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Preamble 

Background

Corporations are the entities that create new economic value. Therefore, the competitiveness of businesses is crucial in determining the competitiveness of a country. As such, countries the world over are in pursuit of introducing competitive measures and practices according to international compatibility. Such measures include liberalizing capital movement and increasing the interaction between states to raise managerial efficiency, and hence, the competitiveness of corporations of their respective nationality.

With the dawning of a new millennium, Korean corporations must also take progressive and proactive measures towards meeting the global trend to survive international competition. A flawless corporate governance system is a major factor in making investment decisions in the globalized capital market. For corporations to procure long-term funds under a blanket of stability, a governance structure acknowledged internationally is a must. 

In response to these demands of the present era, this Code of Best Practices for Corporate Governance (“Code”) of Korea is created to present a direction for better corporate governance that will render our companies more credible, domestically and internationally, and enhance the transparency and efficiency of management.

Purpose

The purpose of the Code is to maximize corporate value by enhancing the transparency and efficiency of corporations for the future.

To gain the trust of shareholders and interested parties, the corporation must operate a transparent and reliable management. Based on such corporate transparency and reliable management, a managerial system that promotes creative and progressive entrepreneurship must be established.

There are diverse stakeholders within a corporation. The corporation must decrease the burden of cost of mediating their interests; this must be achieved through rational and fair means to strengthen the corporation’s competitiveness. Also, for the corporation’s long-term development, its members should make every effort to become socially responsible under a strict sense of morality.

Contents and Structure of the Code

The Korea Corporate Governance Service (KCGS) has tried to take into consideration the special managerial circumstances that Korean corporations face, while also trying to include internationally accepted principles and standards in the Code. Also, the KCGS respects the demands of the present laws and decrees while simultaneously providing a direction for exemplary corporate governance systems from a forward-looking perspective.

The contents of the Code consist of five sections that are Shareholders, Board of Directors, Audit Systems, Stakeholders, and Management Monitoring by the Market. For each section, the code is presented along with appended notes to aid understanding.

Application of the Code

This Code applies to listed companies and other public companies. However, it is strongly advisable for non-public enterprises to also follow the Code to the extent applicable.

The circumstances surrounding each corporation are different from others and are also continuously changing; therefore, a corporate governance system should be flexible and elastic. Corporations should, with the Code as its basis, voluntarily plan and operate their own corporate governance system and continuously upgrade it with ongoing evaluations. This Code should also be reviewed regularly according to changing circumstances.

Background for the Revision of the Code

The Code published in September 1999 and revised in February 2003 has served as a benchmark for the revision of laws and regulations relating to corporate governance. Through the voluntary efforts of the corporations, which used the Code as a guiding principle, and all spheres of social activities, the investor confidence and management transparency of the corporations have improved significantly, and the market participants’ interest in corporate governance has grown substantially.

The revision of the Code stemmed from the changing circumstances of corporate governance, which set off the on-going global discussions, and the reform of governance systems in many countries. 

Over the years, there has been institutional improvement and some corporations voluntarily introduced changes in their corporate governance system, and it was recognized that the existing Code was somewhat inadequate in outlining the course of actions required for improving corporate governance. It has also been pointed out that the investment risks associated with poor corporate governance remain as one of the main causes that keep the Korean stocks undervalued. Further, in the wake of the global financial crisis in 2008, many countries introduced new laws and regulations aimed at corporate governance reform and capital market regulatory authorities tightened relevant rules.

Accordingly, the KCGS amended the Code in order to make it more realistic, particularly in the context of the Korean situation, and compatible with global standards. In the future, the KCGS will make continuous efforts to update and enhance the Code.
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I. Shareholders

1. Shareholder’s Rights

1.1 Shareholders, as owners of a corporation, should have the basic rights.

The basic rights of shareholders should not be taken away or restricted even through the articles of incorporation or the resolutions of the general shareholders’ meetings or the board of directors. As owners of a corporation, shareholders may participate in the corporation’s profit sharing and hold residual claims, and also hold the right to attend the general meetings of shareholders and exercise their voting rights. Also, shareholders hold the right to receive sufficient corporate information timely, which are necessary to exercise their rights; and the corporation must faithfully provide, barring any justifiable reason, any information requested by shareholders.

1.2 The following matters, which bring about fundamental changes in the existence of a corporation and the shareholder’s rights, should be determined at the general meeting of shareholders in a way that would result in the maximum protection of the shareholder’s right:

• Amendments to the articles of incorporation;
• Merger and acquisition, business transfer and split-off;
• Dissolution;
• Capital reduction;
• All-inclusive exchange and transfer of shares;
• Increase in capital that changes ownership structures; and others.

When making decision concerning corporate governance and/or business areas, such as merger and acquisition, business transfer, corporate split-off, all-inclusive exchange and transfer of shares, etc., it is necessary to reinforce practical measures that protect the minority shareholders and the shareholders who oppose the proposals.

In addition to the matters that require resolutions at the general meetings of shareholders under the existing laws and regulations, it is highly desirable that shareholders be allowed to make independent decisions on issues which carry weighty influence on the corporation’s very existence and the rights of shareholders.

1.3 Corporations should provide shareholders with sufficient prior notice of the general meetings of shareholders including the time, location and agenda; such time and location should be set so as to allow a maximum number of shareholders’ participation.

Corporations should provide shareholders with sufficient information about the agenda of the general shareholders’ meeting so that shareholders may review the agenda prior to the meeting. 

Also, the time and location of the meeting should be set such that shareholder attendance can be facilitated, and holding general shareholder meetings at different times would be judicious to maximize minority shareholder attendance.

To ensure a maximum possible number of shareholders participate in the management decision-making process, corporations should notify its shareholders of the time and place of a general shareholder meeting in writing or in an electronic document sufficiently prior to the meeting. For reference, the Asia Corporate Governance Association (ACGA) recommends a notice be provided 28 days prior to the general shareholder meeting. 

1.4 Shareholders may submit items for the meeting agenda to the board of directors; they may question and demand explanation on the agenda items at the meetings. 

With the exception of cases where there is an intent to disrupt the meeting, where the same question is repeatedly asked or an unreasonable question is asked, the shareholders should be given sufficient opportunities for questions and explanations before voting on an agenda item at the general meeting of shareholders.

1.5 Resolutions at the general meeting of shareholders should be made through transparent and fair proceedings. Also, shareholders should be able to exercise their voting rights, either directly or indirectly, in the most convenient manner possible.

The exercise of voting rights, either through direct or indirect means, has the following two implications: first, with regard to the person who exercises the voting right, a shareholder may exercise his/her voting right by participating, in person, in the general meeting of shareholders or by indirect means of a proxy. Here, it is desirable not to restrict the qualification as an agent to shareholders only. Moreover, corporations should allow sufficient time for shareholders to review the items for the meeting agenda and thereby facilitate proxy voting by disclosing the agenda items as early as possible. 

Second, with regard to the method of exercising the voting right, a shareholder may exercise his/her voting right directly by participating and voting in the general meeting of shareholders or by traditional written ballot or electronic voting. In light of the rapid advancement in electronic communications and the growing number of foreign and minority shareholders, it is highly desirable that listed corporations make available the agenda and relevant information of the general meeting of shareholders through electronic means or ensure availability of the agenda and relevant information required for exercising the voting rights by posting such information on the Internet. Furthermore, listed corporations should make it easy for shareholders to exercise their voting rights by actively encouraging the use of ballot through such electronic means as well as the traditional written ballot.

In addition, it is recommended that corporations disclose the ratios of ‘for’ and ‘against’ votes and the voting results for each proposal tabled to the general meeting of shareholders, so as to help shareholders understand detailed results of the meeting. 

2. Equitable Treatment of Shareholders

2.1 Shareholders should hold the right to one vote per share, and there should be no infringement on shareholders’ basic rights. However, restriction on the voting rights of specified shareholders should be accomplished in accordance with the law.
	
The existing Commercial Act recognizes one vote for each share for all shareholders, and the voting right of shareholders is an inherent right, which, in principle, no person can restrict.

However, the Commercial Act and certain statutes recognize, as an exception, placement of restrictions on the voting rights of specified shareholders. Such restriction is necessary and justifiable as a preventative measure against the occurrences of adverse effects that may result from unrestricted exercise of voting rights by controlling shareholders.

In the meantime, with the introduction of different classes of shares, corporations are now able to issue different types of shares including no-voting shares and shares that are convertible to common shares. When determining its capital structure including issuance of different classes of shares, corporations should not act in a way that is disadvantageous to the shareholders holding a different class of shares or common shares. In case of a decision that is disadvantageous to such shareholders, corporations should obtain approval from the general meeting of class shareholders. 

2.2 Shareholders should be able to obtain all necessary and timely information from the listed corporations, both in sufficient quantity and without partiality. Even with regard to information whose disclosure is not required by the regulations, the listed corporation should make such information available to all shareholders equally, without preference.

Shareholders need to be informed continually---aside from those matters disclosed regularly--- of corporate matters which may have influence on its stock value. The corporation, therefore, should make every effort to provide as much information to all shareholders impartially. In particular, the corporation should disclose such information presented at its investor relations conference to those absent shareholders and other retail investors.

2.3 Shareholders should be protected from unfair conducts of insider trading and/or self-dealing by other shareholders such as the controlling shareholders.

The management or shareholders must not engage in insider trading or self-dealing with the intent of personal gains. Insider trading is an act trading with affiliated companies, etc., and self-dealing refers to a transaction where the management or the shareholder himself/herself becomes a transacting party. 

The corporation should be equipped with an internal control mechanism to handle insider trading and self-dealing, and the details of such transactions should be disclosed through fair means.

3. Shareholder Responsibilities

3.1 Shareholders, understanding that the exercise of their voting rights has influence on corporate management, should make every effort to actively exercise their voting rights for the corporation’s best interests.

For the sound and transparent management of the corporation, a general shareholder must take serious interest in the management of the corporation and make every effort to exercise his/her given rights, such as the voting rights, in a proactive manner.

3.2 Controlling shareholders wielding influence on corporate management must act in the best interests of the corporation and all its shareholders. For any action running counter to such, the controlling shareholders must bear all corresponding responsibility.

A controlling shareholder is one, regardless of his shareholding ratio, who exercises de facto influence over major matters involving corporate management, such as appointment and dismissal of the management. Controlling shareholders can be any shareholder including retail investors, corporate entities, and institutional investors. 

The responsibility of running the corporation lies with its directors and the management. In truth, however, it is difficult for such directors to completely reject the unequal power yielded by the controlling shareholder so long as he/she possesses influence over the selection of directors. Therefore, controlling shareholders---aside from exercising their voting rights on shares possessed or from directly participating in the corporate management as directors---should accept responsibilities for their power yielded, corresponding to the influence exercised on the corporate management using their vantage position.

Any unjustified intervention in management by the controlling shareholder, contrary to the interests of the corporation and general shareholders, may be controlled through strengthening managerial accountability of directors and/or effective utilization of the outside director system. However, in cases where a controlling shareholder exerts influence on the management through means other than the exercise of voting rights or participation in management as a director, it is critical for the said controlling shareholder to recognize that he/she must take the corresponding responsibility. Moreover, listed corporations must safeguard the exercise of rights by minority shareholders in order to prevent abuse of power by a controlling shareholder.



II. Board of Directors

1. Functions of the Board of Directors

1.1 The board of directors (“board”) should have the overall authority over corporate management and perform the following decision-making and supervisory functions:

<Major Functions>
• Establishment of business goals and strategies;
• Appointment and dismissal of the management and supervision thereof; 
• Assessment of management performance and determination of compensation level; and
• Establishment of policy to improve other governance matters. 

<Specific Functions>
• Approval of business plans and budgets;
• Approval of large capital expenditure;
• Approval of large borrowing and payment guarantee;
• Approval of provision of large collateral and lending;
• Disposition and transfer of important assets; 
• Approval of material matters relating to acquisition and merger of business;
• Approval of establishment, relocation or closure of business office;
• Supervision of compliance with laws, regulations and codes of conduct and ethics;
• Supervision of accounting and financial reporting system;
• Supervision of risk management and financial control;
• Supervision of disclosure of corporate information; and
• Evaluation of effectiveness of the corporate governance system and others and improvement thereof.

The board is central to the management and operation of a corporation. Accordingly, a board, which functions effectively and efficiently, is essential for the containment and monitoring of self-serving management practices by the executives or controlling shareholders, as well as for the protection of the interested parties such as minority shareholders by averting corporate insolvency. For this reason, it is necessary to clearly state the board’s functions and responsibilities, particularly with regard to corporate decision-making and management supervision, and the matters that require deliberation and approval of the board should be prescribed in the articles of incorporation. 

1.2 The board of directors may delegate its authority to the representative director, representative executive officer or the committees within the board (hereinafter referred to as “the board’s committees”). Excluded, however, are key matters as stated in the articles of incorporation and the regulation on operation of the board.

In order to reinforce its functions and to effectively execute its responsibilities within the corporate governance system, the board should be able to delegate part of its functions to the representative director, representative executive officer or the board’s committees, provided that such delegation does not violate the laws and regulations. For instance, it is advisable that the board engage itself mainly with making important policy decisions and delegate most minor or routine matters to the representative director or management, or that the board establish internal committees and delegate part of its authority to them.

The board’s committees should be composed of directors with expertise and interest in the area concerned, and partake in accomplishing the work of the board. Such division of labor contributes to the improved effectiveness and professionalism in carrying out the board’s responsibility, while effectively overseeing the management.

1.3 It is recommended that the board of directors establish and implement a policy on the succession of the chief executive officer (CEO). In particular, matters related to the succession of the CEO in an emergency situation must be incorporated in the policy. 

It is recommended that the board prepare and disclose a concrete and comprehensive succession plan for the CEO role, including the composition, operation, authority, and responsibilities of the team in charge of the succession, self-assessment of the efficiency of the team, performance evaluation of the senior management team, succession procedures in emergency or upon retirement of the CEO, and training programs for directors and CEO candidates. 

1.4 It is recommended that the board of directors devise and implement a risk management policy for systematic risk management. 

Risk management is increasingly important in the wake of the global financial crisis and corporations must make every effort to manage risk for its very existence. 

For reasonable and systematic risk management, it is recommended that a risk management committee be set up under the board. Depending on the specific circumstances a corporation is situated in, the duties may be delegated to an independent and specialized committee within the board such as the audit committee that is comparable to the risk management committee. 

Also, corporations should make sure that risk management activities are performed in a systematic manner by assigning dedicated resources and designating a manager in charge.

2. Composition of the Board of Directors and Appointment of Directors

2.1 The board of directors should be of a size that facilitates effective and prudent discussions and decision-making. It is highly advisable that the number of directors on the board be large enough to effectively operate the committees established under the board.

The size of the board should be determined to fit the corporation’s size and the business environment and characteristics. Nevertheless, the board’s size should be such that it allows the discussions to be fruitful and the decisions to be appropriate, swift and prudent. 

2.2 The board of directors should include outside directors who are in a position to carry out their responsibilities independently from the management and the controlling shareholders. The number of outside directors should be at a level where the board is able to maintain practical independence. Particularly, in the case of large listed corporations, it is recommended that half of its directors be composed of outside directors (minimum of three outside directors). 

The most important role of the outside directors is to enable the board to perform its management supervisory functions effectively. When compared with inside directors, outside directors hold an independent position from the management and controlling shareholders. Therefore, they can be more effective in monitoring management actions and providing impartial counsel.

In order for outside directors to effectively carry out their responsibilities, it is important to establish a board comprised of a sufficient number of outside directors, so that they would be able to exert meaningful influence on the decision-making process of the board. Therefore, the proportion of outside directors should be at the level where the board would be able to maintain actual independence from the management and the controlling shareholders while exercising authority over management decisions.

A large listed corporation is one having a total asset value of more than one trillion Korean won.

2.3 It is recommended that a person be not appointed to a director if he/she is accountable for the damage to corporate value or infringement upon shareholder rights, including but not limited to the following:

• A person who received administrative and/or judicial sanctions or are exempted from the execution of the same, which is comparable to the grounds for statutory disqualification, due to the violation of laws and regulations
• A person who has not implemented a shareholder proposal approved by the general meeting of shareholders and has not provided a justified reason 
• A person intentionally distorted or concealed material information that shareholders need to consider when exercising voting rights, including the financial status of the corporation and matters related to the board resolutions 
• A person holding an excessive number of positions concurrently and unable to fulfil director responsibilities in a faithful manner
• A person accountable for any other damage to the corporate value and/or infringement upon shareholder rights

2.4 The board of directors should be composed of competent individuals with professional expertise who can make concrete contributions to corporate management, and the appointed directors’ term of office should be respected.

In order to perform its functions dutifully and to make concrete contributions to the corporate management, the board must be composed of the directors who are competent and knowledgeable in their fields. Such directors refer to those with the experience and knowledge fit for the corporation concerned. 

In the meantime, the term of office for the director---appointed through due process at a general shareholders’ meeting---should be respected so that his functions as managing agent for all shareholders may be performed dutifully. The exceptions are the following: the director is found liable for any illegal act; gross violation is made of the statutes or the articles of incorporation; or the director is deemed inept for office.

2.5 It is recommended that the board be composed of directors with a diversity of backgrounds. 

To fulfil its role and responsibilities, the board need to be composed of the directors with diverse knowledge, experience, and capabilities in harmony. 

2.6 For a large listed corporation, it is advisable to appoint a person who is not a representative of the management (e.g. chief executive officer) as chair of the board of directors. In the case where this recommendation cannot be accepted, it is desirable to appoint a lead outside director to represent other outsider directors.

In view of the board’s supervisory role in overseeing management, separation of the chair of the board from the representative of management could bring useful effects. An independent appointment is also recommended because the checks and balance between the board and the management often contribute to the enhanced corporate performance. In cases where both positions are held by a single individual, a lead outside director who is able to play a central role in accomplishing responsibilities of outside directors should be appointed, and the name of the lead outside director disclosed. Among others, the lead outside director should preside over the meetings of outsider directors, and should consolidate and coordinate the different positions of outside directors.

2.7 Corporations can adopt the executive officer system if necessary. 

A corporation with executive officers in place cannot appoint a representative director, and to ensure independence of executive directors, their appointment and dismissal should be made by the board of directors. Executive officers should report work progresses to the board on a regular basis and attend the board meeting for reporting at any time when requested by the board. 

It is advised that executive officers take full charge of the execution of the business activities and the board work more focused on the supervisory activities. The board may delegate part of its authority to the executive officers. The role and responsibilities taken by the executive officers should be clearly defined and disclosed. 

2.8 It is recommended that a nomination committee be set up to ensure fairness in the director candidate nomination process. It is advised that the committee be established and managed to ensure fairness and independence in the nomination process.

Directors appointed by the controlling shareholders or the chief executive officer are greatly influenced by those who appointed them, thereby raising concerns that their obligation of fairly executing duties as the managing agent of all the shareholders may be compromised. Therefore, there should be an established procedure for appointing directors, which broadly reflects the diverse opinions of shareholders.

For this purpose, it is recommended that a nomination committee be set up where a majority of the members are outside directors. 

2.9 The opinions of shareholders other than the controlling shareholders should also be reflected when appointing directors. For this purpose, it is recommended that a cumulative voting system be adopted.

In the process of nominating and appointing directors, the opinions of general shareholders should also be reflected. If such a process does not improve, it would be difficult to expect directors--- not just standing but also outside directors---to retain actual independence regardless of how much the requirements and qualification for outside directors are strengthened.

As the controlling shareholders have a large influence on the management particularly in the domestic corporations, it is recommended that the cumulative voting system be adopted, to ensure independence of directors and to reflect the minority shareholders’ opinions.

2.10 The corporation should provide shareholders with sufficient information and time to make voting decisions.

It is desirable that corporations provide shareholders with sufficient information about the nominees for directors and sufficient time necessary to make voting decisions. Also, the information about the director candidates should include concrete details to help shareholders make a rational decision. 

3. Outside Directors

3.1 An outside director should be a person who does not have material relationship with the concerned corporation and who is in a position to make decisions independently from the management and the controlling shareholders.

An outside director should not have material relationship with the concerned corporation. A person with material relationship refers to a person who is under a contractual agreement and/or is doing business with the concerned corporation. In particular, when appointing an outside director, his/her practical independence need to be considered. 

3.2 The corporation must confirm and disclose the fact that the nominees for outside directors have no material relationship with it, and upon accepting the offer of appointment as a board member, an outside director must submit a written confirmation to the concerned corporation that he/she is not involved in any material relationship with the corporation.

To ensure independence of outside directors, disclosures must be made concerning any interest held by the candidate at the appointment stage. For this purpose, accepting the offer, the outside director should submit a letter of confirmation, which the corporation should disclose, stating that he holds no interests that might impair him/her from performing duties impartially and independently from the corporation, management, and the controlling shareholder.

Even if there is no cause for concern in the likelihood of the outside director’s impartiality being impaired, it is desirable that if there exists other interests he state such information in a letter of confirmation and the corporation disclose it. Also, should there be any change in the information stated in the letter following inauguration into office, the outside director should immediately submit a corrected letter, which the corporation should disclose.

3.3 An outside director must not hold an excessive number of positions concurrently in order to perform the outside director role faithfully.

If a person holds directorships in multiple corporations, it is highly likely that the person cannot perform his/her role faithfully because time and efforts are distributed across outside directorships in different corporations. Further, an outside director should prevent in advance a likelihood of conflicting interests between the corporation where he/she serves as an outside director and himself/herself. Therefore, an outside director must not double as an outside director in a corporation involved in an economic trade associated with the business of the corporation in which he/she holds outside directorship or any other corporation in the same industry. 

3.4 The corporation should provide outside directors with sufficient information necessary to perform duties, and the outside director may request information necessary for performing duties be provided promptly.

For an outside director to perform his/her role effectively, he/she must receive sufficient information concerning business plans or the corporation’s managerial situation. Therefore, management, including its head, must provide outside directors with any necessary information, sufficiently and timely, so that they may accurately assess the corporation’s managerial situation. Particularly, when a board meeting is to be convened, the related information on the pending agenda should be provided to the outside directors to allow prior review.

An outside director should be given easy access to necessary information in order to make suggestions on the management’s objectives or the corporation’s strategic decisions. For this purpose, the outside director should be able to request information from anyone in the corporation. The outside director, however, has a duty of confidentiality towards important confidential information of the corporation. Also, it is desirable for the corporation to designate a division to oversee such matters and to effectively respond to any request for information by outside directors.

3.5 Outside directors should allot sufficient time towards performing their duties, and should review all related information before attending a board meeting.

Outside directors should, in performing their duties, collect and review sufficient information on the agenda up for decision-making and make every effort to make the best decision in the interests of the corporation. For this, the outside director should allot sufficient time towards performing his/her duties, attending all board meetings, and reviewing the material provided carefully. If the material proves insufficient, the outside director should collect the necessary material himself/herself and review them, e.g., reading the account books or related documents.

Also, in order to minimize the risk of management failure through compiling diverse opinions concerning the corporate management, outside directors should make every effort to obtain necessary information from diverse sources within and outside the corporation, including shareholders.

3.6 When necessary, outside directors may seek the assistance of executives and/or employees of the corporation or outside experts through due processes, and the corporation should cover the expenses involved in securing such assistance.

An outside director should, if necessary, be able to seek through due process the assistance or advice of the executives and employees of the corporation or the outside professionals such as external auditors, legal advisors, consultants with expertise in manager compensation and others. In such cases, the corporation should cover the expenses incurred in obtaining such assistance or advice, provided that the expenses are justifiable and reasonable.

3.7 To reinforce outside directors’ management supervision and supporting functions, it is recommended that meetings of outside directors be held separately from the board meetings. 

In order to ensure that the outside director system, which has been introduced to increase the transparency of corporate management, is firmly rooted in the Korean business culture and achieves its intended goals, it is necessary to employ practical and specific implementation methods.

For this purpose, a system of cooperation among outside directors must first be established. Meetings for only outside directors should be held; and a lead outside director should be appointed to convene the meetings and/or to take care of important matters that are delegated by other outside directors. It is desirable to disclose the name and election method of the lead outside director.

The corporation should make every effort so that outside directors and the management have opportunities for regular discussions on matters concerning management. This helps manage the board effectively by enabling outside directors to grasp the managerial situation clearly through regular contacts with the management. By doing so, the management, on the other hand, would be able to gain the understanding and cooperation of outside directors on matters concerning corporate management.

4. Operation of the Board

4.1 The board meetings should, in principle, be held regularly, at least once every quarter.

It is desirable that the board of directors meet on a regular basis in order for them to perform its role faithfully as a supervisor of the management activities of the corporation and as a decision-making body for the important matters. It is not possible to prescribe the frequency of the regular board meetings applicable to all corporations, but it is recommended that the board meet at least once a quarter. In addition, if necessary, special board meetings may be called for the effective operation of the board.

For the efficient operation of the board, a meeting date and time should be arranged in advance or a notice should be made sufficiently prior to the meeting. It is desirable to state the schedule of the regular board meetings in the articles of the incorporation or in the board operating regulations, or decide the date and time for the next meeting in the previous meeting. 

For the benefit of outside directors in particular, it would help operate the board efficiently to set in advance the date and time of a meeting where outside directors can receive briefings on important matters from the management and present their opinions on them. 

4.2 To effectively operate the board, the regulation on the operation of the board of directors should be established so that the board’s rights and responsibilities along with the operational procedures are specifically stated.

The board of directors is composed of multiple inside directors, outside directors, and other directors who are not engaged in regular businesses. Therefore, without clearly defined standards, challenges may arise in the process of board operation. To avoid such challenges and to ensure effective operation of the board, each corporation should establish a rule to regulate the operation of the board by concretely stipulating the rights and authority, composition and operational procedures of the board, and the board must operate in accordance with such regulations.

4.3 The board of directors should prepare the minutes or tape-record the proceedings of its meeting each time and maintain the same. As for important discussion topics and resolutions, in particular, the minutes should be prepared at the director level.

To put reasonable pressure on the board maintaining accountability, it is highly important that detailed and exact records of the board’s discussions and resolutions, along with the voting records and statements of individual directors, be kept.

Therefore, it is necessary for the corporation to prepare and maintain the detailed minutes of the proceedings or audio recordings of every board meeting. Clear and detailed records of important discussions and voting items by each speaker should be recorded in the minutes, which must be signed by each director. 

4.4 It is recommended that the attendance and voting records of each director for important agenda items subject to the disclosure requirement be disclosed.

It is anticipated that the disclosure of specific conducts of individual directors would greatly contribute to making an effective board. Additionally, the disclosed information can be used as useful reference materials for external assessment of the board members. By disclosing the conduct of outside directors as well as inside directors, and other directors not engaged in regular business activities, they are more likely to make decisions and vote after taking into account the consequences of their decision on their reputation.

4.5 It is advised that, if necessary, telecommunications means be mobilized so that the board members can attend the board meetings as much as possible. 

The board should grant an equal number of opportunities to every director. In case some of the directors cannot attend the board meetings in person, telecommunications means (voice, or video and voice) should be provided to ensure their attendance. 

5. Committees of the Board 

5.1 It is advised that internal committees composed of an appropriate number of directors be established to accomplish specific functions and responsibilities of the board. It is recommended that large public corporations in particular set up audit committee, nomination committee and compensation committee.  

Due to time and physical constraints, it is unreasonable for the full board to convene on all occasions for handling corporate matters. Therefore, it is necessary to have a system where matters that arise periodically or require in-depth discussions can be referred to the relevant thematic committees of the board, which are comprised of the board members who have relevant expertise and interests. Through operation of such board committees, the board would be able to enhance the effectiveness and specialization in executing its responsibilities.

The audit committee oversees and ensures that the directors and the management perform its responsibilities in an appropriate manner and in accordance with the laws and regulations.

The nomination committee recommends the candidates for the position of CEO and the director nominees for the general meetings of shareholders, and upon the request of the board, it also makes nominations for the members of the board committees. The most important function of the nomination committee is to recognize and recommend an inside director who is most qualified and to identify a potential outside director who is independent and has appropriate expertise. Accordingly, joint efforts of the inside directors, who have in-depth knowledge about the business circumstances of the corporation, and the independent outside directors would maximize the effectiveness of the nomination committee. Also, it is recommended that the nomination committee be set up as a standing committee and manage the inside and outside director candidates. 

The compensation committee reviews and evaluates the management performance against the management goals, and sets the appropriate compensation level for the management on the basis of such evaluation.

Each committee is advised to report its activities to the general meeting of shareholders at least once a year.

5.2 A majority of a committee under the board must be comprised of outside directors. It is recommended that the audit committee and the compensation committee be comprised entirely of outside directors.

In order to ensure independence and expertise, the number of outside directors on the committees should be of a size that allows outside directors to take a lead role. Therefore, a majority of the committee should be outside directors.

One of the requirements that is essential for the compensation committee in making an impartial evaluation of the management and setting an appropriate compensation level thereof is independence from the management that is being evaluated. Therefore, the compensation committee should be comprised entirely of outside directors.

An outside director may, if it is unavoidable, serve more than one committee, but it is highly recommended that such a case be avoided if possible.

5.3 All matters relating to the structure, operation and authority of each committee must be stipulated as a regulation. The committee’s resolution on a matter that is delegated by the board of directors should hold the same effect as the board’s resolution, and the committee must report such resolution to the board.

In the cases where the board of directors has delegated parts of its authority to its committees, which undertake the tasks on behalf of the board, the committees should be given full authority to carry out their functions by recognizing the resolutions of the committee as having the same effect as that of the board of directors. 

The board committees must submit details of their activities to the board on a regular basis, and each committee must establish the regulations that clearly articulate their structures, operation and authority, and among others, such regulations must stipulate the following matters:

• Purpose of the committee;
• Authority and responsibilities of the committee;
• Concrete standards and procedures associated with the activities performed by the committee; 
• Annual assessment of accomplishment of the committee; 
• The composition of the committee, and qualifications of the committee members, their appointment and dismissal; and
• Structure of the committee and reporting to the board.

6. Duties of Directors

6.1 Directors should, in performing their duties, do their utmost to observe the duties of prudence and faithfulness expected of a proper manager. Based on sufficient information, directors should make a rational decision by allotting sufficient time and efforts. 

Directors, delegated by the corporation and the shareholders, should perform their duties with prudence of a good steward. Directors should review various materials related to the pending issues thoroughly and attend all board meetings.

If necessary, a director may ask questions and offer opinions to the management on corporate operations, and may seek advice from external auditors or outside specialists. In performing the duties, the director should always be careful to ensure that no laws are violated by himself/herself, peer directors and/or the management.

6.2 Directors should not exercise their authority for their own benefit or that of a third party, and should work towards the best interests of the corporation and the shareholders.

When the interests of the corporation and the director conflict, the director should act in the interests of the corporation and the shareholders before himself/herself. When the director has interests in a transaction or contract with the corporation, directly or indirectly, he/she should clearly disclose such interests and related important information to the board of directors, and also should obtain approval from the directors having no such interests.

6.3 Directors, in accordance with performing their duties, should not divulge or use, for their own or third parties’ benefit, any corporate secret obtained.

A director should not disclose corporate secrets that he/she has acquired in the process of performing his/her duties, and ensure that such information is not revealed by a third party, either. Also, the director should not use corporate secrets for his/her own gain or that of a third party. The use of corporate secrets by a director, even if it bears no financial harm to the corporation, may erode confidence in the corporation or may incur losses on the part of shareholders and creditors; thus, it should be prohibited.

7. Responsibilities of Directors

7.1 When a director has violated the law or the articles of incorporation, or has neglected his/her duties, he/she may be liable for damages to the corporation. If there was malicious intent or gross negligence on the part of the director, he/she may also be liable for damages to a third party.

A director shall observe the law and the articles of incorporation in performing his/her duties, and shall not be negligent in his/her duties and remain faithful at all times. If a director does not perform his/her duties properly, he/she may not be reappointed or may even be dismissed. These measures alone, however, do not ensure effectively the proper performance of duties by the director, and also do not make up for the losses already incurred to the corporation and/or a third party. The most effective means of securing proper performance of duties by the director is to hold him/her materially accountable, that is, in proportional terms.

7.2 If the director, in the process of making a managerial decision, has collected and sufficiently reviewed with care a significant amount of reasonably reliable material and information, and has then performed his/her duties---according to his/her faithful and reasonable judgment---using means deemed to be in the best interests of the corporation, then such decision should be respected.

Managing a corporation is very complicated, requiring professional knowledge. Thus, it is almost impossible, and inappropriate, to hold one accountable for damages by determining any existence of negligence based on examination of ex post results. 

Generally, the business judgment rule is applied with respect to the following cases only: The director makes active business judgments concerning operations of the corporation, and he/she does not have any interests on matters needing business judgment. He/She, in the process of making a business judgment, makes decisions only after collecting and reviewing--- sufficiently and carefully---a significant amount of reasonably reliable data and information. Also, the director rationally believes that such business judgment is of benefit to the corporation.

7.3 The corporation, to effectively hold the directors accountable and to attract competent persons as directors, may purchase, at its own expense, the liability insurances on behalf of directors.

As the size of corporations grows, the amount involved in liability claims on directors is expanding. As the effectiveness of filing a suit for accountability would decrease if the director lacks sufficient funds, to ensure such effectiveness, it is desirable to purchase liability insurance so that compensation can be adequately made for damages to the corporation or a third party. Also, to actively recruit those who are competent but reluctant due to the possibility of lawsuits on outside directors, it is recommended that corporations seriously consider purchasing liability insurance for directors.

However, controversy over morale hazard could arise concerning the question of legitimacy in purchasing liability insurance at the corporation’s expense to pay for the director’s liabilities towards the corporation or a third party. Therefore, it is advised that the corporation purchase liability insurances on behalf of directors to the extent that no irresponsible business judgment is encouraged.

7.4 The directors must periodically participate in internal and external training programs that are organized to enhance their performance as director. Especially, it is highly recommendable that the newly appointed directors attend a program covering governance structure and directors’ duties. 

The directors must invest sufficient time and efforts in acquiring thorough understanding of their duties and in performing their duties thereafter. Specifically, it is advised that the newly appointed directors attend a program that covers directors’ duties and corporate governance. To this end, it is recommended that the corporation run a training program aimed at enhancing efficiency of the director role and provide directors with sufficient training opportunities. 

8. Evaluation and Compensation

8.1 Business activities of the outside directors should be evaluated fairly, and the evaluation results should be reflected appropriately in the remuneration, reappointment decision, etc. 

Outside directors should be evaluated based on their individual performance, and the evaluation results should be used as the basis for determining their remuneration and reappointment. The remuneration should be determined at an appropriate level, reflecting the responsibilities of and the risk associated with the role, and the time invested in performing the duties. 

8.2 The board of directors should design the management remuneration policy in alignment with the long-term interests of the shareholders, and it is recommended that the important details be disclosed. Also, the remuneration of the key management positions should be disclosed.

It is recommended that the board design the remuneration policy pertaining to key management members in alignment with the long-term interests of shareholders and the details be disclosed. Also, irrespective of whether the director is a board member or not, the corporation shall disclose individual remuneration of key management members. 

In addition, the corporation should disclose in a transparent manner its remuneration policy including remuneration calculation criteria, details of the remuneration package, the amount actually received, stock options, and severance payment.  

It is recommended that stock options be granted selectively to the officers and employees who actually contribute or are capable to contribute to the technology development, management performance, etc., and particularly in the case of the stock options granted to the management, it is desirable to establish a linkage between the granting and exercise schemes and the business performance.

8.3 It is recommended that the board of directors fairly evaluate the management activities of the management and reflect the evaluation results in the remuneration appropriately.

The ultimate goal of evaluating the management’s activities lies in increasing the corporation’s business outputs by improving their contribution to the corporation. Therefore, the details of management actions must be assessed on the basis of impartial evaluation criteria including the business performance and rate of stock price increase, achievement of long-term business goals, compensation levels of other corporations in the same industry group, etc. The evaluation results should be used as the basis for determining remuneration and reappointment of the management.

Since remuneration is a compensation for performance, there should be a justifiable and proportional correlation between the remuneration and the position’s responsibilities. Furthermore, an appropriate level of compensation should be determined while taking into consideration the financial status of the corporation. Especially, the remuneration of an individual director, in principle, should be determined by the compensation committee (the board in case where no compensation committee exists) within the amount approved at the general meeting of shareholders. The compensation committee must submit to the board of directors a report on the evaluation of the management performance, which is carried out in accordance with the impartial evaluation criteria established in advance. 
























III. Audit Systems

1. Internal Audit Systems

1.1 It is recommended that the board of directors serving a large listed corporation establish an audit committee under the board as an internal audit system. 

Corporations in modern time, whose management activities have become complicated and who should take into account diverse stakeholders, are advised to set up an audit committee to supervise the management, thereby bolstering compliance and transparency in the management activities. Also, a corporation that establishes an audit committee should not employ an internal auditor, as prescribed in the local Commercial Act.

1.2 In order to ensure independence and expertise, it is recommended that an audit committee be entirely comprised of outside directors, and at least one member have a professional knowledge in auditing. 

The audit committee should be comprised of at least three persons to perform flexible functions as a meeting group. It is desirable that the committee entirely consists of outside directors to maintain objectivity and independence. However, if it is difficult, two thirds, including the chair, of the committee should be outside directors.

In order for the audit committee to fulfill its functions effectively, the appropriate authority and status must be vested in the committee, so that the committee’s independence would not be weakened to the level lower than that of an auditor.

Auditing requires expertise. It is not essential for a person who undertakes auditing to have professional qualifications in auditing. However, it is necessary that such person has good understanding of accounting standards, financial reporting and internal control system, and has sufficient knowledge and experiences to appraise such matters. Therefore, all members of the audit committee should have basic knowledge in auditing and at least one member of the committee should have professional knowledge of auditing. Also, members of the committee should attend audit-related training programs provided by a professional institution periodically.

1.3 The audit committee or auditor should, among others, perform the following basic functions:

• To audit the legitimacy of business conducts of the directors and management;
• To audit the soundness and reasonableness of financial transactions of the corporation;
• To examine appropriateness of financial reporting processes and accuracy of financial reports;
• To review the adequacy of major accounting standards as well as the changes in accounting estimates;
• To evaluate the internal control systems;
• To approve the appointment and dismissal of a person in charge of the internal auditing unit;
• To appraise the appropriateness of the functions, structures and budget of the internal audit unit;
• To appraise the performance of the internal audit unit;
• To approve the appointment and dismissal of an external auditor and report the same to the general meeting of shareholders;
• To evaluate the auditing activities of an external auditor;
• To appraise the independence and appropriateness of non-auditing activities of an external auditor;
• To confirm the follow-up actions taken on the matters to be corrected, which have been recommended by the internal and/or external audits;
• To establish audit committee’s statute or audit statute and disclose them; and
• To disclose periodically the details of the committee’s or the auditor’s activities and the matters relating to their independence.

The most important authority and responsibility of the audit committee or auditor are to audit the business conduct of the directors and management. The audit committee or auditor must audit the legitimacy of the conducts of the directors and management. Moreover, in the case where the conducts of the directors and management are clearly improper, the pertinence of the conducts must be audited.

The audit committee or auditor must confirm the quality and reliability of the financial reports. Accurate reporting of financial matters to all stakeholders, including the ordinary shareholders as well as the potential shareholders, creditors, employees, government, consumers, etc., is one of the essential responsibilities of a corporation. 

Adequacy of the accounting standards adopted by a corporation is the keystone of accurate financial reporting. Therefore, the audit committee or auditor must assess whether or not the corporation followed acceptable accounting standards. Moreover, since accounting changes hinder the continuity of corporate accounting and give rise to confusion to readers of the accounting information, it should be discouraged. The audit committee or auditor, therefore, should examine the appropriateness of the accounting changes, even if such changes are permitted under the accounting standards, and accounting changes should be deterred, unless it is justifiable.

Designing and operating an internal control system is the responsibility of the management, but evaluating its appropriateness and exploring ways for improvement is the duty of the audit committee or auditor. To assess the suitability of the internal control system, the audit committee or auditor must appraise the existence and efficacy of a management system for protecting corporate assets, and should also evaluate whether appropriate safeguards are in place between various internal system units. The audit committee or auditor should, on the basis of such evaluations, seek means of maintaining the appropriateness of the internal control systems.

Under the audit system, it is desirable to establish a special affiliate unit that provides assistance for the audit committee or auditor and performs practical activities. It is also desirable to safeguard the independence of the audit committee or auditor by granting to the audit committee or auditor the authority to approve the appointment and dismissal of the person in charge of the internal audit unit. 

In addition, the audit committee or auditor must oversee the capacity of the internal audit unit to efficiently accomplish its objectives, and assess the suitability of the functions, structure and budgets of the unit, as well as the performance, on an ongoing basis. It is advisable to report the assessment results to the board of directors and complete any follow-up actions.

The audit committee or auditor must also oversee that the staff and the person in charge of the internal audit unit have the necessary independence and expertise. Particularly, it is advisable to make a request to the corporation to establish a procedure, which would prevent situations where the staff and the person in charge of the internal audit unit are put under personal disadvantage during the course of their work.

The audit committee or auditor selection committee should approve the appointment or dismissal of an external auditor and report such facts to the general meeting of shareholders. Considering the fact that the auditor selection committee includes the representative of creditors, a major stakeholder, the audit committee of a corporation with a high debt ratio needs to take into consideration the creditors’ opinions when nominating the candidates for the external auditor.

The audit committee or auditor should assess whether the external auditor performs his/her duties adequately by dedicating sufficient time and efforts, and determine the remuneration that is sufficient and justifiable for the audit duties. Additionally, a decision on reappointment of an external auditor should be made at a regular interval, on the basis of the outcome of appraisal on his/her independence, etc.

In the case of dismissal or replacement of an external auditor, an opportunity should be given to the concerned external auditor to present his/her opinions to the audit committee or auditor. Additionally, an external auditor should be deterred from providing non-audit related services, which could undermine his/her independence. If provision of non-audit related service by an external auditor is required, a prior approval of the audit committee or auditor should be obtained, and it is desirable for the audit committee or auditor to disclose the details of such approvals immediately.

The audit committee or auditor, in the case of material difference of opinion between the management and external auditors, should propose a solution and check if the proposed solution has been implemented. Furthermore, the audit committee or auditor should confirm whether major corrective measures indicated by external auditors have been incorporated in the execution of operations.

1.4 The board of directors should clearly stipulate the purpose, structure, authority and responsibility, and tasks of the audit committee or auditor as corporate regulations. Further, the audit committee or auditor should examine the suitability of such regulations annually, and disclose the details of the examination.

Upon establishment of an audit committee, matters relating to the missions, purposes and structure of the committee and the specifications on the qualifications, authority, duties, responsibilities and conducts of the audit committee members should be stipulated as a regulation, thus establishing the normative basis for business of the audit committee. The corporations, which have only an auditor, should also establish the internal regulations covering the detailed guidelines and procedures for the audit tasks. The audit committee or auditor should examine the suitability of such regulations annually, and disclose the details of the examination.

1.5 The audit committee should meet at least once each quarter, and if need arises, may allow the attendance of the management, financial officers, head of the internal audit unit and/or external auditor.

To ensure the effectiveness of quarterly reporting, the audit committee should review the quarterly reporting process. Therefore, the audit committee should hold a meeting at least once every quarter.
 
The chair of the audit committee should be able to demand the attendance of the management, financial officers, the person in charge of the internal auditing unit and the external auditor at a meeting of the audit committee. He/She may also allow the attendance of outsiders depending on the slated issue. If the agenda of the audit committee meeting includes the performance evaluation of management, then management should not be allowed to attend. Also, members of the audit committee should try to collect information and exchange opinions through individual contact---separate from official meetings---with the management, members of the internal auditing division, and/or external auditor.

1.6 For each committee meeting, the audit committee must prepare the minutes, which contains clear and detailed records of all important discussions and decisions made. The audit committee or auditor should maintain the audit records that give detailed results of an audit.

The minutes of the audit committee meetings and the audit records should be written as clearly and in detail as the minutes of the board meetings, and, in accordance with the laws, they should be made available to shareholders for their perusal.

1.7 Members of the audit committee or auditor should have full access to information necessary for auditing, and, if need arises, should be able to seek advice from external experts.

Full access to necessary information is a prerequisite for the audit committee or auditor to perform their duties faithfully. For this, it is necessary that the internal regulations stipulate a clause that permits an investigation into the responsibility of persons who, without just cause, do not comply with the request for information by the audit committee or auditor. 

During the course of its work, the audit committee or auditor may need the counsel of the external experts such as accountant, lawyer, etc., in addition to the cooperation of management, employees or external auditor of the corporation. Therefore, it is necessary to establish the basis for enabling the audit committee or auditor to seek advice from external professionals in the related internal regulations, such as the regulations governing the operation of the board of directors and the audit committee. In particular, when the audit committee consults external experts, the chair of the audit committee should be required to report to the board the background and content of the counsel, the expenses involved, and the actions taken and the effects thereafter.

1.8 The audit committee should report to the general meeting of shareholders the evaluation results on the independence and main activities of the committee, and the representative director of the corporation should disclose such information in the annual report. The corporations, which do not have an audit committee, should report the details of the evaluation outcome on the independence and main activities of the auditor to the general meeting of shareholders and the representative director of the corporation should disclose such information in the annual report.

The career summary of each audit committee member, important transactions that the members carried out with the corporation, if any, other interests in the corporation that may influence their independence, the fulfillment of the duties as a member of the audit committee in accordance with the related laws, regulations and the regulation on operation of audit committee, and any other important activities should be separately grouped and disclosed in the annual report.

1.9 The members of the audit committee should be independent from the management and the controlling shareholders of the corporation. Therefore, the members of the audit committee are entitled only to the compensation as a director, and must not accept any other recompense.

Since the members of the audit committee devote considerable time and efforts in fulfilling their duties, they may receive a higher compensation than other directors do. However, they must not accept any recompense other than that of a director. This is because other recompenses may harm the independence of the audit committee member. However, if other recompense is not for the services provided in the future, but for the services already rendered, it is possible to receive a pension or deferred payment. 

2. External Auditors

2.1 External auditors should maintain legal and practical independence from the corporation subject to audit, its management, and the controlling shareholders.

The local Act on External Audit of Stock Companies stipulates matters concerning the independence of external auditors. However, it is, above all, most important that external auditors themselves do not enter into an audit contract if according to the judgments based on the professional ethics, it is deemed that they have common interests, in reality or in appearance, with management or the controlling shareholders of the corporation.

In cases where an external auditor provides management consulting services other than auditing services, such external auditor is, in principle, deemed not to be independent. However, when approval of the audit committee or auditor has been obtained, an external auditor can provide such services.

Also, in cases where, for a specific purpose, an external auditor enters into a contractual agreement for a success fee in relation to auditing of the financial statements, such external auditor is deemed not to be independent. However, to prevent the risk of frequent replacement of an external auditor, the corporations are required to have their financial reports audited by the same auditor for a period of three consecutive fiscal years, while the lead auditor cannot provide the auditing services to the same corporation for more than three consecutive years.

2.2 An external auditor should attend the general meeting of shareholders and answer any question asked by shareholders on audit reports.

To promote the business supervisory role of shareholders, external auditors should attend the general meeting of shareholders and provide an answer and/or explanation on any shareholders’ question related to the submitted audit reports in a faithful manner.

2.3 External auditors are liable to pay for damages, which are incurred from a negligent audit, to the corporation concerned and/or to other information users. External auditors should check whether any fact in the information regularly disclosed along with the audited financial statements conflicts with the audit results.

If an external auditor has been negligent in their duties, incurred losses on the corporation, omitted important matters from the audit reports, or incurred losses to information users due to false records, then they are liable for damages toward the audited corporation and any third party. Therefore, an external auditor should be aware of this liability and heed special care when auditing.

Also, an external auditor should demand correction of corporate information included in the business reports regularly disclosed along with audit reports and audited financial statements if they include information that conflicts with audit results or that may cause misunderstanding on audited financial statements.

2.4 An external auditor should make every effort to verify in the course of auditing any existence of wrongdoing or unlawful act by the corporation.

External auditors are not obligated to check for any wrongdoing or illegal acts committed by the corporation being audited. However, checking for any such misdeed by the corporation while performing audits may increase confidence of those readers in the audit results. 

It is highly significant especially for auditors to, during the course of auditing consolidated and combined financial statements, unmask any wrongdoing or violation of the law that occurred among the corporations under subordinate relationship and the affiliated corporations within a large corporate group. It is recommended that external auditors officially notify the relevant agencies of any wrongdoing or illegality that was confirmed or any case of suspicious wrongdoing detected while auditing.

2.5 An external auditor should consider the viability of the audited corporation as required by the statutes related to external auditors including the Act on External Audit of Stock Companies.

The fact that external auditors are required to express their opinion on the viability of an audited corporation implies the seriousness of their responsibility. Therefore, there are concerns that external auditors may evade audits on insolvent corporations or may give excessively conservative audit opinions to evade their responsibilities.

It is anticipated, however, that the opinions of external auditors on the viability of the audited corporation help assess the actual state of the corporation and enhance the quality of accounting audits, thus positive effects outweighing the potential adverse consequences. Hence, remuneration for external auditors should be adjusted in accordance with these extra responsibilities; and the external auditors should be able to easily access information required for assessing the viability of the corporation.

2.6 It is advised that an external auditor report the material matters that have been identified during the course of auditing to the audit committee or auditor.

It is advised that an external auditor report the material matters that have been confirmed during the course of auditing to the audit committee or auditor and consult them on such matters. Material matters, for example, include important accounting policy, accounting treatments and accounting estimates that have been influenced by management’s decisions, significant audit revisions, matters on which the auditor and management have differing views and any difficulty in performing external auditing.














IV. Stakeholders

1. Protection of Rights of Stakeholders

1.1 The corporation should make every effort not to infringe upon the rights of diverse stakeholders.

The corporation holds diverse relations with stakeholders, those being employees, creditors, suppliers, consumers and local community. Also, the roles played by the stakeholders are very important to the continuance of the corporation. Therefore, the corporation should realize that mutual cooperation with stakeholders is, in the long term, to its own benefit, and should respect and protect rights of stakeholders, as determined by statutes and contracts.

Also, when the corporation infringes upon the rights of stakeholders stated in statutes or contracts, appropriate and swift measures must be taken to redress the situation.

1.2 The corporation should not be negligent in its social responsibilities, such as consumer protection and environmental protection.

With the significant rise of corporate influence on the economy and society, the public awareness on the social responsibilities of corporations has been growing. Also, consumers and local communities have been playing an increasingly important role as interested parties in the continuance of the corporation.

In particular, if the corporation neglects its social responsibilities, such as protecting consumer rights or the environment using its advantageous position, unlike in the past, it not only damages the corporate image, but also brings about devastating effects on the long-term development of the corporation. Therefore, each corporation should encourage its managers to faithfully perform social responsibilities through an appropriate governance system.

1.3 The corporation should respect the rights of its employees, and make due efforts to enhance quality of their life. 

From the perspective of the corporate and societal interest, employment relationship bestows rights as well as duties both on the employer and on the employees. Therefore, the parties who signed the employment contract should have an understanding of their rights and duties, and in the event that the contractual terms are not complied with, they may exercise appropriate claims. 

The working conditions in the corporation should be in line with the local laws and regulations, and be above the international labor standards at a minimum. Therefore, the corporation should provide salary and working conditions that are aligned with the local laws and practices. If the matter concerned is not prescribed in the local laws, the minimum level of standards defined by the international labor standards such as those published by the International Labor Organization should be adhered to.

The working conditions have a significant influence on the quality of life of the employees as well as their family. Therefore, corporations should offer a reasonable level of working conditions in relation to salary, working hours, leave, health and safety, maternity protection and others so that employees can maintain proper balance between work and life, while providing the working environment at or above the minimum level that is necessary to lead a healthy life.

1.4 Corporations should facilitate the establishment of a fair market order by complying with the competition laws, and promote the balanced development of the national economy.
 
Fair trade enhances efficiency of a corporation, reduces the prices of a product or service, and enables innovation.

Unfair trade practices include unduly determining, maintaining and changing the price of a product or service; unjust adjustment of a product sale or service provision conditions; undue obstruction of the activities of other corporations; unjust transactions to exclude a competitor; unjustifiable refusal of a transaction; and unfair act of resale price maintenance.

For fair trade, a corporation should perform its business activities in compliance with the competition laws, provide training programs aimed at raising awareness on the importance of fair transactions and compliance with the laws on the part of the executives and employees, and disclose the same. Further, it is desirable for a corporation to establish and disclose procedures and measures that can prevent involvement or collusion in an unfair transaction. 

1.5 Corporations should abide by creditor protection procedures concerning such matters as mergers, capital reduction and division/mergers, which greatly affect the position of creditors. 

Creditors, including those who have extended credit to the corporation or the holders of the bonds issued by the corporation, assume the risks associated with collecting invested capitals. Therefore, they must be protected through appropriate procedures.

Mergers, capital reduction, and division/mergers are the matters that materially influence the structure and/or financial status of the corporation and that influence the creditors’ position as well. Therefore, the corporation should ensure that the creditors’ rights are protected sufficiently and appropriately beforehand in the event of mergers, capital reduction or division/mergers---matters which pose great influence on the creditors’ position.

1.6 When a person is a stakeholder and shareholder at the same time, each of the rights pertaining to the two positions should be protected and may be exercised.

If a certain person has the dual positions of shareholder and stakeholder, in other words, is a supplier as well as shareholder, or is an employee as well as shareholder, the rights pertaining to each position are protected independent of each other.

The rights as a shareholder must not be unduly restricted due to the person’s position as a stakeholder. Likewise, the rights as a stakeholder must not be unduly restricted to the person’s position as a shareholder. In the meantime, a stakeholder must not pursue undue benefit using his position as a shareholder.

2. Stakeholders’ Participation in Management Monitoring 

2.1 The form and level of management monitoring by creditors should be determined through discussions among the related parties, according to the distinct circumstances of the corporation.

Creditors assume the corporation’s risk depending on the possibility of collecting their credit, and therefore have a strong motive for monitoring corporate management.

Due to the popularization of non-guaranteed corporate bonds and credit extensions, creditors, in common with shareholders, are exposed to the corporation’s risks. Therefore, there is a growing need for the creditors to play a suitable role in monitoring the operations of the business. In spite of such a growing need, because of the diverse interests of the creditors, defining a uniform role for all creditors in monitoring and controlling business operations is inappropriate. Hence, the form and level of creditors’ participation in corporate management should be determined according to the circumstances of the corporation through a discussion or contract among the related parties.

2.2 The form and level of employee participation in corporate management should be determined in accordance with the degree of contribution that the employee participation makes to sound corporate development.

The local Act on Worker Participation and Promotion of Cooperation enforces the establishment of a labor-management council, and stipulates the matters that the employers are required to report and explain to such council, including the business plans and performance thereof, quarterly production plans and performances thereof, personnel matters and the corporation’s financial and economic status, matters that must be discussed and voted by the council, as well as the matters on which the council must receive a report.

Such a consultation system has been devised to enhance the corporation’s productivity and to strengthen its competitiveness through active cooperation and participation of its employees. At the same time, this system has been introduced to enable the employees to monitor management in a constructive way. Thus, the employees’ participatory role in management as stipulated in laws should be promoted and for this purpose, it is advised that every corporation willingly adopt and implement the provisions stated in the Act on Worker Participation and Promotion of Cooperation.

2.3 The corporation must, within the legal boundaries, make available to stakeholders information necessary for protecting their rights; and the stakeholders should have access to relevant information.

Creditors must have access to information necessary to assess their risks and to manage their credits. For this purpose, to ensure access to corporate information, it is advised that the creditors specify, in loan agreements or corporate bond subscription entrustment agreements, the following matters: matters for which the corporation as a borrower must obtain prior consent of creditors; matters of which the corporation must notify the creditors; matters concerning financial restrictions; and others. The corporation must faithfully implement the agreements with the creditors as stated in the contracts, and must inform the concerned creditors in advance of the matters that have a bearing on the positions of the existing creditors, such as preferential treatment contracts for specific creditors.

Employees must also have access to corporate information to safeguard their rights. Currently, the Act on Worker Participation and Promotion of Cooperation requires that the employer report and explain to the labor-management council the business plans, quarterly production plans and performance, personnel matters and overall corporate financial situation.




















V. Management Monitoring by the Market
 
1. Disclosure

1.1 In addition to the legal disclosure obligation, the corporations must disclose any material information about business that have or may have a serious implication on the decision-making of the shareholders and stakeholders.

Proactive and appropriate disclosure, as the corporation’s obligation to shareholders and other stakeholders, of corporate information contributes to building confidence in the corporation and provides an equal opportunity to market participants, thus contributing to the prevention of unfair practices using undisclosed information.

Therefore, in addition to the legal disclosure obligation, the corporation should disclose information that may have material influence on the stakeholders’ decision-making, provided that such information is not industrial secret, without delay through the means which investors have an easy access to.

1.2 In the annual report or the electronic disclosure system, a public corporation should provide explanations on the differences between its corporate governance and this Code, the reasons for such, any plans to make future changes, etc.

A corporation designs its governance structure reflecting its own distinct circumstances; therefore, each corporation’s governance structure may differ. However, the corporation should disclose material differences between its corporate governance and this Code, if any. 

1.3 In addition to the periodic disclosure, the corporation must make detailed and accurate disclosure in a timely manner when a decision is made on material matters listed below. In the case where a decision is made through a board resolution, it is advised to disclose the information on the attendance of the directors and voting results, along with the contents of the resolution.

• Matters that may have material influence on the financial structure or business operation of the corporation;
• Matters concerning the issuance of shares; 
• Matters entailing material changes in the assets, operations, and business environment of the corporation;
• Matters entailing major changes in debt and credit relations;
• Matters concerning important investments and financing;
• Matters entailing material changes in the profit and loss structure;
• Matters that might bring changes to the corporate control and management structure;
• Matters concerning the size and method of dividend;
• Matters relating to the accounting standards and the changes in accounting estimates that could have significant effect on investment decisions;
• Matters relating to the appointment and dismissal of an inside or outside director; and
• Matters relating to the granting and cancellation of the stock options.

In addition to the mandatory disclosure requirements prescribed by the relevant laws and regulations such as the Financial Investment Services and Capital Markets Act, it is desirable for the corporations to disclose any matter, which is deemed to be important from the perspectives of the users of the disclosed information, in detail without delay. Corporations must make a disclosure in such way that all users of the disclosed information can have access to the same disclosure simultaneously, thus providing an equal opportunity to all users.

1.4 Corporations must make an appropriate disclosure of the forecast on future business performance and financial standing.

The disclosure of corporate information is not limited to the facts that have already occurred, but also include forecasts on future business performances and financial conditions. The financial forecasts should be comprised of the estimates for 3 years at a minimum. In case of disclosing the forecasts, it should include the fact that it is forecasted information, the hypothesis and assumptions used for the forecasts and a note of caution explaining that the forecasted information could differ from the real facts. While disclosing the forecasts, a corporation should not exclude or postpone the disclosure of information that is disadvantageous to the corporation, and should not make available only the information favorable to the corporation. However, disclosure of the matters, whose confidentiality is required for the public benefits, such as the national secrets, or for the industrial secrets, such as the research results, may be postponed for a fixed period. Even so, in cases where such confidential information is leaked due to the failure on the part of the corporation in maintaining the confidentiality, such information must be disclosed immediately.

1.5 Corporations must prepare the disclosures in such a way that their contents are easily understood and make efforts to make disclosed information easily available to the users.

Due to diversification, high-technology, and specialization of industries, corporate information written in technical language is not always easily understandable to the information users. Therefore, corporate information should be written using common language that is easily understandable to the users, and in cases where special technical terminology is used, an explanatory note should be included for the benefit of an easy understanding on the part of the public. Furthermore, use of ambiguous terms should be avoided.

Corporations should make their annual reports, semi-annual reports, prompt disclosure and the information distributed at the investor relations seminars available on their websites on the Internet, thus making them easily available to the public. Additionally, corporations should make available the matters relating to the corporate governance, such as the regulations for the operations of board’s committees (including audit committee, compensation committee and nomination committee) and the business ethics, on their online websites. 

1.6 In case foreigners hold a significant number of shares, it is desirable for the corporation to prepare and disclose the audit report and important prompt disclosure both in Korean and in English. 

With the liberalization of capital flows, the number of shares foreigners hold in domestic corporations and the ratios thereof are growing. Therefore, corporate disclosure in English is highly necessary to enhance foreign shareholders’ access to the disclosed information and to facilitate fund-raising by the corporations. 

While it is ideal for the corporations to make a disclosure both in Korean and English, considering the burden on the corporations, it is desirable that at least the corporations with a large number of foreign shareholders provide information in English. 

1.7 Corporations must designate a person in charge of corporate disclosure, and establish an internal information network that ensures speedy delivery of important corporate information to the person in charge.

Determination of the information that must be disclosed and making an effective disclosure of such information are an important corporate activity that requires specialization. Therefore, to promote specialization, corporations must designate a person in charge of corporate disclosure and have him/her take relevant training courses.

Also, to disclose corporate information in a timely and accurate manner, the person in charge of corporate disclosure should be given the right to have speedy access to major corporate decisions, and an information delivery system, which facilitates notification of any disclosure information to such person as it comes up, should be established.

1.8 Corporations must disclose in detail the shareholding status of the controlling shareholder and the persons in special relationship with him/her.

A de facto controlling shareholder is the one who shapes the foundation of corporate governance, thus, a detailed disclosure should be made about the controlling shareholder, including his/her equity holding status and any changes thereof, his/her position within the corporation and his/her transactions with the corporation.

1.9 The Chief Executive Officer and the Chief Financial Officer of a listed corporation must certify the accuracy and completeness of the financial reporting.

The Chief Executive Officer and the Chief Financial Officer must certify that the financial reports state all important information required to be covered and all statements are accurate. Additionally, the Chief Executive Officer and the Chief Financial Officer must certify that the financial reports have been reviewed by the audit committee of the corporation.

1.10 Corporations must formulate and disclose business ethics.

Corporations may formulate their own business ethics, but must include the following important matters:
• Prohibiting the activities of the executives and employees of the corporation, which are taken for personal benefits (for example, personal borrowing through the corporation), opposed to benefits of the corporation;
• Prohibiting misuse of corporate assets by the executives and employees of the corporation, which should be used for just purposes;
• Maintaining confidentiality of corporate information and customer information;
• Prohibiting unfair activities using the undisclosed inside information; and
• In cases where an illegal or unethical activity has occurred, reporting such activities to the person in charge.

2. Market for Corporate Control

2.1 Any undertaking that may lead to changes in corporate control, such as mergers, acquisitions, splits, and transfers of business, must be conducted through a transparent and fair procedure.

Corporate takeovers and other such undertakings greatly affect stakeholders, such as shareholders and creditors; therefore, such undertakings must begin with an appropriate disclosure and be accomplished through a transparent and fair means.

2.2 Defense for the corporate control must not be carried out in a manner that the benefits of the corporation and shareholders are sacrificed for the protection of interests of few special shareholders or for the managerial control.

When using the corporate assets as a means of defense against a takeover, the interests of the management may conflict with those of shareholders or there may exist conflicting interests within the management. The board may fight against the hostile takeovers through legal procedures or it may desirably deliberate whether the takeover is beneficial to the shareholders and disclose if it has accepted the takeover. Even in such cases, however, it may not use the corporate assets for the purpose of maintaining their positions, if such defense undermines the interests of the corporation and shareholders.

2.3 In case of a significant structural change such as merger, transfer of business, etc., the corporation must make it possible for the shareholders, who oppose such change, to exercise their claim for stock purchase at a fair price, which reflects the real share value in accordance with the laws.

In case where a change in corporate control occurs as a result of corporate takeover, merger, etc., there is a limit for minority shareholders to realize their positions and to protect their interests. Therefore, it is important to have a system allowing claims for stock purchase at a fair price. 

It is most desirable that the stock purchase price be decided by an agreement between the corporation and opposing shareholders. However, for listed corporations with a large number of shareholders, it is practically difficult to determine the stock purchase price through an agreement between the corporation and the shareholders, particularly in view of the fact that the shareholders, who oppose the corporate takeover, can sell their shares in the market. Thus, in case of a listed corporation, it is recommended to determine the stock purchase prices by taking into account the market prices.

3. Institutional Investors

3.1 Institutional investors should formulate and disclose internal regulations for the exercise of shareholder rights in the investee companies, and actively exercise shareholder rights in good faith and disclose the records thereof.

For an institutional investor to exercise its rights as shareholder properly, first, appropriate internal rules on the exercise of shareholder rights should be in place. If an institutional investor has in place established standards to vote for or against particular proposals tabled to the general meeting of shareholders, it may work as an important benchmark for the management of the investee corporations when they make decisions and define the course of action. Further, institutional investors should disclose their policy on the investee companies’ governance structure and the details of their activities including voting records, so that asset owners, etc. may refer to them for the selection of their institutional investor.

Second, for the protection of the entrusted assets, institutional investors should formulate and publish their policy on fiduciary duties individually or jointly and exercise shareholder rights in an active and prudent manner accordingly. This is because institutional investors such as banks, asset managers and insurance companies have distinct ownership and governance structure and are in diverse forms of relationship with clients and corporations, and depending on the investment purpose, different shareholders have different incentives. 

Third, institutional investors should contribute to the enhancement of corporate governance in the investee company by fully utilizing shareholder rights including shareholder proposals as well as monitoring the board composition and operation, in addition to exercising voting rights at the general meeting of shareholders. 

Fourth, for the proper exercise of shareholder rights, it is desirable to seek counsel from an external expert, since professional analysis is necessary to understand the implication a certain proposal may have on the investors. 

3.2 An institutional investor, in all kinds of acts including trading with the corporations, must not abuse its position or commit an insider trading using important undisclosed information. 

Using its position superior than other shareholders, an institutional investor can obtain the information on the investee company relatively easily, and may demand the management provide management information in a facilitated manner. Corporations also have incentives to provide corporate information to individual institutional investors to secure them as a friendly shareholder for the sake of stable corporate management. Therefore, it is necessary to put in place a stronger control system against institutional investors, as opposed to general shareholders, when it comes to their use of superior position to obtain and use corporate information. 

3.3 When institutional investors exercise shareholder rights against and manage the assets of the corporations in which they have an interest, the details of the interest and the records of the shareholder rights exercised should be disclosed. 

If a corporation, business group, or individual owns an institutional investor as an affiliated company and uses the institutional investor’s shareholding position in another corporation, to establish control over the corporation or exercise shareholder rights for the benefit of a stakeholder, it should be appropriately regulated for the protection of other shareholders and/or beneficiaries. To this end, it is desirable that the contents of the interest and the records of the votes cast be disclosed in detail. 

3.4 Institutional investors should establish an internal control system so that they exercise their rights as shareholder in a fair manner for the enhancement of corporate value in accordance with internal regulations. 

It is recommended that an institutional investor with a certain size of assets set up an internal team dedicated to the exercise of shareholder rights. 

3.5 Considering the magnitude of their influence, institutional investors should establish a framework aimed at enhancing efficiency of their own corporate governance. 

An institutional investor with a governance structure that may undermine independent decision-making should devise the methods to secure independence and implement them proactively. 
