ool g8 R B2PIE

Property Appraisal System and Standards in Korea

2017-2018

A

ALY



1. ZRTETIO| CHSE THQ  woevererereremsmseseeee e 1
<) =Lo) [ S 1 e 5
1) HEAA] oo s 5
2) HLIEAL FEZTA]  ceevereesessessesseneinetie e 9
3) ZERTT] coeeerereeeeese e 17
3. E24R0| HAF TTE o 33
1) ZE58HE T ZQ/RAEAIL e 33
2) _/,":_/kel_u;_/g- ........................................................................................................... 43
3) £AARARS OJ5t ZETT] overeereseresesssiss e 53
4. ZIRTIE AJREZEZ]  eeerereeseseeeee s 63
1) ZETZIAF QIB]  coevreeinieisiit e 63
2) %@%7}1\]@- .................................................................................................... 65
3) ZAEIIATO] THBE TRJZES ovveevererseesinisi s 71
4) ZATBIITRT RE] oo 75
HE 1) ZAK|TE TIZTE oo 81
(HLZ 2) ZIHMTE HIIA  oeeereerenee 85

_I?I_% 3> Eé)l-]gjl.jl_’lf_ .................................................................................... 91




" Contents @

. |ntrOdUCtion ................................................................................................ 2

Assessment and Appraisa| System ..................................................... 6

1) Appraisal Legal Systern ................................................................................. 6

2) Real Estate Price Announcement ............................................................. 10

5) Appraisal Of Real EState ............................................................................. 18

. Compensation Appraisal for Eminent Domain (Land Takings) = 34
1) Eminent Domain Act and Procedure of Takings and Compensation -+ 34

2) Compensation FOr LLOSS  wweeveeeveesresssemmimmniniiiiiiinis it 44

3) Appraisal for Compensation ...................................................................... 54

. Appralsal Market ..................................................................................... 64
1) ADPLAISEIS woesseseesessesessessssmmsintiitisitt i 64

2) Appraisal Mal‘ket .......................................................................................... 66

3) Oversight on Appraisals ............................................................................. 72

4) Appraisal ASSOCIALIONS  *+oreverererrrersrnrersrnrsestetenttt ettt 76
{(Appendix 1) The Officially Assessed Land Price Approach «-:-:-s-se 82
(Appendix 2) Appraisal REPOrt «w-swrsssssresssssssmssissssssssissssssssissssssinnaas 86

{Appendix 3) Standards for Appraisal Practice: Summary «weweeeeeeees 92




1 2=9 ZE8/H= & Vs

1. 2887100 st 7He

O 4Ed7t A 7IX|of Tt 7HE H2

AeH7= AEAAT A2 v R A4k AAA ZHXE wdste] AAske 2
golet. ol2Rt 7HX 7k AVl thet AeHAl EAof EASfoF gt = T4t
A7t d AAG7IAN0| B3 HE|F A7), ARRoA ZAE7 S Ao
Sl itk “AAB7IE EA 59 BAA 7HIE ®Aste] 1 A%E 7IoR HASH=

=adke 9502 Joan %—w RS PAWATHA 0

Ao] APg7HRIlm, 1 2ol A4g71
SO AL AN EE Y
ST 0% Bl ol S AATAG) B EEIH FEABAY), ALE AS
=1 735 A% “Mﬂmm B AR HAH APt olRolA A9

O ZHWIo| oE U AP 2P

i
(0]
2

A, AHBNE AATES AUt BEHS W B2 Achstadt &
HEE g7 sRE dEgg HuA & ), B4k s Y 22E 1), R

lo £ 3hu4t o o), BEAARe] 522 selstua ¢ v BARstE Bew @
o W] 7t 2FRle MY =2 ZiDolth

- ﬂa]ixhﬂﬂ- Iﬂ—E_EXJ uﬂ7]. -“74131% 7]. EX ].EXJ uﬂ7]-

o
=
/\

LS
o}

=4, ARlA dse S0l A A=A A7EB7PE Basith ARl ASsiEae
Al 27 gesit 5878S F8l EANS APgstaA @ o, A sz

U £ 52 SRS DDA @ A B9 PEy, U A B2
At EFRG APFSIA T W), AHHE AElao] it Savh WS B5HEL
Sfat 7 ol=iele WY B Rt =t

- BARA, A P 24 e Ssgelary, B St




Property Appraisal System and Standards in Korea - 2

1. Introduction

O Definition of Appraisal

Appraisal is defined as a process to propose economic value of real property based
on professional knowledge and experience. Such valuation must be of objective analysis
on the economic situation. Definition of appraisal is stipulated in §2 of TAppraisal and
Certified Appraisers Act;y (hereafter, the ‘Appraisal Act’). “Appraisal” means determining

of the economic value of the land, etc. and displaying the result as a monetary value.

Appraisal is an act to derive value. There can be many types of value according to
the purpose of valuation purpose. The core value among many others is the market
value. There are other values such as value in use, investment value, and taxation
value. In Korean acts and laws, market value is mentioned as a ‘Treasonable price’ or
the ‘Arm’s Length Price’. The definition for ‘reasonable price is stipulated in §2.5 of
FReal Estate Price Announcement Acty (hereafter, the ‘Price Announcement Act) as
follow; “Reasonable price indicates that the price acknowledged to have the highest

possibility to be used for normal market transactions.”

O Role of Appraisal and Scope of Appraisers

First, appraisal is needed to support economic activities. Appraisal is needed when
selling or renting a real estate, when collateral loan is needed, when merger or division
of real estate takes place, when trying to invest in a real estate, and when reading the
trend of the real estate market. The major client for appraisal services is the private
sector (firm or individual).

- Appraisal for Transaction, Collateral, Accounting, Investment.

Second, appraisal is needed as a tool to mitigate social conflict. Appraisal was
needed to reduce and solve various conflicts. Demand for appraisal services occurs
when estimating the compensation for eminent domain, when calculating damages due
to infringement of property (remaining land, residue building, noise/vibration etc.), and
when appraising the price of loss due to environmental infringement (right to
landscape views, right to sunshine, electromagnetic waves, etc.). In such cases, the
court or the government becomes the client for appraisal.

- Appraisal for Compensation, Damages due to Property Infringement, and Damages

due to Environmental Infringement.
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Property Appraisal System and Standards in Korea - 4

Third, appraisal is needed for the administration of the government. Appraisal is
needed when imposing tax, when imposing all sorts of fee or charge, and when selling
a government property. The central government or the local government becomes the
client for such appraisals.

- Appraisal for Taxation, Imposition of Fee or Charge, and Selling of Government

Property.

O History of the Appraisal System and Certification of Appraiser

The Korea Appraisal Board was founded in 1969 as the authority in order to be in
charge of appraisals on collaterals. Also, two certification systems for appraisal - the
Land Valuers in 1972, and the Certified Appraisers in 1973 - were introduced. However,
the basis act as well as the government office of authority for each certification system
differed. Thus the need for merging two certifications has been an issue for a long
time. In 1989, through the enactment of the TReal Estate Announcement and Appraisal

Acty, these two became unified.

Appraisal requires professional knowledge and experience. People must pass two
exams and complete the exercise for one year to gain the appraiser status. Unlike the
case of the US (Appraiser vs Assessor) or Japan (Real Estate Appraiser vs Fixed Asset
Tax Valuator), Korean appraisers involve in both public appraisals (for taxation) and
private appraisals. This happens to be a very rare case worldwide, because there are

no public officers specialized in appraisals.

In Korea, the word ‘real estate” is not included as a prefix in the title for appraisers.
The intension was to enable Korean appraisers to perform appraisals on commodities
other than real estate. Korean appraisers can also valuate tangible assets such as ships
and airplanes. At the same time, they hold valuation authority for intangible assets

such as patent rights, business rights, and trademark rights.

O Appraisal Acts and System

Appraisal is stipulated in many acts. There are 130 laws stipulating factors related to
appraisal as of January 2017. However, detailed standard for appraisal methods and
procedures are stipulated in the TRules of Appraisaly. Exceptionally, compensation

appraisal for eminent domain is stipulated in the Land Takings and Compensation Act.
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In Korea, any change for the system and standards of appraisal is made in
accordance within the variation range of FAppraisal Acty, TPrice Announcement Acty

and fLand Takings and Compensation Act;.

Appralsal anq Fifes Land Takings and
Certified Appraiser Announcement of Compensation Act
Act Real Estate Act P
l | ]
l
Appraisal

2. Assessment and Appraisal System

1) Appraisal Legal System

There are two basic Acts for appraisal; one is "Appraisal Acty and the other is TPrice
Announcement Acty. The FAppraisal Acty is to set up a principle and standard to
appraise the value of a real property and it is called the Real Property Appraisal
System(RPA). The ™Price Announcement Act; is to announce to the public through
assessment of the real estate value for the public interest and it is called the Officially
Assessed Real Estate Price System (OAREP). The two Acts, which were unified into one
Act in 1989, were separated into two Acts in 2016.

These Acts stipulate as follows. In the FAppraisal Acty, the core contents are the
concept of appraisal, appraisal procedure, acquiring process and obligation of the
certification for appraisal, the Korea Association of Property Appraisers (KAPA),
discipline, and outsourcing. And in the TPrice Announcement Acty, the core contents
are the purpose of assessing the value and utilization of the assessment price,
assessment procedure, the object of assessment, the Real Estate Assessment Committee,

and matters on outsourcing.
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‘ Appraisal and Certified Appraiser Act ‘ ‘ Real Estate Price Announcement Act ‘
’ Appraisal ‘ ’ Real Estate Price Announcement ‘

O Concept of Appraisal O Purpose and Application

O Appraisal Procedure O Assessment and Announcement

O Appraiser: Exams, Obligations Procedure

0 Scope of Appraisers 0 Target: Land, Housing,

[ Korea Association of Property Non-housing

Appraisers [0 Real Estate Assessment
[ Discipline, Outsourcing, etc. Committee

The legal system for appraisal consists of as follows; Act - Enforcement Decree -
Enforcement Rule - Instruction - Announcement - Task Manual - Internal Guidelines of
KAPA.

Type Appraisal Real Estate Price Announcement
Act Appraisal and Certified Appraiser Act | Real Estate Price Announcement Act
Enforcement | Enforcement Decree of the Appraisal | Enforcement Decree of the Real Estate
Decree and Certified Appraiser Act Price Announcement Act
Enforcement Rule of the Appraisal Enforcement Rule of the Real Estate Price
Enfoigc?ment and Certified Appraiser Act Announcement Act
ule

Rules of Appraisal

Reference Lot Inspection

Land Valuation Standards

Individual | Reference Single-Family

Instruction Single House Inspection Valuation
House Standards
Multi— Multi-Family Unit Investigation

Family Unit | and Valuation Guidelines

Announcement | Standards for Appraisal in Practice

Collateral Valuation Guidelines

Land Compensation Valuation

Guideline

Mining Rights Compensation
Internal Valuation Guideline

Guidelines | Operation Loss Compensation
of KAPA Valuation Guideline

Relocate Compensation Valuation

Guideline for Graves

Loss Compensation Valuation

Guideline for Public Use of Land

Under the Power Lines
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2) Real Estate Price Announcement
(1) Real Estate Price Announcement System

O Scope and Name of Assessment: Land and Housings

According to the TPrice Announcement Acty, the subject of assessment is limited to
land and housings (single-family houses and apartment houses). And recently, the
assessment of non-housing is stipulated on the Act in 2016. Assessment for land is
called ‘Officially Assessed Land Price System (OALP) and assessment for housing is
called ‘Officially Assessed Housings Price System (OAHP).’

O Subject of Assessment

The Officially Assessed Real Estate Price System (OAREP) is managed by the central
government (Minister of Land, Infrastructure, and Transport, MOLIT) and the local
government (governor of local government). However, actual appraisal of land is done
by appraisers (e.g., the appraisal companies) and assessment of houses is done by
Korea Appraisal Board (KAB).

(2) Officially Assessed Land Price System (OALP)

O Review on the OALP Procedure

The Officially Assessed Land Price System on lands has been implemented since 1990.
In Korea there are nearly 38,000,000 land lots. In fact, it is impossible for the
appraiser to assess all of these lands separately. This will require huge amount of cost.
Therefore, the most representative sample lands (reference lots) are appraised and
valued by the appraisers. And other lands (individual lots) are assessed based on the
sample lands. During this process, the Computer Assisted Land Pricing Tables (CALP) is
used as to adjust the different characteristics between the sample lands and other

lands.

Following is the description of the Procedure for Officially Assessed Land Price on

lands.
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................................................. T
! Stage 1 Stage 2 | I Stage 3 i
! Reference Lot Composition of Computer I [| Price Calculation for |
| | Inspection and Valuation Assisted Land Pricing Tables I | Individual Land ;
. g ' |
| ) : — :
. Selection of L o | I Individual Land |
! Reference Lot Statistical Datafication I || Characteristics Inspection |
| - | :
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| Price of the Reference | | | || Selection of Comparable |
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| Inspection/Valuation | i | |
| Inepection on Craracrstc lgegipn?IPAnalyEis, | | Land Characteristics |
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| ' i Individual Land Price :
i . Land Price o |
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i Price Announcement |- cccceceoioooaoaaaas mmacaa] Announcement of the Review and |

| ! | Decision of City:District-Borough
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City-District-Borough |~ —

O Stage 1: Officially Assessed Land Price of the Reference Lot

Assessment of reference lot is done by the appraisers requested by the Minister of
Land, Infrastructure, and Transport. The appraiser directly selects the reference lot by
the selection rule and investigates characteristics of the selected reference lot (zoning,
land use, shape, road adjacency etc.). Also, the appraiser collects various price data
(transaction cases, etc.) and analyzes the real estate market of the nearby area. After
going through an overall analysis, the estimated value of the reference lot is made in

monetary value.
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In general, the value of reference lot refers to the price most likely to be set during
a normal market transaction in a typical market. For such cases, speculative factors or

prices formed due to special conditions of the transaction agents are excluded.

Approximately 1,050 appraisers participate in the reference lot OALP valuations every
year. In this case, a little imbalance may occur due to the administrative district. To
prevent such inequity, it is mandatory to go through negotiations on the price level in
district border areas. Also, public hearings on the price by the stakeholders, or the
owners and local governments are held. After this, the Central Real Estate Assessment
Committee (CREA) holds an in-depth discussion, and the Minister of Land, Infrastructure,
and Transport finally announces the price of reference lot.

- Total number of the reference lots: 500,000 Lots

- Period (2017): Sep. 2016 - Feb. 2017

- Participating appraisers (2017): 1,050

- Government Budget (Appraisal Fee): Approximately 30,900,000USD

- 2 Appraisers per 1 Reference Lot(1 appraiser in some lots)

O Stage 2: Land Price Factor Index Table

The Land Price Factor Index Table indicates the gap between the reference lot and
the individual lot induced by the difference of characteristics in numerical ratios. This
comparison table is created by each characteristics of each real estate. The Land Price
Factor Index Table is made by sub-market areas (12,000 areas over the country)
dividing the administrative districts and zoning in detail. Also, the table is categorized
by 18 land price formation factors (land use, elevation, shape, road-adjacent side, etc.)
in 1 territory. The Land Price Factor Index Table is made by Korea Appraisal Board
(KAB) using the reference lot data from specialized research institutions. This is done
annually due to changes made on districts, zoning, and the price level of lands.

- (Scope) 252 local governments, 12,000 Sub-areas

- (Institutions) Korea Appraisal Board (KAB)




15 - =9 2= & BPIE

O 3CHA|: JHEZAIX|7F AP L AHS

=< O

Aol e TP A2/ T Rl PuE olse =S4 WMok
2L o2 EEA BN Hlistel EAVMANZEY] AARES £EU o

AZES BEA 7120 Foto] MEZAAZE ARYEit) o|#gt U o] HHL e
AEEAILES] R Io] ofs) Al EM%W}HWO 1 X}x%li B> éﬂ]e 7}X131

- (D °F 22401+ =X

- (717}, 20179 712) 201649 119 - 201749 5¢¥9
- (@FEd) 3549 9F 1,500

() FH/HESAAE

FEo] tiet SAIZH Al 2005WUFE AlgEo] o1 O‘E} F=ol= oF 4509

o} 5
o] Y5 tlrsEt 12008459 255do] Itk oF BEE WA S g
Fo] REFHL BA9 AN Ede /s mREUQ REFHe Bl
AT 1AL BESLT, o)F TAR Ynix AAazeo] AL A&shs WA et
3 9l o] u] mEFE} Ausde] Sg5jols 2sH ARr} FdiAu|ERol




Property Appraisal System and Standards in Korea - 16

O Stage 3: Officially Assessed Land Price of the Individual Lots and Validation
System

Assessment task on individual lots is handled by local government officials. These
government officials investigate the characteristics change by individual lots, make
comparisons to those of the reference lot, and derive the gap ratios from the Land
Price Factor Index Table. The final calculation is made by multiplying the derived gap
ratio onto the price of the reference lot. This procedure is executed by the computer
system (Korea Land Information System, KLIS). Mass appraisal has limitations by its
own. Especially the government officials lack sufficient knowledge on the valuation
tasks. Therefore, various errors are detected. In order to reduce such errors the
‘validation system' by appraisers is exercised. Through these validity check procedures,
governors of the local governments announce the officially assessed land price of
individual lots through an in-depth discussion with the Local Government Real Estate
Assessment Committee.

- Total Number of Individual Lots: Approximately 22,400,000 Lots

- Period (2017): Nov. 2016 - May. 2017

- Government Officials in charge (2017): Approximately 1,500

(3) Officially Assessed Housing Price System (OAHP)

The Officially Assessed Price system on housing has been implemented since 2005. In
Korea, there are nearly 4,200,000 single-family houses and 12,000,000 multi-family
units. It is impossible for the appraiser to appraise all of these houses. Therefore, the
price of the reference single-family house is derived by the appraisers as representative
samples just like how it is done for the case of lands. The values of individual houses
are determined based on this price. During this process, the Housing Price Comparison
Table (HPCT) is used as the index to adjust the gap between the difference in

characteristics of the reference single-family house and individual single houses.
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3) Appraisal of Real Estate

(1) "Rules of Appraisaly and TStandards for Appraisal Practice;

O Rules of Appraisal

In Korea, the §3. ® of the TAppraisal Acty stipulates the principle, procedure, and

approach for appraisal in a separate rule. This is the Rules of Appraisal. This rule has

gone through numerous revisions after its legislation in 1989. Especially in September

2016 the biggest scale of revision has been made.

This Rule stipulates the appraisal principle,

appraisal procedure, and appraisal

approach. It also stipulates the factors to be included in the appraisal report as well as

how to write the report. This rule is similar to the International Valuation Standard of
the IVS, USPAP of the U.S., and the Real Estate Appraisal Standard of Japan.

Rules of Appraisal

Appraisal Principle
(85-87)

Appraisal Procedure

(88-§12)

Appraisal Approach by
Object (§14-§826)

0 Market Value Standard

O Current State Standard

O Individual Object
Standard

O Confirmation of Basic Factors

[ Establishment of the Plan

O Inspection of Subject
Property

] Data Collection and
Organization

[ Data Review/Value
Formation Factor Analysis

OJ Appraisal Approach
Selection and Application

[J Decision/Announcement of
Appraised Value

O Land

O Building, Factory

[ Forest, Fruit Farm

OJ Automobile, Movable
Asset, etc.

] Rent

O Intangible Asset

] Noise, etc.

Y

Appraisal Report (§13)
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O Standards for Appraisal Practice

Contents in Rules of Appraisal tend to be generally and ambiguously stipulated. As a
result, numerous issues have been raised regarding the contents stipulated in it. The
Korea Association of Property Appraisers (KAPA) operated a variety of guidelines as
internal rules to solve such ambiguity. To improve such problems, the Ministry of Land,
Infrastructure, and Transport (MOLIT) legislated and announced the Standard for
Appraisal Practice in October 2013.

There are a total of 7 chapters in this standard excluding the General Provisions (100).
The beginning 4 chapters are about the Appraisers FEthics, Appraisal Request/Request
Acceptance, Appraisal Procedure and Approach, and Writing the Appraisal Report. The
latter 3 chapters are about the following appraisal approaches — Approach by Subject
Property, and Approach by Purpose. However, the appraisal on land compensation is

separately categorized which follows the Land Takings and Compensation Act.

Rules of Appraisal
0
Standard for Appraisal Practice

Appraisal Appraisal
Appraisers Ethics Request/Request Procedure and Appraisal Report
(200) Acceptance Approach (500)
(300) (400)

Appraisal Approach by
Subject Property to be
Appraised (600)

Appraisal Approach by
Purpose of Appraisal
(700)

Compensation Appraisal
(800)

[ Land and Immovable

[ Factory Association
and Mining Association

[J Machinery and
equipment

[ Real Estate Equivalent

O Rights

O Securities

OJ Movables, etc.

[ Collateral Appraisal

O Auction Appraisal

0 Urban Improvement
Appraisal

] Financial Report
Appraisal

O Counseling and
Consultation

O Land Acquisition
Appraisal

O Land Use Appraisal

O Rights Compensation
Appraisal

O Operating Loss
Compensation
Appraisal
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(2) Principle of Appraisal

When exercising the appraisal, an appraiser must follow the Market Value Standard,
the Current State Standard, and the Individual Object Standard. The 3 principles are
stipulated in the §5, 86, and §7 of the Rules of Appraisal.

Principle No.l is the Market Value Standard. However, there were possibilities of
request for value appraisals other than market value (ex: investment value, taxation
value, etc.), thus there are exceptions for such cases. These may occur due to request

by act or through special requests from clients.

Principle No.2 is the Current State Standard. It makes sense to appraise the subject
property in the current state standard. This principle intends to appraise the subject
property implying the current legal and physical situation of the certain date of

appraisal.

Finally, principle No.3 is the Individual Object Standard. In most cases, the object
subject to valuation tends to be independent by itself. Therefore, appraisers should
determine the economic value of each object separately. The valuation is done by the

market transaction unit (e.g., land - 1 parcel).

(3) Appraisal Approach

The 3 approaches used in general are applied for the Appraisal conducted in Korea.
The three are the Comparison Approach, Cost Approach, and the Income Approach
and these are stipulated in the §11 of the Appraisal Standards.

O Comparison Approach

The Comparison Approach is to conduct the appraisal based on the market principle
of ‘at which price level is the subject property sold in the market. There are Sales
Comparison Approach and Rent Comparison Approach. Especially appraisal in Korea
should follow the Officially Assessed Land Price of the reference lot during appraisals
on lands.
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When using the Sales Comparison Approach, appraisal is conducted determining the
value of the subject property through procedures such as condition adjustment, time
adjustment, and comparison of value formation factors, by comparing the subject
property and the property having the value formation factors similar or equal to the
subject property (§2.7 of the Rules of Appraisal).

Transaction Price X Condition Adjustment X Time Adjustment X Value Formation Factor
= Appraisal Price

When using the Rent Comparison Approach, appraisal is conducted determining the
value of the rent of the subject property through procedures such as condition
adjustment, time adjustment, and comparison of value formation factors appropriate for
the condition of the subject property, by comparing rented example of the subject
property and the property having the value formation factors similar or equal to the
subject property (§2.8 of the Rules of Appraisal).

Rent x Condition Adjustment X Time Adjustment X Value Formation Factor = Rental Price

Appraisal Approach based on Assessed Land Price is a method to determine the value
of the subject property through procedures such as time adjustment, regional factor
and individual factor comparison, and adjustment of other factors, by comparing the
subject land and the reference land (§2.9 of the Rules of Appraisal).

Officially Assessed Land Price of the Reference Lot X Regional Factors X Individual

Factors X Comparison on Other Factors = Land Price

O Cost Approach

Cost Approach is a method to conduct appraisal based on the cost principle of ‘at
what level of cost can an identical property be produced.” Examples are the Cost

Method and the Summation Approach.
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For the Cost Approach, the appraiser determines the value of subject property
through depreciation adjustment on the reproduction cost of the subject property (§2.5
of the Rules of Appraisal). The depreciation adjustment indicates the task of value
optimization conducted when there is a need for deduction of reproduction cost on
the subject property. Physical value deduction, functional value deduction, or economic
value deduction may be considered for such cases, and the relevant amount of price is

deducted from the reproduction cost (§2.12 of the Rules of Appraisal).

Reproduction Cost X (1- Depreciation Rate) = Appraisal Price

Summation Approach is an appraisal method to determine the rent of the subject
property by adding the necessary cost for the rental service of the subject property on
the expected profit derived by multiplication of the basic price of the subject property
and the expected interest rate (§2.6 of the Rules of Appraisal).

(Basic Price X Expected Interest Rate) + Overall Necessary Cost = Rental Price

O Income Approach

For the Income Approach, appraisal is conducted based on the profitability principle
of ‘what level of profit can be earned from the use of goods.” Examples are the Yield
Capitalization Method and the Yield Analysis Method.

The Yield Capitalization Method indicates the appraisal method determining the value
of the subject property by returning or discounting the future net profit expected to be

gained or future capital flow of the subject property (§2.10 of the Rules of Appraisal).

The Yield Analysis Method indicates the appraisal method determining the rent of the
subject property by adding the necessary cost for continuous rental of the subject
property on the expected net profit to be gained from the subject property within a
certain amount of period by analysis of the overall profit derived from management of

a normal firm (§2.11 of the Rules of Appraisal).
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(4) Appraisal Procedure

Appraisers should objectively appraise the market value of the subject property.
Appraisal procedure may differ according to the purpose of appraisal. In other words,
the procedure may vary by sales purposes, real property tax assessment purposes,
eminent domain purposes, collateral evaluation, securitization, etc. Details on the
Appraisal process is stipulated in 8§88 of the Rules of Appraisal. A total of 7 steps are
stipulated here.

The 1st step is ‘Confirmation of Basic Details.” This is when basic facts are confirmed
through negotiation by the client and the appraiser. Basic facts may be Client, Subject
Property, Purpose of Appraisal, Valuation Date, Conditions for Appraisal, Standard

Value, and Consultations by Experts or Details on the Service, Fees and Actual Expenses.

The 2nd step is ‘Establishment of the Operation Plan.” When the contract is signed
between the client and the appraiser, the appraiser then constructs a detailed plan for

the appraisal.

The 3rd step is ‘Identification of the Subject Property.” The appraiser checks the
property by an on-site visit according to the established plan. The appraiser should
check the details of the property (existence of the property, maintenance condition,
etc.) and the details on the rights (property rights and other rights, investigation on
official registration book, etc.)

The 4th step is ‘Data Collection and Organization.” Data to be collected may include
data to verify the facts (Land Registry, Building Registry, etc.), data for value determination
(Population, Natural Environment, Industrial Development, Regional Analysis Data, etc.),
and cases for value determination (Transaction Cases, Rental Cases, Profit Earning

cases, etc.).

The 5th step is ‘Data Review and Analysis on Factors of Value Formation. Data
review is conducted when the appraiser checks whether the collected data is
appropriate for the appraisal, and whether the data meets the conditions for the
appraisal. Analysis on Factors of Value Formation is a procedure to systematically
organize the factors influencing the value determination on the subject property though
data review. The factors can be categorized as general factors, regional factors, and

individual factors.
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The 6th step is ‘Selection and Application of the Appraisal Approach.” In principle,

appraisal should suggest the most reasonable price through the 3 appraisal approaches

in a variety of ways. Accordingly, in Korea the priority approach to be applied to each

subject property is stipulated by law. Details are stipulated in the §14-825 of the Rules

of Appraisal. However, when it is difficult to apply the approach to be applied

preferentially, other approaches may be used.

The 7th step is Decision of the Appraised Price and Indication.” This allows the final

decision of the appraised value to be made, and also enables indicating in detail which

appraisal approach was used for the price determination. If more than two appraisal

approaches were used to suggest the weighted average of the values, the reason and

derivation process must be specified.

ClormpEmsen Cost Income | Supporting
Type of Property Approach OALP farseelh || Aeprssel Law
Standard

Land © §14

Building © §15

Land + Building (as one) © 8§16
Mountain © §17.1

Forest Standing Tree © © §17.1
Mountain + Standing Tree © §17.2

Fruit Farm © §18

Factory Association © © §19.1
Mining Association © §19.2
Automobile © §20.1
Construction Machinery © §20.2
Ship © §20.3
Airplane © §20.4

Movables © §21

Rent © © 8§22

_ Mining Rights © §23.1
'”tAa”g'tt"e Fishing Rights © §23.2
58! " Goodwill, Patent Right © §23.3
Listed Stock §24.1

securitios Unlisted Stock §24.1
Listed Bond © §24.2

Unlisted Bond © §24.2

Corporate Value © §24.3

Noise etc. §25

Note) @: Application in Theory, O: Exceptional Application
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(5) Appraisal Report

The report that contains all of the organized information on appraisal is called the
Appraisal Report. The appraiser must compose the report precisely and consistently so
that the client can easily understand the report (813.1 of the Rules of Appraisal). The
Rules of Appraisal clearly states the information that must be included in the Appraisal

Report.

» Name of the Appraiser

» Name of the Client

» Subject Property (Location, Type, Quantity, Other Necessary Information)

» Purpose of the Appraisal

» Valuation Date, Duration of Inspection and Date of Composition of the Appraisal
Report

» Appraised Value

» Basis for Derivation of the Appraised Value and Opinions on the Decision

» Other
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3. Compensation Appraisal for Eminent Domain (Land Takings)

1) Eminent Domain Act and Procedure of Takings and Compensation

Takings and Compensation are stipulated in the KLTC and relevant lower level

regulations (enforcement decree and enforcement rule). Details on the takings process

are mainly stated in the enforcement decree, and those regarding the compensation

standards are stipulated in the enforcement rule.

(Table 1) Takings and Compensation Provisions in KLTC

. Enforcement | Enforcement
Stage Details Act Decree Rule
Preparation for | Permission for Entrance 89 86.2 S66
Public Project | Notification of Entrance §10
Writing Land and Improvements
Surve$ Report i 314 ¥ 3
Bargain Perusal and Announcement of the
Puro%ase Project Plan §15 §28, §44 | 8§17, §44
Bargain §16 §8 §6
Conclusion of an Agreement 817 88 86
Permission of a Project §20 §10 88, 89
Hearing Opinions for Permission of §1 §11
a Project
énr}ouncement of Permission of a §22 $44
roject
Compulsory | Filing for Decision §28 §12, §15 89, §10
Purchase | Recognition of Negotiation §29 §13 8§11
Request for Filing for Decision §30 §14 §12
Hearing Opinions for Decision §31 §15
Final Decision §34
Provision or Deposit of Court of
Compensation P 340 820, 821
SR oz 320|510, 565
Compensation | Compensation Principle §61-869 | §25-830, §15’_§17’
for Losses 832
Compensation Valuation §70-882 §37-844 §34-856
Land Tribunal Committee §49-860 | 8§17, §23 §13, §14
Appeal §83 §45 §67
PAr ggggls Decision on Appeal §84 §46
Filing of an Administrative Litigation §85 847 §68
Execution by Proxy §89
Repurchase Cancellation of a Project and Repurchase §91 §48, §49
Notification of Repurchase §92 §50
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O Takings and Compensation Process

In Korea, takings and compensation process are stipulated in the KLTC. The specific
process can be divided into four stages: O Preparation for Public Project, @ Bargain

Purchase, ® Compulsory Purchase, and @ Appeal Process.

The first stage is Preparation for Public Works.” During this stage, reviews are made
on the economic feasibility and validity for public interest of the development plan
designed by the project runner. Mostly, project-feasibility is autonomously examined by
the project runner (public or private entity). In most cases, the authority with the
power to give approval for a project (usually the central or the local governor) is
responsible for the verification of the public interest. During this approval process,
gathering the local community’s opinion on the project plan and reviewing by the
Urban Planning Committee also takes place at the same time. When approval of a
project is decided, the project is initiated through an official announcement (e.g.,
designation of the project area, approval for the development plan, etc.). When the
announcement for approval of a project is determined, new construction on that land
and change of the use of land becomes limited. The project runners can legitimately
enter the land to be developed for the purpose of public project preparation. In such

cases, they must inform the landowner prior to their entrance.

The Second stage is the Bargain Purchase Process. During this stage, the project
runner investigates or surveys the private property and identifies which object to be
taken within the project area. Based on this, the project runner settles the object of
compensation. Checking process on the object to be compensated will be held by
landowners. And then, the project runner will put a notice on newspapers about the
takings and compensation plan. Details included in this notice are the summary of the
development project, object of compensation, compensation timing and method, and
compensation schedule. Afterwards, the project runner requests 3 appraisers to perform
the appraisal on the object of compensation. The appraisers are recommended by the
project runner, the landowners, and the Metropolitan mayor/Provincial Governor. While
the project runner and the owner start negotiations for the property transfer, the
negotiation price is the mean of the prices calculated by the 3 appraisers. Sometimes,

a Compensation Council may be formed for a smooth negotiation.
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Sometime, a Compensation Council may be formed for a smooth negotiation.
Nonetheless, forming of such council is not an obligation. When the negotiation is
done successfully, a trade contract between the project runner and the landowners is
made. Property transfer will be completed by payment of the contract amount. If the
negotiation is broken down, the discussion will move on to the Compulsory Purchase

stage.

The third stage is the Compulsory Purchase Process. In this stage, there are exists a
verification process which examines whether it is necessary to use the eminent domain
power for this specific development project. This is called the “Permission of a Public
Project.” Permission of a Public Project is stipulated in the §20 of KLTC as an official
approval process by the government to confirm that a certain project is a public
project which is able to perform the taking. Permission of a Public Project is decided
by the Minister of Land, Infrastructure, and Transport through hearing of stakeholder’s
opinions, and the consultation of the government authorities concerned. However, due
to Korea's unique system called the “Quasi-Permission of a Public Project,” Permission
of a Public Project takes places only for less than 1% of the overall development
projects by takings. A Quasi-Permission of a Public Project refers to considering the
Permission of a Public Project approved by the central or local governor during the
Preparation for the Public Project (Selection of the District and Permission of the
Project Plan) as the Permission of a Project. Meanwhile, after the Permission of a
Project is decided, the project runner and the landowners may go through a

negotiation process once again. However, this is not a mandatory procedure.

When Permission of a Project is decided and a random additional negotiation breaks
down, the Land Tribunal makes the “Decision of Taking’ upon the project runners
request. Decision of taking is an administrative measure with legal validity able to give
orders for the compulsory transfer of property rights. The Land Tribunal is in charge
of the Decision of Taking and the Tribunal in charge varies by the project’s location

and the development project types.

The Central Land Tribunal (CLT) is in charge of large scale projects run by the
central government, and the Local Land Tribunal - which is established in the 17

provincial governments - is in charge of the small scale regional development projects.
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Land Tribunal consists of judges, lawyers, appraisers, government officials, and
professors. The head of the committee is the Minister of Land, Infrastructure, and
Transport (Central Land Tribunal) or the provincial governor (Local Land Tribunal).
Members of the tribunal must be less than or equal to 20 persons (Central Land
Tribunal) and less than or equal to 9 persons (Local Land Tribunal). The term of office
is 3 years in general. In most cases, approximately 1 year is spent from Negotiation
Breakdown through the Permission of a Project to the Decision of Taking. During this

time, the Land Tribunal makes 2 new appraisers to newly valuate the compensation.

When the Decision of Taking is determined, the project runner can compulsorily be
transferred of the property rights by paying the compensation to the condemnees. The
landowner earns the right to demand the compensation through the Decision of
Taking. If a landowner refuses to do so, the project runner can also acquire the

property rights by depositing the compensation in court.

The fourth stage is the Appeal Process. A condemnee who is willing to appeal to the
decision made by the Land Tribunal may file an appeal to the Central Land Tribunal
within 30 days from the notification of decision. The Central Land Tribunal will then
take a quasi-judicial role. The landowner can appeal for an administrative litigation on
to the court regardless of the Decision on Appeals. When such Decision on Appeals or
administrative litigation occurs, another valuation will be made again by a new

appraiser.
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(Figure 1) Takings Procedures in Korea
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O Repurchase

When a condemned land becomes useless due to a cancellation or change of a
development project, the project runner must return the land to the original landowner.
This is called the ‘Repurchase System.” The landowner holds the right to repurchase for
both cases of bargain purchase and compulsory purchase. Nonetheless, if the
condemned land is needed for a new public development project, the land may be
transferred to a new project runner without any repurchasing process. This is called

the ‘Change in Use System.’
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2) Compensation for Loss

(1) Summary on Compensation

Types of compensation can be largely divided as compensation for loss inside and
outside the public development project area. The former can also be called as the
compensation for direct loss, while the latter the compensation for indirect loss. Direct
loss compensation can be divided again as Compensation for Real Property and

Compensation for Transfer of Living and Business.

Compensation for Real Property indicates the compensation for the lands, buildings,
trees, intangible rights (mining rights, fishing rights, etc.) within the public development
project area. Compensation for Transfer of Living and Business is a kind of monetary
compensation for being transferred or relocated from an economic activity area,
collapse of a local community, and so on. These were provided based on the awareness
that it is difficult to realize perfect compensation only by compensation for the value
of real property. These include compensations such as business loss compensation,
agricultural loss compensation, fisheries compensation, and compensation for migration.

- Compensation for Loss Within the Public Project Area: §70-880 of KLTC, etc.

- Compensation for Loss Outside the Public Project Area: §73, §74, §75.2 of KLTC, etc.

(2) Basic Principle for Compensation

@ Principle of Compensation by the Project Runner
The project runner is responsible for paying compensation in cases which the
landowner or the person concerned experienced a certain loss due to acquisition or

use of necessary land for a public project 861 of KLTC).

@ Principle of Compensation Payment Prior to the Construction

The project runner should pay the total amount of compensation to the land owner
and the person concerned before engaging in a construction (862 of KLTC) for the
public project. If the project runner faces any difficulty in paying the compensation
before engaging in the construction is difficult, the project runner must deposit the

compensation to the court and then start the construction.
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® Principle of Compensation in Cash

Compensation shall be paid in cash unless there is a special clause in other acts that
stipulates otherwise. However, in cases of large scale development projects that the
land owner is willing to do so and when the project runner is a public institution,
compensation can be made by bonds. In addition, if the project’s purpose is to sell the
developed area after the completion of the project, such as the Housing Site
Development, the compensation can be made by the developed land (863 of KLTC).

Compensation by Bonds

This ‘Compensation by Bonds System’ has been introduced in 1991 in order to lessen
the project runner's burden for fund raising during large scale development project
operating procedures and to limit the increase of land price of the area nearby the
development project site. Compensation by Bonds can be applied under the
circumstance that the project runner is the government or a public authority and when
at the same time the land owner asks for, or in cases when the land owner does not
reside nearby the target land. The redemption period of the bond paid for
compensation is 5 years, which is the date the principle and the interest must be paid
back all at once. The interest is calculated in the compound interest scheme, and the
interest rate is a 3-year maturity fixed deposit interest rate (§63. of KLTC). The most
representative compensation bond providing institution is the Korea Land & Housing
Corporation.

Compensation by Developed Land

In 2008, Developed Land Compensation System has been introduced to pay the
compensation by developed lands. This system allows the condemnee to acquire the
new improved land inside the public project area so that it can act as a tool to limit
the land price increase. Also, the purpose of this system was to make sharing of some
portion of the development surplus with the owner possible, which can also enable the
mitigation of the landowners dissatisfaction. Developed Land Compensation is only

allowed to landowners who were condemned of the land exceeding a certain size.

During the Bargain Purchase Stage, the priority for applying for Developed Land
Compensation is given to owners who agreed to transfer the ownership and owners
who registered for bond compensation. Developed Lands are usually used as residential
areas or commercial areas. The two largest sizes of land that can be provided as
compensation are 990n’ and 1,100n’. The developed land's price equals the price for
sale at the point of termination of the development, and sometimes the price

determined by appraiser is also used.
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@ Principle of Compensation per individual
Compensation for loss should be given per individual to the landowners or the
persons concerned. (864 of KLTC).

® Principle of Prohibition of Offsetting Capital Gains earned by Project

When the project runner obtains or uses parts of lands belonging to a single land
owner, although the remaining land’s price increases or any other profit is earned due
to the enforcement of the public project, the loss from obtaining or using that land
cannot be offset by those capital gains (§66 of KLTC).

® Principle of Market Price Evaluation and Elimination of Development Surplus

The Compensation Valuation for Bargain Purchase is made at the market price when
bargaining is finalized, and the Compensation Valuation for Decision is made at the
market price when the Decision of Taking takes place. The change in land price due

to the public project will not affect the appraisal of compensation (8§67 of KLTC).

(3) Basic Principle of the Compensation Appraisal

In principle, compensation is the fair market value at the time of appraisal. The §67.
@ of KLTC stipulates that compensation should be determined as the rational price at
the valuation date. At this point, the transaction price of the nearby lands should be
considered. This is generally called as the Principle of Market Value Compensation.’

The standard for compensation appraisal is stipulated in the Enforcement Rule of the

KLTC and it can be summarized as below.
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(Table 3) Compensation for Real Property

Type

Category

Standard for Assessment

Other

Land

Takings
(Ownership)

Principle for Valuation: Assessed Land Price of the nearby
Reference Lot of similar use value considering the
difference of regional characteristics / time difference /
difference of unique characteristics (accessibility from roads
etc.) / differences from other factors.

lllegal change of land use will not be approved.
Compensation will be determined based on the value of the
period before the change of use took place.

Land for Roads: (private roads) around 1/5, (de facto
private roads) around 1/3

Takings
(Rights other
than Ownership)

The price valuated based on the sales comparison approach
considering the Type of Rights, Term of Existence, and
Expected Profit.

Use
(General)

The price valuated based on the comparison method with
rented example considering the rent of the Nearby Similar
Land, Method of Use, Period of Use, Land Price, etc.

Partial Use
(Ground Level/
Underground
Level)

The price valuated by multiplying the Assessed Land Price
of the land of use with the Diminution Rate in Value Due
to Spatial Limit (Hindrance Rate for the Three Dimensional
Use)

§22
—$32

Buildings

Takings
(Ownership)

Principle of Valuation: The price valuated by the cost
method considering factors such as the structure of the
building, Use Condition, area, durability, transferability, etc.

8§33
-§36

Trees

Ornamental Tree, fruit trees, saplings, and standing trees
are separately valuated.
The lower value between the tree relocation cost and the
market transaction price

Agricultural
Products

= Crop from Seed or Seedbed: Input Cost
® Crop from Agricultural Land's Production Stage: Expected

Total Income - Input Cost

§37-
§41

Tombs

Sum of Tomb Relocation Cost, Stone Figures Relocation
Cost, and Other Cost for cases of having relatives.

§42

Rights

Mining Rights

Permanent Business Closing: Valuation according to §16.2 of
the Mining Law.

Temporary Business Suspension: Sales profit during the
business suspension, No/Few Reserves: No Compensation

§43

Fishing Rights

Cancellation of Fishing Rights: Fisheries Law Enforcement
Decree attached Table 4

Inland Registered Fishery: Compensation for Business
Losses, Nearby Fisheries Damage: Compensation by
valuation of Damage Cost

$44




51 - 320 AYWIE L WPIE

= =3 M= it
soy |" FR7IZH 4743 S0t FR0(Y
FEHITS AIHOIX & oI HAMH|Q]
o5 " ARIOlE & gl ZAS) HA5Z:~
= Bojmay | ™ HOI T2 2L2+ 90l M
HTS m ARQIE & HY: HAFQ
o s T EOEXS AOD|E (HA|ZE o) 48z~
alot oA ) = (2Y7RE 24 HE0Z
= » T8 ASE IOl 30% NI
PSLI=t " P GUTHE-12E R -
FA | e AESAQK 2UKCATDAVIY SEBPINEY V) | o
ol 0|%iH| - MQIRE 47182
Bt SA | m EAE ORH| 557
o|FH| » OJAM|: XKET U B
Ols/ | = Oy CHEXYOZ 058k 501 E= o HI56%
0|0{H] m O THE Tt MAH| -
NUHX| S | = BOMY 715 BAN: HEHA4E S HIg 24 Hlo7
7|t
A R | w RAZ UES ANEAO 6uII(D5 K|2) K58
22 |wZ7I8 7SS MEY: BAY 30%(EE: 17179 B

FOAAAT ol Al A ool Tha BA71E 94 B ek ek =A%
A% 9ot esEA A B EARIA)G AEE(I AERl g RpES
E39leh BANS S NES FAM0R Byt R 91584t A
AANA olA] L FolEEe] thelg BT o] UTKTEARAE, AT3E
A74%, AT522) D).

< g




Property Appraisal System and Standards in Korea - 52

(Table 4) Compensation for Transfer of Living and Business

Type Category Standard for Assessment Other
Compensation by ® Qperating Profit of 4 months during the business
Temporary Business suspen_3|on . -
_ Suspension ® Qperation after Permission of a Project: Excluded
Cfomgen_satlon P from Compensation $45-
or Business
Losses Compensation by = Qperating Profit of 2 years during the business §47
Permanent Business suspension . L
Closing = Qperation after Permission of a Project: Excluded
from Compensation
Agricultural » Standard for Income of an Average Agricultural §48
Losses Product by Do (Compensation Period: 2 years) -§50
Relocation = 30% of the Residential Building Valuation $53
Assistance = Scope: 6,000,000-12,000,000KRW
= Owner of a Building: Amount of profit gain from
Relocation leasing for 2-months (Laborer Household's 854
Assistance Spending Standard)
Compensation = Tenant: Amount of housing rent of 4-months
for Relocation | Relocation Cost of |® Movable Asset: Transfer Cost 855
Movable Property |® Moving Cost: Cost of Moving Goods and Property
Cost of Migration ® Target: Farmers and Fishermen migrating to other
. regions
from FF:rrnr:Ss/Flsh = Amount of Compensation: Average Living 356
Expenses of lyear
Gomgl ® Construction Suspension due to Public Projects:
Out-of-Business ; §57
ote Cost Compensation such as fee by law
Other :
Compensation = Minimum Compensation for Residential Buildings:
Residential 6,000,000KRW (Excluding lllegal Buildings) $58
Buildings = Re-inclusion of Residential Buildings: 30% of the
total compensation (limit: 10,000,000KRW)

The compensation for loss occurred outside the project area is also stipulated by act.
There are compensation systems for the remaining lands and buildings due to having a
part of the land and buildings taken (Remaining Land), and for buildings (Remaining
Buildings). The compensation methods are paying the depreciated value by cash and
having the condemnee charge the project runner to buy the remaining land and
remaining buildings (§73, §74, §75.2 of KLTC).
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Compensation are to be made in cases when the road connecting the residential area
and the farming land disappears or is no longer usable in the economic sense, when
selling of buildings is unavailable and relocation is inevitable, or when economic
activity (farming, fishing, business operation, etc.) can no longer be performed due to

change in the surrounding environment (859-865 of KLTC Enforcement Rule).

There are regulations for compensation on the environmental damage caused during
the process of executing the public development project. The most representative types
are the noise and vibration from the construction process, traffic noise, violation of
access to sunlight, violation of prospect rights, land subsidence, depletion of
groundwater, water contamination, and so on. Compensation on such matters are not
stipulated by regulations, nevertheless, the project runner individually decides and

provides the compensation.

3) Appraisal for Compensation

(1) Principle Agent of Compensation Valuation and Selection of Appraisers

In Korea, compensation valuation is done by Certified Public Appraisers. As of 2017,
there are 3,720 Certified Public Appraisers in Korea. These appraisers belong to either
Large Appraisal Corporations (13 corporations), Medium and Small Appraisal Corporations
(39 corporations), the Korea Appraisal Board, or individual appraisal offices.

According to the 8§68 of KLTC, the Appraisers plays the most fundamental role in
compensation. The Appraisers are mainly in charge of Compensation of Real Property,
while the Compensation for Transfer of Living and Business are evaluated by project

runners following the standards stipulated in the law.

O Compensation is Valuated According to the Takings Procedure

@ During the Bargain Purchase Stage, compensation of Real Property (Target: land,
buildings, rights) is determined by the arithmetic mean of the price valuated by 3
appraisers. The 3 appraisers are selected through by recommendation by of the
project runner, the owner, and the City or Province governor. During this process,

all fees needed for the appraisal is paid by the project runner.
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@ In the Decision of Taking Stage and Decision of Appeals Stage, compensation is
valuated through the arithmetic mean of the price valuated by 2 appraisers
selected by the Land Tribunal Committee. During this process, the Land Tribunal
Committee selects the appraisers through recommendations by the Korea

Association of Property Appraisers.

® During the Administrative Litigation Stage, compensation is decided by the price
valuated by 1 appraiser selected by the Court. In this process, the Court selects
the appraiser from the recommendation list provided by the Korea Association of

Property Appraisers.

The compensation is in fact decided by the arithmetic mean of price valuated by
Certified Public Appraisers, and there hardly exists any case that the project runner
increases or decreases the price. Thus, objectivity and transparency of the selection of
Appraisers are extremely important. Consequently, because of this, the recommendation
of appraisers is delegated to the Korea Association of Property Appraisers in various

lower statutes.

(2) Method of Compensation Appraisal

O Land

In Korea, appraisal for land follows the Officially Assessed Land Price (OALP) Standard
rather than following the 3 approaches of appraisal (Market Comparison Approach,
Cost Approach, and Income Approach).

The certified public appraiser valuates the OALP of the reference lot on January 1st
every year as the standard following the Price Announcement of Real Estate and
Appraisal Act. The Minister of the MOLIT announces the reference lots (500,000 land
lots countrywide). The appraiser valuates the compensation based on the price of the
reference lots. Appraisal is made by comparing various characteristics of the reference
lot and the subject property land, and then digitalizing those differences to be
multiplied by the price of the reference lot. To be more specific, appraisal follows the
next four steps (§70 of KLTC).

Step 1 is selection the reference lot located nearby having characteristics similar to

the subject property land. This is called Selection of the Comparable Reference Lot.’
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Step 2 is the adjustment of time difference. The standard date for OALP valuation is
January 1st every year. However, the date of Compensation Appraisal is not January 1st
in general. An additional operation of adjusting the difference between the two

appraisal times is necessary. This is called ‘Time Adjustment.’

Step 3 is the adjustment of the unique characteristics of the reference lot and the
land subject to compensation valuation. In general, land price may greatly vary
according to the location, shape, environment, and the use of land. The OALP is a
price based on the unique characteristics of the reference land itself. Therefore,
adjustment of the difference of characteristics between the reference lot and the land

subject to valuation is necessary, and this is called ‘Individual Factor Adjustment.’

Step 4 is the adjustment of the gap between the OALP of the reference lot and the
market value. The OALP announced by the Minister of the MOLIT is considerably lower
than the market value. Normally, the OALP level tends to be merely 60% of the market
price. Also, the ratio may vary according to the region and the land use. The appraiser
adjusts the price difference between the market value and the OALP, and this is called
‘Adjustment of Other Factors.

O Buildings

Compensation on buildings is calculated by the cost needed for relocation. For cases
facing difficulty in relocation or when cost of relocation is greater than the price of
goods, the compensation is determined by the market price of the relevant goods
(875.1 of KLTC). Different from lands, there are many types of buildings, and setting
the compensation standard is also difficult. As a result, ‘speculative behavior of the

owner to pursue greater compensation often takes place.

Compensation for Buildings is decided by considering all factors such as the structure,
use condition, area, endurance period, usefulness, transferability, level of difficulty for
transfer, and all other factors for price formation. Structures should be in principle

valuated as cost of relocation.
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O Fruit Trees and Ornamental Trees

For fruit trees, other profit gaining trees, or ornamental trees, factors such as type of
tree, size, age, quantity, the size of planted area, overall condition, and profitability,
movability and its difficulty, and so on are considered during the valuation. Also, since
naturally grown trees in the forest area are considered to be included in the land

compensation valuation, additional compensation valuation will not be performed.

O Operating Loss

For cases of permanent business closure or temporary business suspension due to
execution of a public project, valuation is made considering the operating loss. A
business operation may be subject to receiving compensation if it has been operated in
a continuous manner pursuing profit gain with human resource and proper facilities
needed for the business operation since the time before the permission of a project
took place. For business operations needed to be run under the approval of related
regulations, the compensation will be made only if the approval for business operation

has been given.

(3) Reappraisal

In Korea, the ‘Right to Request for Reappraisal is acknowledged by law. This
acknowledges the right of the project runner to request the appraiser for a reappraisal
for such cases as follows; when the project runner considers that the determined
compensation value violates the related regulations or is unjustly determined, when the
price gap between the 2or 3 appraisers is greater than 10%, or when the compensation
contract is not settled even after one year since the time the appraisal had been
performed (817.1 of KLTC Enforcement Rule). The project runner may request for a
reappraisal to the appraiser who performed the appraisal when the violation of related
regulations or unjust valuation is acknowledged after reviewing the submitted Appraisal

Report.

The government revised this clause in 2013 so that the project runner will can, when
necessary, request for a review on violation or law of iniquity of the appraisal to the
designated institutions (Korea Association of Property Appraisers designated by the
MOLIT).
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(4) Appeal Process

Project runners or landowners who have objections to the decision by the Land
Tribunal Committee may file an appeal in 2 ways. First is requesting for a Decision on
Appeals to the Central Land Tribunal (CLT). Filing an Appeal must be done within
30-days from the date when the Decision of Taking has been made. The Central Land
Tribunal acts as a quasi-judicial institution although it belongs to the executive branch.
In other words, the Central Land Tribunal can cancel the Decision of Taking, and can
also decide to increase or decrease the amount of compensation. Such decisions hold

the equal validity to final judgment of the Civil Procedure Act.

Second is filing an administrative lawsuit to the Court. Such administrative
proceeding must be taken into legal action within 60-days from the date which the
Decision of Takings has been made. While the administrative lawsuit can also be filed
after the Decision on Appeal by the Central Land Tribunal, in such cases the lawsuit
must be filed within 30-days. The Court may cancel the Decision of Taking or make

adjustments to the amount of compensation.
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4. Appraisal Market

1) Appraisers

The government newly appoints 100 or more appraisers every year since 1990. As a result,
the number of appraisers grew from around 800 appraisers in 1990 to 3,720 in 2017.
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Most appraisers in Korea are affiliated to private institutions. The types of private
institutions can be divided into institutions specialized in appraisals, and other
institutions. Examples of the former are appraisal corporations and individual appraisal
offices. The latter includes financial institutions, public firms, etc. As of 2017 there are
52 appraisal corporations. Among these corporations, 13 are large organizations having
more than 150 appraisers. Other 39 are appraisal corporations of a rather smaller size.
Sometimes, one independent appraiser or 2-3 appraisers exercise appraisals in the
form of an individual appraisal office.

It is mandatory for an appraiser in Korea to be registered in the Ministry of Land,
Infrastructure, and Transport (MOLIT) in order to perform appraisals. Therefore, merely
acquiring an appraiser certification does not mean the person can be involved in
appraisals. Although there are 4,528 holders of appraisal certifications as of 2017,
there are only 3,720 registered appraisers.

Among the 3,720 appraisers, 2,449 appraisers which accounts for 65.8% of the total
are affiliated to large appraisal corporations, and about 17.3% or 645 appraisers work
for medium and small appraisal corporations. Regionally, there are 1,146 appraisers in
Seoul, which accounts for about 30.8% of the total number of appraisers in Korea.
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2) Appraisal Market

The appraisal market in Korea grew rapidly in 20 years, from 1992 to 2011. During
this period the number of appraisals increased nearly by two folds, however, the sales
amount from appraisal increased by 5 or more times greater than the starting point.
The reason for such greater increase in the sales amount was the increase of real
estate price since 2000 that consequently influenced the appraisal fee synchronized to
the appraisal value. Also, emergence of new types of appraisal tasks (ex: Official
Announcement of Assessed Housing Price, Asset Re-valuation, etc.) and rapid increase
of the demand for appraisal (ex: Collateral Valuation, Compensation Valuation, etc.)
were also factors to accelerate the growth of the appraisal market.

The Korea Association of Property Appraisers established the Appraisal Information
System, or the AIS, since 1990 to build up a database of relevant information. Through
this system, the appraisal results are recorded and managed. Also, the change of the
appraisal market can be comparatively and precisely tracked through this system. The
appraisal market continuously grew since 1990, reached its peak in 2004, and now is
showing a tendency to up and down.
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The scope of appraisal an appraiser can be involved in is quite extensive in Korea.

There even are a great variety of clients for appraisals, from public institutions such as

the government, court, local autonomous government, public institutions, etc. to private

corporations and individuals.

Category Purpose of Valuation Client Contents of Valuation
(E;fr'](;’j'a:;{icAeSZ?Sfﬁg Inspection and Valuation as well as Filing of Appeals on
the Officially Assessed Land Price of the Reference Lot
Reference Lot
Individual Official Examination and Submission of Opinions, and Filing of
Assessed Land PriZe Appeals and Examination of Land Price on Assessed
Land Price of Individual Lot
Land Fluctuation Rate Inspection and Valuation on Land Fluctuation Rate
Public iqati Government
Appraisal Invespgaﬂon on Investigation on Comparison Method with Rented
Comparison Method Examole
with Rented Example P
Price of Reference Examination and Submission of Opinions on Price of
Sinalefamilv House Reference Single—family House, and Examination on the
9 v Land Price of which an Appeal has been Filed
Price of Individual Examination and Submission of Opinions on Price of
Single House Individual Single House, and Examination on the Land
9 Price of which an Appeal has been Filed
Appraisal on Takings related to the Bargain Purchase
Compensation and Requisition Act of the Land Takings and
Compensation Act
Government - — .
. Decision of Taking Local épprensal (ih DeAC|tS|ons of the Land Takings and
Compensation Autonomous |“Ompensation AC
w Body Appraisal on Decisions on Appeals of the Land Takings
Decision on Appeal | pypjic Firms and Compensation Act
Repurchase é%%rgsal According to the Exercising of Repurchase
- Appraisal According to the Acquisition and Disposal of
g?gjc;zgll?;u;?g Government—-owned Asset and Area of Land Secured by
P the Authorities in Recompense of Development Outlay
. Appraisal for Exchange Government—-owned Asset and
GOVernment_ EXChange(PUth) Government PriVate_OV\/ned ASSet
owned Asset <ol for D ation of R G N q
Rent(Public) ﬁspsgsa or Determination of Rent on Government-owne
Management(Public) ﬁspséatnsal for Management Lending of Government-owned
Asset Re-appraisal (A:ss‘itsﬁsg)apprasal by the Asset Re-appraisal Act
Asset . !
Re-appraisal Private Firm |Asset Re-appraisal of Listed Companies according to
Asset Re—appraisal the Introduction of the International Financial Reporting
Standards
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Category Purpose of Valuation Client Contents of Valuation
Collateral Appraisal for Loan of Financial Institutions, etc.
Collateral FI_Drlvat_el Asset Management Appraisal for Lending, Appraisal
ollatera Management | 'r;?[nf;'a on Unreliable Collateral of the Korea Asset
(Private) STUON |\ tanagement Corporation(Auction run by the
Government)
Auction Appraisal on Auction requested by the Court
General Litigation Appraisal related to Lawsuits requested by the Court
Appraisal requested by the Court other than the
Other Auction Appraisals on Auction and General Litigation
Auction Court Appraisal
Administrative Appraisal related to Administrative Lawsuits
Lawsuit requested by the Administrative Court
Auction of Special
Act on Overdue Appraisal on Auction according to the Special Act on
Loans of Financial Overdue Loans of Financial Institutions (Abolished)
Institutions
Charge for Charge for Government |Appraisal for Determination and Imposing Charge for
Development- Development Local Development
Charge er Charge for Housing | AUtonomous | Appraisal for Determination of Charge for Housing
Housing Site Site Body Site
Consultation Consultation Consultation Counseling other than Appraisal
Counseling- Counseling Private (Consulting)
Investment _ ]
Analysis Investment Analysis Tasks relevant to Real Estate Investment Analysis
Disposal(Private) Appralsal f_or_ Disposal Selling of Asset between
Private Individuals
Substitute Land Private Appra_lsal for Substitute Land and Liquidation of
Substitute Land
Redevelopment Appraisal for Downtown Redevelopment and
P Substandard House Redevelopment
Lease and Appraisal for Determination of Rent on Assets other
General Rental(Private) than Government-owned Asset
Tragiﬁgﬁlon Disosition for Govir)r;glwent Appraisal requested by the Korea Asset Management
P Corporation according to the Disposition for Arrears
Arrears of Taxes | Autonomous ¢ National |
Body of National Tax and Local Tax
Tax Appraisal related to Imposition and Filing of Appeals
on National Tax and Local Tax
General Transaction Appraisal for Reference of the Market Price, etc.
Private

Other

All other Appraisals other than Those Mentioned
Above
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There are 350,000-400,000 appraisals performed every year. Among these, collateral
appraisal (42.4%) is performed the most, follows the auction/lawsuit appraisal (32.3%)
and compensation appraisal (11.5%).

Consultation and General Public Compensation,
Counseling, 0.2% __ Transaction, 8.1% Valuation, 1.1% 11.5%

\ ’ Government-

Charge for owned, 3.8%

Development, 0.3%
Re-valuation, 0.2%

Auction and
Litigation, 32.3%

Collateral, 42.4%

3) Oversight on Appraisals

The appraiser must maintain the nobility while performing the appraisal, and, they
must also perform a fair appraisal with loyalty and sincerity according to the §25. @ of
the TAppraisal Acty. In addition, one must not perform appraisal malpractice on
purpose or by severe negligence. The ‘appraisal malpractice’ mentioned here indicates
the act of submitting an appraisal result that greatly contradicts the reality by inability
to confirm the precise fact, or by adapting an inappropriate valuation method, etc. If
a loss occurs due to appraisal malpractice by an appraiser, the client as the victim can
demand the appraiser for default liability according to the §390 of the Civil Law or the
liability to compensation for loss due to illegal acts according to the §750 of the Civil
Law. All appraisers should be insured for damages according to §28 of the FAppraisal
Acty.

The government exercises oversights on the appraisal industry in order to prevent any
possible accidents that can be made by appraisers. This indicates that the government
is the leading center for oversight to maintain the quality of appraisal to be fair and

reasonable.
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The Ministry of Land, Infrastructure, and Transport (MOLIT) has 2 internal committees
(Central Real Estate Assessment Committee (CREA), and the Appraisers Disciplinary
Committee in order to perform oversight on appraisers. The actual running office is

the Real Estate Valuation Department.

The Central Real Estate Assessment Committee (CREA) is the organization to decide
various standards related to oversights on appraisals. In detail, the appraisal principles
and detailed standards are legislated or revised. The committee is composed of around
20 persons, and the head of the committee is the Deputy Minister of Land,
Infrastructure, and Transport (MOLIT). There are 6 government officials and other experts
such as professors, judges, lawyers, appraisers, etc. The official term of the committee

members is 3 years.

Appraisers Disciplinary Committee decides whether to take disciplinary actions onto
the appraiser who performed appraisal malpractice or to the appraisal corporations of
which that appraiser is affiliated to. There are numerous examples of appraisal
malpractices subject to be given disciplinary actions such as, when the principle and
standard for appraisal is violated, when fraudulent or unjust method was used to earn
the certification, when fraudulent report was made, etc. When such legal violation is
detected, the committee decides to take disciplinary action. Types of such actions are
cancellation of the appraiser license, cancellation of registration, suspension of business
for less than or equal to 2 years, reprimand, etc. Sometimes a penalty or fine may be
imposed to the appraisal corporation of which the appraiser is affiliated to. The
disciplinary committee consists of 13 persons including the head of the committee.
Among the members, 3 are high-rank government officials and 10 are non-government

personnel. The official term of the committee members is 2 years.

Oversight and taking disciplinary actions on appraisers are highly difficult tasks. Due
to this reason, the Ministry of Land, Infrastructure, and Transport (MOLIT) sometimes
mandate part of the task to the Korea Association of Property Appraisers or the Korea
Appraisal Board to achieve efficiency on the execution of the task. However, the
Ministry of Land, Infrastructure, and Transport (MOLIT) still periodically checks whether

the two mandated institutions are performing the given tasks with due diligence.
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4) Appraisal Associations

O Korea Association of Property Appraisers

There exists only 1 association for appraisers in Korea, namely, the Korea Association
of Property Appraisers. This association was established in 1990 by unifying the
existing Land Appraisers Association and the Officially Certified Appraisers Association.
The association is run in the form of a corporate body, and the major functions are

increasing the professionalism of appraisers and protecting of their rights.

The association elects the president of the association in the general assembly, and
serving for consecutive terms is possible limited to only 1 time. The association makes
important decisions through the general assembly with the board members present. The
board members consist of around 50 representative appraisers. The general assembly
meetings are held for at least once every year. Adjustments to the articles of association,
establishment of project plans, budget planning and settlement of accounts, and
appointment and dismissal of the board members are decided at the final meeting
session. Details of the project plan and budget execution are decided through the

board members meeting.

The headquarters of the association is located in Seoul, and there are 13 branches in
Korea. The head of each branch is elected among the appraisers who reside within

that area. The term of office is 2 years in general.

Actual tasks are practiced through many organizations within the association. Major
tasks are as follows.

- Appraisal Theory and Valuation Method Development

- Bthics and Disciplines of Appraisers

- Running the Appraiser Education Program

- Registration and Management of Appraisers

- Damages Compensations by Appraisers

- International Exchange
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The association has been running various international exchange and cooperation
projects since 1990. In 1998, the association joined the Pan Pacific Congress of Real
Estate Appraisers, Valuers and Counselors, or PPC, as a board member. Since then,
many appraisers are participating in this meeting. Especially in September 2008, the
24th Congress was held in Seoul. Since 1999, cooperative meetings are periodically
held with the Japan Association of Real Estate Appraisers. The meeting is held in
rotation between the two countries, Korea and Japan, in every two years. This meeting
has been expanded since 2013 and now became a meeting where three countries

appraisers from Korea, Japan, and China gather and participate altogether.

In 2003 an agreement has been signed with the Appraisal Institute, which is an
appraisal association in the US. Exchange visits with this institute have been continued
ever since. In 2007, the association became a new member of the International
Association of Assessing Officers (IAAO) of the US, and is participating in the annual
conference. In 2005, the association signed an agreement with the Royal Institution of
Chartered Surveyors (RICS), and in 2008 they translated the Appraisal Standard of the
UK. Since 2007 the association is participating as an observer at the WAVO
conference. After 2012, the association is actively executing exchange projects under
the agreement signed with government and the appraisal associations of Mongolia,
Vietnam, and Indonesia. And recently, KAPA signed an agreement with the appraisal

association of Taiwan and Cambodia.

All appraisers in Korea are affiliated to the association. All appraisers belonging to
appraisal corporations, and individual appraisal offices become the members of the
association. Appraisal corporations can be established under the approval of the
Minister of Land, Infrastructure, and Transport (MOLIT). The core members of the
appraisal corporation are the appraisers, and the corporation is run in the form of a
corporation. Appraisal corporations mostly locate their headquarters in Seoul, and have
branches in other provinces. An appraisal corporation must have at least 10 or more
appraisers. However, the minimum number of mandatorily affiliated appraisers has
been decreased recently to 5 appraisers per corporation. Major 13 large appraisal
corporations have around 200 appraisers affiliated to the corporation, and reaches
around 30,000,000,000KRW-50,000,000,000KRW in annual sales. There also are around
39 small appraisal corporations with 5-50 affiliated appraisers.
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The Korea Appraisal Board is a specialized institution for appraisal which the
government, public firms, and private banks co-founded in 1969. It is a corporate body
run in the form of a corporation, and approximately 200 appraisers are affiliated to
this institution. From 2016. 9.1, the Korea Appraisal Board cannot appraise due to the
Appraiser Act.

Major task of KAPA is improvement of professionalism of appraisers and protection
of their rights. In order to support such tasks systematically, a research institute has
been established in 1997. This research institute is the Korea Real Estate Research
Institute (KRERI). Korea Real Bstate Research Institute (KRERI) was initially established
as the Korea Appraisal Research Institute (KARD) in 1997, and in 2001 became an
independent juridical foundation. Consequently, the name has been changed to Korea
Real Estate Research Institute (KRERI) in 2004. There are 20 or more professional

researchers working for this institution.

Major research fields are Official Announcement of Real Estate Price, Eminent
Domain and Compensation, and Appraisals. Especially the institute publishes more than
10 reports specialized in Appraisals every vyear. Also, the institute publishes the
renowned, government authorized academic journal titled the “Research on Real Estate”
This journal is printed 3 times a year, and includes publications of several dozens of
academic papers. This journal is one of the 5 major journals in the field of real estate
research in Korea. Main feature of the institute is that it contributes to the
government’s policy making relevant to real estate and appraisal matters. Also, it
communicates and cooperates with universities as well as academic societies to

contribute to the development of the academic field of relevance.
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(Appendix 1) The Officially Assessed Land Price Approach

The unique Korean way of appraisal is the ‘Officially Assessed Land Price Approach.’
Through this method, the price of land subject to valuation is determined based on the
officially assessed land price of the reference lot that holds similar characteristics and
is also located nearby. Difference between the characteristics of the object land and
the reference lot are compared, and then the difference is converted into a numerical
value to be multiplied on the officially assessed land price. This method is the one and
only method that must be used when appraisal on land is conducted since the
introduction of the Officially Assessed Land Price System in 1990. Recently, there were
disputes on the appropriateness of this method, thus discussions on its revision are

being made. Detailed s calculation method can be explained by 5 steps.

Officially Assessed Land Price of the Reference Lot x Condition Adjustment X Regional

Factors x Individual Factors X Adjustment of Other Factors = Unit Price of Land

The 1st step is the ‘Selection of the Comparable Reference Lot and the Applicable
Officially Assessed Land Price.” Comparable Reference Lot is one of the reference lots
nearby the object land for appraisal which is identified to hold value formation factors
most similar to the object land. The standard for identification of the value formation
factors are public factors such as zoning, district, and area, use condition, surrounding
environment, geological adjacency, etc. Selection of the Applicable Officially Assessed
Land Price indicates the act of selecting the officially assessed land price of the
reference lot assessed closest to the date of appraisal. In general, the most recently

announced officially assessed land price is used.

The 2nd step is the ‘Time Adjustment. This originated from valuation of the
officially assessed land price of the reference land being conducted on January 1st
every year. The standard Date of the Officially Assessed Land Price and the actual
valuation time may vary. Therefore, adjustments made due to the gap resulting from
the valuations made on these two different dates are called the Time Adjustment. The
base data for time adjustment becomes the Land Fluctuation Rate which the Minister of

Land, Infrastructure, and Transport (MOLIT) announces every month.
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The 3rd step is the ‘Comparison of Regional Factors.” This is the adjustment index
applied when factors such as natural, social, economic, and administrative factors of
the region of the object property differ from those of the reference lot. Regional factor
comparison identifies the differences of the road condition (width/structure of roads,
condition of the entrance of the road, etc.), accessibility (accessibility of transportation
facilities, public facilities, etc.) environmental condition (location of commercial facilities,
residential environment, condition of the lot, surrounding environment, etc.), and
administrative conditions (zoning region, zoning area, floor area ratio, high control, etc.)

by each zoning area based on zoning and the actual use condition.

The 4th step is the ‘Individual Factor Comparison.” This indicates comparing the
differences between the original characteristics that directly influence the actual defer
of the object property. Such individual factor comparison is done by judging the
highest and best use of the comparable reference lot and that of the individual lot. For
the overall comparable items of individual factors, lot condition is added on items of

the regional factors.

Lastly, the 5th step is the ‘Adjustment of Other Factors.” This is applied when it is
difficult to determine the adequate value of the object land only by time adjustment or
comparison of regional factors and individual factors. In practice, it is used to adjust
the gap between the officially assessed land price and the market value since the
former may sometimes be of greatly smaller value. Other factor adjustments are
conducted by considering the transaction examples of lands nearby the land subject to

valuation, cases of appraisals, and cases of compensation valuations.
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(Appendix 2) Appraisal Report

The standard format for the Appraisal Report is presented in the Annex of the
Appraisal Standards. The Appraisal Report consists of the Appraisal Table, the Basis for
Derivation of the Appraised Value and Opinions on the Decision, and the Detailed List
of the Appraisal. The Appraisal Table consists of the client, appraiser, purpose of the
appraisal, Standard Date, Standard Value, Conditions for the Appraisal, and the
Appraised Value. The Basis for Derivation of the Appraised Value and Opinions on the
Decision includes i) Subject Property, ii) Standard Value and Appraisal Conditions, iii)
Appraisal Approach, iv) Derivation Procedure of the Appraised Value, and v) Opinions
relevant to the Decision of the Appraised Value. The Detailed List of the Appraisal has
the location of each subject properties, land cover classification, land use, structure,
area, and appraised value written in detail.

B Appraisal Standards [Annex Format No.1]

X Please compose this report as the guideline in p. 5 suggests. (.1

APPRAISAL REPORT

Project Title :

Appraisal Report Serial No. :

This Appraisal Report shall not be used otherwise than the original appraisal purpose
nor shall be used by a different person (client, or the entity other than the relevant
bank for collateral appraisals). Also, duplication, alternation, and reproduction is
prohibited. The appraiser is not responsible for any results from any such actions.

Name of the Appraiser (Company)

210mmx 297mm [80g/m]
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1. Appraisal Table
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(p.2)

| hereby certify that this appraisal report abides by the laws relevant to appraisal and
also has been faithfully and fairly written.

Appraiser (signature)
Appraised Value | KRW
Client Purposg of
Appraisal
Submitting
Debtor Office
Standard Value
Owner
(Name of Entity) Appraisal
Conditions

Listed Reason

Valuation Date

Duration

. Written Date
of Inspection

Official Registry (Request)

Determination

Appraised Value

Type | Area or Quantity

Type | Area or Quantity

Unit Value Value

|esiedddy JO Sju8lUO)

Sum

UOIIBULIJUOY) MBINSY

| hereby certify that the contents of this appraisal report is valid through faithful
and fair review based on the data provided in this appraisal report.

Reviewer : Appraiser (signature)
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2. Basis for Derivation of the Appraised Value and Opinions on the Decision

(p.3)

A. Summary of Subject Property

B. Standard Value and Appraisal Conditions

(3) Other

(1) Application of the Appraisal Approach

C. Basis for Determination of the Appraised Value

(2) Determination Process of the Appraised Value

D. Opinions on the Decision for the Appraised Value

3. Detailed List of the Appraisal

(p.4)

Serial
No.

Location

Street
No.

Land
Classification*
Use

Structure

Area

Appraised Value

Official |Determina—

Registry

tion

Unit
Value

Value

Other
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(Appendix 3) Standards for Appraisal Practice: Summary

1. Outline

O Purpose

The purpose is to improve fairness and reliability of appraisals by setting specific
standards to be fulfilled when performing appraisals for compensation on lands.

O Terminology

‘Buildings etc. indicates all objects on the land including buildings, standing trees,
handicrafts or structures.

‘Illegal Building’ indicates the illegally constructed buildings which are not approved
or registered according to the Building Act.

‘Land Illegally Changed of its Use’ indicates the lands changed of its land use illegally
without the approval or registration following the related regulations such as the
National Land Planning and Utilization Act.

‘Uncompensated Lot’ indicates the land which has not been given the compensation
due to reasons such as inability to identify the owner.

‘De Facto Private Road’ indicates the road constructed by the land owner for his

own benefit.

O Request for Compensation Appraisal

When the project runner requests for an appraisal, precise information on the object
to be compensated, overall use condition of the object, and the size of the object must
be submitted.

The appraiser must only valuate the objects requested by the project runner. If the
contents requested by the project runner vary from the reality, the appraiser must ask

the project runner for a re-request.

2. General Appraisal on Lands

O Principle of Appraisal

@ Objective Standard Appraisal: The appraisal will be made based on the objective
situation at the valuation date of appraisal. The subjective value of the land owner

or being under the condition of using for a special occasion will not be considered.
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@ Real Land Use Situation Standard Appraisal : The valuation will be made based on
the actual real land use situation at the appraisal date of appraisal.

® Individual Appraisal : The land and the right will individually and separately be
valuated.

@ Vacant Land Assumption Appraisal : The land will be valuated assuming that there
are no buildings on the land.

® Development Surplus Exclusion Appraisal : The land will be valuated excluding the
price change of the public project due to the announcement of the development
plan, change of land use regulations, launch of the construction, etc. of the
public project.

O Appraisal Method: Appraisal Method based on Officially Assessed Land Price

(O Appraisal on land basically follows the Assessed Land Price of the Reference lot.
Procedures in detail are selection of the comparable reference lot, selection of
applied OALP, time adjustment, comparison of regional and individual factors, and

comparison of other factors.

@ Standard for Selection of the Comparable Reference Lot
» Legal Limitations must be identical or similar
» Land Use must be identical or similar
» Surrounding Environment must be identical or similar
» Must be geographically closely located

® Selection of the Applied OALP
The OALP which has been announced on the date closest to the appraisal time

® Time Adjustment
Apply the Land Fluctuation Rate or Producer Price Inflation Rate

(® Comparison of Regional and Individual Factors
Regional Difference: Compare the highest and best use condition of nearby lands

(® Comparison of Other Factors
Compare the OALP and the Market Price or the Appraisal Price
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O Decision of the Baseline Time

The baseline time of compensation appraisal will be the very date of the valid
negotiation when it should be done by negotiation, and will be the very date of

Decision of Taking when it should be done by the decision.

3. Appraisal on Lands under Special Conditions

O Appraisal on Lands under Legal Restriction

Lands under legal restriction will be valuated at the current time of being under
restriction. However, if the restriction has been set due to the public project concerned,

the appraisal should be made assuming that there is no restriction applied to the land.

O Lands of which the Zoning has been Changed

Lands of which the zoning has been changed will be valuated based on the zoning of

the baseline time of appraisal.

O Appraisal on Special Lands

O Lands of Illegal Buildings
Appraisal on lands of illegal buildings will be made based on the land use of the

time of the launch of construction.

@ Land Illegally Changed of its Use
Land illegally changed of its use will be appraised based on the land use of the

time of the change of land use.

® Uncompensated Lot
Uncompensated lot will be appraised based on the land use of the time of

incorporation to the public project.

@ Private Owned Road
The land of private roads following the Private Road Act will be appraised within
one fifths of the nearby land’s appraised price.
The land of de facto private roads not following the Private Road Act will be

appraised within one thirds of the nearby land’s appraised price.
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® Remaining Land
B Appraisal on Depreciation
The appraisal will be made by subtracting the residual land's value after being
incorporated into the public project target area from the residue land's value

before being incorporated into the public project target area.

B Appraisal on Inverse Condemnation
The appraisal of the residual land of inverse condemnation will be made by

subtracting the value of the land to be incorporated from the net value of the

land.

(@ Repurchased Land
Assessed Land Price of the reference lot will be of the OALP announced closest
from the time of repurchase. If there is a legal restriction or a price change of
the public project concerned, such factors should be taken into consideration.
Judgement on the land use condition will be based on the time of repurchase.
For cases that the repurchased land be incorporated into another public project,
the selection of the comparable standards lot, selection of the applied OALP,
Application of the Land Fluctuation Rate and other appraisal standards will follow

all other cases of incorporation into another public project.

4. Appraisal on Using Land

O Principle of Appraisal

When trying to use a part of an underground or airspace, the appraisal will follow
the Comparison Method with Rented Example. However, should there be no rented
example or for uncompensated land appraisals, Cost Approach method for Rental
Property can be applied.

O Temporary Use and Permanent Use

» If Used Temporarily: Appraisal will be made by multiplying the value of the usage
fee by the Hindrance Rate for the Three Dimensional Use.

» If Used Permanently: Appraisal will be made by multiplying the value of land
valuated based on the Assessed Land Price of the Reference lot by the hindrance
rate for the three dimensional use. For such cases, setting of a surface easement
or rental contracts will follow.
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» The “Hindrance Rate for the Three Dimensional Use” indicates the rate of
hindrance or disability for land use induced by other’s use of land on the ground

level or the underground level.

5. Appraisal on Intangible Rights

O Mining Rights

Compensation is made on mines which have been temporarily shut down during its
regular production due to public projects. Present production performance and future

profitability are considered in the valuation for the compensation appraisal.

O Fishing Rights

Compensation appraisal for fishing rights abides by the attached Table 4 of the
Enforcement Decree of the Fisheries Law. The method to measure the loss and the
institution holding the authority to measure such loss are stipulated in this law. When
fishing rights appraisal takes place, it is possible to have institutions with the expertise
to investigate the scope of damages, identification of the damage loss, and the degree

of damage.

O Operating Loss

» Permanent Business Closing : Appraisal is made by calculating the sum of the
past 2-year's operating profit and the amount of loss on sales of the fixed asset,
raw material, product and goods. Operating profit is derived by subtracting the
cost of goods sold and selling expenses as well as the general administrative
expenses from the gross sales. The calculation is made based on the recent 3
years average operating profit which occurred before the baseline time of its

operation.

> Business Suspension : Appraisal is made by adding the operating profit of the
period of business suspension (4 months) and amount of decreased operating

profit which occurred after the relocation of operation.




