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1. Characteristics of the Financial Regulation(1]

A. Regulations by financial industry

= Dividing finance into bank, insurance, financial investment, credit, and other
financial businesses, etc., limiting the scope of business and the types of
financial products and services in each financial industry

= Bank : business lending funds raised by bearing debts owed to many and
unspecified persons, by the receipt of deposits or the issuance of securities

and other bonds

- Permission to sell insurance and funds in addition to essential business such as deposits and loans
= Insurance : business of underwriting insurance, receiving premiums, paying

insurance proceeds, etc. which arise in selling insurance products, and refers to

a life insurance business, a non-life insurance business and a Type 3 insurance

business




1. Characteristics of the Financial Regulation(2]

" Financial investment business : A business that classifies financial instruments
with potential loss, such as securities, as financial investment products, and

conducts business related to those products
- Classified into 6 categories such as Investment trading business, Investment brokerage
business, Collective investment business, Investment advisory business, Discretionary

investment business, Trust business

" Specialized Credit Finance business : credit card business, facility leasing business,

installment financing business, and new technology venture capital business

" Other financial business : electronic financial business(payment gateway system

business, electronic payment business etc.)




1. Characteristics of the Financial Regulation(3]

= There are separate laws for each financial industry, and each law regulates the

entry requirements and actions of the financial industry.

- Therefore, in order to run a specific financial business, it is necessary to satisfy the
requirements stipulated by applicable laws. There is a case of prohibition of combining the

management of another business.

- For example, an electronic finance company cannot run a loan product brokerage

business
= Maintaining a regulatory system by financial industry, other regulations are
applied to the same function, causing problems such as regulatory imbalances

- For example, the Bank Act prohibits soliciting contracts for borrower's savings products,

while the Specialized Credit Finance business Act does not prohibit borrower's credit card

solicitation




1. Characteristics of the Financial Regulation(4]

B. Positive System

= Financial laws stipulate that the contents of operations that each financial

business can perform are listed as examples.
- According to the current regulatory system, only banks can handle deposit products
- However, in practice there are financial products similar in function to deposits such as

CMA accounts and savings insurance, but are not regulated by the Bank Act
= This means that financial products cannot be created, and the sale of financial
products is possible if permitted by individual Acts

- For example, banks do not have an insurance contract argument(underwriting

insurance), but the sale of insurance products(bancassurance) is allowed




2. Current Status of the Protection Regulation (1]

A. Concentrate on regulations governing the conduct of
financial services
= |egislations protect financial consumers by regulating the unhealthy business

conduct of financial operators

- For example, prohibiting the act of forcing a person who wants to obtain a loan to

join a deposit or insurance

= Except for the capital market Act, the Bank Act, Insurance Business Act, etc.
do not stipulate general principles for protecting financial consumers (for
example, KYC rule, Suitability Principle, etc.)
* The Capital Markets Law, which was enforced in 2009, prepared general principles and

detailed provisions for investor protection while changing the system of regulations in

the form of comprehensiveism at the time of enactment.




2. Current Status of the Protection Regulation (2]

B. Administrative guidance system for financial

consumer protection
= There were insufficient provisions in the law to protect financial consumers.

Therefore, the Financial Consumer Protection Model Standard, which is an
administrative guidance, was established in September 2006 and is now in

operation.

= Key content of model standards

- appointment of CCO(chief customer officer), Build Consumer Protection Organization
- It categorizes the work into three stages, such as planning, sales, and post-

management, and stipulates matters to be observed at each stage.

planning Conducts consultation between the consumer protection department and the
planning department before product development

sales The principles of faithfulness, conformity, obligation of explanation, protection of
the underprivileged (aged and disabled, etc.) shall be observed

post-management Construction of complaint management system,
Development of evaluation tool for consumer protection




2. Current Status of the Protection Regulation [3)

Ho oF T O
oJ LAY &
o = s g
ujo oK ;uonm_u wOo
- 0
H ol _Em_ OH
<o I oju
~ & m_)oo_a MHr
RNE _ U
1 T O
S T o
& H I
ojo <0 I .
il {of T R D
or € .
i < , B0
()
A o i - X0 -
=
L
< %3 TR
L= <! o0 o —
{F o Bl T _5 =X
m=._ Imm Lhu_.__._l.rr\WI
_ o3 . of XK 2 w0
ml O Kl oH B iy
.A_ 1l -~ od 1o
< o 9 0 < ujo oF
m o oome IR
' — 40 = = o
| - K Lo 0] <
@ dn  tEan
oF ol RD ofl 3o
B owd. BEgX
<0 s <2 Q0 = yjo oK
kxS g
e Ho 4, 9 o s = IF
1 Bl 5% S, ol oy _- A
] 5 O o% I 4 K Ko
H D AF g oT RIS ol
v oy o K = 2RO
Oy 2o g
W_Hoewmﬂﬁmu_._ntn_.ﬂ
%AlA_'MooB%H,ﬂ
=|o|Oo_Eo K 8 K
_/n__.“_n.oaom._-_.__”_m_m -
W g oS
o < on T XX oL
T ol gy g 4r of no & ol
Moo __ _ doo - _-of -
M3 0 i X md
N jo 3l o OH 10l

Al

F

g0 Chorof

H

A

=
o

)

= EA0M

S
(=]

| O

o
=

—

O
X 2| Z 1} Data Bases}

=

gaHAEe M| 7|et2 AR XNe[Zatof ofet

M S| CHoliM= z=7|Ch

=8 2AE
mail, SMSAMH|AS)S 7j&t

cf. 2

-
L




3. Trends in regulatory changes

A. Strengthening principle-based regulations

= Financial regulators, including the Financial Services Commission, have
continuously announced their determination to change the regulatory system
into a principle-based regulation to financial companies.

= Switching from positive to negative
- The Capital Market Act defines financial instruments with investment potential as

financial investment instruments and regulates funds and variable insurance equally.

= Preparing to legislate the Financial Consumer Protection Act to establish a

comprehensive regulatory system for protecting financial consumers

10




3. Trends in regulatory changes

B. From Protection to Enhancement

= As the current regulations stipulate the operation of financial companies in a
positive manner, there was some efficiency in protecting financial consumers.

= However, there were limitations, such as limiting the appearance of new
financial services and limiting financial consumers' options.

= Recently, financial consumer protection has been shifted to the promotion of
rights and interests, which is consistent with Korea's Consumer Basic Act.

= For example, regulatory sandboxes recently introduced in the financial sector
are exempt from the application of financial regulations under certain

conditions.
- Conditions for approval of regulatory sandboxes in the financial sector include
measures to protect financial consumers, such as preparation of dispute settlement

procedures and insurance for damages




4. Contents of the FCPA Bill

= The Financial Consumer Protection Act Bill regulates the behavior of financial
companies, but it also strengthens the rights and interests of financial

consumers by stipulating the rights of financial consumers

A. Regulations by function

= (Categorize financial consumers and financial products so that the same
regulations are applied to the same type of financial transactions

= Regulations by function can reduce regulatory non-uniformity and regulatory
gaps that can occur with existing industry-specific regulations. As a result,

the effect of strengthening financial consumer protection appears.




4. Contents of the FCPA Bill

B. Definition of financial consumers
= First legislation that uses the term "consumer" in financial law

- The banking act uses ‘depositor’, the capital market law uses ‘investors’, the insurance

business law uses ‘insurance contractors’, etc.

= The Financial Consumer Protection Bill does not define a “financial consumer”
as a “financial instrument contractor”, but rather as a "financial company
counterparty”

= Financial consumers are categorized as general financial consumers and
professional financial consumers, and the general financial consumers are

protected.

- Specifies the requirements (characteristics, expertise, etc.) of professional financial consumers, and

defines those who do not fall under the category of professional financial consumers as general

financial consumers 13




4. Contents of the FCPA Bill

C. Financial products

= Financial contracts are referred to as financial products and are divided into

four types:
oo | oo | _oamvle
Deposit-type Products whose principal is guaranteed as financial deposits
products products that generate interest income, such as
deposits
Investment Non-guaranteed products as investable financial Fund
products products
Insurance Financial products for which insurance money is  Life insurance
products paid in the event of a future insurance accident

after payment of insurance premiums

Loan Financial products that repay principal and interest Loans, credit
products after borrowing money at a financial company, etc. cards, etc.

14




4. Contents of the FCPA Bill

D. Classification of financial companies according to function

= Financial companies are classified into production, sales, advisor, etc.
according to their functions.

= Distribution and advisor that act directly on financial consumers in the course
of financial product transactions are subject to regulation.

= In the case of financial product sales, it is divided into direct sales and

brokerage.
| Division | Concept | example
direct sales Selling financial products directly to financial Bank, Insurance
consumers company, etc.
brokerage  Between financial companies and financial insurance
consumers, mediate sales of financial products planner, loan

or act on behalf of financial companies. broker, etc




4. Contents of the FCPA Bill

E. Principles for selling financial products

= The Financial Consumer Protection Act stipulates six sales principles as

follows: Financial products sellers must comply with all six principles.

1. Suitability Recommend only financial products suitable for financial  Bill §17
Principle consumers

2. Appropriateness  If the financial products that a financial consumer desires  Bill §18
rule to purchase are not appropriate, let them know the facts.

3. Duty of Explain the main contents of products that financial Bill §19
Explanation consumers should know

4. Prohibition of Prohibiting contracts for other products against Bill §20
unfair business consumers' intentions, prohibiting unreasonable collateral

conduct requirements, unreasonable convenience requests, etc.

5. Prohibition of Prohibition of assertion or provision of false facts Bill §21

Unjust Solicitation

6. Advertising Including necessary contents Bill §22
regulations in financial product advertisements




4. Contents of the FCPA Bill

F. Other characteristic regulations

= Right to cancel illegal contract (Bill §51) : If a financial product seller violates
the six major principles described above, the financial consumer can cancel
the contract within five years

= Sales restriction command(Bill §53) : The Financial Committee may order sales
restrictions if it is clearly acknowledged that a financial product could cause

significant property damage to financial consumers

- System similar to a ban order of ESMA(European Securities and Markets Authority)
= Prohibit leaving adjustment(Bill §45) : In the case of a small dispute (about 20
million won), the financial company cannot file a lawsuit until the dispute

adjustment procedure is completed. 17




4. Contents of the FCPA Bill

F. Anticipation

= The Financial Consumer Protection Act bill is expected to be enacted in
2019.

= Specific scope of application is delegated to subordinate laws.The scope of
application and effectiveness of the act are expected to be more closely
watched.

= [t is hoped that the financial consumer protection system in Korea will be

further developed by enacting the Financial Consumer Protection Act.

18
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Consumer Dispute Mediation and Resolution



® The Financial Supervisory Service works to protect financial
consumers in collaboration with various government
consumer protection agencies such as the Korea Consumer

Agency, the Korea Deposit Insurance Corporation, and the
Fair Trade Commission.

® Consumer protection activities that the Financial Supervisory
Service performs can be broadly divided into ex—ante and
ex—post measures.

® Whereas ex—ante measures include activities such as
enforcing proper contract provisions for financial products
and due disclosures and providing counseling and financial
education to consumers, ex—post measures refer to actions
that are intended to rectify abuses and malpractices of

financial institutions and bring remedy to consumers who
have been harmed.



€ In May 2012, the Financial Supervisory Service consolidated
its consumer protection functions and established the
Financial Consumer Protection Bureau (FCPB) for enhanced
financial consumer protection.

€® The FCPB’s main responsibilities and functions are to
administer consumer complaints, provide consumer
counseling and dispute mediation services, and take
supervisory actions on improper business practices of
financial institutions.

€ |n addition, the FCPB conducts wide-ranging financial
education programs to help improve consumer financial
literacy.

® As part of its consumer protection mandate, the FCPB also
evaluates financial institutions’ consumer protection practices
and consumer complaint administration systems.



® When deemed necessary, the FCPB reviews complaints filed
against financial institutions and conducts on-site
inspections.

@ |n respect of product and service disclosures, the FCPB works
to improve disclosures standards to help consumers make
informed decisions.

€ |t also provides personal finance counseling services to help
consumers exercise responsible and sound personal finance,
management debt, and understand financial products.

® The FCPB also works to expand financial education by
fostering partnerships between schools and financial
institutions so that students can develop sound personal
finance habits and skills.



2. Consumer Complaint Mediation

€ The Financial Disputes Settlement Committee (FDSC) is a
committee that has been created within the FSS specifically to
help mediate and resolve financial disputes between
consumers and financial service firms.

€ Upon a consumer petition or in response to a consumer
complaint, the FSS verifies the relevant facts and makes
impartial recommendations so that both the consumer and the
financial institution can mutually come to a resolution with
resorting to often time—consuming and costly litigation
through the court.

® The FDSC is staffed by 30 specialists that include
iIndependent outside experts.



2. Consumer Complaint Mediation

® tEach FDSC mediation meeting is attended by seven to
eleven members who are selected by the FDSC chairperson
on the basis of the specific areas of consumer complaints,
which may vary from banking, nonbanking, and financial
Investments to insurance.

® Consumer complaint is referred to the FDSC when the
parties involved are unable to reach an agreement within 30
days from the day the request for mediation was submitted.

® The FDSC then deliberates on the case and proposes a
resolution within 60 days with due consideration given to the
applicable rules and regulations and information provide by
both parties.



2. Consumer Complaint Mediation

® The FDSC may dismiss a complaint if it does not merit a
mediated resolution from the FDSC or if the facts and
information provided by the parties involved cannot be
substantiated.

® The FSDC decides on a resolution proposal with the majority
vote. Once an FDSC resolution proposal is accepted by the
parties involved, no further recourse is available.

® Unlike arbitration, the FDSC recommendation is not legally
binding, and adjudication through the court is still available
to consumers and financial institutions.

® The FSS may provide litigation support to a consumer if the
FSS deems the action of a financial institution improper.



3. Consumer Complaint Administration

® The number of complaints consumers filed with the FSS
against financial services firms totaled 83,097 in 2018, a 8.8
percent rise from the previous year.

<Table 1> Number of Consumer Complaints

Banking 9,447 8,927 8,843
Nonbank 18,501 16,813 15,674
Insurance 51,323 47,742 48,573
Financial investment 3,826 2,875 3,147
services

Total 83,097 76,357 76,237



3. Consumer Complaint Administration

<Figure 1> Rate of consumer complaints

Financial investment
services 4.6%

Banking

= Nonbank
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® Financial investment
services
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3. Consumer Complaint Administration

® The overall number of complaints moderated in the life
insurance sector. For nonlife insurance solicitor-related
complaints decreased.

€ However, complaints related to the calculation and payment
of claim and the effect and lapse of a policy increased
overall.

& For the financial investment services sector, complaints
about derivatives trading and beneficiary certificates went
down, while complaints about internal controls, computer
systems, and stock trading went up.



4. Consumer Dispute Mediation and Resolution

& A total of 28,118 consumer dispute cases were resolved
before reaching the Financial Dispute Settlement Committee
(FDSC) in 2018, a increase of 3,074 (12.3 percent) from a
year earlier.

® Dispute resolutions involving banking and nonbanking
financial firms increased by 157 (8.7 percent).

® For financial investment services providers, the total figure
fell by 18 (3.2percent).

® Resolutions involving life insurance and nonlife insurance
firms increased by 2,935 (12.9 percent).

¢ Of the mutually agreed resolutions reached, the initiating
party’s claims were accepted in 46.1 percent of the cases,
an increase of 1.4 percent points.

12



4. Consumer Dispute Mediation and Resolution

<Table 2> Number of FDSC Dispute Mediation and Settlement

Banking/nonbank

Financial investment services
Life insurance

Nonlife insurance

Total

Complaints accepted
Complaints rejected
Complaints withdrawn

Others
Total

1,960
544
7,413
18,201
28,118

28,118

1,803
562
6,884
15,795
25,044
9,829
11,491
21,320
3,724
25,044

3,001
861
8,252
14,494
26,608
10,592
13,110
23,702
2,906
26,608

13



4. Consumer Dispute Mediation and Resolution

® This paper suggested six ideas to protect financial
consumers in light of financial consumer dispute resolution
system.

v First, Alternative Dispute Resolution (ADR) decision should
be legally binding only for the financial institutions. At least,
it is necessary to accept the first suggestion on the small
amount of money related to financial dispute between
consumers and financial institutions.

v Second, the entities with an authority to settle financial
disputes, such as Korea Consumer Agency, Financial
Supervisory Service, and Korea Financial Investment
Association, should be integrated into a single channel, and
if the integration appears to be impossible, it is urgent that
at least, the entities should work together.

14



4. Consumer Dispute Mediation and Resolution

v" Third, an independent and consumer—friendly entity should
be established, in order to guarantee rapid dispute
resolution and transparency of the resolution process, and
to facilitate accessibility for financial consumers.

v' Forth, it is necessary to adopt a collective alternative
dispute resolution system to protect financial consumers.

v' Fifth, it is necessary to encourage financial institutions to
employ a self-resolution system such as conciliation—
prepositive principle.

v" Finally, the institutions for financial dispute resolution
institutions should be reinforced and the experts in the
relevant sector should be educated.

15
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