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Abstract

The purpose of this study is to examine whether institutional
changes in corporate governance has brought desired results. We
reviewed some existing researches which deals with the assess—
ment of governance practices in Korean firms, analyzed the
current situation and effect of governance reform by each
category, and implemented a questionaire survey on the degree
and outcome of institutional changes in corporate governance.

According to the analysis of CLSA(Credit Lyonnais Securities
Asia) and CGS(Corporate Governance Service), governance practices
of Korean firms show a gradual improvement every year. Despite
of distinct improvement at the firm level, however, there is no
signs of amelioration at the country level during the period when
legal aspects related with governance reform involve. Especially
reform measures are not so enforceable. Between corporate
governance index calculated by summing up the point of each
governance practice and management performance, statistically
significant relationship has been found.

When we analyzed the current situation and effect of governance
reform by each category such as outside director system, audit
committee, market for corporate control, institutional investors,
creditor banks, minority shareholders right, and the separation of
ownership and control, governance practices of each category are

found to be changing gradually. However, there has been minor
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changes in general, which means that the change remains minor
and most of the institutional settings has been implemented
superficially. On the contrary, a good progress in their governance
practices is shown in a few cases of excellent companies.

From the questionaire survey, we observed some extent of
improvement in governance practice. But, at the same time,
passive attitude was prevalent toward the implementation of
compulsory governance requirements. The fact that governance
practice shows some improvements despite of passive mind means
that an early stage approach of compulsory reform was effective.
Although an improvement in practice was made by the institutional
change, it did not lead to an improvement in performance. And the
dominant opinion in a survey was that each firm should promote
reform measures voluntarily rather than compulsorily in order to
further improve corporate governance.

To maximize the effect of corporate governance reform in
Korea, follow-up measures should be taken, and the deregulation
will be needed. For the real effect of reform, policy emphasis on
enforcement and evaluation would be the most important. Assuming
that governance practices has improved, some mitigation of
regulations on corporate activities should be considered.

In each category of governance institutions, some tasks are
needed. Those are an arrangement of institutions that can enhance
the independence and professionalism of the outside director
system; the role sharing between the board of director and the

special subcommittee; strengthening evaluation procedures toward
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board of director and outside directors; elevation of the status of
audit committee; activation of the market for corporate control,
reinforcement of the role of institutional investors and creditor
banks; protection of minority shareholders right. Prevention of
financial companies from the dominance over major conglomerates,
more elaborated accounting system, legal obligation of cumulative
voting, introduction of class act will also be critical for the next step

of governance reform.
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A gze] AP AR Hestersith
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o |A 714

2+ A 4 H¢E
A=l O AS4s HAERZ TAED & BEY HEE

1) 2 9= HIMQ M=E2 o3 &8,
2000F 10€, The Tide is Out : Who's Swimming Naked?
20013 48, Saints and Sinners : Who's got Religion?
20023 28, Make Me Holy--- But Not Yet!
2003 58, Fakin' it : Board Games in Asia
2) tHEAQ! o2 Durnev and Kim(2002), Klapper and Love(2002) S & & US
3) CLSA HIAQ}t 7|=Xt2s UUEINE ofX| e A2 BEC=Z o=t Y7 o
Ol Al CLSA H7IZ™2l 7|=At2E E&ote= 7405 Qlg. 2 ¢F0|A= 20024
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2+ CLSA(2002).
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3APA = (2003 7€) %gq KTF. Lodd) 2 i 5 XY
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60 ZIZXIET= JHeie| Mujo

Bt AT

HII-6 milo| MT
WA %wﬂﬁ;ﬁ; Chin ?Ué;éf%%
T e [ we | BT [ee| w2 | 3T |ee
of= gl eyt | 3332 | 60.00 - 1 | 2344 | 837 9
T F 40.00 - - - | 5669 | 719 | 26
Bvgd 999 | 5376 | 797 | 30 | 2730 | 1046 | 30
2 g 4165 | 5702 | 538 | 16 | 2944 | 1048 | 18
T = 813 | 4356 | 1124 | 25 | 4188 | 10.14 | 16
Z &4 o} 792 | 4787 - - - -
A A 16.66 | 51.42 - - - _
agx 10.14 | 5211 | 5.15 - - -
3 7 4165 | 5628 | 1137 | 38 | 41.76 | 4.02 | 42
& 7}z 2583 | 4949 | 833 2 - - -
°o & 3335 | 4758 | 1003 | 79 | 3366 | 958 | 41
ol=ulAle} | 666 | 3356 | 11.00 | 18 | 3273 | 6.36 11
d 2 36.96 - - - | 4430 | 787 | 150
o = 1334 | 3857 | 635 | 24 | 3949 | 1025 | 47
2rgolAlo} | 2112 | 50.65 | 13.65 | 47 | 3954 | 673 | 50
A 51 333 | 5568 | 7.30 8 | 2281 | 837 16
FAN= | 40.00 - - - | 5100, | - 1
o) 28 | 2500 | 27.83 | 1271 | 11 | 3156 | 6.71 9
¥ 7 15.00 | 68.84 - 1 | 19.00 | 356 7
A 1770 | 36.03 | 1216 | 20 | 2344 | 573 9
Zgc 2145 | 3453 | 081 - - -
2] A] o} 25.00 | 13.77 - 1 - - -
A7YEZ | 4000 | 59.05 | 845 | 43 | 5127 | 833 | 26
Hots 1770 | 61.01 | 796 | 40 - - -
1 2001 | 4716 | 885 | 47 | 1833 | 623 | 39
B = 16.66 | 4858 | 1231 | 20 | 4208 | 1154 | 26
2 12.08 | 3623 | 987 | 17 - - -
B/AA | 2225 | 4711 494 | 3525 573
A& : Durnev and Kim(2002) 2.2 5 €] 48 473,
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Durnev and Kim(2002)o|lA = ©| & AF5A o2 FA 3519}
ZAH Y wlolHulo] 2o QlojA AR Hae] EEHAE
1 2718w 7199 F7ke AA H 9.0% S8k
A g7o] ket 7tEA WAIZO A9
THAE 1 27 | 71949 Uk 126% S7keksls ol W
& iAo WA Aol FHlH] e T A5 AT

e B8R 1 S71R 7199 F7ke 56% S7tete U
I

CLSAS A7z BF7tRgd s e =7kl 719 HA
74 gosa 9lth CLSA(2002) ¥4 A3el] waw ZAL A4
719 Q070 = 47570 71)E Y AviFE A4 Bato] vid
3 e ke 719d dee] Avs HJAp wAE Sl
ok AA Hato] 2001 55.9%0l4 2002 57.9% % EolRE
tl 89 104%°l4 A9 91.4%7H4] 81% EQIES] WY s &
Eyo] JH( HIM-7 FHF).
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HI-7 CLSA 7|4 ®X}
R I P P g — L o
A4 (%) WO (%I E)
A7VE= 74 65.4 583
5z 7 72 64.4 477
°o = 59 62.2 46.3
21 58 59.2 482
3 = 47 62.0 394
L o] Al o} 47 64.1 59.2
T = 44 50.8 24.8
2/ 38 60.0 429
494 36 440 38.1
A=y A]o} 29 382 419
T T 38 52.6 759
o 53 58.0 54.6
Yt/ AA 5.0 579 80.9

ZbE 1 CLSA(2002) 238 2HA,

CLSA 7k g 3loiA AAAQ] A2 o5 Yeh
e =7 Aok AR AT AYs dehle 719E
Aol BE3bel Fofd daBA= FotE ik ot &
7 A Ae 7 Ak o] A x o o] vtk gjof
HEA JNE7IH e Atz o] S 7HE A A= 8
o doltt

G 7hs 200299141 20031 ofAlol 107 =% 591 & W3t}

AAT 2L 7|7 719 Hrle 5904 192 HESIY
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TE A2 B F 57 Rodoz A

o K

ZAHF HuE AAEAT ole F A ouE §Ad
2~

T

%0,
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the Adolth. 4, 719Ee] AuFE Bl Axzd
gad oa £ PFoz ANYL YLl Bsn 37}
zehn vk et 5

VgD Ao 451 Yok
= o

Black$] (2003)ell A &= =7kl 71

Zt= AL 719 A9 HAH(within-country, across—firm

variation)o] v}, A2 B HEAE GG Gt
GFE AL Fue AAFAA v vlfeA g AmT
A% 49e) Atk 1 et vz 9d AA7t 37 UE
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3. A2 AeE 018Y ST

(1) Gompers, Ishii and Metrick(2001)2] ¥t

Gompers®] (2001)2] d7& ZF HBAze aHE FFH o
= hefer] el A7 s AET A2 AR H
o 7124 EA Y2 gAY e Afold] o
A e Fgo] o] FofAL =Tt Sled o2 fHetr] ¢
il 8k M&A 73X (anti-takeover devices)ol A= BtAth

7o) M&A HEe=RE Adds Basty] 98 nt
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Notes on application of questionnaire :

1. For Transparency Section, if in any doubt, answer No.
For other sections, use best judgement but always seek
necessary clarification. Any question where the facts cannot
be ascertained, but there has been controversy, or questions
raised, over whether best practices have been met and/or
minority shareholders or other stakeholders have been
disadvantaged, answer negatively.

2. If any doubt in interpreting a question, note that for
each question Yes is a positive answer regarding CG
standards and No is negative.

3. For questions that refer to the last five years but new
controlling shareholders have taken over for a period shorter
than five years, take the question to refer to the period that
the company has been under the control of the present

controlling shareholder.

Discipline(15%)

1. Has the company issued a mission statement that
explicitly places a priority on good corporate governance or
has the company or management publicly articulated

principles of good corporate governance that it is committed
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to maintaining?

2. Is senior management incentivised to work towards a
higher share price for the company e.g. more than 50% of
net worth of CEO or controlling family is in the company’s
equity or at least 50% of expected remuneration for the top
executive(s) is tied to the value of the shares? (Yes answer
must be verified with the individuals in question.)

3. Does management stick to clearly defined core busi-
nesses? (Any diversification into an unrelated area in last 3
years would count as No.)

4. A) What is management’'s estimate of its cost of

equity? (Please specify management’s estimate.)

B) Is management’s view of its cost of equity within
10% of a CAPM derived estimate?

5. A) What is management’'s estimate of its weighted
average cost of capital? (Please specify manage-
ment’s estimate.)

B) Is management’s estimate of its cost of capital
within 10% of our estimate based on its capital
structure?

6. Over the last 5 years, is it true that the Company has
not issued equity, or warrants for new equity, for
acquisitions and/or financing new projects where there was

any controversy over whether the acquisition/project was
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financially sound, or whether the issue of equity was the
best way of financing the project? Is it true there is no
reason to be concerned on these grounds about the issue of
equity/warrants for new equity in the foreseeable future?

7. Does senior management use debt for investments/
capex only where ROA(or average ROI) is clearly higher
than cost of debt and where interest cover is no less than
25x? In wusing debt, has management always shown
sensitivity to potential asset-liability duration and currency
mismatches? (Yes if company has no gearing.)

8. Over the last 5 years, is it true that the company has
not built up cash levels, through retained earnings or cash
calls, that has brought down ROE?

9. Does the company’s Annual Report include a section
devoted to the company’'s performance in implementing

corporate governance principles?

Transparency (15%)

10. Has management disclosed three or five year ROA or
ROE targets? If so please state in (11b).

11. Does the company publish its Annual Report within
four months of the end of the financial year?

12. Does the company publish/announce semi-annual

reports within two months of the end of the half-year?
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13. Does the company publish/announce quarterly reports
within two months of the end of the quarter?

14. A) In the last 12 months, what is the longest time
period between the Board meeting to accept results
for a period (quarterly/half- year/finals), and the
announcement of the results? (State in working
days.)

B) Has the public announcement of results been no
longer than two working days of the Board
meeting? Is it true that there has not been any
case in the last five years when the share price
moved noticeably just before the release of results
and In a direction that anticipated the results?

15. Are the reports clear and informative? (Based on
perception of analyst. Answer No if e.g. consolidated
accounts are not presented; or if over the last 5 years there
has been occasion when the results announced lacked
disclosure subsequently revealed as relevant, if negative
factors were downplayed when presenting the Company's
results that were important in assessing the business value;
or if there is inadequate information on the revenue/profit
split for different businesses, or regions/countries and
product lines; or inadequate disclosure and/or provisions for

contingent liabilities, NPLs and/or likely future losses; or
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inadequate details of group/related company transactions and
their rationale.)

16. Are accounts presented according to IGAAP? Are the
accounts free of

substantial non-IGAAP compliant qualifications? (If the
Company employs non-IGAAP methods to improve stated
profits, answer No. If Company provides two or more sets
of accounts and at least one that is readily accessible is
according to IGAAP, answer Yes.)

17. Does the company consistently disclose major and
market sensitive information punctually? Is it true that the
company has not in the last five years ever failed to disclose
information that investors deemed relevant in a timely
fashion? (Answer No e.g. if any instance over the last five
years of share price movement ahead of and anticipating an
announcement which was believed to be insider buying.)

18. Do analysts have good access to senior management?
Good access implies accessibility soon after results are
announced and timely meetings where analysts are given all
relevant information and are not misled.

19. Does the Company have an English language web-site
where results and other announcements are updated

promptly (no later than one business day)?
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Independence (15%)

20. Is it true that there has been no controversy or questions
raised over whether the board and senior management have
made decisions in the last five years that benefit them, at
the expense of shareholders? (Any questionable inter-company
would mean No).

21. Is the Chairman an independent, non-executive director?

22. Does the company have an executive or management
committee that makes most of the executive decisions,
which 1s substantially different from members of the Board
and not believed to be dominated by major shareholders?
(Le. no more than half are also Board members and major
shareholder not perceived as dominating executive decision
making.)

23. Does the company have an audit committee? Is it
chaired by a perceived genuine independent director?

24. Does the company have a remuneration committee? Is
it chaired by a perceived genuine independent director?

25. Does the company have a nominating committee? Is it
chaired by a perceived genuine independent director?

26. Are the external auditors of the company in other
respects seen to be completely unrelated to the company?

27. Is it true that the board has no direct representatives

of banks or other large creditors of the company who are
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likely to direct corporate policy in favour of creditors rather

than shareholders?

Accountability (15%)

28. Are the board members and members of the executive/
management committee substantially different such that the
Board is clearly seen to be playing a primarily supervisory
as opposed to an executive role? (IL.e. no more than half of
one committee sits on the other?

29. Does the company have non-executive directors who
are demonstrably and unquestionably independent? (Indepen-
dence of directors must be demonstrated by either being
appointed through nomination of non—major shareholders or
having on record voted on certain issues against the rest of
the Board. If no evidence of independence, other than being
stated to be so by the company and the director(s), then
answer No.)

30. Do independent, non-executive directors account for
more than 50% of the Board?

31. Are there any foreign nationals on the Board who are
seen as providing added credibility of the Boards indepen-
dence?

32. Are full Board meetings held at least once a quarter?

33. Are Board members well briefed before Board meetings?
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Are they provided, as far as the analyst can tell, with the
necessary information for effective scrutiny of the company,
prior to the meeting, in a clear and informative manner?
(Answers 33-35 must be based on direct communication
with an independent Board member. If no access is provided,
and no verification of an independent director is provided,
answer No to each question.)

34. Does the audit committee nominate and conduct a
proper review the work of external auditors as far as the
analyst can tell?

35. Does the audit committee supervise internal audit and

accounting procedures as far as the analyst can tell?

Responsibility (15%)

36. If the Board/senior management have made decisions
in recent years seen to benefit them at the expense of
shareholders(cf Q20 above), has the Company been seen as
acting effectively against individuals responsible and corrected
such behaviour promptly ie. within 6 months? (If no such
case, answer this question as Yes.)

37. Does the company have a known record of taking
effective measures in the event of mismanagement? Over
the past five years, if there were flagrant business failures

or misdemeanors, were the persons responsible appropriately
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and voluntarily punished? (If no cases, the Company does
not have such a record, then answer this question as No.)

38. Is it true that there is no controversy or questions
over whether the Board and/or senior management take
measures to safeguard the interests of all and not just the
dominant shareholders? (E.g. if EGMs with genuine indepen-
dent advice for related party transactions were not held, or
independent verification of appropriate pricing for recurrent
related party transactions not obtained, answer as No.)

39. Are there mechanisms to allow punishment of the
executive/management committee in the event of mismanag-
ement as far as the analyst can tell for certain?

40. Is it true that there have been no controversies/
questions over whether the share trading by Board members
have been fair, fully transparent and well intentioned? (Are
announcements made to the exchange within 3 working
days, and do the major shareholders reveal or transactions
including those under nominee names? Any case where
believed by some that parties related to major shareholder
were involved in transactions not disclosed to the exchange,
or allegations of insider trading, would mean No.)

41. A) How many members are on the Board? (Please

specify.)
B) Is the board small enough to be efficient and
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effective? (If more than 12, answer No.)

Fairness (15%)

42. Is it true that there have not been any controversy or
questions raised over any decisions by senior management
in the last 5 years where majority shareholders are believed
to have gained at the expense of minority shareholders?

43. Do all equity holders have the right to call General
Meetings? (Any classes of shares that disenfrachise their
holders would mean No answer.)

44. Are voting methods easily accessible (eg, proxy voting)?

45. Are all necessary (i.e. not just obligatory, but also
relevant in the view of the analyst regarding accounting etc)
information for General Meetings made available prior to
General Meeting?

46. Is senior management unquestionably seen as trying to
ensure fair value is reflected in the market price of the
stock, by guiding market expectations about fundamentals in
the right direction through frank discussion on risk/returns,
actions like share buy-backs and investor meetings, etc?

47. Is it true that there has been no questions or perceived
controversy over whether the Company has issued depositary
receipts that benefited primarily major shareholders, nor has

the Company issued new shares to investors near peak
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prices, nor have the major shareholders sold shares near
peak prices without prior guidance to market on why shares
are seen as fully-valued? (Any such example in last five
years, would mean No.)

48. Does the majority shareholder group own less than
40% of the company?

49. Do foreign portfolio managers, and/or domestic portfolio
investors who have a track record in engaging management
on CG issues, own at least 20% of the total shares with
voting rights?

50. Does the head of Investor Relations report to either the
CEO or a Board member?

51. A) What is total remuneration of the Board as a

percentage of net profit after exceptionals?

B) Over the last five years, is it true that total directors
remuneration has not increased faster than net profit
after exceptionals as far as an analyst can tell?
(Answer No if directors remuneration has increased
faster than profits or if Company does not make any

declaration to clarify.)

Social awareness (10%)
52. Does the company have an explicit (clearly worded)

public policy statement that emphasises strict ethical
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behaviour: ie, one that looks at the spirit and not just the
letter of the law? (Internal employee conduct manual that
emphasizes ethical behaviour and no ground to believe
otherwise in company’'s corporate culture would count as
Yes.)

53. Does the company have a policy/culture that prohibits
the employment of the under-aged as far as the analyst can
tell?

54. Does the company have an explicit equal employ-—
ment policy: ie, no discrimination on the basis of sex, race,
religion etc?

55. Does the Company adhere to specified industry
guidelines on sourcing of materials as far as the analyst can
tell?

56. Is the company explicitly environmentally conscious?
Does it promote use of environmentally efficient products, or
takes steps to reduce pollution, or to participate in environ-
ment-related campaigns? (If there are no concrete examples
of this, then answer No.)

57. Is it true that the company has no investments/

operations in Myanmar?
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