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[Abstract]
Special Purpose Vehicles in Structured Finance

Whon-1I Park

Structured finance means any transaction that makes use of a special purpose
vehicle (SPV). "SPV” is a term widely used in corporate restructuring in the
aftermath of the foreign exchange crisis in 1997. Take an example of asset—backed
securitization (ABS). An originator selects a pool of assets and conveys it to an SPV.
Then the SPV floats the securities in the capital market, whose debt service will be
secured by the cash flows from the underlying assets. In this transaction, the SPV is
a paper company for the purpose of "bankruptcy remoteness”. In the United States, a
trust, partnership or corporation is used as the vehicle.

In Korea, this kind of paper company was usually regarded as illegal. But the
situation has dramatically changed after the so-called IMF crisis. We witnessed the
mushrooming of a variety of SPVs in the process of corporate restructuring. Mutual
funds, corporate restructuring company (CRC), corporate restructuring vehicle (CRV),
real estate investment trusts (REITSs) are examples among others.

However, the discovery that Enron Corporation created many special purpose
entities (SPEs) to hide assets and debt form the general investing public gave rise to
a distorted view of the uses and legitimacy of structured finance. The general
perception was that structured finance and SPEs serve no real economic purpose but
were used to mislead the investors. But structured finance has been a sound risk
management tool, dating back to the early 1970s. Mortgage—-backed securities (MBS),
asset-backed securities (ABS), a project company in the non- or limited recourse
financing and a special purpose subsidiary for the purpose of risk management are
products of structured finance.

The Sarbanes-Oxley Act instructed the Securities and Exchange Commission
(SEC) to tighten the disclosure requirements of off-balance-sheet transactions and to
produce a report on the activities and regulations of SPEs. Structured finance has
unparalleled merits as a financial scheme like transparent transactions and inherent
checks and balances protecting the interest of all parties involved, from seller to

investor.
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