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ABSTRACT

A Study on Case Studies showing the Damages

Caused by Corporate Bond and Commercial paper and

the Relief of Loss Victims

- Focused on the Tongyang Group Corporate Bond

and Commercial paper Incident -

Gong, Yu Joo
Department of Law
Graduate School of

Sungshin University

Adviser : Professor Kim, Bong Su

When investors buy up corporate bonds and commercial papers, the first
criteria they take into consideration is a corporation’s credit rating. Credit
ratings, which serve a critical part in the determination of the
appropriateness for investment, are exclusively determined by information
presented by securities firms. Despite this fact, in the event of financial
accidents related to corporations, even when financial investors present
damage related compensatory lawsuits to the corporation and securities
firms, there are practical difficulties due to burden of proof and lack of
expert knowledge of the regulations of the financial industry.

When securities firms sell financial investment products and corporate



bonds and commercial paper with impaired capital under the guise of
corporations with healthy balance sheets to individual investors, even when
losses are incurred, it is very difficult for financial investors to seek
damage compensation and financial restitution.

The incident of September 2013 where subsidiary companies of the
Tongyang Group fraudulently issued KRW 1.7 trillion in corporate bonds
and commercial papers through Tongyang Securities only to end up in
receivership can be said to be one of the most well known cases of
corporate fraud and victimization of investors.

This incident, which was the largest scale fraud in Korea since the
existence of its financial markets, led to the financing of Tongyang Group
subsidiaries through its subsidiary company Tongyang Securities.

It is a fact that no single other securities firm other than Tongyang
Securities bought up or sold to financial consumers these junk corporate
bonds and commercial papers of Tongyang Group subsidiaries. Tongyang
Securities failed even to conduct internal due diligence to protect customers
from risk factors of the corporate bonds and commercial papers issued by
Tongyang Group subsidiaries, and instead actually emphasized the safety
of these investments while touting false information when recommending
these financial products to customers.

It is no surprise this incident ended as a conglomerate group level
meticulously planned out financial fraud incident where the subsidiary
companies of Tongyang had no intention nor the ability to payback the
corporate bonds and commercial papers issued all the while issuing

corporate bond and commercial paper securities on a massive scale through



its subsidiary company Tongyang securities, and after fraudulently selling
these financial products to more than 40,000 investors, by filing for
receivership and declaring bankruptcy, they ended up victimizing thousands
of financial consumers.

Similar financial crimes to the one above are still a common occurrence,
but these crimes only generate regulatory discussions of liability for
damages at the civil level, without active discussion for actual civil
liabilities. While there has been an active focus on the liability of damages
inflicted by the Tongyang Group, there has been little discussion regarding
the actual sentencing of these liability related damages.

The most critical area that should be reviewed is the fact that because
Tongyang Securities sold financial products of a financially insolvent
company it inflicted massive financial loss to investors, and while all
related parties agree that related regulations are desperately in need, the
reality is that discussions to put in place the necessary regulations are in
a stalemate.

Therefore by reviewing the analysis of regulatory Article 109
(Declaration of Intention under Mistake), Article 110 (Declaration of
Intention by Fraud or Duress), Article 750 (Definition of Torts), and Article
580 (Seller’s Liahility for Warranty Against Defect), this research attempts
to examine a practical solution to relieve the losses incurred by the related

financial victims.
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