

project recovery potential, incorporating discotatés reflecting asset risk profiles.

e Transparency Standards:Regular reports to Parliament and adherence to
international accounting principles bolstered pubilist.

* Asset Management ExpertiseNAMA engaged with private sector experts for

valuations, enhancing credibility and efficiency.

3. Key Innovations in NPL Valuation
Global practices highlight innovations that enhavedeation frameworks:

Securitization and Risk Diversification. Countries like South Korea and the EU

have utilized securitization to transform NPLs iitadeable securities. Special Purpose
Vehicles (SPVs) manage these assets, mitigatikg fisr originators and ensuring
investor protection.

Al-Driven Valuation Models. Advanced economies increasingly deploy Artificial

Intelligence (Al) for predictive analytics in NPlalation. Al models analyze borrower

behavior, collateral trends, and macroeconomiaisées to project asset recovery rates.

Collateral-Based Pricing.In asset-heavy markets like the U.S. and EU, okt

value forms a significant basis for NPL pricingid'method provides tangible benchmarks

for valuation, particularly for secured loans.

46 Regling, K., & Watson, M. (2010). A Preliminary |R&t on The Sources of Ireland's Banking Crisis.
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Portfolio Diversification. Valuation frameworks now consider portfolio-level

diversification to minimize risks of individual NBLThis approach is evident in practices

employed by private equity funds managing distesssets in Europe and Asia.

4. Challenges in NPL Valuation

Despite advancements, NPL valuation frameworks $aweral challenges:

» Data Gaps:Emerging economies often lack the granular dagaired for precise

valuations, leading to inconsistencies.

« Market Volatility: External shocks, such as global pandemics or dj@opb

conflicts, disrupt valuation assumptions.

» Legal and Institutional Barriers: In jurisdictions with weak legal frameworks, asset

recovery timelines are protracted, affecting vatuaiccuracy.

5. Opportunities for Improvement

Global benchmarking reveals opportunities to stitegrg NPL valuation frameworks:

e Capacity Building: Training financial institutions in advanced valoat

methodologies fosters consistency and expertise.

» Technological Integration: Al and blockchain technologies streamline valuatio

processes and enhance transparency.

» Cross-Border Collaboration: Sharing insights and harmonizing practices among

countries strengthens global markets for distreassdts.

* Regulatory EnhancementsAligning national frameworks with international

standards, such as those set by the Basel Compneitiegres credibility.
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A robust NPL pricing and valuation framework is fundamental to resolving
distressed assets, ensuring financial stability, @nfostering investor confidence
Countries like South Korea, the U.S., and the Eidle valuable benchmarks, showcasing
the importance of transparency, innovation, and maket-driven solutions. By adopting
these best practices, nations can enhance theicibapo manage systemic risks, support

economic recovery, and build resilient financiadteyns.

4.3.2 South Korea’'s KAMCO
1. Valuation Methods for Non-Performing Loans (NPLSs)

Korea Asset Management Corporation (KAMCO) emplayaultifaceted valuation
methodology tailored to the specific charactersstENPLs and their associated collateral.

This ensures precision, transparency, and alignmigmimarket realities.

Market Value Approach. This approach focuses on the current market vafue
collateral assets, particularly real estate. Vadnatare based on recent appraisals, adjusted
to reflect local economic conditions, such as fiatibns in property prices and regional
demand. By grounding valuations in real-time madadt, this method ensures credibility

and transparency, providing a reliable basis feefgricing.

Liquidation Value Method. Applied primarily to assets intended for quickpbsal,
this method estimates the recovery value underedstd market conditions. By offering a
realistic assessment of what can be recouped apid sale, it accommodates scenarios

where expedited resolution is necessary.

Discounted Cash Flow (DCF) Method For income-generating assets like rental
properties or receivables, the DCF approach estsniite present value of future cash

inflows. Adjustments for risks such as non-colleeprobability and economic uncertainties
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ensure accuracy. This method is particularly effector assets with predictable revenue

streams.

Integrated Valuation Approaches For complex or diverse NPL portfolios,
KAMCO combines these methodologies, selecting tbstrappropriate based on asset type,
market conditions, and recovery scenarios. Thiglfle approach ensures comprehensive

and fair valuations.

Figure 4.1. Valuation Procedure of KAMCO

Procedures
Receive Sale Details Self / Detailed Field Analyze ltems Rights Analysis and Determine
and Basic Data Inspection vz Net Present Value Purchase Price
An accounting firm Due diligence of Review winning bids, Review seniorities, el
visits a financial collateral items » actual transaction prices, » apply a discount peried » e —
Institution to receive (machinery, building, etc.), real estate agent according to the ey
and verify loan surrounding conditions, interviews, statistical expected time of —
documents, etc. (copies) market price, etc winning rates, etc. successful bid

Source: KAMCO (2024)

Korea Asset Management Corporation (KAMCO) emplsructured and detailed
valuation process for Non-Performing Loans (NPbsgnsure accuracy and transparency.
The process begins with the collection and vetificaof loan documents by an accounting
firm from the selling financial institution. This ifollowed by an on-site inspection of
collateral assets, where detailed due diligen@®mglucted on properties, machinery, and
other relevant assets, along with an evaluatiosuafounding conditions and market price

trends. These steps provide a solid foundatiofuftiher analysis.

The collected data is then scrutinized through etackmparisons, reviews of past
transaction prices, and statistical analyses teate€urrent market dynamics. Additionally,
a rights analysis determines claim seniority, agtdpnesent value calculations incorporate
recovery timelines and associated risks. FinallAMCO synthesizes all insights to

determine a fair purchase price, ensuring thatat@lns are market-aligned and reflective
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of the true economic value of the assets. Thisroig® procedure highlights KAMCO'’s

commitment to upholding financial stability and ersg credibility in its transactions.

Figure 4.2. Structure of KAMCO NPL Acquisition Meiths

< Fixed Price Method > < Residual Profit Sharing Fixed Price Method >
Accounting
Firm
lvaluauon | eller lva?u:tuon
Transfer of assets (loan) i Transfer of assets (loan) 3
Bllikelahaiseion 8
Secured loan _— R ANCD Secured loan ‘ s
Unsecured loan e — Unsecured loan i Payment KAMCO
Restructured loan Payment Restructured loan e
(Credit recovery confirmed loan (Credit recovery confirmed loan, | 'Residual profit distribution (49%)
personal rehabilitation loan) Loan restructuring 1 Collection personal rehabilitation loan) Collection
repayment entrustment Loan restructuring entrustment
x ¥ (fee payment) repayment (fee payment)
i

Source: KAMCO (2024)

KAMCO'’s NPL acquisition methods consist of the KixBrice Method and the
Residual Profit Sharing Fixed Price Method. In Hieed Price Method, an independent
accounting firm values secured, unsecured, orudsitied loans. The financial institution
transfers these assets to KAMCO, which pays thesasd amount. KAMCO then works
with Collection Agencies (CA) to manage loan resuting and repayment collection under

a fee-based agreement.

In the Residual Profit Sharing Fixed Price Methtite process includes a profit-
sharing mechanism, with 51% of residual profiteated to KAMCO and 49% to the
financial institution. This method incentivizes bqtarties to maximize recoveries. Both
approaches ensure effective resolution of diveB& pNortfolios, leveraging independent

valuations and structured collaborations with fitiahinstitutions and collection agencies.

2. Ensuring Transparency in Valuation

KAMCO emphasizes transparency and objectivity thhouhe integration of

independent appraisers and third-party experts waluation processes.
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Independent Appraisers External appraisers play a pivotal role in eliating
conflicts of interest and ensuring impartial vaioas. For high-value assets, independent
assessments by public valuation firms (e.g., retdte appraisers) ensure adherence to

regulatory requirements and international standards

Third-Party Collaboration . KAMCO collaborates with reputable valuation firfos
particularly complex or high-stake NPLs. These $irprovide additional scrutiny, cross-

verification, and enhanced credibility to the vailom process.

Consistency and Verification KAMCO applies standardized methodologies, subject
to periodic independent reviews. This fosters aotatility, aligns with global best practices,

and strengthens stakeholder trust.

3. Consideration of Economic and Market Factors

KAMCO'’s valuation framework incorporates a thoroughalysis of economic

indicators and market trends, ensuring realissessments.

Market Dynamics. Real estate trends, demand fluctuations, andjindity of assets
are central considerations. Adjustments for maciaatility ensure valuations remain

relevant to prevailing economic conditions.

Macroeconomic Indicators Factors such as GDP growth, inflation, and irstenagtes
influence valuation metrics. For example, highatiin may necessitate adjustments in

discount rates or projected cash flows.

Sector-Specific Risks Borrower profiles and sectoral exposures areuetadl to
gauge the impact on recovery probabilities. Indestiwith inherent risks, such as

construction or SMEs, are analyzed for broader @oonimplications.
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4. NPL Pricing Strategies

KAMCO employs pricing strategies that strike a haka between aligning with
market realities and achieving optimal recovercontes. These strategies are underpinned
by structured methodologies and adaptive practi@gsespond to the unique characteristics

of the assets and market conditions.

Fair Market Value as a Baseline KAMCO's pricing framework begins with a fair
market value assessment, which serves as the fiammdar all pricing decisions. This
baseline is determined through independent appsaitssmducted by external valuation
experts, ensuring that the initial prices are bathdible and realistic. By leveraging
independent evaluations, KAMCO eliminates biasldsuirust with stakeholders, and sets

prices that align with recovery expectations, fostetransparency and consistency.

Competitive Bidding Mechanisms To maximize recovery and promote market
efficiency, KAMCO frequently utilizes competitivedaling processes. By inviting multiple
investors to submit offers for NPL portfolios, KAMIfacilitates price discovery, ensuring
that sale prices reflect actual market demand. fitl@shanism not only optimizes pricing
outcomes but also creates a dynamic and transpareinbnment where investors compete
for high-value assets. The competitive nature isf @dipproach drives better recovery rates

while maintaining alignment with market conditions.

Flexible Pricing Approaches Recognizing the diversity of NPL portfolios, KANGC
incorporates flexible pricing strategies that aioted to specific asset characteristics. Key
considerations include the type of asset, the tyuali the underlying collateral, and
prevailing market conditions. This adaptabilityosats KAMCO to cater to a broader range

of potential investors, ensuring that assets acegicompetitively and recovery objectives
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are met. By integrating structured and flexiblecipg approaches, KAMCO effectively
enhances the appeal of its offerings while maimtgifinancial integrity.
5. Addressing Price Gaps

Bridging the gap between the book value of NPLslkangkr offers is a key challenge

in distressed asset markets. KAMCO adopts innoga@pproaches to address this:

Acquisition at Fair Market Value. NPLs are purchased at significant discounts to

their nominal value, reflecting market realitiesl dacilitating downstream sales.

Acquisition at Fixed Price and Profit/Loss Sharing Fixed price acquisition models
combined with profit and loss sharing agreementsvalisks and returns to be distributed

equitably among stakeholders, fostering buyer gpdiion and market stability.

Portfolio Restructuring. By pooling or restructuring bad loans, KAMCO entes

their appeal to potential buyers, increasing tkelihood of successful transactions.
Transparent Sales MechanismsCompetitive bidding and independent appraisals
ensure that pricing aligns with both buyer expémtatand seller requirements.
6. Discount Strategies for High-Risk or Low-Liquidity NPLs

Discounting is a critical tool for managing higlskior low-liquidity NPLs, tailored to

specific market conditions and asset charactegistic

High-Risk Assets Assets with greater uncertainty are offered e¢tdiscounts to

compensate buyers for the associated risks.

Low-Liquidity Assets. For assets in less active markets, steeper ditscate applied

to stimulate buyer interest and encourage fastas#ictions.



Market-Driven Discounts. KAMCO adjusts discounts based on demand for
distressed assets and broader economic indicatersuring balance between

competitiveness and recovery potential.

KAMCO's approach to NPL valuation and pricing reflects a comprehensive and
systematic integration of market analysis, economisk assessment, and transparent
methodologies.Through the use of independent appraisers, flexbkting strategies, and
robust valuation techniques, KAMCO ensures thatatssactions are fair, market-aligned,
and conducive to financial stability. These pragiaot only position KAMCO as a leader
in NPL management but also serve as a benchmarktésnational best practices in asset

recovery and distressed asset markets.

4.3.3 Indonesia

1. Valuation Methods for Non-Performing Loans (NPLS)

Indonesia employs a combination of regulatory cdéammgke and market-driven
approaches to value Non-Performing Loans (NPLsurately. A commonly adopted
method is thdixed-principal valuation, where NPLs are valued at 100% of their principal
amount (PPA, 2024), as mandated by banking institsit This approach aligns with
financial stability standards, providing consisteand clarity in transactions while instilling

confidence among stakeholders.

Another prevalent approach integrateslitpeidation value method and themarket

value method

- Theliquidation value method estimates the recoverable amount from collatetaks

under distressed conditions, focusing on realizpteeeds in secondary markets.
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- Themarket value methodassesses high-demand assets, such as real esiated
locations, by referencing historical transactiortadand current market trends.
These methods are further refined wik-based adjustments accounting for
debtor creditworthiness, collateral liquidity, agebnomic factors. This multi-faceted
framework ensures that valuations are tailoredhéospecific characteristics of each

asset, balancing precision with flexibility.

2. Role of Independent Appraisers

Independent appraisers play a critical role in Bnguhe objectivity and transparency
of NPL valuation processes in Indonesia. Theseagggns conduct detailed assessments of
collateral, providing an unbiased foundation fotuation outcomesPublic appraisal
services(Kantor Jasa Penilai Publik or KJPP) are oftenaged to deliver reports that

comply with regulatory standards and align withusialy best practices.

Periodic revaluations are undertaken to reflechghrey market conditions, ensuring
that valuations remain current and relevant. Gedtiinternal appraisal teams complement
these external evaluations, creating a comprehemsid robust valuation framework. By
eliminating potential conflicts of interest and adhg to international best practices,

independent appraisers bolster trust in valuatrongsses and enhance market credibility.

3. Market and Economic Considerations in Valuation

Market and economic factors are integral to theiatédn of NPLs in Indonesia,

ensuring realistic and balanced assessments.

Market Dynamics. The valuation process incorporates local econdraiads, asset
demand, and real estate market conditions. Prepeldicated in high-demand urban or

strategic areas command higher valuations due div liquidity and market potential.



Conversely, assets in rural or less liquid marketsassessed conservatively to account for

their limited appeal.

Economic Risks Key macroeconomic indicators—such as inflatiolesainterest
rates, and GDP growth—are factored into valuatimdels. These variables inform the
discount rates applied to projected recoveriegjrargsthat valuations accurately reflect the

economic environment.

Collateral Quality. The liquidity and legal standing of collaterasets significantly
influence their valuation. Assets with strong legatumentation and high marketability

receive favorable assessments, reinforcing thatiéty of valuation outcomes.

By systematically incorporating these factors, tlauation framework remains

adaptable and reflective of prevailing market ctods.

4. Pricing Strategies for NPLs

Pricing strategies in Indonesia combine regulatogmpliance with market

responsiveness to ensure efficient resolution df§\NP

Auction-Based Pricing Public auctions are a common mechanism for détergn
NPL prices. Initial auction prices are derived framarket value assessments conducted by
independent appraisers, ensuring credibility aigshalent with market conditions. The final
selling price reflects competitive bidding outcomesmphasizing transparency and

adherence to governance principles.

Multidimensional Pricing Models. For more complex NPL portfolios, pricing
incorporatediquidation value analysis market value assessmentsandrisk-based
discounts Tangible assets are priced based on their reggaential, with adjustments

made for factors such as debtor quality, asset deyrend collateral liquidity. Historical
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recovery data further informs these pricing modeilsuring alignment with past market

performance.

By integrating structured and adaptive pricing apphes, financial institutions in

Indonesia ensure the marketability of NPL portfelehile maximizing recovery outcomes.

5. Addressing Price Gaps

Bridging the price gap between book values and toifers is a persistent challenge

in the NPL market. To address this issue, instiigiemploy flexible negotiation strategies,
including:

* Phased Payment SchemeBuyers are offered the option to pay in instatitseover

an extended period, enhancing affordability andifaiing transactions.

» Bulk Portfolio Discounts. Discounts are applied to bundled NPL portfolimsking

them more attractive to buyers while optimizingoegry outcomes for sellers.

These strategies align buyer expectations withsteaValuations, fostering efficient

and mutually beneficial transactions.

6. Discount Strategies

Discounting remains a central strategy for managigg-risk or low-liquidity NPLs

in Indonesia. The application of discounts is taitbto the specific asset characteristics.

» Strategic Assets High-value properties in prime locations are wte minimal

discounts to retain their market appeal and max@mezovery rates.

» Challenging Assets Assets with legal complexities or limited markwlity receive

larger discounts to attract buyers and stimuldtrést.
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 Bulk Sales Discounts on bundled NPL portfolios incentivizelybrs while
streamlining transaction processes. This approatdnbes recovery objectives with

market competitiveness.

These targeted discount strategies ensure thatgéRfolios remain appealing and

viable in the market.

Indonesia’s NPL valuation and pricing framework exenplifies a blend of
regulatory adherence, market alignment, and strateig flexibility. By integrating
independent appraisals, thorough market analysigd, aaptive pricing strategies, the
framework ensures transparency, efficiency, anéceffeness in the management of
distressed assets. These practices position IndénBsancial sector to optimize recovery

outcomes while maintaining market stability andstelder confidence.

4.3.4 Comparative and Gap Analysis

COMPARATIVE ANALYSIS

Valuation and pricing practices are critical in th#ective resolution of Non-
Performing Loans (NPLs), shaping the efficiency #émadhsparency of financial systems.
This analysis compares the methodologies emploge&auth Korea, represented by

KAMCO, with the current frameworks utilized in Ingesia.
1. Valuation Frameworks.

South Korea's valuation methodologies are highlyaaded and incorporate a
combination of approaches tailored to differenteasdasses and market dynamics.
The Market Value Approach relies on up-to-date apgpis adjusted for market trends,
ensuring valuations reflect real-time economic d@onk. The Liguidation Value Method is

used for distressed assets, providing recovemnasts based on expedited sales scenarios.
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For income-generating assets, the Discounted Césh (PCF) method is applied to
calculate the present value of future income stseaffering a forward-looking perspective.
Additionally, South Korea integrates borrower-sfiediisks, sectoral risks, and market

conditions into its evaluations, enabling more @&cecovery predictions.

In contrast, Indonesia's valuation frameworks arapker and more reactive.
The Principal-Based Valuation often values NPLsthair full principal amount as a
regulatory standard. The Liquidation Value Appro&mtuses on recovery under distressed
sale conditions, and the Market Value Approactpiad for assets with tangible demand.
However, Indonesia's valuations lack forward-logkinethods like DCF and often rely on
past debtor performance and historical data, witimal adjustments for macroeconomic

factors or sector-specific risks.

2. Economic and Market Integration
South Korea integrates a comprehensive range afo@emnomic indicators, such as
GDP growth, inflation rates, and sector-specifentts, into its valuation frameworks. By
actively monitoring market volatility and demandftsh South Korea ensures its valuations
align with current economic realities. Sector-sfecisks, such as borrower industries and

collateral types, are thoroughly analyzed to deligdored and market-relevant valuations.

In Indonesia, valuations focus on localized mada@tditions, including property
trends at the neighborhood level and liquidity sidRiscount rates account for inflation and
interest rates, but the integration of broader memwnomic indicators remains limited. The

absence of sector-specific risk assessments rethepsecision of valuations.
3. Pricing Mechanisms

Pricing practices in South Korea emphasize traesggr and market

efficiency. Competitive bidding systems ensure fiaarket-driven pricing during auctions,
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while flexible pricing models adapt to borrower diteorthiness, collateral recovery
potential, and market dynamics. Discounts are alydhilored to reflect asset-specific risks

and recovery challenges, enhancing liquidity fev-lmuidity or high-risk NPLs.

Indonesia relies heavily on public auctions, whaiees are derived from appraised
market values and finalized through competitivallrid. Negotiated pricing is used for non-
auction sales, focusing on collateral quality aididlity risks. Discounts are applied to
improve marketability, often standardized and kgshisticated than South Korea’s risk-

adjusted strategies.
4. Transparency and Governance

South Korea ensures transparency through mandatiependent appraisals for all
transactions, supplemented by third-party review$igh-value assets. Multi-tiered review
mechanisms, including internal audits and exteraktlations, enhance the robustness and
reliability of valuations. Regulatory standardsgaliwith international best practices,

supporting global comparability and investor coefide.

Indonesia relies on public appraisal firms andrimabassessments for valuations, with
limited engagement of third-party appraisers fomptex transactions. Verification
mechanisms lack the multi-layered review processes in South Korea, and alignment

with international valuation standards remainstiahj impacting global investor trust.
5. Addressing Price Gaps

South Korea addresses price gaps proactively hyuotsring and pooling NPL
portfolios to enhance their marketability. Trangpérpricing, flexible payment schemes,
and phased payments for bulk buyers effectivelgnalbuyer and seller expectations.
Indonesia, however, focuses on phased paymentsiegatiations to bridge price gaps,

lacking innovative restructuring strategies or sespecific solutions.
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Table 4.2. Comparative Analysis on NPL Pricing &fadluation Framework

ty

Topic South Korea Indonesia

Valuation Advanced methodologies Simpler frameworks relying on

Frameworks |including Market Value, Principal-Based Valuation,
Liquidation Value, DCF, and riskLiquidation Value, and historical
integration for precise recovery |data with limited macroeconomic
predictions. adjustments.

Economic Integrates macroeconomic Focuses on localized market

and Market |indicators and sector-specific |conditions; lacks integration of

Integration risks for market-relevant broader macroeconomic and sect
valuations. specific risk indicators.

Pricing Emphasizes transparency with |Relies on public auctions and

Mechanisms |competitive bidding, flexible standardized discounts, with less
pricing, and risk-adjusted sophisticated risk-adjusted pricing
discounts. models.

Transparency| Mandatory independent Public appraisals and internal

and appraisals, third-party reviews, |assessments with limited third-parn

Governance |[and multi-tiered validation involvement and limited alignment
mechanisms aligning with to international standards.
international standards.

Addressing |Uses restructuring and pooling pfFocuses on phased payments ang

Price Gaps |NPL portfolios, transparent negotiations, lacking innovative

pricing, and phased payments t

address price gaps.

(restructuring or marketability

enhancement strategies.

13¢



GAP ANALYSIS

While Indonesia has established foundational prestior NPL valuation and pricing,

significant gaps remain compared to South Kored®aaced systems. These gaps are

outlined as follows:

1. Valuation Practices

Forward-Looking Approaches: South Korea incorporates advanced methods
like DCF to predict asset recovery, while Indonesiges on simpler, historical
data-driven methods.

Sector-Specific Adjustments South Korea integrates borrower and sector-
specific risks into valuations, providing tailoreahd precise assessments.
Indonesia, however, primarily adjusts for collatdiuidity and debtor profiles,
with minimal sectoral considerations for adjustnsent

Revaluation and Verification: In South Korea, valuations are regularly updated
and cross-verified through multi-tiered mechanisimdonesia conducts periodic
revaluations but more comprehensive review prosesszded in order to

enhance valuation accuracy and reliability.

2. Pricing Mechanisms

Auction Practices South Korea employs competitive bidding systemasfoster
transparent, market-driven pricing. In contrastjoimesia’s reliance on public
auctions limits pricing innovation and responsivsen® market dynamics.
Discounting Strategies Discounts in South Korea are carefully calibrated
reflect risks, recovery potential, and market dedndm Indonesia, discounts are

standardized, offering limited differentiation afhekibility.

13¢



3. Transparency and Governance
* Independent Appraisals South Korea mandates independent appraisaldl for a
transactions, with third-party validations for highlue cases. Indonesia relies
heavily on public appraisers, with limited engagemef third-party experts,
particularly for complex transactions.
 Review Mechanisms South Korea’s multi-layered review processes ensu
robust valuation governance. Indonesia’s reliancesiogle-layer verification
reduces the reliability and robustness of assegtiahs.
4. Market and Strategic Approaches
* Proactive Strategies South Korea actively pools and restructures Néttfglios,
increasing their marketability and aligning priciegpectations. Indonesia lacks
such proactive restructuring mechanisms, whichccenhance market appeal.
* Innovative Approaches South Korea's forward-looking strategies and raark
oriented practices contrast with Indonesia’s readipproaches, which primarily

respond to regulatory requirements and market diggam



4.4 Risk Diversification and NPL Disposal Framewdk

Effective NPL resolution and disposal frameworks ag critical for reducing systemic
risks, enhancing banking liquidity, and maintaining financial stability in banking systems
worldwide. Risk diversification ensures that the burdenistressed assets is distributed across

institutions and sectors, promoting a balancedstatole financial ecosystem.

4.4.1 Global Best Practices

A structured framework for Non-Performing Loan (NRlisposal is essential for
managing distressed assets and ensuring finanihbllity. Best practices globally
transition NPLs from internal bank management (on-talance sheet) to external
solutions (off-balance sheet)addressing systemic risks, promoting market ppédimon,

and optimizing asset recovery.

Figure 4.3. Elements of a Comprehensive Approach to NPL Resolution

On-balance sheet

Internal workout
workout by originating bank; includes various restructuring options

Asset protection scheme

risk-sharing agreement to limit further losses, usually state-
backed
usually short horizon; potential losses large but with low
probability

Securitisation & synthetic securitisation

an alternative to outright sale; partial risk transfer only
possibly with co-investment by the state

Asset management company

complete separation of asset from originating bank, often state-
backed
usually long horizon; large losses typically already realised

NPL trading platforms
investors able to build their own NPL portfolios from multiple banks

Direct sale
assets sold directly to investors, where sufficient liquid markets exist
Off-balance sheet

Source: Fell et al. (2016).
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1. Internal Workout

Banks initially manage NPLs by restructuring loamnts, adjusting repayment

schedules, or reducing interest rates to rehakilidarrowers.

« Global Example Japanese banks during the 1990s financial exipted internal
workouts to stabilize corporate borrowers, presgrvialue but delaying systemic

resolution’’

« Risk Diversification: Risks remain on the bank’s balance sheet butepres

borrower relationships, reducing immediate losses.
2. Asset Protection Scheme (APS)

APS involves governments or third parties sharirigMelated losses, providing

temporary relief while banks retain asset ownetrship

+ Global Example The UK’s APS in 2009 guaranteed over £60 billiortoxic

assets for RBS, stabilizing the banking setior.

- Risk Diversification: Partial risk transfer to guarantors ensuresdiiybut retains

ownership risks with banks.
3. Securitization and Synthetic Securitization

Securitization pools NPLs into portfolios. Syntketecuritization uses derivatives for

risk transfer without transferring assets.

+ Global Example Italy’'s GACS scheme (2016) reduced NPL ratios state-

guaranteed senior tranches, revitalizing distredsétl market$®

47 Bank of Japan. (2002). Japan's nonperforming pwahblem.

48 National Audit Office. (2010). HM Treasury: The 9&t Protection Scheme.

49 Ministry of Economy and Finance. (2016). Guarame&ecuritization of Bank Non-Performing Loans (G3)
to be introduced shortly.



« Risk Diversification: Risk spreads across investors through trancleesicing

systemic exposure while providing liquidity.

4. Asset Management Companies (AMCs)

AMCs acquire NPLs from banks, fully removing thenonfi balance sheets for
professional resolution or liquidation.
+ Global Examples

o South Korea’s KAMCO resolved NPLs through auctions and securitization
during the Asian Financial Crisis.

o Spain’'s SAREBacquired approximately €50.8 billion in assets|uding real
estate-backed non-performing loans (NPLs), fromionatized banks at
significant discounts®

- Risk Diversification: Full risk transfer to AMCs allows banks to stial

operations and resume lending.

5. NPL Trading Platforms

Trading platforms enable direct NPL sales, fostgtransparency and competition in
the distressed debt market.
+ Global Example China's e-commerce platform, Taobao, has evolnéa a
significant marketplace for the auction of non-perfing loans (NPLs), facilitate
NPL sales online, improving liquidity and price absery>!
- Risk Diversification: Risks are dispersed among private investors, renmg

market-based solutions.

50 Tam, M. (2020). Spain — Sociedad de Gestién dvdeprocedentes de la Reestructuracion BancaAREB).
Yale Program on Financial Stability.

51 McMahon, D. (2019, August 30). Taobao Bad Loan tians: What Online Prices Reveal About the NPL
Market.
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6. Direct Sale

Direct sale involves banks selling NPLs individyadir in bulk to investors, often

through competitive auctions.

« Global Example Ireland’s NAMA achieved substantial recoveriesaoygtioning

real estate-backed NPLs to private investors.

 Risk Diversification: Immediate ownership transfer eliminates balaheetrisks

for banks.

Conclusion.Global NPL disposal best practices emphasize sitiam from internal
management to external mechanisms, tailoring giegtd¢o market maturity and regulatory
contexts. Examples such as South Korea’'s KAMCQy'$#&ACS, and Ireland’s NAMA
demonstrate the importance of combining risk difieedion, institutional innovation, and

market-based solutions to foster financial resideeand economic recovery.

4.4.2 South Korea

Key pillars of South Korea’s successful NPL resolutframeworks include the
establishment of Korea Asset Management CorporafothMCO), development of
secondary markets for NPL transactions, the ingatfmm of public-private partnerships,

and regulatory support.

As a backbone of South Korea's NPL resolution fraork, Korea Asset
Management Corporation (KAMCO) employs a multi-tadeapproach to managing Non-
Performing Loans (NPLs) post-acquisition and emgueiffective disposal. Its strategies are
rooted in loan restructuring, asset securitizataong collaboration with third parties, with

the overarching aim of maximizing asset recovery iomoting financial stability.

52 Regling, K., & Watson, M. (2010). A Preliminary |R&t on The Sources of Ireland's Banking Crisis.
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NPL Post-Acquisition Management

1. Main Strategies for Managing NPLs

KAMCO leverages several innovative methods to kesbIPLs effectively:

Restructuring Loans. KAMCO works directly with borrowers to adjust
repayment terms. By reducing debt burdens, extgnddpayment periods, or
restructuring interest rates, the focus is on riikating borrowers and ensuring
their financial sustainability. This method aligmish the goal of stabilizing broader
financial ecosystems.

Direct Sales Selling NPLs or underlying collateral directly itovestors allows
KAMCO to generate immediate liquidity. By transfeg risk to buyers, KAMCO
can focus resources on managing other distressetsas

Securitization. KAMCO converts NPLs into Asset-Backed SecuritieB8),
which are sold to investors. This approach enatd&ssharing across a broader
investor base and diversifies funding sources.

Collaboration with Third Parties. Through partnerships with Special Purpose
Vehicles (SPVs) and private investors, KAMCO ensutieat the NPLs are
professionally managed. This collaboration enharlesresolution process by

pooling expertise and financial resources.

2. NPL Classification and Resolution Approach

KAMCO classifies NPLs into distinct categories lthea recovery prospects. This

classification used to tailor recovery strategied allocate resources efficiently.

Rehabilitation Candidates Borrowers with the potential for financial recoye
are prioritized for restructuring efforts.
Disposition Candidates Non-viable loans are slated for disposal through

securitization, auctions, or bulk sales.
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3. Debt Restructuring Processes
KAMCO customizes restructuring strategies basetth@ninique characteristics of the

NPLs. Key methods include:

- Interest Rate Reduction Lowering rates to ease borrowers’ repayment msde
« Principal Reduction. Reducing the outstanding loan amount for borreweth
severe financial challenges.
« Debt-to-Equity Conversion. Converting debt into equity stakes in a borrower’
company to align interests and facilitate recovery.
- Sale-and-Leaseback ArrangementdPurchasing a borrower’s asset and leasing it
back to provide liquidity while allowing continuede of the asset.
+ Microcredit Support. For individual borrowers, offering microloans taéd to
meet immediate financial needs and prevent fudeinquencies.
4. Selecting the Right Resolution Strategy
KAMCO evaluates each NPL’s circumstances, consideiactors such as borrower
financial health, collateral value, and recovergspects. Based on this analysis,

KAMCO selects the most suitable resolution pathethlr through restructuring,

liquidation, or market-based solutions.

KAMCO's Disposal and Liguidation of Assets

KAMCO's disposal and liquidation of assets invadiategic processes to efficiently
sell or liquidate NPLs. This is essential to reconvgfunds, improving financial institutions'
balance sheets, and maintaining stability in S&lttea’s financial market. Here are the key

methods KAMCO uses for asset disposal and liquodati

1. Public Auctions: KAMCO frequently organizes public auctions to sadllateral

assets associated with NPLs. These auctions & lodéld for real estate, machinery,
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or other valuable assets used as collateral byultief borrowers. Public auctions

ensure transparency and allow KAMCO to reach acbanaience of potential buyers.

. Online Auction Platforms: KAMCO leverages online auction platforms to reach
wider audience for asset sales, making it easrgpdtential buyers to participate in
the auction process from anywhere. This digitaFe@gh enhances accessibility and
can result in better pricing due to increased cdithp@ Online auctions are
particularly effective for smaller assets or theseemote locations, where physical

auctions might not attract enough participants.

Figure 4.4. KAMCO Online Bidding System (On Bidpeess

IOn-bid System Operation : Online Bidding System

As of 2022

* Purpose of the System : Online Public Asset Disposal System (

« Method of Disposal : Online Bidding Manner (Online Auction) 2.5miL. usD 84.2 BIL.

« Assets on Sale : State and public property, seized property, goods, etc. Accumulated Accumulated

. . t creery Participants to transaction
Seller : Government & Public Institutions Bidding srGtinte

« Buyer : All types of buyers who can bid online

Public Notice of BQ‘r;Li_ne
Sales idding
Government & .
Public Institutions OnBid The general Public
Online Consulting &
Contract Support

Additional/Benefit Services Connection with System

« Shinhan, Hana, Woori, Busan bank « Digital Brain, Nara Market Place * Ministry of Education(MOE)
» Seoul Guarantee Insurance « Internet registration » Defense Acquisition Program Administration
* Korea Information Certificate Authority * Automobile Insurance records check * Korea Post
Incorporation (KICA) « Map Information Service « Public Procurement Service
* Soft Forum

Source: KAMCO (2024)

The OnBid System in South Korea is an online pudsget disposal platform operated
through a transparent and efficient bidding prad@ssigned to facilitate the disposal
of state and public properties, seized assets,otrel goods, the system connects
government and public institutions (sellers) with general public (buyers) via online
auctions. It ensures fairness and accessibilitypdoyiding public notices of sales,
online bidding, contracts, and consulting suppagtvises. With 2.5 million
accumulated participants and transaction volumashieg USD 84.2 billion as of

2022, OnBid plays a pivotal role in enhancing aigatdity and market efficiency.
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Supported by secure payment systems, additionagfibeservices like internet
registration and map information, and connectiankely systems, OnBid fosters a

robust and transparent digital marketplace fortatisposal.

Figure 4.5. KAMCO Online Bidding System (On Bidpeess

SYSTEM WORK PROCESS

Under the public auction system, membership, notice registration, computerization of bid execution and disposition method are available
for using agencies, and improved method of bid participation and acquisition of a range of information is available to the bidders

Using Agency (Seller, ; : / Bidder (Buyer
) ghgency (sele) Public Auction System e (Buyer)
Easy membership based i = o L Computerization of
on e-signature i ) | Article to be disposed through — membership
/ { public auction \ =
f S ) Can access a range of bid related
Ad°pt'°"_ F'f standard article | A information, highest bid price and
classification system asking price
| Article registration and drafting of 1\ X I Provide range of information
public notice of bid for decision making in bid

Bid process by using agencies, and |

‘ Give guides on post-process after |
characteristics of article

wining contract

Available to adopt various J

sales/disposition methods virtual account

Information share and
cooperative system

saipuabe Buisn 03 pajesipap abey

Provide customized article

. { Make payment through
‘ information

) [ Analysis of information statistics |
Fee payment management S s 2
J Integrated monitoring

Information link

+ Internal customer UKD s .
+ External using agencies financial [ government
customer ;| institutions || department

‘ + Individual member/individual
« Private sector customer >

business
+ Corporate/non-corporate member

internal

VHrfore\gnwgaﬂ” system | /

Source: KAMCO (2024)
3. Special Purpose Vehicles§PV9 for Securitization: For certain types of assets,
KAMCO sets up Special Purpose Vehicles (SPVs) tordize the distressed assets,
effectively turning them into tradable securitid$is approach pools assets into a
single financial instrument, which is then solditwestors. Securitization through
SPVs allows KAMCO to attract a broader range oésturs, diversify risk, and raise

liquidity efficiently than through direct assetesklone.

4. Partnerships with Asset Management FirmsKAMCO partners with private asset
management companies that specialize in NPLs. Ghroinese partnerships,
KAMCO benefits from the expertise and networksrofgte firms to manage, market,

and sell assets effectively.
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4.4.3 Indonesia

Indonesia’s non-performing loan (NPL) resolutioanfrework employs two primary
approaches: internal workouts by banks and dispbsalgh asset management companies
(AMCs). These strategies aim to strike a balanted®n operational efficiency, regulatory
compliance, and optimizing recoveries from disieds$oans. The following sections
provide a detailed explanation of these practieegphasizing the methods, advantages,

challenges, and recommendations.

Internal Workout (Bank-Side Approach)

Internal workouts represent the first and most iiate strategy employed by banks
in Indonesia to address NPLs. This approach focosds-house mechanisms to recover
loans while managing distressed borrowers effdgtivBy retaining control over the
resolution process, banks aim to minimize lossedept their financial health, and maintain

long-term relationships with borrowers.

Loan Restructuring. Loan restructuring is the cornerstone of internafkouts. It
involves modifying loan terms to reflect the borexg financial situation, enabling gradual

recovery of the loan while providing relief to therrower. Key practices include:

1. Modification of Loan Terms:
o Banks often adjust interest rates, extend repaymerbds, or even reduce the
principal amount to ease the financial burden andveers.
o Grace periods and temporary payment holidays soeodflered to borrowers facing

short-term financial challenges, allowing them tioetabilize.

2. Risk-Based Decision-Making:
o Decisions regarding restructuring are guided byragrehensive assessment of the

borrower’s financial condition, including:
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= Cash flow stability: The borrower’s ability to geate consistent income to meet

restructured obligations.

= Sectoral risks: Economic conditions affecting therrbwer’'s industry,
particularly in sectors like tourism or agricultumehich are highly sensitive to

market fluctuations.

= Collateral valuation: The quality and liquidity obllateral securing the loan,

which provides a fallback option for recovery.
3. Sector-Specific Strategies:

Banks often design tailored restructuring solutifmmdorrowers in distressed sectors.
For example, loans in the tourism industry maydstructured with longer repayment

horizons, anticipating sectoral recovery.

Recovery Units and Borrower EngagementTo operationalize restructuring and
manage NPLs effectively, banks establish dedicagedvery units. These teams are

responsible for:

- Engaging proactively with borrowers to negotiatstmecturing agreements that align

with their repayment capacity.
Monitoring restructured loans to ensure adheremoevised terms, mitigating re-default.

Initiating legal enforcement, including collatesadizure or liquidation, in cases where

borrowers fail to comply with restructuring terms.

Asset Securitization

POJK No. 11/POJK.03/2019 on Asset Securitization @mmmercial Banks,
establishes a regulatory framework for asset d&gation to guide Indonesian commercial

banks, addressing the need for alternative fundieghanisms to enhance liquidity and



improve balance sheet structures. Asset secuidtizatvolves converting pools of financial
assets into tradable securities, enabling bankdtain funds backed by cash flows from
these assets. To mitigate associated risks, thelatemn mandates strict adherence
to prudential principles to safeguard credit andketastability, aligning with both national

and international standards. The regulation dettegscomponents of securitization:

1. Asset Securitization: The issuance of Asset-Backeturities AEBA) where
repayment is derived from the cash flows of trameteassets.

2. Securitization Participants: Critical roles inclutie originator (bank), issuer, servicer,
credit enhancement provider, liquidity facility prder, investors, and custodian

banks, ensuring transparency and structured pregess

The asset securitization regulated under POJK B QJK.03/2019 is, in practice,
primarily applied tgerforming assetsin Indonesia, excluding Non-Performing Loans
(NPLs). While the regulation allows for the sedmétion of NPLs as part of banks' assets,
practical implementation faces significant challengOne of the main obstacles lies
in pricing mechanisms which are critical to aligning the interests gmelferences of banks
as originators and potential investors. As a resulile the regulatory tools are already in
place, the implementation of NPL securitization Imaé been carried out optimally in
practice, highlighting the need for further martevelopment and alignment of stakeholder
expectations. These challenges hinder the praetittion of NPL securitization, despite
its potential as a strategic tool for improvinguidjity and managing distressed assets within

Indonesia’s financial system.

NPL Disposal via Asset Management Companies (AMC)

AMCs play a pivotal role in Indonesia’s NPL resauat landscape. These entities

specialize in acquiring NPLs from banks, managihgnt efficiently, and ultimately
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disposing of them to recover value. This approdlolva banks to clean their balance sheets

and focus on core banking activities.

Management of Acquired NPLs Once NPLs are acquired, AMCs focus on
stabilizing and optimizing their value through ¢add management strategies. This phase
sets the foundation for effective resolution byweimg) that assets are appropriately prepared

for disposal or restructuring. Key elements include

1. Tailored Asset Management:Strategies are developed based on a comprehensive
assessment of the asset's value, legal complexity,marketability. AMCs prioritize
restructuring for assets with viable recovery ptéénwhile focusing on debtor

cooperation and market conditions.

2. Restructuring Efforts: For debtors categorized as collectible, AMCs imp@at
restructuring mechanisms, such as repayment tejustaeknts, interest rate reductions,
or partial debt forgiveness. These measures aimstore debtors’ repayment capacity

while securing recovery for the institution.

3. Data-Driven Decisions: Historical financial data, risk profiling, and seecspecific
insights guide the management approach. These sasabnsure that strategies are

realistic and aligned with broader economic condii

By focusing on these principles, AMCs create adsfadundation for effective asset

recovery and market readiness.

Disposal StrategiesDisposition of NPLs is a critical aspect of AMC ogions,
requiring a dynamic and flexible approach to maxenrecovery. The key disposal

methods employed by AMCs include:
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1. Direct Negotiation Sales:High-value or strategically located assets ard fwmiough
direct negotiations, providing flexibility in priog and transaction terms. This method

ensures customized solutions for individual buyseds.

2. Auctions Through KPKNL: Auctions are a transparent and efficient mecharism
disposing of low-demand or complex assets. Conduittough the State Asset and
Auction Service Office (KPKNL), auctions attractnepetitive bidding and provide fair

market pricing.

3. Sales Through Property Agents:Property agents are engaged to market assets to
targeted buyers, including institutional investarsd niche markets. This approach

broadens market exposure and improves the chahsasaessful disposal.

4. Bulk Sales and Portfolio Grouping: AMCs package high- and low-quality assets into
bundled portfolios, creating diversified investmepportunities for institutional buyers.

This strategy balances risk and value, increasia@ttractiveness of the offering.

Direct Sale

Direct sale is another widely used method for NRpaisal, applicable to both banks
and AMCs. This strategy involves selling NPLs tiodtparty investors through transparent

auctions or private negotiations.

Auction Sales Auctions provide a competitive platform for sefjiNPLs, attracting
institutional investors, private equity firms, aadset recovery specialists. Aggregating

NPLs into portfolios enhances their marketabiligl aalue.

Private Transactions For high-value or complex assets, private netjotia allow

sellers to tailor agreements to buyers’ requires)astimizing deal outcomes.
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4.4.4 Comparative and Gap Analysis

COMPARATIVE ANALYSIS

This analysis delves into the strategies, operatiorechanisms, and challenges of
NPL disposal, comparing the sophisticated systerhsKkarea Asset Management
Corporation (KAMCO) in South Korea with the emeigiinameworks used in Indonesia.
The analysis identifies key differences, strategicantages, and gaps, providing actionable
recommendations to enhance Indonesia’s NPL manadeonactices. Insights are drawn
from KAMCO'’s best practices, offering a pathway lodonesia to adopt scalable, market-

oriented, and innovative solutions.

1. Strategic Approaches to NPL Disposal

KAMCO'’s Systematic and Scalable Model KAMCO stands as a benchmark for
structured and institutionalized NPL disposal syste The cornerstone of its strategy
is portfolio diversification , where NPLs are pooled into portfolios with varyitsk profiles.
This approach reduces risk concentration, enhameeket appeal, and attracts a broader
investor base that includes both domestic and natemal participants. KAMCO’s
commitment tesecuritization transforms illiquid NPLs into marketable secusti&hrough
the establishment @&pecial Purpose Vehicles (SPVsassets are isolated from balance
sheets, thereby reducing risk for investors. Adddily, credit enhancement measures, such
as guarantees and over-collateralization, make sexzurities more attractive to institutional

investors, improving liquidity and acceleratingetsgcovery.

KAMCO's approach is characterized imarket alignment, ensuring that strategies
cater to investor demand while adapting to markgtles for sustainability. By
forging third-party collaborations, such as joint ventures with private investors NK2O

pools expertise and resources to optimize recosfboyts. This partnership model not only
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enhances the efficiency of NPL management but falsters private sector participation,

creating a robust and dynamic distressed asseemark

Indonesia’s Practical and Localized Model Indonesia’s NPL disposal strategies
focus on addressing local market needs but lackirtbgtutionalized framework and
innovation seen in KAMCO. The emphasislocalized market adaptationensures that
strategies are practical and aligned with immediatevery goals, though they often forgo
scalability and long-term sustainabilifyecuritization, a proven tool for liquidity
enhancement, remains largely unexplored in Indan®ghile it is recognized as a potential
mechanism to attract institutional investors, openal and regulatory readiness for its

adoption is still under development.

Indonesia’s reliance airect sales and auctionseflects its localized approach.
Auctions, adjusted to domestic market dynamicscanglucted through formal government
platforms. However, challenges suchvakiation discrepancieslow participation rates,
andlimited transparency restrict their effectiveness. Collaboration witlivate entities,
while present, is generally exploratory and operetily focused, lacking the strategic depth

and innovative partnerships seen in KAMCO’s model.

2. Operational Mechanisms in NPL Management

KAMCO’s Transparent and Robust Framework. KAMCO employs a
comprehensive and transparent operational framevi@rkNPL disposal. Itfive-step
securitization processbegins withasset pooling aggregating NPLs with diverse risk
profiles to create marketable portfolios. Thesdfplios are transferred to SPVs, ensuring
risk separation and enhancing transparency. Thensge ofAsset-Backed Securities

(ABS) facilitates liquidity creation, whileredit enhancements such as guarantees,
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increase the appeal of these securities to invesBy targeting institutional investors,

KAMCO ensures liquidity inflow and broadens margatticipation.

KAMCO’s auction processes are equally structuredd alsompetitive.
Leveragingdigital platforms and structured data rooms, KAMCO attracts both ekiim
and international participants. Proactive markestrgtegies and global alignment ensure
high visibility and participation. Competitive bithgy and standardized timelines further

reinforce investor confidence and maximize recovatgs.

Indonesia’s Emerging Framework Indonesia’s operational mechanisms for NPL
management are in a developmental stage. Auctemsin a key mechanism but face
challenges related tmministrative inefficiencies limited scalability, andinsufficient
international promotion . Transparency is constrained, and digitalizatitores are nascent,
resulting in reduced investor confidence and lopwarticipation rates. Despite these
limitations, there is growing awareness of the piék benefits of advanced mechanisms

like securitization, with exploratory initiativesiderway to assess feasibility.

3. Challenges in NPL Disposal
Both systems encounter challenges, but their nanagenitigation strategies vary.

Valuation Discrepancies KAMCO addresses valuation issues through indegrand
appraisals and market-based pricing, supplememtecedit enhancements to mitigate risks.
Indonesia, however, struggles with gaps betweeeraryd seller expectations, relying on

flexible pricing and efforts to enhance market dateuracy.

Regulatory Barriers. KAMCO's alignment with international standardeesimlines
compliance and facilitates market access. Convwerselonesia faces legal and procedural
complexities, particularly in collateral executiamd auction processes, which deter broader

participation and require substantial reforms.
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Market Reluctance Investor hesitancy is mitigated in KAMCO’s modbkftough
transparent processes, credit enhancements, ambjwoal efforts. In Indonesia, limited
buyer interest is compounded by legal uncertainied market-specific challenges,

necessitating improved asset grouping, due diligeaied targeted promotion.

Operational Delays While South Korea’s KAMCO efficiently coordinatesulti-
stakeholder processes, Indonesia experiences ddlagsto resource constraints and
procedural inefficiencies, highlighting the need $tandardized workflows and enhanced

operational capacity.

Table 4.3. Coparative Analysis on NPL Disposal Feaark

Topic South Korea Indonesia

Strategic KAMCO employs portfolio Focuses on localized and
Approaches to |diversification, securitization practical strategies, relying on
NPL Disposal |through SPVs, and strategic direct sales and auctions. Lacks$
private collaborations to optimiz¢broader frameworks and
recovery. It adapts to market scalability. Securitization is under
cycles and ensures investor appgidvelopment, with limited

with credit enhancements and |strategic private collaborations.

institutionalized frameworks.

Operational Comprehensive framework Emerging framework centered on

Mechanisms in |including asset pooling, ABS auctions, facing transparency,

NPL issuance, and transparent auctigssalability, and promotion
Management |Uses digital platforms for challenges. Digitalization is in its
competitive bidding and early stages, with exploratory

international promotion, ensuringinitiatives for securitization.
high participation and market

visibility.

Challenges in |Addresses valuation discrepanciedtruggles with valuation gaps,

NPL Disposal |with independent appraisals, regulatory barriers, and market
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aligns with international standargsgluctance. Faces operational
and mitigates market reluctance|delays due to resource constraints
through transparent processes dmohd lacks standardized

credit enhancements. workflows.

GAP ANALYSIS

The analysis underscores critical gaps in IndoiehiBL disposal practices:

Strategic Frameworks Limited comprehensive frameworks are in placesdale
NPL disposal and align efforts with broader finahdtability goals. Additionally, risk
diversification and scalability are underemphasizeducing the potential for effective,

Iong-term outcomes.

Auction ProcessesAuctions lack international competitiveness arahgparency,
facing challenges in attracting sufficient partaps and achieving competitive pricing.
Limited promotion, digitalization, and complex adhstrative procedures further hinder

auction efficiency and investor appeal.

Securitization Frameworks. There is an absence of established frameworks to
facilitate liquidity enhancement and risk trangfepugh securitization of NPL. Operational

readiness for advanced mechanisms like ABS issuamt&PVs remains underdeveloped.

Regulatory and Market Challenges Misalignment with international standards
restricts global investor participation, while pedaral inefficiencies increase costs and
reduce recovery rates. Market reluctance, legalpbtexities, and the absence of structured

asset grouping or promotion strategies limit theeah of NPL portfolios.
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Operational Inefficiencies Delays in auction settlements, non-standardized
workflows, and insufficient process optimizationduee recovery rates and overall

efficiency. These inefficiencies impact the speeNPL resolution.

Collaboration and Foreign Investor Engagement Limited use of strategic
partnerships with private entities constrains recpwprocesses. Additionally, regulatory
opacity and minimal alignment with global best piGs reduce foreign investor

participation, further weakened by inadequate ptamal efforts.

4.5 Development of NPL Secondary Market

The secondary market for Non-Performing Loans (NRBEsves as a critical component of
modern financial systems, offering mechanisms&mikis to offload distressed assets and redirect
their focus toward productive lending. The creatdrsuch markets enables banks to improve
liquidity, comply with regulatory capital requiremts, and reduce systemic risks associated with

high levels of NPLs.

4.5.1 Global Best Practices

Global financial crises, including the Europeaneseign debt crisis and Asia's post-
COVID-19 challenges, have underscored the neemburst secondary markets to manage
and resolve NPLs effectivéfy This section examines innovative mechanisms,|aggy
structures, and operational strategies while antiim roadmap for Indonesia to develop an

efficient and sustainable secondary market for NPLs

53 PricewaterhouseCoopers. (2008). NPL Asia, Issudhé Asian non-performing loan market.
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Requlatory Frameworks Supporting NPL Secondary Marlets

A well-structured regulatory framework is criticébr fostering efficient and
transparent NPL secondary markets. Regulatory stuppavides the foundation for investor
confidence, ensures fair competition, and mitigayassemic risks associated with the trading

of distressed assets.

1. Global Standards and Guidelines

International regulatory bodies and financial ingibns have established standards to

ensure consistency, transparency, and efficien8jPib secondary markets.

* EU NPL Directive: The EU has developed a harmonized framework &oraging
NPLs across member states, culminating in Direc{izb)) 2021/2167. This
directive establishes transparent rules for ciselvicers and purchasers, reduces
entry barriers, and ensures data consistency. @hdtrs increased cross-border
investment and market liquidity, particularly inoeomies with historically high
NPL levels, such as Italy and Greéte.

 IMF Recommendations The IMF emphasizes the need for streamlined
bankruptcy laws, improved creditor rights, and eligel judicial procedures to
support the efficient functioning of NPL marketarprehensive legal reforms not

only attract investors but also enhance debt regquecesse®

2. Country-Specific Approaches
While global standards provide overarching priresplcountry-specific regulatory

frameworks tailor these guidelines to address lowaket dynamics and challenges.

54 KPMG. (2018). Prerequisites for developing marketdistressed assets. KPMG International.
%5 International Monetary Fund. (2015). A strategydeveloping a market for nonperforming loans aiyi{IMF
Working Paper No. WP/15/24). International MonetBend.



» South Korea’s KAMCO Model: The Korea Asset Management Corporation
(KAMCO) has been instrumental in stabilizing Soltbrea's financial system by
acquiring, restructuring, and disposing of NPLs.NM\@O operates under a robust
framework, ensuring consistency in valuation arsblegion mechanisms. It has
become a model for emerging economies seekingtigedPL management.

» ltaly’'s GACS Program: ltaly’s Garanzia sulla Cartolarizzazione delléf&@nze
(GACS) program leverages government guarantees emiors tranches of
securitized NPL portfolios, reducing investor reskd encouraging private sector

participation.

Market Mechanisms and Instruments

Market mechanisms and instruments are essentitddafficient functioning of NPL
markets. They facilitate the transfer and resotutd distressed assets by providing clear

structures, transparency, and tools that enhandeetriguidity and investor confidence.

1. Asset Management Companies (AMCS)
AMCs are entities established to manage distreassels, playing a pivotal role in
resolving NPLs and stabilizing financial systemiseyf provide a structured approach

to the acquisition, management, and disposal ofd\Phsuring efficient resolution.

* Spain’s SAREB. Established in 2012 during Spain’s banking criS&REB
manages real estate-relatdéLs and foreclosed assets. It purchases distressed
assets from banks and uses market-driven stratégiesfficient divestment,

balancing financial returns with economic stabitfty

56 European Commission. (2018). First progress reporthe reduction of non-performing loans in Europe
European Commission.
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» Thailand’'s TAMC . Formed after the AsidrfinancialeCrisis, TAMC centralized
NPL management in Thailand, focusing on restrusturviable loans and
liquidating nonviable ones. It played a crucialerah restoring stability to the

country’s financial sectoY.

2. Securitization
Securitization is a financial instrument that tfanss illiquid assets into marketable

securities. It is a powerful tool for mobilizingmtal and reducing risk exposure.

» ltaly's GACS Program: Securitization allows banks to bundle NPLs into
marketable securities, which are then sold to itoves Italy's GACS program
enhances this process by providing state guarargessring investor confidence
and reducing perceived risks.

» Japan’'s RCC-Driven Securitization Japan’s Resolution and Collection
Corporation (RCC) plays a pivotal role in NPL sézation by acquiring
distressed assets and converting them into tradiailements, creating liquidity

while maintaining stability®

3. Digital Platforms
The Asian Development Bank (ADB) Roadmap highligthts potential of digital
platforms to streamline NPL transactions, reducgs;and increase transparency.
These platforms facilitate seamless interactiohsédxn buyers and sellers, improving

market accessibility and operational efficieidy.

57 Asian Development Bank. (2008). Nonperforming bam Asia: Causes, impacts, and resolution strasegi
Asian Development Bank.

8 Bank of Japan. (2002). Japan's Nonperforming LRratlem. Quarterly Bulletin.

% Asian Development Bank. (2022). Road map for degiely an online platform to trade nonperformingisa
in Asia and the Pacific.



Prerequisites for Developing Secondary Markef§

Creating and sustaining such markets requires ngeséveral critical prerequisites,
which can be categorized into legal and regulafeayneworks, market infrastructure,

institutional support, and incentives for markettiogpants.

1. Legal and Regulatory Foundations
Efficient NPL markets require strong legal framekgorthat support quick and
predictable debt recovery. Streamlined insolvemwoysl and foreclosure procedures
are essential for attracting investors. The UK, dgample, has implemented legal

reforms that facilitate faster NPL resolutions.

2. Data Transparency and Standardization
Standardized reporting, such as the templates gedvby the European Banking
Authority (EBA), ensures consistent and reliableadar investors. High-quality data

improves asset valuation accuracy and builds mamkstt

3. Market Incentives
Government interventions, such as tax benefitdNfeL transactions and guarantees
for securitization, incentivize private sector papiation. Italy’s tax incentives for

NPL buyers have significantly increased marketvéyti

Operational Challenges in NPL Secondary Markets

1. Liquidity Constraints
High bid-ask spreads in underdeveloped marketsr deteestor participation.
Addressing these constraints through accuratengriciechanisms and state-backed

guarantees can enhance market liquidity.

80 KPMG. (2018). Prerequisites for developing marketdistressed assets. KPMG International.
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2. Institutional Capacity
Many developing countries lack the institutionafrastructure to manage NPL
transactions effectively. Capacity-building iniia&ts, such as training programs and
international partnerships, are critical for ovenoag these challenges.

3. Economic Uncertainty
External shocks, such as global recessions, cdongréhe NPL resolution process.
Countries must adopt contingency measures, suestalslishing state-backed AMCs,

to stabilize markets during crises.

Lessons from Global Case Studies

1. Europe: Harmonized Regulations and Centralized Datdlatforms®!
The European Union (EU) has implemented XL Directive, which harmonizes
regulations for credit servicers and purchasedsigiag barriers and enhancing cross-
border NPL transactions. Theuropean DataWarehouse (EDW)serves as a
centralized platform providing standardized, rdBadata, addressing information
asymmetry and boosting investor confidence. Thismk@oation of regulatory
alignment and data transparency has made the Tiup&an Union (EU) a global

leader in cross-border NPL trading.

2. Asia: Leveraging Asset Management Companies and Digl Platforms
Asia showcases effective use of Asset Managemeanp@oies (AMCs) and emerging
digital platforms in NPL resolution:
* Thailand’'s TAMC centralized NPL management during the Asian fir@mcisis,
stabilizing its banking sector through standardirestructuring and liquidation

mechanisms.

61 European Commission. (2018). First progress reporthe reduction of non-performing loans in Europe
European Commission.
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» South Korea’s KAMCO demonstrated the effectiveness of a centralizedCAM
model, acquiring and resolving distressed assétsmarket-driven transparency.

» Digital Platforms, as proposed by the Asian Development Bank (ADBbhe
“Road map for developing an online platform to &#adnperforming loans in Asia
and the Pacific”, improve efficiency, reduce cosis attract global investors by

facilitating seamless NPL trading.

3. Japan: Market-Based Solutions with Government Intevention®?
Japan’s Resolution and Collection Corporation (RG@egrated market-based
securitization with state intervention to manage_8lRom its banking crisis in the
1990s. The RCC rehabilitated viable borrowers,idigied unviable assets, and used
securitization to generate liquidity, providing aldnced model for public-private

partnerships in NPL resolution.

4.5.2 South Korea

South Korea's development of a robust Non-Perfagniinan (NPL) secondary
market offers a comprehensive model for addregsiagcial instability through structured,
transparent, and efficient mechanisms. This sesfjothesizes insights from key literature,
including experiences of South Korea during anerdlfte 1997 financial crisis, emphasizing
the institutional, operational, and regulatory feamorks, and the processes leading to the

successful development of the NPL secondary market.

Institutional and Requlatory Framework

South Korea’'s NPL secondary market relied on strovggitutional roles and a

comprehensive legal framework that ensured systemaicesses and market trust.

52 Bank of Japan. (2002). Japan's nonperforming pwablem.
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1. Institutional Design
» Korea Asset Management Corporation (KAMCO)
KAMCO was pivotal in acquiring, managing, and resaj NPLs. It used a
market-driven approach, purchasing NPLs at faitketaralue (often significantly
discounted from nominal values) to reduce the firedburden on banks.
o Market-Making. KAMCO acted as a market maker by creating platfosmd
infrastructure necessary for NPL transactionshindbsence of a functioning
NPL market, it established auction systems, engage@te investors, and
institutionalized transparent transaction mechasism
o Innovative Approaches KAMCO introduced Joint Venture Special Purpose
Vehicles (JV-SPVs), allowing private investors to-iovest in pooled NPL
portfolios. These JV-SPVs reduced financial risk thee public sector while
attracting private sector expertise and capital.
o International Collaboration. KAMCO collaborated with international
investors and agencies, leveraging global besttipescto attract diverse

participants into the NPL market.

« Private Sector Participation
Private equity firms, private asset management emmeg, and foreign investors
actively collaborated with KAMCO to enhance mardéiciency, provide liquidity,

and innovate in asset recovery strategies.

* Financial Supervisory Commission (FSC)
The FSC provided regulatory oversight, ensuringfthancial institutions adhered
to capital adequacy requirements and risk managestandards. It enforced

compliance with NPL classification and provisionirggulations to standardize
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market operations. The FSC coordinated closely Wi#MCO, providing the

regulatory backing needed for institutional effiag and public trust.

Korea Deposit Insurance Corporation (KDIC)

Provided financial stability through deposit inswa payouts and bank
recapitalization, supporting a stable environment NIPL transactions. KDIC
offered financial support to recapitalize banks gmdvide deposit insurance,
ensuring stability in the banking system. KDIC pared with KAMCO in

purchasing NPLs from distressed banks, helpindaioilze financial institutions

while allowing them to focus on core banking opers.

2. Legal and Regulatory Framework

Non-Performing Asset Management Fund (NPAF)

The NPAF, financed through public and private dbations, was created to fund
KAMCO'’s operations, ensuring sufficient resourcestquire and manage large
volumes of distressed assets. This fund provideditiancial backbone for South

Korea’s early crisis response.

Empowering Legislation
Laws like the KAMCO Act and the Asset-Backed Sdaation Act provided
legal clarity for asset acquisition, pooling, amttwitization processes, reducing

risks for market participants.

Transparency and Governance
Legislation required regular disclosures and coamgke with valuation and
transaction standards. This reduced informatiomasgtry and improved investor

confidence in the market.
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« Tax and Fiscal Incentives
Tax exemptions and reduced transaction costs fdrtiféles encouraged private
sector participation, boosting liquidity and fostgra competitive environment.

These incentives were critical in stimulating eanlgrket activity.

Operational Framework

South Korea's NPL secondary market was built orowndation of innovative

operational mechanisms:

1. Standardized Valuation Methodologies
KAMCO implemented uniform valuation processes basedcollateral quality,
borrower profiles, and forward-looking economic igadors. This approach
minimized disputes and streamlined pricing mechmasis/aluations were regularly

updated to reflect market conditions, ensuring etewpricing for buyers and sellers.

2.  OnBid Auction Platform
The OnBid platform, developed by KAMCO, allowed fopen and competitive
bidding for NPLs. By providing real-time asset dlstand transaction transparency, it
attracted a wide range of investors, both domesitt international. The platform
reduced transaction costs, streamlined the bidolingess, and minimized delays in

asset transfers.

3. Use of Special Purpose Vehicles (SPVs)
SPVs pooled NPLs into portfolios, issuing secugiianstruments to spread risk
among multiple investors. This attracted institaéibinvestors and increased market
liquidity. KAMCO retained partial ownership in SPVallowing it to benefit from

future recoveries while maintaining legal and ficiahseparation of assets.
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4. Debt Restructuring Mechanisms
Before disposing of NPLs, KAMCO restructured dehbtotgh renegotiation of
payment terms, interest rate reductions, or debgtoty swaps. This improved the

financial health of distressed assets, increasielg marketability and recovery rates.

Process of Developing the NPL Secondary Market

The development of South Korea’s NPL secondary atankolved several stages.

1. Crisis Response Phase (1997-2000):
The government injected public funds through KAMGAd KDIC to acquire
distressed assets and stabilize the financialrsystemediate measures included bank

recapitalization and liquidity support to preveystemic collapse.

2. Market Development Phase (2001-2010):
KAMCO introduced SPVs and securitization, attragtiprivate capital and
diversifying market risks. The government and KAM@&ined market participants,

fostering expertise in asset management and triamsatructuring.

3. Maturity Phase (2011—-Present)
The market evolved into a self-sustaining systeiithh wveduced reliance on public
funds, and a sustainable ecosystem, with KAMCGsttimming to a market facilitator

role. Regulatory reforms and technology integratiopported continued growth.

Key Success Factors

1. Strategic Institutional Leadership
KAMCO'’s critical role, supported by FSC and KDIGyseired clear accountability,

market consistency, and effective decision-making.
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2. Comprehensive Legal and Regulatory Framework:
A transparent and well-enforced legal and reguati@mework provided clarity for

market participants, encouraging broader invesadigipation.

3. Innovative Mechanisms:
South Korea leveraged advanced financial tools @keBid and SPVs enhanced

market efficiency, attracting domestic and inteiora! investors.

4. Public-Private Collaboration:
South Korea’s NPL secondary market benefited saamtly from public-private
collaboration. Co-investment schemes facilitatesk-sharing and expanded the

investor pool, boosting market liquidity.

5. Capacity Building and Expertise:
South Korea’'s commitment to capacity building eeduhe sustainability and long-
term efficiency of its NPL secondary market. Tragiprograms and partnerships with
private entities helped develop technical expertmgsuring sustainable market

operations.

4.5.3 Indonesia

The secondary market for Non-Performing Loans (NRilays a critical role in
enhancing financial stability by enabling banksefficiently offload distressed assets and
focus on productive economic activities. In Indoagthis market remains underdeveloped,
with transactions often limited to bilateral agrests that lack scalability. Establishing a
robust secondary market would improve asset liguidittract diverse investors, and

strengthen the financial sector's resilience agaysemic risks.



Current State of NPL Market in Indonesia

Indonesia’s current NPL market operates within agrmented and inefficient
framework, heavily reliant on internal bank restaig or private, bilateral sales. These
mechanisms, while providing some level of reliatKd the transparency, competitiveness,
and scale necessary for a well-functioning andasueble secondary market. The main

characteristics are as follows:

1. Market Fragmentation
NPL transactions are predominantly private negotiatbetween banks and a limited
pool of local investors. This approach restrictsrkefa competition, resulting in

suboptimal pricing and execution.

2. Limited Market Depth
The market lacks sufficient diversity in its bupaise, with minimal participation from
institutional or international investors. This regs liquidity and the development of

scalable market solutions.

3. Regulatory Ambiguity
While regulatory frameworks permit the sale of NPLkey are unable to establish
clear and comprehensive guidelines regarding valuastandards, transaction
procedures, and investor protections. This regulat@ap creates uncertainty for

potential investors.

4. Transparency Deficiencies
The absence of a centralized trading platform l¢ads lack of publicly available
information on loan-level details, such as assatityuand recovery rates. This lack of

transparency complicates investor due diligencedaters broader participation.
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5. Economic Context
External shocks, such as the COVID-19 pandemie paviodically caused spikes in
NPL ratios. Although the ratios remain managedhkse fluctuations underscore the
need for a robust framework to resolve distresssdta efficiently during economic

downturns.

Challenges in Establishing an NPL Secondary Market

The development of a secondary market for NPLisdomhesia faces several structural,

legal, and operational challenges:

1. Legal and Regulatory Barriers
e Complex Foreclosure and Bankruptcy Processes: iyetb legal procedures
around foreclosure and bankruptcy create unceytaggarding asset ownership,
making NPL transactions unattractive for investors.
* Tax Impediments: High taxes on NPL transactionsicedthe profitability of

distressed asset purchases, discouraging both tomued foreign investors.

2. Infrastructure Deficits
» Lack of Centralized Platforms: The absence of acadéeld marketplace or trading
platform restricts transparency and efficiencytiimg the ability to attract diverse
participants.
» Insufficient Data Availability: Inadequate systefos sharing detailed loan-level

data hinder investors' ability to assess asseityjaaid recovery potential.

3. Limited Investor Participation
» Domestic Investors: A narrow buyer base dominatgdobal entities reduces

market competition and liquidity.



» Foreign Investors: International participants arikero deterred by unclear

regulatory frameworks and concerns over enforciéabil contracts.

4. Valuation and Pricing Challenges
* Inconsistent Valuation Standards: The absenceaofiatdized methods for loan
valuation results in disparities in pricing, undarimg confidence in the market.
* Regulatory Constraint on Valuation: Regulations dzde that NPLs from state-
owned banks be purchased at minimum 100% of thiicipal value, restricting
the use of market-driven valuation mechanisms hatkeby hindering efficiency

and cost-effectiveness.

5. Cultural and Institutional Resistance
Risk-Averse Banking Culture: Indonesian banks ofteoritize internal restructuring
of NPLs rather than selling them in the open markis cultural bias, coupled with
limited expertise in distressed asset managememtpérs large-scale market

participation.

Importance of Developing a Secondary Market for NPIs

Developing a secondary market for NPLs is vital fmdonesia’s financial sector,

offering the following benefits:

1. Enhanced Financial Stability
A functional secondary market enables banks tosteandistressed assets to

specialized entities, reducing their balance shglet and promoting sector stability.

2. Efficient Capital Allocation
Timely resolution of NPLs allows banks to free @aypital, which can then be directed

toward lending for productive activities, stimufaieconomic growth.
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3. Increased Market Transparency
A centralized platform and clear guidelines improra@sparency and enable investors

to make informed decisions, fostering confidencénéxmarket.

4. Attracting Foreign Investment
A transparent and well-regulated market for NPLaubMa@ttract foreign investors,

bringing both liquidity and expertise to the finaisector.

5. Mitigating Systemic Risks
Efficient handling of distressed assets prevergsaitcumulation of systemic risks,

ensuring faster recovery during financial crises.

The establishment of a structured and transparBat9é¢condary market is a critical
step in modernizing Indonesia’s financial system.aBdressing the regulatory, legal, and
infrastructural barriers, Indonesia can create facient platform for resolving distressed
assets. Such reforms would enhance financial gyalaittract diverse investors, and support

the broader economy’s resilience to external shocks

4.5.4 Comparative and Gap Analysis

COMPARATIVE ANALYSIS

1. Institutional Background and Roles
South Korea has developed a robust secondary miarkéton-Performing Loans
(NPLs), primarily through the Korea Asset Managem&orporation (KAMCO).
Established during the Asian Financial Crisis 371,KAMCO has played a pivotal role in
stabilizing the financial sector by acquiring, mging, and disposing of NPLs using

innovative, market-driven strategies. It servesbath a market maker and facilitator,
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creating platforms like the OnBid auction systerd Everaging international collaborations
to ensure efficiency and liquidity.

In contrast, Indonesia’s NPL market remains undesidped, characterized by
fragmented transactions and limited scalabilityrr€t mechanisms focus on bilateral
agreements between banks and local investors, vidghthe depth and competitiveness
necessary for a thriving secondary market. Thistdidhinstitutional scope reflects the

absence of a centralized entity like KAMCO to managd streamline NPL transactions.

2. Legal and Regulatory Framework

South Korea’s secondary market operates withinnapcehensive legal framework,
underpinned by the KAMCO Act and the Asset-Backedutization Act. These laws
empower KAMCO to acquire distressed assets atnfanket values, often at significant
discounts, providing banks with immediate reliefl @msuring transparent processes for all
stakeholders. Regulatory bodies, such as the RalaBapervisory Commission (FSC),
enforce compliance with strict NPL classificationdaprovisioning standards, ensuring
market consistency and investor confidence.

In Indonesia, the regulatory framework permits NRnsactions but lacks clarity and
comprehensiveness. Prolonged foreclosure and hatolrprocedures, combined with high
transaction taxes, deter market participation. gnificant regulatory constraint is the
requirement that NPLs from state-owned banks nmeiptiochased at 100% of their principal

value, a rule that hinders market-driven pricing eeduces the appeal of assets to investors.

3. Funding and Market Mechanisms
KAMCO employs diverse funding mechanisms, includgayernment-guaranteed
bonds, contributions from the Non-Performing As$eind (NPAF), and advanced

securitization techniques. These strategies all&iMKO to manage large volumes of NPLs

172



effectively and attract international investorsotigh instruments like cross-border asset-
backed securities (ABS).

Indonesia relies on simpler funding sources, ssatlir@ct government contributions
and basic ABS issuance, without leveraging intéwnat capital markets or innovative
instruments. The lack of mechanisms to pool andirgez® NPL portfolios restricts

scalability and diversification, reducing the ovenaarket liquidity and investor base.

4. Operational Practices

South Korea’s operational framework includes stesidad valuation methodologies,
advanced technology integration, and innovativer@gghes like Joint Venture Special
Purpose Vehicles (JV-SPVs) to attract private sega#oticipation. Platforms like OnBid
facilitate transparent and competitive auctionsabéing efficient asset transfers and
minimizing transaction costs.

Indonesia’s operational practices are less stredtufhe absence of centralized
platforms results in limited transparency and iicefht asset transfers. Valuation processes
are inconsistent, with no standardized methodospdeading to pricing disparities and
undermining investor confidence. Data availabilisy also limited, complicating due

diligence and deterring potential buyers.

5. Market Outcomes
South Korea’s secondary market has matured intfagstaining ecosystem with
reduced reliance on public funds and increasedcyation from private and international
investors. By contrast, Indonesia’s NPL market riesyragmented and underutilized, with

limited foreign investor engagement and an ovexneke on internal restructuring.
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Table 4.4. Comparative Analysis on NPL Secondarykieta

Topic South Korea Indonesia

Institutional |KAMCO established a robust |NPL market remains fragmented

Background |secondary market, acting as |with bilateral transactions. Lacks &

and Roles market maker and facilitator |centralized entity like KAMCO to
through platforms like OnBid |streamline and scale operations.
and international collaborations.

Legal and Operates under comprehensiveéRegulatory framework lacks clarity;

Regulatory laws like the KAMCO Act and |foreclosure and bankruptcy

Framework |ABS Act, enabling market- procedures are slow. Mandatory
driven pricing and ensuring 100% principal purchase for state
investor confidence with strict |owned bank NPLs hinders pricing
compliance standards. flexibility.

Funding and |Utilizes diverse funding sourcesRelies on direct government

Market including government bonds, |contributions and basic ABS

Mechanisms |NPAF, and advanced issuance. Lacks pooling and
securitization to attract securitization mechanisms for NP
international investors and reducing scalability and market
manage large NPL volumes. |liquidity.

Operational |Employs standardized Operational practices lack structur

Practices valuations, advanced technologgnd centralized platforms, leading
and platforms like OnBid for |low transparency and inconsistent
transparent auctions. Innovatesvaluations. Limited data availability
with JV-SPVs to engage privatedeters buyers.
participants.

Market Developed a mature, self- Fragmented market with minimal

Outcomes sustaining market with high foreign investor engagement and

private and international invest
participation, reducing reliance

on public funds.

dneavy reliance on internal
restructuring, limiting market

development.
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GAP ANALYSIS

Institutional and Strategic Gaps.While South Korea’'s KAMCO plays a pivotal role
in stabilizing the banking system and facilitatimgrket development, Indonesia lacks a
centralized entity to oversee and streamline NRIhdgactions. The absence of such an
institution limits Indonesia’s ability to createcahesive and scalable secondary market.

Regulatory Limitations. Indonesia’s regulatory framework is less supportfe
market-driven solutions. The mandatory purchassRIfs from state-owned banks at full
principal value prevents the use of discountedatalns, reducing flexibility and efficiency.
In contrast, South Korea’s regulations allow for f@arket valuations and innovative
solutions like securitization, which enhance malikgiidity and investor participation.

Funding and Financial Mechanisms.KAMCO’s diverse funding sources and
securitization techniques enable it to handle laajemes of NPLs and attract international
investment. Indonesia’s reliance on direct govemtneontributions and limited ABS
issuance restricts its financial capacity and $di#tha The absence of advanced funding
mechanisms further limits its ability to mobilizegital effectively.

Operational Efficiency. South Korea’s standardized valuation processesiigitdl
platforms like OnBid provide transparency and éficy, attracting a broad range of
investors. Indonesia’s lack of centralized platfermand inconsistent valuation
methodologies hinders transaction efficiency angbrdeparticipation. Data transparency
remains a significant challenge, reducing markefidence.

Market Depth and International Engagement. South Korea’'s secondary market
benefits from international collaboration and aetdse investor base, including foreign
entities. In contrast, Indonesia’s market is don@daby local investors, with minimal
foreign participation due to unclear regulationgl dimited transparency. This lack of

diversity reduces liquidity and restricts the depehent of scalable market solutions.
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Chapter V. Conclusion and Strategic Actions for Indnesia

5.1 Summary of Findings

5.1.1 Comparative Analysis Summary
The analysis of Non-Performing Loan (NPL) resolutfameworks between South
Korea (KAMCO) and Indonesia reveals distinct défeces in their strategic orientations,

operational mechanisms, and outcomes.

South Korea’'s Framework: A Holistic and Advanced Amproach

South Korea’'s framework, led by the Korea Asset &tgment Corporation
(KAMCO), is a benchmark for effective and comprediea NPL resolution. It embodies a
systemic approach that addresses the challenged ppdNPLs across financial institutions
and other sectors, ensuring both immediate resolatnd long-term financial stability.

1. Institutional and Legal Foundations
» KAMCO operates under a strong legislative framewarkluding theKAMCO
Act andAsset-Backed Securitization Actwhich enable its broad mandate and
provide legal clarity for operations. These lawsilfiate mechanisms such as
securitization, auction-based sales, and intermalticollaboration.
2. Advanced Mechanisms

» Asset-Backed Securitization (ABS):

KAMCO utilizes ABS to transform illiquid NPLs intmarketable securities. This
enhances liquidity, allows for risk sharing, aneats a diverse investor base.

* Online Platform:

The OnBid system supports NPL resolution in Souttreld by providing a

transparent and efficient platform for asset dighoBhrough standardized online
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bidding, it ensures competitive pricing, accelesatL transfers, and enhances
financial stability.

International Investor Engagement:

KAMCO actively involves international investors ¢igh cross-border
securitization and partnerships. These effortst@olereign investment inflows

and elevate South Korea’s reputation in globalessted asset management.

3. Market Development and Integration

KAMCO plays a pivotal role in developing a secondanarket for NPLs,
providing a transparent platform for trading disted assets and fostering market-
based solutions.

The integration of private sector players, suchasset management firms and
institutional investors, ensures competitive pgdcirand diversified risk

management.

4. Holistic Coverage and Systemic Stability

KAMCO addresses NPLs from both private and stateealrbanks, corporates,
and public entities, thereby reducing systemicsresgross sectors.

Its ability to pool assets and execute bulk salesies economies of scale and rapid
resolution.

KAMCO collaborates with KDIC, which manages disted assets from failed
financial institutions, ensuring coordinated eforin NPL resolution and

strengthening systemic stability.



Indonesia’s Framework: A Focused but Limited Approach

Indonesia’s NPL resolution framework is less depeth The current framework
relies heavily on internal workouts and limited AM initiatives with narrower mandates,
constraining its systemic impact.

1. Institutional and Legal Constraints

* Indonesia’s Public AMC, PT Perusahaan Pengelola f2BA), has a limited
mandate compared to KAMCO, focusing mainly on SOEs.

» Regulatory requirements mandate that NPL purchHas@$/Cs occur at 100% of
their principal value, especially for state-ownemhks. This constraint reduces
flexibility and disincentivizes banks from offloaj distressed assets.

2. Operational Mechanisms

» Internal bank workouts are the dominant approaciNRL resolution. These
methods often retain risk within originating ingtiobns, as assets are transferred
internally to subsidiaries or remain consolidatader the same financial group.

» Valuation methods lack standardization, leading¢onsistencies in asset pricing
and investor confidence.

3. Market and Private Sector Participation:

» The absence of asecondary market for NPLs limiggidity, investment
opportunities, and competitive pricing.

» Restricted private sector engagement results mesloesolution processes and
reduced efficiency. Unlike South Korea, Indonesia et to tap into the potential
of global investors or utilize securitization tdhance asset recovery.

4. Challenges and Bottlenecks:
» Valuation Gaps: Inconsistent and opaque valuati@ctiges undermine market

confidence and recovery rates.
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* Underdeveloped Market Infrastructure: The lackuafti@n platforms, digital tools,
and a regulatory framework for ABS constrains ttedability of Indonesia’s NPL
resolution efforts.

» Innovation Deficits: Minimal use of tools like AB$redictive analytics, and Al-

driven valuation models hampers Indonesia’s alititynodernize its framework.

Outcomes and Global Recognition

1. South Korea:
« KAMCO's integrated approach has earned global neitiog, positioning South
Korea as a leader in distressed asset management.
» The framework has facilitated financial stabilisgrengthened market resilience,
and attracted foreign investment.
2. Indonesia:
* Indonesia’s approach, while effective at an instnal level, lacks the systemic
orientation needed to address broader financie.ris
» Constraints in regulatory flexibility, operationadfficiency, and market
infrastructure have limited its ability to replieathe success of South Korea'’s

KAMCO.

5.1.2 Gap Analysis Summary

The following key gaps have been identified betw8eunth Korea’'s and Indonesia’s

NPL resolution frameworks:

Strategic Orientation of Public AMC

Indonesia’s Public AMC framework is institution-fesed, targeting SOEs, while

South Korea adopts a systemic approach that spgapssasectors, addressing both private



and public financial risks. The absence of elaleardihancial sector resolution strategy in
Indonesia limits its ability to address systemiaficial risks and achieve macroeconomic

stability during crises.

Requlatory Framework

South Korea benefits from flexible and comprehen$gal frameworks that enable
market-driven solutions like ABS and discountedetis&luations, whereas Indonesia’s
regulatory mandates require NPL purchases at futicipal value. This rigidity in
Indonesia’s regulations restricts the adoptiomobvative mechanisms and market-aligned

practices, reducing efficiency and market partiigra

Operational Efficiency

Indonesia’s operational processes lack standaimlizatith inconsistent valuation
methods and manual auction processes, while Sargakemploys streamlined, transparent,
and digitalized workflows. These inefficienciedndonesia deter private sector engagement,

and prolong resolution timelines.

Market Development

South Korea has a developed secondary market fbs Wt ensures liquidity and
facilitates risk-sharing, whereas Indonesia lackshsa market, constraining liquidity and
investor engagement. Without a secondary markdgnlesia’s framework cannot attract

diverse investors or achieve competitive pricingdistressed assets.

Crisis Preparedness

South Korea’'s KAMCO acts as a systemic stabiliaequiring residual distressed
assets during crises, while Indonesia lacks aalered public entity with a similar mandate.
Without such an entity, Indonesia’s capacity to aggnsystemic risks during financial crises

remains limited.
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5.2 Recommendations
5.2.1 Recommendations for Indonesia’'s NPL Resolutid-ramework Improvement

Based on the identified gaps in Indonesia's NPbluésn framework, the following
recommendations aim to align the framework withbglobest practices and enhance its

systemic impact, operational efficiency, and mankitgration.
1. Strategic Orientation: Toward a Systemic Approach

Recommendation:Expand the scope of NPL resolution efforts toudel cross-

sectoral strategies addressing both private anlicdutancial risks.

» Broaden the mandate of AMCs, such as PPA, to maliBge from various sectors,
including private banks, non-bank financial ingtdns, and corporates.

» Encourage collaboration between regulators anadiahinstitutions to identify
systemic risks early and implement sector-wideluti®m strategies.

* Promote the acceleration and centralization of NB&olution for financial

institutions through an off-balance sheet appraachitigate systemic risks.

2. Regulatory Framework: Enhance Flexibility and Innovation
Recommendation:Revise or make an exception of regulations towalfoarket-

driven solutions and innovative tools.

» Permit discounted valuations for NPL purchasestiect market conditions and
attract private sector participation.

» Enhance the implementation of legal framework émusitization, including Asset-
Backed Securities (ABS) and Special Purpose Vehi¢®PVs), to enhance

liquidity and facilitate risk-sharing.
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» Harmonize Indonesia’s NPL regulations with inteloradl standards, such as Basel

guidelines, to attract foreign investment and priengbobal collaboration.

3. Operational Efficiency: Standardize and StreamlineProcesses
Recommendation:Establish standardized operational procedures nprave

transparency and efficiency.

» Develop uniform valuation standards across all bamkith mandatory use of
independent appraisers to ensure credibility amgistency.

* Implement centralized and digitalized auction platfs for NPL transactions to
reduce manual inefficiencies and enhance transparen

* Introduce real-time tracking and reporting systefos NPLs to streamline

resolution timelines and improve monitoring.

4. Market Development: Establish a Secondary Market foNPLs
Recommendation:Create a regulated secondary market to facilitaetrading of

distressed assets.

» Develop a centralized platform for NPL trading wittear governance and
operational guidelines to attract institutional gmyate investors.

» Offer tax incentives and regulatory support forvate sector participants to
encourage liquidity and competitive pricing.

* Promote public-private partnerships to build a sthmarket infrastructure and

expand access to diverse investment opportunities.

5. Crisis Preparedness: Establish a Systemic Stabilize
Recommendation:Create a centralized public entity to manage uadidistressed

assets and act as a stabilizing force during crises
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» Design a national AMC with a broad mandate simdaAMCO to acquire, pool,
and dispose of residual NPLs during systemic crises

» Equip the entity with sufficient funding mechanisregch as government-backed
bonds or public-private financing models, to ensisreperational sustainability.

» Ensure the entity’s operations are transparent aligthed with market-driven
principles to foster efficiency and trust.

» Strengthening cooperation and collaboration betvegaublic AMC and Indonesia
Deposit Insurance Corporation (Lembaga Penjamimp&nan, LPS), to establish
a robust NPL resolution ecosystem similar to therdimation between KAMCO

and KDIC in South Korea.

. Capacity Building and Collaboration

Recommendation:Strengthen institutional capacity and internati@aiaboration.

e Conduct training programs for banking professionals innovative NPL
management tools and global best practices.

» Facilitate knowledge exchange with internationatitations, such as KAMCO, to
learn from their experiences and adopt provenegjies.

» Engage with regional and global forums to alignoimesia’s framework with

evolving standards and practices.
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5.2.2 Strategic Roadmap for NPL Resolution in Indoesia
The roadmap focuses on short-term, medium-term)angdterm actions to address
the identified gaps in Indonesia’s NPL resolutisaniework, ensuring alignment with

global best practices while strengthening systestaibility and market efficiency.

Short-Term Actions (1-2 Years)

Objective: Establish the foundational regulatory, operatioaad market frameworks
for NPL resolution.
1. Regulatory Reforms
* Introduce interim regulations to standardize assdtiation practices across
financial institutions.
» Draft proposed changes to the law for allowing alisted valuations of NPLs to
reflect market conditions and encourage asset si$po
» Draft laws to enable Asset-Backed SecuritizatioB$\ and Special Purpose
Vehicles (SPVs) as mechanisfos liquidity enhancement and risk-sharing.
2. Operational Enhancements
» Develop and launch a centralized digital platfoonductioning NPLs, ensuring
transparency, efficiency, and accessibility forastors.
* Initiate pilot open bidding projects to test manaddiness, focusing on high-value
NPL portfolios.
3. Market Development
» Engage stakeholders, including regulators, bamid paivate investors, to define
the structure and governance of a secondary miankiPLs.
» Collaborate withinstitutional investors to assess their particgratheeds and

expectations.
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4. Capacity Building
» Train financial institution personnel on best pi@t in NPL management,
focusing on valuation, securitization, and auctexhniques.
* Partner with international entities like KAMCO fénowledge exchange and

strategy development.

Medium-Term Actions (3-5 Years)

Objective: Scale up and operationalize systemic solutionsrarttet mechanisms for

effective NPL resolution.

1. Framework Implementation

* Fully implement ABS frameworks, enabling the pooling aecuritization of NPL
portfolios to enhance liquidity.

 Expand the mandate of PT Perusahaan Pengelola(RB#) to include the
acquisition and management of residual distressset®across sectors, ensuring
systemic impact.

» Create policy to promote the acceleration and aéraétion of NPL resolution for
financial institutions through an off-balance shagproach to mitigate systemic

risks, optimize use of AMCs.

2. Market Operationalization
» Establish a regulated secondary market for NPloyjighng a transparent platform
for trading distressed assets with clear governandeoversight.
» Offer tax incentives and regulatory support tcaattprivate sector participants and

institutional investors to the secondary market.
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3. Global Integration
» Align Indonesia’s NPL resolution framework with@nbational standards, such as
Basel guidelines, to facilitate cross-border innesit and collaboration.

* Build partnerships with international investors atistressed asset managers to

enhance capital inflows and expertise.

Long-Term Goals (5-10 Years)

Objective: Establish a mature, market-driven, and innovatezh-NPL resolution

framework, positioning Indonesia as a regional éeawl distressed asset management.

1. Crisis Preparedness and Systemic Risk Management
» Establish a centralized public entity with a breadndate to acquire, pool, and
dispose of residual NPLs during financial crisesing as a systemic stabilizer.
» Ensure the entity is financially sustainable thtodégnding mechanisms such as

government-backed bonds and public-private paitipess

2. Market Maturity and Expansion
» Position Indonesia’s secondary NPL market as aftwutegional distressed asset
trading, leveraging its transparency and efficietacgttract global investors.
» Enable securitized NPL instruments to be tradefthemcial markets, increasing

liquidity and fostering integration into global d¢&b markets.

3. Global Recognition and Leadership
» Actively participate in international forums to simase Indonesia’'s NPL
resolution framework and promote its success asdehfior emerging economies.
» Establish Indonesia as a thought leader in digteasset management, offering

expertise and partnerships to other countries.
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5.3 Conclusion

The analysis of Non-Performing Loan (NPL) resolutitameworks highlights significant
differences between South Korea’s comprehensivesgstémic model, led by the Korea Asset
Management Corporation (KAMCO), and Indonesia’'ginanted approach. South Korea’'s
framework stands as a global benchmark, integradohganced mechanisms such as Asset-
Backed Securitization (ABS) and OnBid Platformypte sector engagement, and secondary
market development, supported by a robust legaldation. These elements enable KAMCO to

address systemic risks, ensure financial stabditg, achieve efficient asset recovery.

In comparison, Indonesia’s framework, charactertaeahternal bank workouts and limited
AMC-led initiatives, faces constraints in regulgtdlexibility, operational efficiency, market
infrastructure, and innovation. The lack of a depell secondary market, valuation practices,

and minimal use of advanced tools limit its capetataddress systemic risks effectively.

To address these gaps, a strategic roadmap haspbgeosed. Key recommendations
include regulatory reforms to allow market-driveriusions, operational standardization and
digitalization, development of a secondary markigh \&ctive private sector participation, and
the establishment of a centralized public entitycfisis management. These measures, coupled
with capacity building and international collabawat will enhance Indonesia’s ability to resolve

NPLs efficiently and align with global best praesc

By adopting a holistic, innovative, and market-drapproach, Indonesia can strengthen its
financial resilience, attract diverse investmend position itself as a regional leader in disteess
asset management. The findings provide actionablgtits for policymakers and stakeholders,

offering a pathway toward long-term financial sli#pand economic growth.
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