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[ABSTRACT]

-A Study on the Activation Device of Outside Directors System-—

By Kim, Baek - Ho
Advisor : Prof. Kim, Young - Gon
Department of Law,

Graduate School of Chosun University

As economic depression due to a banking crisis all over the world has
bought an anxiety of another world depression to us, each country is
making every effort in development of economic stimulus measures. So our
country 1is also anxious about depression in every field of politics,
economy and society. Under conditions that our enterprises are withdrawn
and their competitive powers are deteriorating, to secure global
competitive power, transparent and healthy management of enterprises are
needed and to secure a competitive governing structure, outside directors
should make a healthy criticism and direction for effective long-term
management .

When we borrowed money from the IMF in 1998, we introduced an outside
director system at the governmental level to reinforce internal
transparency and accountability through management discipline, but as
there are many disadvantages in corporate governance, the outside director
system should be improved in its management .

To overcome problems of the outside director system in national

enterprises and to activate 1t, first, executive stockholders or CEO

_Vi_



should not intervene in appointment of outside directors. To avoid their
intervention, the period when appointment of ex—executive members of
enterprises or affiliated companies as outside directors is prohibited
should be extended from two years to three years, and listed companies
whose assets are more than two trillion won are qualified for the outside
director recommendation committee system, but should be replaced by those
with assets of five trillion won. For outside directors who are
ex—government officials, restrictions on the Public Servant ~s Ethics
should be reinforced instead of restrictions on qualification in the
Securities and Exchange Act. Listed companies should have human resources
bank, which should be mandated step-by-step.

Second, to reinforce expertise of outside directors, companies should
provide information and develop internal training programs which help them
understand their companies and make a right judgement. And support
activities for outside directors should be made in public to persons
concerned such as stockholders, and external training for them should be
reinforced so that they may have reinforced expertise after they complete
educational programs on ethics and basic knowledge needed for a certain
period.

Third, liability of outside directors should be mitigated. As they have
liability to compensate damages when they violate statues or neglect their
duties and they have joint liability as far as they do not profess
opposition in board decision, there is no difference between inside
directors and outside directors. Exemption conditions fir outside
directors are agreed unanimously by a general meeting, but it is very hard
to obtain a unanimous agreement 1n a general meeting, there i1s no legal
system to limit or reduce liability. Therefore, to secure professional and
competent outside directors, we need a liability exemption system for

them, for which exemption of director liability, equal allotment of

- vii -



damages, damage conservation by companies for directors and liability
insurance of executive members should be introduced.

Therefore, this study analysed relevant institutions on outside
directors of national listed companies and examples of foreign countries,
focusing on independency in appointment of outside directors, expertise of
outside directors and mitigation of their liability, and presents
suggestions to resolve the problems involved in management of the outside

director system.
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2006. 2, 8.

22) 71q4A Tz WAYEE EA3= oA FFe ARt F=A-dEd #AE FHeE AHs
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Private Propertyy oA A7 H3Act & @A) 7199 F2o] £@L FFEAA BAHEA 79 FF
oAl AdAR R AYE AA v AEAGA 199 Ede] AEd ANE AFANFAAN, FFe
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Y
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23) FIAEA AA AN L], TIGA R el B HAATFT, TARRAMAEE FHeR ) WA
AA7 T, 2004, 205,
24) Roberta Romano, Foundation of Corporate Law, New York Oxford, 1993, pp. 3-4.

25) Fama, EF. & M.C. Jensen, .Separaton of ownership and control, Journal of Law and Econormics, Vol.
26, 1983, pp. 301-325.

26) A% - HEE AAEE, 29
27) A3, AA=E, 18449,

28) Berle, A. A., and G. C. Means, 7%e Modern Corporation and FPrivate Property, Revised edition,
MacMillan, New York, December 1967.
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otk WHe] A Ao ALY A4F dojubx] @EThE SR FuURTE AN I
Bol AMFEE AHgeE Aol FUAOE wgo] HA E Aotk
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