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date of the publication, this guide is the most up-to-date English publication on
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informational use only. While every effort is made to be faithful to the source
Korean text, some translation errors are inevitable. The reader is advised that
English publications the FSS issues as a public service do not carry any legal
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Financial Investment Services and Capital Markets
Act (FSCMA)
Enforcement Decree of the Financial Investment
Services and Capital Markets Act (ED-FSCMA)
Equity-convertible securities (securities with equity
conversion rights/options)
Convertible bond
Stock
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Depositary receipt
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I.

Overview

1-1.

Basics of the Five Percent Rule
Under the regulation on the disclosure of large equity ownership in listed
companies commonly referred to as the five percent rule, a shareholder
acquiring a class of equity securities of a listed company must file a report
with the Financial Services Commission (FSC) and the Korea Exchange
(KRX) within five days after the acquisition when:
a)

The shareholder acquires five percent or more of the listed
company’s total equity securities issued (the “five percent
shareholder”);

b) The five percent shareholder raises or reduces its equity
ownership by one percentage point or more; or
c)

1-2.

The five percent shareholder alters the purpose of its equity
ownership or enters into or amends an agreement that can
materially affect its equity ownership in the listed company.

Purpose of the Five Percent Rule
The five percent rule is intended to ensure fair and orderly dissemination
of information to investors and help them make informed decisions. By
facilitating effective disclosure of material information pertaining to large
equity acquisitions and dispositions to all market participants, the five
percent rule also contributes to more transparent and orderly market
competition for the management control of publicly held companies.

1-3.

Three Types of Disclosure
The five percent rule provides for three types of disclosure: initial
acquisition report, subsequent change report, and material change report.
1.3.1

Initial Acquisition Report
When the equity ownership of a shareholder and persons specially
related to the shareholder (“specially related persons”) exceeds
five percent for the first time, an initial acquisition report (IAR)
must be filed with the FSC and the KRX within five days after the
date of the acquisition.1
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1.3.2 Subsequent Change Report
When a five percent shareholder raises or reduces its equity
ownership by one percentage point or more, a subsequent change
report (SCR) must be filed with the FSC and the KRX within five
days immediately after the date of the change.2 An SCR must also
be filed when the shareholder’s equity ownership falls by at least
one percentage point from 5.5 percent to 4.5 percent or lower; no
SCR is necessary when equity ownership declines by 0.6
percentage points (less than one percentage point) to 4.9 percent.
When a disclosure-triggering event occurs during the five-day
disclosure period for an earlier disclosure-triggering event, both
events must be reported together by the end of the earlier five-day
disclosure period.3
Example A:
A disclosure-triggering event occurred on Friday, March 4, 2011,
making Friday, March 11, the filing deadline. On Tuesday,
March 8, the shareholder’s equity ownership increased by more
than one percentage point, another disclosure-triggering event.
Both the March 4 and the March 8 events must then be reported
together by the March 11 deadline.

1.3.3

Material Change Report
A material change report (MCR) must be filed when:
a)

A five percent shareholder amends the purpose of its
equity ownership from passive investment to influencing
company management (or vice versa);

b) A five percent shareholder whose purpose of equity
ownership is to influence company management enters
into or amends an agreement that can materially affect
the shareholder’s equity ownership in the listed company;
such an agreement may include a contractual relationship
or obligation to place the shareholder’s equity securities
under the management of a trust or to employ the equity
securities for use as collateral or for securities lending or
borrowing; the determination of whether an agreement or
any change therein constitutes a disclosure-triggering
event is to be made on the basis of the likelihood of a
material change to the shareholder’s equity ownership;
and
4

c)

A five percent shareholder whose purpose of equity
ownership is to influence company management amends
the status of its equity ownership from legal ownership to
beneficial ownership (or vice versa).

II. Key Provisions of the Five Percent Rule
2-1.

Securities Covered under the Five Percent Rule
The following classes of equity and equity-convertible securities are
subject to disclosure under the five percent rule:
a)

Stocks including common voting stock, preferred voting stock,
preferred nonvoting stock that becomes voting in the event of no
dividend, and convertible preferred stock;

b) Certificates representing rights/options to acquire new shares,
including preemptive rights certificates and warrants;
c)

Convertible bonds;

d) Bonds with warrants;
e)

Exchangeable bonds with equity conversion rights/options to any
of the four above-mentioned (a-d) classes of securities;

f)

Structured derivatives with any of the five above-mentioned (a-e)
classes of securities as the underlying assets.

When issued by an issuer other than the listed company, the following
classes of securities are subject to disclosure under the five percent rule:
g) Depositary receipts linked to any of the six above-mentioned (a-f)
classes of securities;
h) Exchangeable bonds with equity conversion rights/options to any
of the seven above-mentioned (a-g) classes of securities; and
i)

Structured derivatives with any of the eight above-mentioned (ah) classes of securities as the underlying assets.
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2-2.

Persons Covered under the Five Percent Rule
When the aggregate equity ownership of a shareholder and its specially
related persons—defined as persons related to the shareholder (“related
persons”) and/or persons that jointly hold the issuer’s equity securities
with the shareholder (“joint holders”) —exceeds five percent, both the
shareholder and the specially related persons must file a disclosure under
the five percent rule.4 Where both the shareholder and the specially
related persons must file a report, the shareholder with the largest equity
ownership may file a single joint report on behalf of the group.5
The shareholder and the specially related persons filing a disclosure under
the five percent rule must comply with additional disclosure requirements
that are specifically applicable to corporate insiders such as directors,
officers, and major shareholders.
Example B:
When Persons A, B, and C are specially related to each other, each must
file a disclosure. Person A, who holds the largest number of shares, may
also file a report with the consent of Persons B and C as a group. Persons
B and C then need not file any additional report.

2.2.1

Specially Related Person
Specially related person is a collective designation for the related
person and the joint holder of a shareholder. Both related persons
and joint holders are specially related persons of a shareholder.6
Related Person
1. Where the shareholder is a natural person, the related person
designation extends to the following persons:
a)

Spouse;

b) Spouse’s paternal relatives within two kinship
degrees and the spouses of the paternal relatives;
c)

Father;

d) Paternal relatives within six kinship degrees;
e)
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Husbands of paternal relatives within three kinship
degrees and the children of the paternal relatives;

f)

Wives of the paternal relatives within four kinship
degrees;

g) Mother;
h) Maternal relatives within three kinship degrees and
the spouses and children of the maternal relatives;
i)

Biological parents of an adopted person

j)

A direct biological descendant (of the shareholder)
adopted by non-biological parents, and the
descendant’s spouse and children;

k) Biological mother of a child born outside the
shareholder’s lawful marriage;
l)

Any person whose livelihood depends on the
financial assistance of the shareholder or who
cohabits with the shareholder in a dependent
relationship;

m) A company (and its directors and officers) at least 30
percent owned or effectively controlled by the
shareholder (alone or together with any of the abovementioned [a-l] persons); and
n) A company or an entity (and its directors and officers)
effectively controlled by the shareholder (alone or
together with any of the above-mentioned [a-m]
persons).
2. Where the shareholder is a legal entity, the related person
designation extends to the following persons and entities:
a)

Shareholder’s directors and officers;

b) Shareholder’s affiliate (as recognized under the
Monopoly Regulation and Fair Trade Act) and the
affiliate’s directors and officers;
c)

A natural person (and any of the above-mentioned [ak] related persons) that holds at least 30 percent of the
shareholder or effectively controls it; and
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d) A company or a business group (and its directors and
officers) that, alone or together with any of the abovementioned (a-k) related persons, holds at least 30
percent of the shareholder or effectively controls it.
3. Where a related person is able to verify it holds less than 1,000
shares and it is not a joint holder, the related person’s equity
securities are excluded from the equity ownership calculation.7
Example C:
Person X holds more than 30 percent in each of Companies A,
B, and C, and A, B, and C each holds 3 percent in the listed
company Y. (X holds no equity interest in Y.).
In this case, X and A, B, and C are related persons, and A, B,
and C are specially related persons. Because the aggregate
equity securities holdings of A, B, and C exceed 5 percent, one
of the three companies may file a joint report for equity
ownership in Y with the inclusion of the others.

Joint Holder
A joint holder is a designation given to a shareholder that engages
in any of the following activities under a mutual consent or under
an agreement with another shareholder:8
a)

Acquiring or disposing of equity securities jointly with
another shareholder;

b) Acquiring equity securities alone or jointly with another
shareholder and transferring the acquired equity
securities to another shareholder; or
c)
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Exercising voting rights (including the right to dictate
voting) jointly with another shareholder.

Example D:
Companies A and B are not related persons. Company A
holds 3 percent and Company B holds 4 percent in the listed
company X. Both A and B seek to act in concert to
influence X’s management.

2.2.2

x

In the event A and B agree to act in concert to
influence X’s management, both A and B become a
joint holder to each other.

x

Because the aggregate equity securities holdings of
A and B exceeds 5 percent, both A and B are subject
to large equity ownership disclosure under the five
percent rule. Because B’s equity securities holdings
is greater than A’s, B may file a joint report with the
consent of A.

x

In the event A and B terminate their joint holder
relationship, B as the reporting shareholder must
declare the termination with a Material Change
Report. Neither A nor B is thereafter subject to any
large equity ownership disclosure under the five
percent rule.

Legal and Beneficial Ownership
The five percent rule incorporates the concept of “securities held”
to broadly encapsulate not only a shareholder’s legally and
beneficially owned equity securities, but also the shareholder’s
legally and beneficially owned equity conversion rights/options
that may be exercised to acquire equity securities or wield voting
powers as provided below:9
a)

A person pays for and receives the issuer’s equity
securities using the name of another person to conduct
the purchase; the duty to file a report under the five
percent rule falls on the person that beneficially owns the
equity securities irrespective of whether or not the
purchase has been made under the name of another
person;

b) A person obtains a right to compel another person to
deliver equity securities under the provisions of law
involved or the terms and conditions of an agreement;
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c)

A person obtains a right to acquire or dispose of equity
securities or exercise voting rights under the provisions
of law involved or under the terms and conditions of an
agreement such as a contract to place assets under a trust,
a collateral agreement, or a discretionary asset
management contract;

d) A person enters into a pre-agreement to acquire a listed
company’s equity securities, thus attaining the position of
a potential shareholder of the listed company;

2-3.

e)

A person acquires call options that may be exercised to
acquire a listed company’s equity securities, thus
attaining the position of a potential shareholder of the
listed company; and

f)

A person receives stock options that may be exercised to
acquire a listed company’s equity securities, thus
attaining the position of a potential shareholder of the
listed company.

Other Disclosure Rules
2.3.1

Disclosure Period
A five percent shareholder must file a report with the FSC and the
KRX within five days following the date of a report-trigging event.
When determining the number of days during which a disclosure
must be filed, the day of the disclosure-triggering event, national
holidays, Saturdays and Sundays, and the May 1 Labor Day are
excluded.10
Example E:
An order for a report-triggering purchase of equity securities was
executed on the KRX on Wednesday, May 4, 2011. Excluding
May 4 (the day of the report-trigging share purchase), May 5 (a
national holiday), May 7 (Saturday), and May 8 (Sunday), the
last day of the disclosure period became May 12, the fifth
counting day after May 4.

Exemptions from the five-day disclosure period
Article 154-3 and 4 of the Enforcement Decree of the Financial
Investment Services and Capital Markets Act (ED-FSCMA)
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provides for a number of exceptions to the five-day disclosure
period as follows:
a)

Where the purpose of the equity ownership is passive
investment, the disclosure period for an SCR extends to
the tenth day after the end of the month during which the
report-trigging event occurred; the disclosure period for
an IAR is five days after the date of the acquisition;

b) For the following entities, which are designated qualified
investors under article 154-2 of the ED-FSCMA and
article 3-14 of the Regulation of Financial Investment
Business (RFIB), the disclosure period for an IAR and an
SCR extends to the tenth day after the end of the quarter
during which the disclosure-triggering event occurred;
x
x
x

c)

National government
Municipal government
Bank of Korea

The following entities are qualified investors without the
intent to influence company management:
x
x
x
x
x
x
x
x
x
x
x
x
x
x

Korea Securities Finance Corporation (added
Nov. 8, 2010)
Korea Deposit Insurance Corporation and Korea
Resolution & Collection (KR&C)
Korea Asset Management Corporation
Korea Housing Finance Corporation
Korea Investment Corporation
Korea Finance Corporation
Korea Financial Investment Association
Korea Securities Depository
KRX
Financial Supervisory Service
Korea Credit Guarantee Fund
Korea Technology Finance Corporation
Funds and fund managing entities established
under the law
Joint enterprises established for member benefits
under the law

d) When a report-trigging event occurs between the first and
the fourth day of the five-day disclosure period for an
earlier disclosure-triggering event, the later change must
be reported together with the earlier change.11
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Example F:
A five percent shareholder with passive investment
purpose must file an SCR by February 10 for a change
in share ownership that occurred during the month of
January. The shareholder’s share ownership
subsequently changed by more than one percent
between January 31 and February 10. The shareholder
must then report both share ownership changes—the
change during the month of January and the change
between January 31 and February 10—by February 10.

2.3.2

Date of Report-Triggering Event
The rules for determining the date of a disclosure-triggering event
(the “effective date”) vary according to the types of transaction as
provided below:12
a)

An unlisted company becomes a listed company: the
effective date is the day the company’s stock commences
trading on the KRX;

b) Two or more companies merge (one company absorbing
the others): the effective date is the day the merger
registration is completed;
c)

Two or more companies consolidate to form a new
company: the effective date is the day the newly created
company’s stock commences trading;

d) A person either purchases or sells shares on-exchange
during the regular trading hours: the effective date is the
day the buy or the sell order is executed;
e)

A person purchases shares off-exchange: the effective
date is the day the buy order is executed;

f)

A person sells shares off-exchange: the effective date is
the earlier of either the day the payment is received or the
day the shares are delivered;

g) A person acquires shares in a secondary stock offering:
the effective date is the day immediately following the
day the payment is delivered;
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h) A person borrows shares: the effective date is the day the
shares are delivered to the borrower; where a person
returns the borrowed shares, the effective date is the day
the borrowed shares are delivered to the lender;
i)

A person inherits stocks: the effective date is the day the
inheritance is finalized; where two or more persons
inherit stocks, the effective date is the day the division of
the stocks and stock-related assets is completed.

Effective Date for Off-Exchange Share Transactions
1.

The effective date (the day of a report-trigging event) for a shareholder
who purchases shares off-exchange is the day the share purchase is
executed, while the effective date for a shareholder who sells shares offexchange is in principle the earlier of either the day the shares are
delivered to the buyer or the day the payment is delivered to the seller.

2.

The effective date for a shareholder who sells shares off-exchange may
further vary according to the type of the share transaction as provided
below:
a)

Where the full payment due to the seller is divided into initial,
intermediate, and final payments, and the delivery of the shares to
the buyer is to be made upon the delivery of the final payment, the
effective date for the seller is the day the final payment is
received.

b) Where the number of shares the seller delivers is proportionate to
the amount of payment the buyer makes, the effective date for the
seller occurs each time a payment from the buyer is received.
c)

Where the seller holds more than five percent of a company for
the purpose of influencing company management, the effective
date occurs on the day the off-exchange share transaction is
executed. Such transaction is subject to disclosure as a material
change to share ownership.

3.

Where a buyer executes a share purchase transaction and files a report
accordingly on the basis of the date of the transaction, but the quantity
of the shares to be purchased subsequently changes under a revised
purchase transaction, a report must then be filed on the basis of the date
of the change to the purchase transaction.

4.

Where a company becomes a wholly owned subsidiary of another
company through an all-stock transaction pursuant to the Commercial
Act, the effective date is determined by the applicable provisions of the
13

Commercial Act. For other stock transactions not subject to the
Commercial Act such as stock swaps between individual shareholders, a
report must be filed in accordance with the off-exchange share
transaction rules.

2.3.3

Calculation of Equity Ownership Ratio
For the purpose of disclosure under the five percent rule, the
proportion of a shareholder’s equity ownership in a listed
company is calculated as a ratio of equity securities held by the
shareholder (and its specially related persons) to equity securities
issued by the listed company.
a)

Equity securities in the numerator are the sum of voting
stocks (Component 1) and equity-convertible securities
(Component 2) held by a shareholder. Similarly, equity
securities in the denominator are the sum of the total
voting stocks issued by the company (Component 3) and
equity-convertible securities held by the shareholder
(Component 4).

b) The voting stocks in Components 1 and 3 include
common voting stock, preferred voting stock, and
preferred nonvoting stock that becomes voting in the
event of no dividend. The equity-convertible securities in
Component 2 include preemptive rights certificates,
warrants, convertible bonds, and bonds with warrants.
c)

2.3.4

Securities and instruments such as exchangeable bonds,
depositary receipts, equity derivatives, and stock options
are excluded from the equity-convertible securities in
Component 4 because they have already been counted in
the total voting stocks issued in Component 3.

Exemptions from Subsequent Change Report
A five percent shareholder whose equity ownership increase or
decrease by one percentage point or more is exempt from SCR
where:
a)
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There has been no change in the number of equity
securities the shareholder holds; the proportion of the
shareholder’s equity ownership has changed by more
than one percentage point only because of a change in the
total number of equity securities issued by the listed
company;

b) The shareholder acquires additional equity securities
from its proportionate allotment in a new offering by the
issuer;
c)

The proportion of the shareholder’s equity ownership has
increased only because of the acquisition of proportionate
allotment of rights to additional equity securities;

d) The proportion of the shareholder’s equity ownership has
changed only because of the issuer’s acquisition or
disposition of treasury stock;

2.3.5

e)

The proportion of the shareholder’s equity ownership has
changed only because of a reduction in the issuer’s
capital;

f)

The proportion of the shareholder’s equity ownership has
increased only because of changes to the issuance price
or conversion price (or the exchange value) of stock
rights/options attached to the issuer’s debt securities.13

Filing a Joint Report
Where a shareholder and its specially related persons hold equity
securities, the shareholder with the largest equity ownership may
file a joint report as the group’s reporting shareholder with the
consent of each group member.14
a)

For a joint report, each group member must deliver a
power of attorney to the group’s reporting shareholder for
submission (duplicates of the letters) together with the
joint report.

b) The group’s reporting shareholder must disclose any
report-trigging event after a joint report has been filed. In
the event the group designates a new reporting
shareholder, the new reporting shareholder must file a
joint report (together with letters of the power of attorney
from the group members).
2.3.6

Cooling-Off Period for New Share Acquisition
The five percent rule provides a cooling-off period during which a
five percent shareholder can neither acquire additional equity
interests nor exercise the voting rights. The cooling-off period
takes effect from the day after the date a disclosure-triggering
15

event occurs to the fifth day after the date the five percent
shareholder files a report.
a)

A five-day cooling-off period takes effect the day after a
shareholder files an IAR for acquiring more than five
percent for the purpose of influencing company
management. Similarly, a five-day cooling-off period
takes effect the day after a five percent shareholder files
an MCR for changing the purpose of the equity
ownership from passive investment to influencing
company management.

b) No cooling-off period takes effect for a shareholder that
files an SCR after filing an IAR with the intent to
influence company management.
The cooling-off period commences the day after the date a
disclosure-triggering event occurs and ends on the fifth day after
the date a report is filed.
a)

The day the shareholder files a report is excluded from
the cooling-off period. National holidays, Saturdays,
Sundays, and the May 1 Labor Day are excluded from the
cooling-off period.

b) Failure to comply with the cooling-off period
requirements may result in the suspension of the voting
rights of the equity securities and an order for the
disposition of the non-complying equity securities.
Example G:
On Wednesday, May 2, 2012, a shareholder acquired more than
five percent of a listed company’s total equity securities issued
on the KRX with the intent of influencing company management
and filed an IAR on Monday, May 7. The cooling-off period for
the shareholder commenced on Thursday, May 3, and ended on
Tuesday, May 15, excluding May 5-6 (Saturday and Sunday),
May 7 (day of the IAR filing), May 8 (national holiday), and
May 12-13 (Saturday and Sunday).
The same cooling-off period determination applies to a
shareholder that acquires equity securities for the purpose of
passive investment but subsequently changes the purpose to
influencing company management.
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2-4.

Disclosure Forms and Items
2.4.1

Disclosure Forms
The disclosure form to be used to file equity ownership depends
on whether the purpose of the equity ownership is passive
investment or influencing company management. A simplified
disclosure form for shares held for passive investment purpose is
available.15
a)

Disclosure items for equity ownership for influencing
company management
x
x
x
x
x
x
x
x
x

Number of the equity securities held
Purpose of the equity securities held
Significant contractual relationship involving the
equity securities
Relationship between the five percent
shareholder and related persons
Issuer information
Reason for change in equity ownership
Date, price, and method of equity securities
acquisition and/or disposition
Status of equity ownership (legal and beneficial
ownership)
Sources of funds used to acquire the equity
securities (if borrowed, lender information)

b) Disclosure items for equity securities held for passive
investment
x
x
x
x
x

Number of equity securities held
Relationship between the five percent
shareholder and related persons
Issuer information
Date, price, and method of equity securities
acquisition and/or disposition
Statement of no intent to influence company
management

2.4.2 Sending Duplicate Share Ownership Report to the Issuer
Article 148 of the FSCMA provides that the reporting shareholder
for large equity ownership must promptly send a duplicate of the
equity ownership report to the issuer when filing a report with the
FSC and the KRX.16 For exchangeable bonds, the issuer is the
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issuer of the stock to be exchanged. For depositary receipts, the
issuer is the issuer of the underlying stock.
2-5.

Sanctions and Penalties against Noncompliance
Failure to comply with the five percent disclosure requirements or
misrepresenting material facts in the equity ownership report may result
in suspended voting rights, FSC sanctions, and/or criminal penalties.
2.5.1

Suspended Voting Rights
The voting rights of equity securities in excess of five percent may
be suspended for a period of time.17
a)

Where it is determined that the reporting shareholder
deliberately failed to file the appropriate report as
required under the five percent rule, the suspension
period begins on the report-triggering day and stays in
effect for six months after the appropriate report is filed.

b) Where it is determined that the reporting shareholder
unintentionally failed to file a report, the suspension
period begins on the report-triggering day and stays in
effect until the appropriate report is filed.
2.5.2 Sanctions and Penalties by the FSC
a)

The FSC may order a full disposition of the noncompliant
equity securities within a period not longer than six
months.18

b) The FSC may order the noncompliant shareholder and its
specially related persons to provide supplemental
information on their equity ownership and direct the FSS
to conduct a noncompliance investigation. In addition,
the FSC may order an amended filing for nonstandard
reports or reports containing misrepresentation or
omission of material facts.19
c)
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The FSC may issue a cease-and-desist order against the
noncompliant person’s equity securities and any equity
securities -related transactions, recommend the dismissal
of any noncompliant company officers, refer the
noncompliance to the law enforcement authorities for
criminal inquiry, and/or censure persons and companies
involved in the noncompliance.20

d) The FSC may impose a fine not more than either an
amount equivalent to 1/100,000th of the market value of
the shares or KRW500 million for failure to comply with
the provisions of the five percent rule.21
2.5.3

Criminal Penalties
Failure to comply with the five percent rule may also result in
criminal penalties as provide below: 22
a)

A fine not more than KRW200 million or imprisonment
not more than five years for misrepresentation or
omission of material facts;

b) A fine not more than KRW100 million or imprisonment
not more than three years for not filing the required
report;
c)

A fine not more than KRW30 million or imprisonment
not more than a year for failure to comply with an equity
securities disposition order by the FSC.

III. Frequently Asked Questions
Basics of the Five Percent Rule
1.

What is the five percent rule, and what is it for?

The five percent rule requires shareholders with large equity ownership in
listed companies to file a disclosure. Specifically, a disclosure must be filed
with the FSC and the KRX within five days when:
a)

A shareholder acquires more than five percent of the listed
company’s total equity securities issued (“five percent shareholder”);

b) The five percent shareholder raises or reduces its equity ownership
by more than one percentage point; or
c)

The five percent shareholder changes the purpose of its equity
ownership or effects other material changes to them.

By providing a timely disclosure on all significant equity acquisition and
disposition activities to market participants, the five percent rule helps
investors make more informed investment decisions and facilitates fair,
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transparent, and orderly competition for the influence or management control
of publicly traded companies.

2.

What does “holding” shares mean?
The five percent rule makes use of a Korean term for “holding” to denote a
shareholder’s legal and beneficial equity ownership and interests such as
rights/options that enable the shareholder to acquire additional equity
securities or exercise voting powers as provided below:
a)

Rights/options to acquire equity securities;

b) Rights/options to compel another person to deliver equity securities
under the provisions of law involved or the terms and conditions of
an agreement;
c)

Rights/options to acquire equity securities or exercise their voting
rights under the provisions of law involved or the terms and
conditions of an agreement; such an agreement may include a trust
asset management contract, a collateral agreement, or a
discretionary asset management contract;

d) Rights/options created by a pre-agreement to acquire equity
securities;
e)

Rights/options created by call options that may be exercised to
acquire equity securities;

f)

Rights/options created by stock options that may be exercised to
acquire equity securities.

Beneficially owned rights and options are also deemed equivalent to legally
owned equity securities and must be included in the calculation of the
shareholder’s equity ownership ratio in a listed company.

3.

What is a joint report and what is it for?

When a five percent shareholder and its specially related persons are subject
to large equity ownership disclosure under the five percent rule, the person
with the largest equity ownership may represent the group and file a joint
report. When a joint report is filed, no other report by specially related
persons is necessary. Thus, filing a joint report relieves certain persons of the
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filing duty and helps improve the transparency and the timeliness of share
disclosure filings.

4.

Who constitutes specially related persons (persons specially related to the
five percent shareholder)?

Under the five percent rule, specially related persons include the following:
a)

A related person such as a relative of the shareholder and entities
influenced or controlled by the shareholder (alone with together
with other related persons); and

b) A joint holder who (i) acquires or disposes of equity securities
together with the shareholder; (ii) acquires equity securities alone or
together with the shareholder and thereafter transfers or receives
rights to the acquired equity securities to or from the shareholder; or
(iii) jointly exercises the voting rights of the equity securities with
the shareholder.
The five percent rule provides for the disclosure of the ratio of equity
ownership using the aggregate equity interests of the shareholder and the
specially related persons.

5.

What about persons related to the shareholder? Who and what is included in
related persons then?

Where the shareholder is a natural person, related persons include the
following:
a)

Spouse;

b) Spouse’s paternal relatives (and their spouses) within two kinship
degrees;
c) Father;
d) Paternal relatives within six kinship degrees;
e)

Wives of the paternal relatives within four kinship degrees;

f)

Husbands (and their children) of paternal relatives within three
kinship degrees;

g) Mother;
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h) Maternal relatives (and their spouses and children) within three
kinship degrees;
i)

Biological parents of an adopted person

j)

A direct biological descendant (of the shareholder) adopted by nonbiological parents, and the descendant’s spouse, and their children

k) Biological mother of a child born outside the shareholder’s lawful
marriage;
l)

Any person whose livelihood depends on the financial assistance of
the shareholder or who cohabits with the shareholder in a dependent
relationship;

m) A company (and its directors and officers) at least 30 percent owned
or effectively controlled by the shareholder (alone or together with
any of the above-mentioned [a-l] persons);
n) A company or an entity (and its directors and officers) effectively
controlled by the shareholder (alone or together with any of the
above-mentioned [a-m] persons).
Where the shareholder is a legal entity, related persons include the following:
a)

Shareholder’s directors and officers;

b) Shareholder’s affiliates (as recognized under the Monopoly
Regulation and Fair Trade Act) and the affiliates’ directors and
officers;
c)

A natural person (and any of the above-mentioned [a-k] related
persons) that holds at least 30 percent of the shareholder or
effectively controls it

d) A company or a business group (and its directors and officers) that,
alone or together with any of the above-mentioned (a-k) related
persons, holds at least 30 percent of the shareholder or effectively
controls it.
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6.

Who constitutes a joint holder?

Joint holder is a shareholder who engages in any of the following:
a)

Acquires or disposes of equity securities jointly with the
shareholder under an agreement;

b) Acquires equity securities alone or jointly with the shareholder and
thereafter transfers or receives rights to the acquired equity
securities to or from the other; or
c)

7.

Exercises the voting rights (or dictates the exercise of the voting
rights) of the equity securities jointly with the shareholder.

What is the cooling-off period and why is it needed?

The cooling-off period is intended for a shareholder that changes the purpose
of the equity ownership to influencing company management. Upon the
filing of the intent to influence company management, the shareholder is
barred from acquiring any additional equity securities or exercising the
voting rights of the equity securities for five days after the filing of the intent.
In a hostile takeover bid, some shareholders may unfairly seek to influence
or control company management by changing the purpose of the equity
securities held to influencing company management just before the
company’s general shareholders’ meeting. The cooling-off period is intended
to prevent such attempts and provide a level playing field so that other
shareholders, investors, and the management get a chance to compete for
influence or control of company management.

8.

When does the disclosure period begin?

The commencement of the disclosure period varies with the type of activity
involved as listed below:
a)

An unlisted company becomes a listed company: the beginning date
is the day of the listing;

b) Two or more companies merge (one company absorbing the others):
the beginning date is the day the merger registration is completed;
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c)

Two or more companies consolidate to form a new company: the
beginning date is the day the newly created company’s stock
commences trading;

d) Shares are purchased or sold on-exchange during the regular trading
hours: the beginning date is the day the buy or the sell order is
executed;
e)

Shares are purchased off-exchange: the beginning date is the day
the buy order is executed;

f)

Shares are sold off-exchange: the beginning date is the earlier of
either the day the payment is received or the day the share is
delivered;

g) Shares are acquired in a secondary stock offering: the beginning
date is the day immediately following the day the payment is
delivered;
h) Shares are borrowed: the beginning date is the day the shares are
delivered to the borrower; when the borrowed shares are returned,
the beginning date is the day the borrowed shares are delivered to
the lender;
i)

Shares are inherited: the beginning date is the day the inheritance is
finalized; when two or more persons inherit shares, the beginning
date is the day the division of shares and share-related assets is
completed.

For activities for which the beginning date is not expressly set forth in the
supervisory regulation, the effective date may be set by the applicable
provisions in the Civil Act and the Commercial Act.

Disclosure Requirements
1.

Who has to file a share ownership report?

If a shareholder and the shareholder’s specially related persons together hold
more than five percent of the total equity securities issued by a listed
company, both the shareholder and the specially related persons are subject
to disclosure under the five percent rule.
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2.

Specifically, when does a shareholder have to file a share ownership report?

A shareholder and its specially related persons must file a report with the
FSC and the KRX when:
a)

The aggregate equity securities of a shareholder and its specially
related persons exceed five percent of the total equity securities
issued by a listed company ;

b) The aggregate equity ownership of a shareholder and its specially
related persons increases or decreases by more than one percentage
point after they come to acquire more than five percent of the total
equity securities issued; or
c)

3.

The purpose of the equity securities held changes from passive
investment to influencing company management (and vice versa),
or other material change involving the equity securities.

A joint holder is defined as a person that acquires or disposes of shares
jointly with the shareholder or exercises share voting rights jointly with the
shareholder under mutual consent or under a mutual agreement. Does the
consent or agreement have to be in writing?

The consent or agreement need not be in writing. Any mutually reached
agreement or arrangement will suffice even if it is not in writing.

4.

Suppose an agreement is reached to jointly exercise the share voting rights,
and the joint holder is included in the group of specially related persons
when a report is filed for the first time. When the joint holder’s relationship
with the shareholder ceases to exist, should the joint holder still be reported
as a specially related person?

When the joint holder’s relationship with the shareholder is terminated, the
reporting shareholder may exclude the joint holder from its equity ownership
report with an appropriate explanation.
However, if the aggregate equity ownership of the excluded joint holder and
its specially related parties exceed five percent, the excluded joint holder
must file an equity ownership disclosure as the reporting shareholder.
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5.

Suppose the equity ownership of a shareholder drops by more than one
percent point after the shareholder sells shares to a specially related person
that files a joint report for the group. Would this constitute a disclosuretriggering event?

A share transaction between a shareholder and a specially related person that
files a joint report or between specially related persons does not alter the
group’s overall equity ownership ratio. Therefore, the individual transaction
does not constitute a disclosure-triggering event on its own.

6.

The equity ownership of a reporting shareholder changes by more than one
percentage point as a result of a change to the conversion price of a
convertible bond. Does the change in equity ownership constitute a
disclosure-triggering event?

An increase in equity ownership resulting from the exercise of equity options
attached to convertible bonds at a reduced conversion price is not by itself a
disclosure-triggering event. If, however, equity ownership exceeds five
percent (from less than five percent) as a result of a reduction in the
conversion price, a report must be filed.

7.

A shareholder’s equity ownership falls below five percent as a result of an
equity ownership change less than one percentage point. Is this a disclosuretriggering event?

If equity ownership changes by less than one percentage point, the reduction
is not by itself a disclosure-triggering event. A report needs to be filed when
equity ownership drops by more than one percentage point; thereafter, no
additional filing is necessary as long as equity ownership remains below five
percent.

8.

If the shareholder register of a listed company indicated no single
shareholder held more than five percent of the company’s total equity
securities issued, would that mean none of the company’s shareholders was
subject to the five percent rule?

When the aggregate equity ownership of a shareholder and its specially
related persons exceed five percent, a disclosure report must be filed under
the five percent rule. Thus, what counts is not the equity ownership of a
single shareholder, but the aggregate equity ownership of the shareholder
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and its specially related persons. The mere fact that no single shareholder on
a company’s shareholder register holds more than five percent does not mean
none of the shareholders are subject to disclosure under the five percent rule.

9.

How does an employee stock ownership plan with more than five percent file
a report on its equity ownership?

When an employee stock ownership plan holds equity as a joint holder with
the company’s largest shareholder, the plan is considered a specially related
person to the largest shareholder and subject to a joint report. If there is no
joint holder relationship with the largest shareholder, the employee stock
ownership plan is not a specially related person to the largest shareholder and
needs to file a report only for its own equity ownership.

10. When is a shareholder exempt from filing the subsequent change report
(SCR)?

A shareholder is exempt from filing a Subsequent change report (SCR) in the
following cases:
a)

There is no change to the number of equity securities a shareholder
holds.

b) Equity ownership increases due to share acquisition from the
shareholder’s proportionate allotment in a new share offering by the
issuer.
c)

The number of equity securities held by a shareholder increases
only because of changes to the issuance price (or the exchange
value) of shares the shareholder obtained by exercising (or in
exchange for) rights attached to securities with equity options such
as warrants, convertible bonds.

d) The shareholder’s equity ownership increases only because of the
acquisition of proportionate allotment of rights to additional shares.
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11. A shareholder increases its equity holdings by exercising equity options
attached to convertible bonds and acquiring additional shares. Does the
conversion constitute a disclosure-triggering event?

When the number of shares that may be derived from convertible securities
is already counted in the equity ownership calculation, exercising the equity
options attached to convertible bonds does not alter the ratio of the equity
ownership. If there is no change in the equity ownership ratio before and
after the exercise of the equity conversion rights/options, no disclosure is
necessary.

12. The equity ownership of a shareholder grows from 4.9 percent to more than
5 percent as a result of a share repurchase by the issuer. Does this constitute
a disclosure-triggering event?

In this case, the increase in equity ownership must be reported because it
exceeds five percent even though the increase resulted from an action by the
issuer, not from an action by the shareholder.

13. Each of Companies A, B, and C, all owned by the same person, acquires 3
percent of the shares of Company D for an aggregate equity ownership of 9
percent. Does the five percent rule apply to each of the three companies?
How does each company report its equity holdings in Company D?

When a shareholder, together with its specially related persons, holds more
than five percent, the shareholder and each of its specially related persons
need to file a report. If the shareholder holds 30 percent or more in each of
Companies A, B, and C or exercises effective control over each of the three
companies, the three companies are deemed related persons to the
shareholder; likewise, the shareholder is deemed a related person to each of
the three companies. Thus, if their aggregate equity ownership exceeds five
percent, each must file an equity ownership report under the five percent rule.
In this case, the largest shareholder may file a joint report on behalf of the
group.

14. Companies A and B, which are not related to each other, i.e., not related
persons, separately hold four percent of the shares of Company C. If
Companies A and B come to a mutual understanding and join hands to
influence Company C’s management, will Companies A and B need to file a
report?
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If Companies A and B act in concert to jointly exercise their voting rights,
the two companies are deemed joint holders of Company C’s shares and thus
subject to disclosure under the five percent rule because their aggregate
equity ownership exceeds five percent. In this case, either A or B may file a
joint report.

15. How long are the voting rights suspended in the event of failure to comply
with the five percent rule?

Voting rights for the above-five percent shares are suspended for a period of
time when a shareholder fails to comply with the five percent rule. Where it
is determined that the shareholder did not file a report deliberately or out of
negligence, the voting rights of the excess shares are suspended for six
months from the date of the equity securities purchase. If the failure to file a
report was determined not to be deliberate, the suspension period begins on
the date of the equity securities purchase and stays in effect until the
appropriate report is filed.

Reportable Securities
1.

Which securities are subject to disclosure under the five percent rule?

In addition to stocks listed in the KRX Stock Market and KOSDAQ Market,
preemptive rights (as represented by preemptive rights certificate), equity
rights/options attached to convertible bonds, bonds with warrants,
exchangeable bonds, and other equity interests must be reported.
Stocks may include common stock, preferred voting stock, and nonvoting
stock that become voting upon the satisfaction of certain pre-agreed terms
and conditions.

2.

Are preferred nonvoting stocks subject to disclosure under the five percent
rule?

Stocks to be reported under the five percent rule include common voting
stock and preferred voting stock. Preferred nonvoting stock must also be
reported when they become voting.

29

Equity Ownership Calculation
1.

How is equity ownership in a listed company calculated?

The proportion of a shareholder’s equity ownership in a listed company is
calculated as a ratio of total equity securities held by a shareholder (and any
specially related persons) to the total equity securities issued by the company.
The numerator includes, in addition to the voting stock, equity-convertible
securities. Similarly, the denominator includes, in addition to total voting
stocks issued, certain classes of equity-convertible securities.

2.

How is the share ownership ratio affected by the issuance of convertible
bonds?

The equity ownership ratio of a shareholder and its specially related persons
is not affected by the issuance of convertible bonds as long as the securities
are not acquired by the shareholder or its specially related persons. The
equity ownership ratio does not change because equity conversion
rights/options attached to debt securities and rights and options to acquire
equity securities are already included in the calculation of the equity
ownership ratio.

3.

How is the share ownership ratio calculated after the expiration of the
conversion period for convertible bonds held by a shareholder expires?

Convertible bonds whose conversion period has expired are deemed to be
devoid of any equity conversion rights/options. They are thus excluded from
equity ownership calculation and no longer subject to disclosure under the
five percent rule.
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Purpose of Equity Ownership
1.

A shareholder that holds more than five percent seeks to participate in the
voting of proposals put forth at the general shareholders’ meeting convened
by the company’s management. Does the shareholder have to declare the
purpose of the equity ownership as influencing company management before
it can participate in the voting?

Participating in the voting of proposals put forth at the general shareholders’
meeting does not constitute an act intended to influence company
management. Therefore, the shareholder need not declare the purpose of its
equity ownership as influencing company management.

2.

A shareholder files a report to change the purpose of its equity ownership to
influencing company management. The shareholder then acquires additional
equity securities, which increase the equity holdings by more than one
percent. Does the cooling-off period take effect when the shareholder files a
report on the acquisition of the additional equity securities?

The cooling-off period takes effect when a shareholder files a report to
declare influencing company management as the purpose of the equity
ownership for the first time or to change the purpose of the equity ownership
to influencing company management. The cooling-off period does not take
effect when a shareholder files a report on changes to the percentage of the
equity ownership.

3.

A shareholder reports a change in the purpose of share ownership from
passive investment to influencing company management. Does the five-day
cooling-off period commencing thereafter include holidays and Saturdays
and Sundays?

The five percent rule excludes Saturdays, Sundays, holidays, and the May 1
Labor Day in the determination of a cooling-off period.
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Supporting Documents for Equity Disclosure
1.

What supporting documents are needed when filing a report for a change in
share ownership?

Supporting documents vary on a case-by-case basis as provided below:
Filing a joint report
A power of attorney (a letter of delegation of authority) to the reporting
shareholder must be provided when filing a report for new share acquisition.
Thereafter, no such letter is needed when filing a report for a change in share
ownership. When a specially related person is to be added to a joint report, a
power of attorney from the specially related person must be enclosed.
Disclosure of on-exchange share transaction
Documents verifying the date of the transaction, the number of shares
transacted, and the prices used in the transaction must be enclosed. (A
transaction report or a list of transactions issued by the dealer-broker firm is
appropriate for this purpose.) The transaction report must be sealed by the
head of the branch of the broker-dealer firm.
Disclosure of off-exchange share transaction
A duplicate of the contract or agreement for the off-exchange transaction
must be enclosed.
Disclosure of acquisition of convertible bonds or bonds with warrants
When a shareholder acquires convertible bonds directly from the issuer,
documents verifying the par value and the terms and conditions of the
transaction such as the acquisition agreement or contract must be enclosed. If
the shareholder acquires convertible bonds from an off-exchange transaction,
a duplicate of the acquisition agreement or contract may be enclosed. The
same rules apply for the acquisition of bonds with warrants.
Disclosure of stock dividends
Disclosure of share acquisition from stock dividends can be supported by the
minutes of general shareholders’ meeting that approved the stock dividends.
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Disclosure of share acquisition from stock rights/options
A shareholder that acquires common shares by exercising equity conversion
rights/options attached to convertible bonds must provide a duplicate of the
conversion request form. For shares acquired by exercising rights or options
attached to bonds with warrants or preemptive rights certificates, documents
verifying payments made in exchange for the new shares need to be enclosed.
Disclosure of share acquisition from paid and unpaid share issues
For disclosure of shares acquired from paid share issue—new shares
acquired in exchange for paid or contributed capital—the minutes of the
meeting of the issuing company’s board of directors pertaining to the
approval of the paid share issue and the subscription agreement must be
enclosed. For shares acquired from unpaid share issue, the minutes of the
meeting of the issuing company’s board of directors pertaining to the
approval of the unpaid share issue must be enclosed.
Disclosure of acquisition of forfeited shares
The acquisition of forfeited shares must be accompanied by the minutes of
the meeting of the issuing company’s board of directors pertaining to the
resolution of the forfeited shares and the purchase agreement.
Disclosure of receipt and exercise of stock options
For disclosure of the receipt of stock options, the minutes of the issuing
company’s general shareholders’ meeting pertaining to the approval of the
stock options must be enclosed. The minutes must contain information on the
persons to be granted the stock options, the number of shares to be granted,
and the exercise price and period. Shares acquired from exercising stock
options must be reported with documents verifying full payment for the
options.
Disclosure of passive investment as purpose of share ownership
The reporting shareholder must provide documents demonstrating the intent
of the reporting shareholder and the specially related persons not to engage
in any activity to influence company management.
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DART for Electronic Filing
1.

How does a shareholder file a five percent report electronically?

Disclosure under the five percent rule can be filed through the FSS Data
Analysis, Retrieval, and Transfer (DART) at filer.fss.or.kr. DART processes
information provided by the reporting shareholder and discloses it as public
information.

2.

What should a reporting shareholder do if an error occurs while filing a
report on DART and the report is not properly processed?

The Financial Supervisory Service (Electronic Disclosure Team, Tel. +82-23145-5525, 5526, or 5527) administers DART. For assistance with filing a
report under the five percent rule, the reporting shareholder can contact the
Electronic Disclosure Team.

3.

The supporting documents for equity ownership disclosure under the five
percent rule are to be electronically scanned and attached to the report. What
should a reporting shareholder do if the size of the electronic document is too
prohibitive?

DART permits up to 30 pages of supporting documents in electronic format
(adjusted for the color, file size, the resolution, etc.). If the supporting
documents exceed the 30-page limit, the reporting shareholder can contact
the Electronic Disclosure Team and mail the documents with the appropriate
disclosure forms.
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Section 2:

Insider Disclosure Rule
Overview
Disclosure Items
Frequently Asked Questions
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I.

Overview

1-1.

Insider Equity Ownership Disclosure
A person who becomes a corporate insider—a director or an officer or a major
shareholder of a listed company—for the first time must file a disclosure on its
legal and beneficial equity ownership in the company (the issuer) within five
days with the Securities and Futures Commission (SFC) and the KRX. Any
change in the insider’s equity ownership thereafter must also be reported to the
SFC and the KRX within five days. Equity securities issued by the company and
held by its corporate insiders are referred to as specific securities.

1-2.

Purpose of the Insider Equity Ownership Disclosure
Corporate insiders are subject to strict equity ownership disclosure requirements
because they are assumed to be privy to material nonpublic information about
their company that may be abused for personal gains. The disclosure
requirements are intended to ensure timely and fair disclosure of insiders’ equity
interests and any trade involving them to the market.

II. Disclosure Items
2-1.

Specific Securities
The term “specific securities” refers to any of the following classes of securities:
a)

Equity and equity-convertible securities such as voting stock, preferred
nonvoting stock, convertible bonds, bonds with warrants, participating
bonds, and investment contracts;

b) Depositary receipts and exchangeable bonds linked to the equity
securities listed in a);
c)

Derivatives and other investment products whose underlying assets
consist of any of the securities listed in a) and b).
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2-2.

Persons Subject to Disclosure
2.2.1 Company Directors and Officers23
Directors and officers who are subject to insider disclosure requirements
refer to:
a)

Directors (including outside directors) and the auditor elected
by the company’s shareholders at the general shareholders’
meeting;

b) Officers as provided under article 401-2(1) of the Commercial
Act; they may include: (i) persons who effectively control the
company and routinely order company directors to carry out
specific activities; (ii) persons who can act on behalf of the
company; and (iii) persons who are not directors but perform
executive duties and functions assuming such titles as honorary
president, president, chief executive officer, executive director,
director, or other titles indicative of decision-making position or
authority.
The directors and officers of an affiliate of the listed company are not
subject to insider disclosure irrespective of whether or not they are
registered or unregistered directors.
Determination of an Officer
The determination of whether a person is a company officer is to be
made by the person in consideration of the following:
1.

A person carries out company duties assuming such job titles
as honorary president, president, chief executive officer,
executive director, and director;

2.

Where a person assumes an advisor title or a directorequivalent title, the determination is to be made with due
consideration given to the following:
a) Use of the title within the company;
b) Areas of responsibility and decision-making
authority;
c) Amount of remuneration.
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1.2.2

Major Shareholders24
The term “major shareholder” denotes either of the following
shareholders:
a)

A shareholder that holds at least 10 percent of the company’s
total voting equity securities issued, including depositary
receipts that have been issued for such securities (irrespective of
whether the voting equity securities are held in the name of the
shareholder or not); or

b) A shareholder that holds less than 10 percent of the total voting
equity securities issued, but nevertheless effectively controls the
company.
The ownership of specific securities such as convertible bonds and bonds
with warrants that are not voting equity securities is not relevant to the
determination of a major shareholder when the shareholder’s voting
equity securities in the company are less than 10 percent. Therefore, a
shareholder that holds 7 percent of the voting equity securities and 3
percent of the convertible bonds issued by the company is not a major
shareholder unless the shareholder effectively controls the company.
In calculating a shareholder’s ownership of specific securities, equity
securities held or traded under another person’s name are included.
Similarly, equity securities acquired and held under the employee stock
ownership plan count toward equity ownership of a major shareholder.
A shareholder that effectively controls a company is a shareholder who:
a)

Has appointed, alone or together with other shareholders, the
company’s chief executive officer or the majority of the
members of the company’s board of directors;

b) Holds the decision-making authority in respect of the
company’s business management, organization change, and
other key decisions. The determination of whether a shareholder
meets this criterion (and liability for the determination) is left to
the shareholder.
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2-3.

Insider Disclosure
2.3.1

Disclosure Period25
Initial ownership report
a)

A person who becomes a director, an officer, or a major
shareholder of a listed company for the first time must file a
report on the ownership of specific securities issued by the
company. An initial ownership report (IOR) must be filed
within five days after the person becomes a director, an officer,
or a major shareholder.

b) No IOR is required if the person does not hold any legal or
beneficial ownership of specific securities.
Example H:
A person became a director or an officer of a listed company, or a
report-triggering acquisition of specific securities occurred on Friday,
June 1, 2012. Excluding June 1 (the report-triggered day), June 2
(Saturday), June 3 (a national holiday), June 6 (a national holiday),
June 9 (Saturday), and June 10(a national holiday), the five-day
disclosure period ends on Monday, June 11.

Change in ownership report
a)

A change in ownership report (COR) must be filed within five
days when a change in the ownership of an insider’s specific
securities occurs. Where the number of specific securities
changes by less than one thousand, and the acquisition or
disposition amount is less than KRW10 million, COR is not
necessary.

b) Where an insider ceases to be employed by or associated with
the company, the departure must be disclosed even if there has
been no change to the insider’s ownership of specific securities.
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2.3.2

Effective Date
Both an IOR and a COR must be filed with five days from the effective
date.
Effective Date for IOR26
a)

Where a person is elected a director at the company’s general
shareholders’ meeting for the first time, the effective date is the
day of the election.

b) Where a person becomes an officer, the effective date is the day
the person assumes the appointed position.
c)

Where a person becomes a major shareholder after acquiring
company shares, the effective date is the day of the share
acquisition.

d) Where an unlisted company becomes listed for the first time,
the effective date is the day the company becomes listed.
e)

Where an unlisted company merges with a listed company, and
an insider of the unlisted company becomes an insider of the
listed company, the effective date is the day the shares of the
merged company commences trading.

Effective Date for COR27
a)

Where an insider either buys or sells specific securities onexchange during regular trading hours, the effective date is the
day of the transaction settlement (T+2).

b) Where an insider either buys or sells specific securities offexchange, the effective day is the earlier of either the date the
payment was made or the date the securities are delivered.
c)

Where an insider acquires specific securities in a secondary
stock offering, the effective date is the date immediately
following the day the payment is delivered.

d) Where an insider lends or borrows specific securities, the
effective date is the day the securities are lent or borrowed.
e)

Where an insider receives specific securities as a gift, the
effective date is the day the delivery of the securities is
completed.
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f)

Where an insider inherits specific securities, the effective date is
the day the inheritance is finalized. Where two or more persons
inherit specific securities, the effective date is the day the
division of the securities and any other share-related assets is
completed.

g) Where an insider acquires specific securities through other
means, the effective date is to be determined as provided under
the applicable law:

2.3.3

x

Acquisition of scrip shares (capitalization shares): the
date the scrip shares were allotted;28

x

Acquisition of stock dividends: the date the stock
dividend distribution was approved at the company’s
general shareholders’ meeting;29

x

Acquisition of shares from the exercise of equity
conversion rights/options attached to convertible bonds:
the date the conversion rights/options were
exercised;30

x

Acquisition of shares from the exercise of equity
conversion rights/options attached to bonds with
warrants and stock options: the date payment for the
shares was made;31

x

Acquisition of shares of a newly merged company: the
date of the merger registration;32

x

Reverse stock split, stock split, and share redemption:
applicable provisions of the Commercial Act,
including articles 329-1, 343, and 441.

Exemptions from COR and Extension of Disclosure Deadline
Exemption from COR
a)

Where the aggregate number of specific securities of an insider
was less than 1,000 shares, or either the acquisition or the
disposition amount was less than KRW10 million after the most
recent filing, COR is not necessary.

b) The determination of disclosure exemption must be made on a
cumulative basis.

42

Extension of Disclosure Deadline
a)

For a change in share ownership due to stock dividend, stock
split, reverse stock split, capital reduction, or other unavoidable
causes, the disclosure deadline is extended to the tenth day of
the following month.

b) For certain qualified investors that pose little or no risk of abuse
of inside information, the disclosure deadline is extended to the
tenth day of the following quarter. The disclosure deadline for
IOR remains unchanged at five business days.
The qualified investors exempted from the five-day disclosure
period include the following:
x
x
x
x
x
x
x

2.4

National and municipal governments;
Bank of Korea;
Korea Deposit Insurance Corporation;
Korea Resolution & Collection (KR&C);
Korea Investment Corporation;
Korea Finance Corporation; and
Korea Credit Guarantee Fund.

Sanctions against Noncompliance
Failure to comply with the investigation of the Securities and Futures
Commission may result in a fine not more than KRW100 million or
imprisonment not more than three years.33 Non-disclosure or
misrepresentation or omission of material facts in the disclosure filing may
result in a fine not more than KRW30 million or imprisonment not more
than a year. The FSC may take administrative measures including an order
for corrective action, censure, and referral to the law enforcement
authorities for criminal prosecution.34

III. Frequently Asked Questions
1.

Which securities fall under the specific securities category?

The following securities fall under the category of specific securities and are
subject to disclosure:
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a)

Equity and equity-convertible securities including voting stock, preferred
nonvoting stock, convertible bonds, bonds with warrants, participating
bonds, and investment contracts;

b) Depositary receipts and exchangeable bonds linked to securities listed in
a);
c)

2.

Derivatives and other investment products whose underlying assets consist
of any of the securities listed in a) or b).

What are the deadline rules for the disclosure of newly acquired specific securities
or IOR?

An IOR must be filed within five business days from the effective date or the date
of the disclosure-triggering event. When determining the number of days during
which a report must be filed, the day of the disclosure-triggering event, national
holidays, Saturdays and Sundays, and the May 1 Labor Day are excluded.
Example I:
An order for a report-triggering share purchase was executed on the KRX
on Wednesday, May 4, 2011. Excluding May 4 (the day of the reporttrigging share purchase), May 5 (a national holiday), May 7 (Saturday), and
May 8 (Sunday), the last day of the disclosure period became May 12, the
fifth counting day after May 4.

3.

Who files an IOR?

A corporate insider must file an IOR when the insider becomes a director, an
officer, or a major shareholder of a listed company for the first time. Thereafter, a
COR must be filed for any change in their equity ownership in the company.
Corporate insiders mean directors, officers, and the major shareholders who hold
more than 10 percent of the total voting shares issued or who effectively control the
company.
The disclosure requirements for corporate insiders are separate from and
independent of disclosure requirements for large shareholders. Therefore, a person
subject to disclosure under the five percent rule and under the insider disclosure
rule must comply with both.
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4.

Who qualifies as company directors and officers?

Directors include registered directors, outside directors, and the company auditor,
while officers refer to persons who assume executive job titles and carry out the
company’s day-to-day business operations.35 A corporate insider makes the
determination of whether he or she qualifies as an officer after taking into account
such considerations as the job title and position within the company, areas of
responsibility, executive powers, and the amount of remuneration.
Article 401-2(1) of the Commercial Act provides that an officer is a de facto
director who effectively controls the company and can order company directors to
execute specific activities, who can act or make decisions on behalf of the company,
or who is not a director but performs executive duties and functions assuming such
titles as honorary president, president, chief executive officer, executive director,
director, or other titles indicative of decision-making position or authority.

5.

When are corporate insiders not required to file a COR?

Corporate insiders are not required to file a COR when the aggregate number of
company shares is less than one thousand, or the aggregate securities transaction
amount is less than KRW10 million on a cumulative basis.

6.

Do corporate insiders have to report even a short, one-time change in specific
securities ownership?

The insider disclosure requirements are designed to prevent the abuse of nonpublic
information for personal gains. Therefore, any buying and selling of company
securities by insiders is subject to disclosure even if there is no net change and the
end-of-day balance remains unchanged; insider disclosures are transaction-based,
not balance-based.

7.

How does an insider file an IOR?

An insider must file an IOR and disclose any ownership of specific securities when
the insider becomes a director, an officer, or a major shareholder of the company.
The disclosure must include verification of the day of the appointment and any
outstanding ownership of specific securities held.
A major shareholder who holds more than 10 percent of the shares of a listed
company must also file an IOR with the following disclosures:
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a)

Verification of the day the shareholder’s specific securities ownership
exceeded 10 percent;

b) Trading records for the day the shareholder’s specific securities ownership
exceeded 10 percent;
c)

8.

Share ownership records prior to the above-10 percent acquisition.

How does an insider file a COR when a disclosure-triggering event occurs before
the disclosure period for an earlier disclosure-triggering event ends?

Both disclosures can be filed together by the end of the disclosure period for the
first disclosure-triggering event.
Example J:
A shareholder buys 1,000 shares on May 3 and additional 2,000 shares on May 6.
If May 10 is the end of the disclosure period for the May 3 share acquisition, the
May 6 share acquisition can be reported together with the May 3 share acquisition
by May 10.

9.

How does an insider who terminates his or her employment contract and leaves the
company report the change in specific securities ownership?

a)

The number of specific securities held in the company must be entered as
zero (0).

b) Any change in the insider’s specific securities ownership prior to the day
before the day of employment termination must be disclosed, and the
balance of the insider’s specific securities must be entered as zero (0).
The cause for the filing is termination of employment with the company.
c)

Provide the quantity of specific securities held at the time of the
termination in the footnote of the report and enter termination as the
cause for the reduction in specific securities held.

d) Documents verifying the termination of employment and specific
securities held on the last day of employment must be provided with the
disclosure forms.
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10. How does an insider report stock options granted by the company?

Stock options need not be reported when they are initially granted. Any subsequent
stock acquisition resulting from the exercise of the stock options, however, must be
reported as provided below:
a)

Stock options exercised for newly issued shares: the effective date is the
day payment for the newly issued shares is made;

b) Stock options exercised for treasury shares: the effective date is the day
the payment for the treasury shares is made;
c)

Stock options exercised for arbitrage acquisition of treasury shares: the
effective date is the day the options are exercised.

11. How does an insider who holds preemptive rights certificates report specific
securities ownership?

Corporate insiders must file a disclosure when they issue preemptive rights
certificates, when they buy or sell them preemptive rights certificates, when
preemptive rights certificates they hold expire, or when they exercise conversion
rights/options attached to preemptive rights certificates to acquire company shares.
No disclosure filing is necessary when the company issues preemptive rights
certificates for capitalization purposes with the approval of the board of directors.
On the disclosure form, preemptive rights certificates must be entered as
certificates for new share acquisition. The quantity of shares must be entered as the
number of shares that may be acquired by exercising the conversion rights/options.

12. How does a corporate insider who holds bonds with warrants report the ownership
of specific securities file a disclosure?

A disclosure must be filed when:
a)

A corporate insider acquires bonds with warrants, convertible bonds, or
warrants;

b) A corporate insider buys or sells bonds with warrants, convertible bonds,
or warrants;
c)

A corporate insider acquires the issuer’s common stock by exercising
equity conversion rights/options attached to bonds with warrants,
convertible bonds, or warrants.
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d) Changes have been made to the equity conversion prices of bonds with
warrants, convertible bonds, or warrants;
e)

The equity conversion rights/options attached to bonds with warrants,
convertible bonds, or warrants change have expired; or

The effective day (report-trigging day) for transactions involving bonds with
warrants, convertible bonds, and warrants is as follows:
a)

Acquisition of bonds with warrants or convertible bonds from the issuer:
the date payment is made for the acquisition;

b) On-exchange buying and selling of bonds with warrants or convertible
bonds: the date the transaction is settled (execution date + two business
days);
c)

Off-exchange buying and selling of bonds with warrants or convertible
bonds: earlier of either the date the full payment is made or the date the
transacted securities are delivered;

d) Changes to the equity conversion price: the date of the changes;
e)

Expiration of equity conversion rights/options: the date of the expiration;

f)

Exercise of rights or options to acquire newly issued shares: the date the
payment is made for the new shares;

g) Exercise of equity conversion rights/options: the date of the exercise.

13. When an insider of an unlisted company becomes an insider of a listed company
following a merger of the two companies, how does the insider file an equity
ownership report?

An insider of an unlisted company who becomes an insider of a listed company
following a merger between the two companies must file an initial ownership report
(IOR). When an insider of a listed company who owns specific securities in the
unlisted company becomes an insider of the merged company, the insider must file
a change in ownership report (COR). When a listed company and an unlisted
company merge, the effective date for the insiders of the listed company is the day
of the merger registration; for the insiders of the unlisted company, the effective
date is the day of the listing of the merged company. When two listed companies
merge, the effective date for the insiders of the two companies is the day of the
merger registration. When two companies consolidate to create a new company, the
effective date is the day of listing.
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14. What are the disclosure requirements when an insider acquires its own company’s
equity securities (specific securities) through a wrap account and other
discretionary investment management services?

When an insider acquires specific securities through a wrap account or other
discretionary investment or money management service providers, the insider must
file a change in ownership report (COR) within five days after the acquisition.36
Specific securities bought or sold within the preceding six months may also be
subject to disgorgement under the insider short-swing profit rules.37 In addition, an
insider’s equity ownership may be subject to disclosure under the five percent rule
when the aggregate ownership of the insider (and any specially related persons)
exceeds five percent or changes by more than one percentage point.38 An insider of
a listed company who plans to sign or has already signed an investment
management service contact such as a wrap account service must instruct the
investment manager not to acquire or invest in the listed company’s equity
securities. In the event of investment in the listed company’s equity securities by
the insider’s investment manager, the insider must ensure the investment manager
notify the insider of the investment within two days.
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Section 3:

Short-Swing Profit Rule
Overview
Key Provisions of Short-Swing Profit Rule
Frequently Asked Questions
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I.

Overview

1-1.

Short-Swing Profit Rule
Under the short-swing profit provisions of the FSCMA and the subordinate
regulations (the “short-swing profit rule”), corporate insiders must return any
profit they realize from the purchase and sale or the sale and purchase of certain
classes of equity securities—referred to as specific securities in the FSCMA—
within a six-month period. The disgorgement of short-swing profit is effective
irrespective of whether or not any insider information was used to realize the
profit.

1-2.

Purpose of the Short-Swing Profit Rule
The short-swing profit rule is intended to prevent corporate insiders from trading
specific securities on the basis of material, nonpublic information. Such insider
trading is illegal, and the short-swing profit rule imposes civil and criminal
penalties on the violators in order to ensure no unauthorized disclosure or
privileged inside information is used for personal gains.

II. Key Provision of the Short-Swing Profit Rule
2-1.

Insiders and Short-Swing Profits Subject to Disclosure
2.1.1

Insiders Subject to Disclosure
a)

Directors, officers, and others covered under article 401-2(1) of
the Commercial Act;

b) Employees handling or given access to privileged nonpublic
company information, including employees administering the
company’s regulatory filings as provided under article 161(1) of
the FSCMA;
c)

Major shareholders (shareholders with equity ownership of ten
percent or more in the company) or shareholders that effectively
control the company.
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1.1.2 Short-Swing Profits Subject to Disclosure39
Any profit realized by an insider from the purchase and sale or the sale
and purchase of the company’s specific securities with a six-month
period must be disgorged to the company regardless of whether or not
any material, nonpublic information was used to achieve the profit.
a)

Profits realized by directors, officers, and employees who were
an insider either at the time of the purchase or at the time of the
sale are covered under the short-swing profit rule; the six-month
profit disgorgement period can therefore remain in effect even
after an insider terminates employment or any other relationship
with the company.

b) Profits realized by major shareholders who were a major
shareholder both at the time of the purchase and at the time of
the sale are covered.
c)

Profits realized by insiders from hybrid transactions—such as
the purchase of common shares and the sale of convertible
bonds of the same issuer within a six-month period—are also
covered.

The short-swing profit rule for insiders also extends to broker-dealers.
For a broker-dealer underwriting a company’s securities issuance, the
short-swing profit rule applies to any purchase or sale (of the issuer’s
securities) made within a three-month period from the date of the signing
of the underwriting agreement and any sale or purchase (of the issuer’s
securities) made within a six-month period from the date of the sale or
purchase (of the issuer’s securities).40
1.1.3

Exemptions of Certain Transactions from Short-Swing Profit Rule
Transactions listed below are exempt from the short-swing profit rule:41
a)

Purchase or sale of the company’s specific securities as required
under the law;

b) Purchase or sale of the company’s specific securities as directed
or recommended in the government’s regulatory approval;
c)
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Purchase and sale, or sale and purchase of the company’s equity
securities intended to stabilize share price or facilitate market
making;

d) Acquisition and disposition of the company’s specific securities
by a broker-dealer underwriting the company’s securities
issuance;
e)

Stocks acquired from the exercise of stock options;

f)

Stocks acquired from the exercise of rights/options attached to
equity-convertible securities including convertible bonds or
bonds with warrants that are not subject to the restricted sixmonth period;

g) Securities acquired after the termination of depositary receipt
contract;
h) Specific securities acquired by exercising rights or options
attached to exchangeable bonds;
i)

Specific securities acquired from a public offering;

j)

Stocks acquired under an employee ownership plan as provided
for under the Basic Workers Welfare Act;

k) Specific securities sold by exercising the shareholder’s appraisal
right; and
l)

Stocks and other securities sold in a tender offer;

Other transactions that are not prone to insider abuse and approved by
the SFC are also exempt from the short-swing profit rule as listed below:
a)

Forfeited or fractional shares acquired from a secondary
securities offering;

b) Specific securities bought and sold by collective investment
scheme funds or entities;
c)

Stocks acquired as reward, bonus or severance pay;

d) Stocks acquired by exercising equity conversion rights/options
attached to securities that are not subject to the restricted sixmonth period; and
e)

Odd lot shares bought and sold.

The acquisition or disposition of equity securities that have been
obtained as an inheritance, a gift or other similar acts that do not entail
any insider information is not subject to the short-swing profit rule.
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2-2.

Calculation of Short-Swing Profit
2.2.1 Calculation Method
For a paired buying and selling within six months, the short-swing profit
is calculated as follows:
Short-swing profit = (sell price – buy price) × (the lesser of either
the number of shares bought or the number of shares sold) –
(transaction fees + transaction tax + other applicable taxes)
The same calculation is used to determine short-swing profit from a
paired selling and buying within six months. For two or more paired
buying and selling (or selling and buying) within six months, the first
purchase (sale) is paired with the first sale (purchase) on a first-in, firstout basis. The same pairing is repeated until no further pairing is
available, and any remaining difference is treated as another purchase or
sale. Loss from a paired trade is excluded from the calculation of shortswing profit; it is not used to offset profit from other paired trades.
Example K:
An insider carries out the following trades between January and
December:
x
x
x
x

January: 200 shares purchased at KRW500 a share;
September: 100 shares sold at KRW700 a share;
October: 200 shares purchased at KRW600a share;
December: 50 shares sold at KRW800 a share.

The January purchase is excluded in the short-swing profit calculation
because it falls outside the most recent six-month period. The remaining
three trades are counted. Assuming no fees and taxes, the short-swing
profits for the second-third pair and the third-fourth pair are:
1. Short-swing profit from the second-third pair = (KRW700 –
KRW600) × 100 shares = KRW10,000
2. Short-swing swing profit from the third-fourth pair = (KRW800 –
KRW600) × 50 shares = KRW10,000
3. The total short-swing profit during the six-month period:
KRW10,000 + KRW10,000 = KRW20,000
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2.2.2 Price and Quantity Adjustment
When an insider buys and sells securities of the same type (e.g., equity
securities) but of different classes (e.g., common stock and preferred
stock), the purchase and the sale prices are set as follows:
a)

Purchase of one class of securities followed by the sale of
another class of securities: the closing purchase price that
prevailed on the day of the sale is the sale price;

b) Sale of one class of securities followed by the purchase of
another class of securities: the closing sale price that prevailed
on the day of the purchase is the purchase price.
Example L:
An insider purchases the company’s common stock and in six
months sells the company’s preferred stock. The sale price for the
preferred stock is the closing price of the common stock on the day
of the sale.
The short-swing profit from the trade is calculated as:
[(closing price of the common stock on the day of the sale –
purchase price of the common stock) x (number of matched shares)
– fees and taxes]
When an insider buys and sells securities of different types (e.g., equity
and debt), the price and the quantity of the trade are set as follows:
a)

Price: the closing price (on the day of the trade) of the stock for
which the insider’s equity conversion rights/options are to be
exercised;

b) Quantity: Number of shares into which the insider’s specific
securities can be converted (by exercising the insider’s
conversion rights/options) on the day of the trade.
Example M:
When an insider purchases the company’s common stock and in six
months sells the company’s convertible bonds, the unit price of the
convertible bonds is the closing price of the common stock on the
day of the sale of the convertible bonds. The possible number of
shares that may be acquired is calculated by dividing the par value
of the convertible bonds by the conversion price.
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When shares become ex-right or ex-dividend after they are purchased
and/or sold, the price and the number of the shares are to be adjusted in
accordance with the provisions of article 7 of the Regulation of the
Short-Swing Profit Recovery and Unfair Trading Investigation. The
same is the case for any capital increase, merger, dividend, stock split,
and reverse split.
2.2.3. Trade through Multiple Accounts
When the same insider trades through more than one account, all of the
insider’s accounts are treated as a single account for the purpose of shortswing profit calculation.
2-3.

Recovery of Short-Swing Profit
2.3.1

Liability for Recovery of Short-Swing Profit
The liability for the full recovery of rule-violating short-swing profits
rests with the insider’s company. When the company fails to initiate the
appropriate short-swing profit recovery process, the company’s
shareholders may take steps to recover the profits on behalf of the
company.

2.3.2 Disclosure of Short-Swing Profit
In the event of SFC’s discovery of short-swing profit, the SFC duly
notifies the company of the short-swing profit. The notified company
then must disclose SFC-notified short-swing profit on the company’s
Internet homepage (or other equivalent means of public disclosures) and
in the company’s quarterly and semiannual regulatory filings.
Companies that fail to comply with the disclosure requirements are
subject to an order for corrective action and censure.
2-4.

Disclosure Methods and Information
2.4.1 Disclosure Methods
The short-swing profit notification from the SFC must be disclosed and
made publicly available on the company’s Internet homepage. The
notification must be presented on the front of the company’s Internet
homepage so that it is readily identifiable and recognizable to all users;
the notified company must take the due care not to make it difficult to
identify and read the SFC notification. If Internet homepage disclosure is
not available, alternative disclosure methods (e.g., through the KRX)
must be sought.
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2.4.2

Disclosure Information42
The following information must be disclosed and made publicly
available:
a)

Position of the insiders—company directors, officer, employee,
or major shareholder—who are subject to disgorgement of
short-swing profit; such personal information as the insider’s
name and date of birth is not subject to disclosure;

b) Aggregate amount of short-swing profit with a breakdown by
directors, officers, employees, and major shareholders;
c)

Date of the SFC notification;

d) Recovery plan for the short-swing profit; and
e)

2.4.3

An announcement informing the shareholders and other equity
owners of their right to demand recovery of short-swing profit
and their right to initiate their own recovery on behalf of the
company if the company takes no action for more than two
months since the SFC notification;

Disclosure of Unrecovered Short-Swing Profit43
Any short-swing profit not recovered by the company after an SFC
notification must be disclosed in the company’s quarterly and
semiannual regulatory filings as provided under the Guidelines on
Corporate Disclosure Filings.44
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III. Frequently Asked Questions
1.

Who is covered under the short-swing profit rule?

Corporate insiders subject to the short-swing profit rule cover the following:
a)

Directors, officers, and employees handling or given access to
privileged nonpublic company information, including those
administering the company’s regulatory and financial filings; and

b) Shareholders holding ten percent or more equity ownership in the
company (“major shareholders”) or shareholders that effectively
control the company.
The short-swing profit rule also applies to securities underwriters that have
acquired the issuer’s specific securities. They must disgorge any profit
realized by buying (or selling) the issuer’s specific securities within three
months of signing the underwriting contract and selling (or buying) the
issuer’s specific securities within six months from the date of the purchase
(or sale).
Insiders (and their specially related persons) of an unlisted company are not
subject to the short-swing profit rule.

2.

Which transactions are subject to disgorgement?

Example 1:
Suppose Person A who had never held any equity ownership in Company
AAA bought 11 percent of the company’s voting shares off-exchange on
May 6 and sold shares equivalent in number to 5 percent of Company
AAA’s voting shares on June 8. In this case, profit from the sale is not
subject to disgorgement under the short-swing profit rule because Person A
held no equity ownership in Company AAA and was thus not an insider
before the 11 percent purchase on May 6.
Example 2:
Suppose Person B, an officer of Company BBB, purchased 1,000 shares of
the company on May 6, left the company on July 1, and sold 500 shares on
August 1. In this case, Person B is subject to disgorgement under the shortswing profit rule because Person B was an insider at the time of the May 6
purchase, and the sale took place within six months of the purchase.
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3.

How is short-swing profit calculated?

If only one pair of buy-sell transactions occurred in a six-month period, the
short-swing profit is calculated as follows:
Short-swing profit = (sell price – buy price) × the lesser of either the
number of shares purchased or the number of shares sold – (transaction
fees + transaction tax + other applicable taxes)
In addition to profit from buy-sell transactions, profit from sell-buy
transactions in a six-month period is subject to disgorgement.
For two or more paired buying and selling (or selling and buying) within six
months, the first purchase (sale) is paired with the first sale (purchase) on a
first-in, first-out basis. The same pairing is repeated until no further pairing
is available; any remaining difference is treated as another purchase or sale.
Loss from a paired trade is excluded from the calculation of short-swing
profit; it is not used to offset profit from other paired trades.

4.

How is short-swing profit calculated if two or more classes (i.e., common
stock and preferred stock) of the same type of security (i.e., equity) are
traded within six months?

a) October: 100 common shares were purchased at KRW100 a share;
the closing price of the preferred stock was KRW80;
b) November: 200 preferred shares were sold at KRW90 a share; the
closing price of the common stock was KRW120;
c) December: 100 common shares were purchased at KRW110 a
share; the closing price of the preferred stock was KRW70.
Note that the three trades occurred within a six-month period, so all of them
are subject to short-swing profit rule. For short-swing profit of the OctoberNovember trades, the first two trades are matched or paired at the closing
price of the common stock (KRW120)—not the sale price of the preferred
stock—on the day of the sale. Thus, short-swing profit for the OctoberNovember trade is:
[(KRW120 - KRW100) x 100 shares] = KRW2,000
For short-swing profit of the November-December trades, the 100 preferred
shares remaining from the October-November trades are offset against the
December trade at the closing price of the preferred stock (KRW70)—not
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the purchase price of the common stock—on the day of the purchase. Then,
short-swing profit for the October-November trade is:
[(KRW90 – KRW70) x 100 shares] = KRW2,000
The total short-swing profit for the three trades is KRW4,000.

5.

How does a listed company disclose short-swing profits of its insiders?

The short-swing profit notification from the SFC must be disclosed and
made publicly available on the company’s Internet homepage. The
notification must be presented on the front of the company’s Internet
homepage so that it is readily identifiable and recognizable to all users; the
notified company must take the due care not to make it difficult to identify
and read the SFC notification. If Internet homepage disclosure is not
available, alternative disclosure methods (e.g., through the KRX) must be
sought.
The following information must be disclosed and made publicly available as
provided under article 197 of ED-FSCMA:
a)

Position of the insiders—company directors, officer, employee, or
major shareholder—who are subject to disgorgement of short-swing
profit; such personal information as the insider’s name and date of
birth is not subject to disclosure;

b) Aggregate amount of short-swing profit with a breakdown by
directors, officers, employees, and major shareholders;
c)

Date of the SFC notification;

d) Recovery plan for the short-swing profit; and
e)

62

An announcement informing the shareholders and other equity
owners of their right to demand recovery of short-swing profit and
their right to initiate their own recovery on behalf of the company if
the company takes no action for more than two months since the
SFC notification.

6.

How is short-swing profit calculated if an insider engages in the following
trades?

a)

March: 200 shares purchased at KRW500 a share;

b) April: 200 shares purchased at KRW600 a share;
c)

August: 300 shares sold at KRW700 a share; and

d) November: 100 shares sold at KRW800 a share.
In this case, the March and the August trades are paired first. Then the
remaining 100 shares are paired with the April trade. The November trade is
not considered because it lies outside the six-month period. Assuming no
fees and taxes, short-swing profit from the March, April, and August trades
comes to KRW50,000 as shown below:
(KRW700 – KRW500) × 200 shares + (KRW700 – KRW600) ×
100 shares = KRW50,000

7.

How is short-swing profit calculated if an insider engages in the following
trades?

a)

October: stock option exercised, 100 shares purchased at KRW300
a share;

b) November: 100 common shares sold at KRW700 a share; and
c)

December: 50 shares purchased at KRW500 a share.

Because the 100 shares that the insider acquired by exercising stock option
are not subject to the short-swing profit rule, only the November and
December trades are considered in the short-swing profit calculation.
Whether an insider purchases shares by exercising stock option in October
and sells them in November does not affect the calculation of short-swing
profit. Assuming no fees and taxes, short-swing profit for the November –
December trades is KRW10,000 as shown below:
(KRW700 –KRW500) × 50 shares = KRW10,000
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8.

How is short-swing profit calculated if an insider engages in the following
trades?

a)

October: Bonds with warrants were purchased at KRW9,000; the
par value was KRW10,000, the exercise price KRW95, and the
closing price of the company’s stock KRW90;

b) November: 105 shares were purchased by exercising the warrants;
and
c)

December: 105 shares were sold at KRW100 a share.

To calculate the short-swing profit, the price and the quantity of the bonds
with warrants must be adjusted as follows:
Price: KRW90 (the closing price of stock on the purchase day)
Quantity: 105 shares (KRW10,000 / KRW95)
Assuming no fees and taxes, short-swing profit is KRW1,050 as shown
below:
(KRW100 – KRW90) × 105 shares = KRW1,050
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Section 4:

Disclosure Forms
Disclosure Forms for Large Shareholders
Disclosure Forms for Corporate Insiders
Disclosure Form for Unrecovered Short-Swing Profit
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This section provides English-translated disclosure forms that a shareholder must use to file a large equity ownership report with
the FSC and the KRX. The English translations are for informational purpose only, and the reporting shareholder must use Korean
disclosure forms and provide the required information in Korean only.

I. Disclosure Forms for Large Shareholders
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Causes for Filing

Most Recent Filing

Equity Securities
Held & Ratio

Current Filing

̱ IAR ̱ SCR ̱ MCR

Type of Disclosure

Name of Issuer

Summary Information

̱ For Disclosure to the Financial Services Commission
̱ For Disclosure to the Korea Exchange

Number

Relationship to the Issuer

Effective Date
Reporting Date
Reporting Shareholder

ICM Summary Disclosure

Percent

Information Required of Shareholder and Specially Related Persons Holding Large Equity Ownership
Pursuant to Article 153 of the Enforcement Decree of the Financial Investment Services and Capital Markets Act

DISCLOSURE FORMS FOR PURPOSE OF INFLUENCING COMPANY MANAGEMENT
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Occupation/Nature of Business

Address

Contact Person

Relationship to the Issuer

DOB/BRN

̱ Individual ̱ Joint

Name of Reporting Shareholder

̱ IAR ̱ SCR ̱ MCR

ICM Form 1-2: Reporting Shareholder Disclosure

Shareholder and Specially Related Persons

Type of Disclosure

1.2

Total Voting Stocks Issued

̱ KOSPI ̱ KOSDAQ ̱ KONEX

Issuer Classification

ICM Form 1-1: Issuer Disclosure
Issuer Code

Issuer

Issuer Name

1.1

Part I. General Information
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Name

̱ Individual
̱ Corporation
̱ Group
̱ Individual
̱ Corporation
̱ Group

Type

Largest Shareholder (CEO)

DOB/BRN

Nationality

Address

ICM Form 1-4: Specially Related Person Disclosure

Relationship to
Reporting
Shareholder

Decision-Making Authority/Person

Occupation/ Nature
of Business

Percent of Shares Held

Paid-in Capital

Shareholders’ Equity

Name of CEO

Liabilities

Assets

Legal Form

ICM Form 1-3: Supplemental Reporting Shareholder Disclosure (Legal Entity Only)

Relationship to
the Issuer
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Serial
Number

Name

BRN

Largest Shareholder (CEO)

Decision-Making Authority/Person

Investment Schemes/Funds

Country of
Origin

ICM Form 1-6: Collective Investment Business Disclosure

Percent of Shares

Paid-in Capital

Shareholders’ Equity

Name of CEO

Liabilities

Assets

Legal Form

Address

ICM Form 1-5: Supplemental Specially Related Person Disclosure (Legal Entity Only)

Note
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Change

Current Filing

Reporting
Date

Equity Ownership and Ratio

Most Recent Filing

1.3

Largest Shareholder (CEO)

Decision-Making Authority/Person

Name

Number of Specially Related
Persons

Reporting Shareholder

Number

Percent

Stocks and EquityConvertible Securities

ICM Form 1-8: Equity Ownership and Ratio Disclosure

Percent of Shares

Paid-in Capital

Shareholders’ Equity

Name of CEO

Liabilities

Assets

Legal Form

ICM Form 1-7: Supplemental Collective Investment Business Disclosure

Number

Percent

Voting Stocks
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Purpose of Equity Ownership

Causes for SCR/MCR

Cause for Filing MCR

Cause for Filing SCR

Method of SCR

1.5

Purpose

1.4

ICM Form 1-10: Causes for SCR/MCR

ICM Form 1-9: Equity Ownership Purpose Disclosure
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Voting stock
Redeemable preferred stock
Convertible preferred stock
Preemptive rights certificates/warrants
Convertible bonds
Bonds with warrants
Exchangeable bonds
Depositary receipts
Others
Number of shares held
Percent of shares held

Stocks

Total voting stocks issued:
Equity-convertible securities: (a1 + a2 + B + C + D + E + F + G)
Percent of stocks and equity-convertible securities: [A + H / I + H - (E + F + G)] x 100
Percent of voting stocks: (A / I) x 100

Total

Stocks and Equity-Convertible
Securities

DOB/BRN

ICM Form 2-1: Equity Ownership Disclosure

Equity Securities Held by Shareholder and Specially Related Persons

Name

2.1

Part II. Large Equity Ownership Disclosure

I
H

A
a1
a2
B
C
D
E
F
G

Reporting
Shareholder

Specially Related
Persons
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Total

Beneficial Owned
Equity Securities

DOB/BRN

Name

Percent

Number

Type 7

Type 6

Type 2
Type 3
Type 4
Type 5

Type 1

Reporting
Shareholder

Specially Related
Persons

1. A person pays for and receives shares using the name of
another person to conduct the purchase;
2. A person obtains a right to acquire shares in accordance with
the terms and conditions of a share acquisition agreement or
pursuant to the law involved or as a result of a purchase
transaction;
3. A person obtains a voting right in accordance with the terms
and conditions of a contractual agreement including a contractual
arrangement to place assets under a trust, a collateral agreement,
or a discretionary asset management contract.;
4. A person obtains a right to acquire or dispose of shares or
exercise the voting rights of shares pursuant to the terms and
conditions of a contractual agreement or obligation or in
accordance with the law;
5. A person enters into a pre-agreement to acquire shares and
attains the position of a share buyer;
6. A person acquires call options that may be exercised to acquire
shares and attains the position of a share buyer;
7. A person receives stock options that may be exercised to
acquire shares and attains the position of a share buyer.

Beneficially owned interests as provided below are deemed to be
legally owned under Article 142 of the Enforcement Decree of the
FSCMA:

ICM Form 2-2: Beneficially Owned Equity Disclosure
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ICM Form 2-3: Existence of Agreement Disclosure

Agreement Involving Equity Interests Held

Name

Relationship to
Reporting
Shareholder

DOB/BRN

Class of
Shares Held

Number of Shares
Held
Counterparty

Have you entered into or amended a contractual agreement (including a trust agreement, a
collateral agreement, and a securities lending/borrowing agreement) for the equity securities you
hold?

2.2

Type of
Agreement

Date of
Change

̱ Yes ̱ No

Note
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Total

Relationship to
Reporting
Shareholder

Securities in Proprietary
Account

Percent
(%)

Securities in Customer
Account

Account Information

ICM Form 2-4: Proprietary/Customer Equity Securities

Equity Securities Held in Proprietary/Customer Accounts (For Broker-Dealers Only)

Name

2.3

Percent
(%)

Number of
Securities

Total
Percent
(%)

78

Summary Disclosure

Total

Stocks and Equity-Convertible
Securities

DOB/BRN

Name

3.1

Voting stock
Redeemable preferred stock
Convertible preferred stock
Preemptive rights certificates/warrants
Convertible bonds
Bonds with Warrants
Exchangeable bonds
Depositary receipts
Others
Number of shares
Change (Percent)

Stocks

Reporting
Shareholder

ICM Form 3-1: Changes in Equity Ownership Disclosure

Part III. Material Change in Equity Ownership since the Most Recent Disclosure

Related Persons
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Date of
Change1

Method of
Acquisition/
Disposition
Share
Class
Pre-change

Change

Post-change

Number of Shares

ICM Form 3-2: Transaction Disclosure

)
)

(
(

Trading
Price2

Note

1. For securities acquired on-exchange, the date of change is the date of the purchase.
2. For securities other stocks, the trading price is the strike price or the trading price of the stock bought or sold by exercising the
rights/options attached to the securities;

DOB/BRN

Summary Disclosure

Name

3.2
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Source of Other Funds

Borrower

Source of Borrowed Funds

Source of Shareholder Funds

Borrowed Amount

Borrowed Funds

Borrowing Period

Others

Lender

Total

ICM Form 3-3: Fund Sources and Equity Acquisition Disclosure

Source of Funds Used for Equity Acquisition

Shareholder Funds

3.3

Collateral
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Relationship to Reporting
Shareholder
Resident Registration Number

DOB

Address

Phone

Note: All reporting shareholders—including individuals, companies, and groups—must provide information required on this
form. Information provided will be considered confidential and used for supervisory purposes only.

Name

ICM Form 4-1: Supplemental Information for Shareholder and Specially Related Persons

Part IV: Supplemental Information and Supporting Documents
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Resident Registration Number

Address

Name/Signature

RRN

Address

Name/Signature

Pursuant to Article 153(4) of the Financial Investment Services and Capital Markets Act, I hereby authorize (Name of
Reporting Shareholder) to act for and on behalf of (Name of Grantor Shareholder) from (Date) to (Date) in all matters
stipulated under Article 147 of the Financial Investment Services and Capital Markets Act.

Reporting
Shareholder

Grantor
Shareholder

ICM Form 4-2: (Sample) Power of Attorney
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Causes for Filing

Equity Securities
Held

Type of Disclosure

Issuer

Summary Information

Most Recent Filing
Current Filing

̱ IAR
̱ SCR
̱ MCR
Number

Relationship to the Issuer

̱ For Disclosure to the Financial Services Commission
̱ For Disclosure to the Korea Exchange

PI Summary Disclosure
Effective Date
Reporting Date
Reporting Shareholder

Percent

Information Required of Shareholders and Specially Related Persons Holding Large Equity Ownership
Pursuant to Article 154(3) and (4) of the Enforcement Decree of the Financial Investment Services and Capital Markets Act

DISCLOSURE FORMS FOR PURPOSE OF PASSIVE INVESTMENT
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Issuer

̱ KOSPI
̱ KOSDAQ
̱ KONEX
Number of Total Voting Shares Issued

Issuer Code

PI Form 1-1: Issuer Disclosure

Occupation/Nature of Business

Address

Contact Person

Relationship to the Issuer

DOB/BRN

̱ Individual ̱ Joint

Name of Reporting Shareholder

̱ IAR ̱ SCR ̱ MCR

PI Form 1-2: Individual Reporting Shareholder Disclosure

Persons Holding Large Equity Interests

Type of Disclosure

1.2

Issuer Classification

Issuer Name

1.1

Part I. General Disclosure
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Name

̱ Individual
̱ Corporation
̱ Group
̱ Individual
̱ Corporation
̱ Group

Type

Largest shareholder

Relationship to
Reporting
Shareholder
DOB/BRN

Nationality

Address

PI Form 1-4: Individual Specially Related Person Disclosure

Decision-Making Authority/Person
Percent of Shares Held

Paid-in Capital

Shareholders’ Equity

Name of CEO

Liabilities

Assets

Legal Form

PI Form 1-3: Legal Entity Shareholder Disclosure

Occupation/
Nature of
Business

Relationship
to Issuer
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Largest Shareholder

Decision-Making Authority/Person
Percent of Shares

Paid-in Capital

Shareholders’ Equity

Name of CEO

Liabilities

Assets

Legal Form

PI Form 1-5: Legal Entity-Specially Related Person Disclosure
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Nationality

Largest Shareholder

Decision-Making Authority/Person
Percent of Shares

Paid-in Capital

Shareholders’ Equity

Name of CEO

Address

PI Form 1-7: Supplemental Collective Investment Business Disclosure

Name of Collective Investment Scheme

Liabilities

BRN

Assets

Legal Form

Name

PI Form 1-6: Collective Investment Business Disclosure
Note
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Causes for MCR

Causes for SCR

Method of SCR

Change

Current Filing

Most Recent Filing

Reporting
Date

Name

PI Form 1-9: Causes for SCR/MCR

Number of Related Persons

Reporting Shareholder
Number

Percent

Shares Held

PI Form 1-8: Equity Securities Held and Ratio of Equity Securities Held Information

Number

Percent

Voting Shares
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Voting stock
Redeemable preferred stock
Convertible preferred stock
Preemptive rights certificates/warrants
Convertible bonds
Bonds with warrants
Exchangeable bonds
Depositary receipts
Others
Number of shares held
Percent of shares held

Stocks

Total voting stocks issued:
Equity-convertible securities: a1 + a2 + B + C + D + E + F + G
Percent of stocks and equity-convertible securities: [A + H / I + H - (E + F + G)] x 100
Percent of voting stocks: (A / I) x 100

Total

Stocks and Equity-Convertible
Securities

DOB/BRN

PI Form 2-1: Voting Stock Disclosure

Equity Ownership Held by Shareholder and Specially Related Persons

Name

2.1

Part II. Large Equity Ownership Disclosure

I
H

A
a1
a2
B
C
D
E
F
G

Reporting
Shareholder

Specially
Related Persons
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Total

Individual Account Information
Relationship to
Reporting
Securities in Proprietary Percent
Securities in Customer
Shareholder
Account
(%)
Account
Percent
(%)

PI Form 2-2: Equity Securities Held in Proprietary/Customer Accounts

Equity Securities Held in Proprietary/Customer Accounts (For Broker-Dealers Only)

Name

2.2

Number of
Shares

Total
Percent
(%)
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Total

Stocks and Equity-Convertible
Securities

Voting stock
Redeemable preferred stock
Convertible preferred stock
Preemptive rights certificates/warrants
Convertible bonds
Bonds with warrants
Exchangeable bonds
Depositary receipts
Others
Number of shares
Change (Percent)

PI Form 2-3: Changes in Equity Ownership Disclosure

Stocks

Changes in Equity Ownership

DOB/BRN

Name

2.3

Reporting
Shareholder

Related Persons
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Date of
Change1

Method of
Purchase/Sale

Share
Class
Pre-change

Number of Shares
Change
Post-change
)
)

(
(

Trading
Price2

Note

1. For securities acquired on-exchange, the date of change is the date of the purchase.
2. For securities other stocks, the trading price is the strike price or the trading price of the stock bought or sold by exercising the
rights/options attached to the securities;

DOB/BRN

PI Form 2-4: Supplemental Shareholder and Specially Related Persons Disclosure

Supplemental Disclosure

Name

2.4
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Relationship to Reporting
Shareholder
Resident Registration Number

DOB

Address

Contact Number

Note: All reporting shareholders, including individuals, corporations, and groups, must complete this form. Information provided in
this table will be considered confidential and used for supervisory purposes only.

Name

PI Form 3-1: Supplemental Information for Shareholder and Specially Related Persons

Part III: Supplemental Information and Supporting Documents
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RRN

Address

Name/Signature

RRN

Address

Name/Signature

Pursuant to Article 153(4) of the Financial Services and Capital Markets Act (hereinafter referred to as the Act), I hereby
authorize _____(Name of the agent)_______ to act for and on its behalf as a true and lawful agent and attorney of for
______(Name of the applicant)_______ from ________(Date) ________ in all matters set forth in Article 147 of the Financial
Investment Services and Capital Markets Act.

Reporting
Shareholder

Consenting
Shareholder

PI Form 3-2: Sample Power of Attorney (Specially Related Person)
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Date:

Signature:

Name:

I, the undersigned, hereby state that neither I nor any related persons filing this joint report will not engage in any conduct to
influence or change the management of the company as provided in Article 154(1) of the Enforcement Decree of the Financial
Service and Capital Markets Act as long as we maintain the ownership of the said shares.

Statement of Affirmation

PI Form 3-3: Statement of No Intent to Influence Company Management (Sample)
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II.

This section provides English-translated disclosure forms that corporate insiders—directors, officers, certain employees, and
major shareholders—must use to file equity ownership disclosures with the SFC and the KRX. The English-translated disclosure
forms are for informational purpose only. All corporate insiders filing equity ownership disclosures must use Korean disclosure
forms and provide the required information in Korean only.

Disclosure Forms for Corporate Insiders
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1.

Issuer Code
Total Stocks Issued

Issuer Name

Issuer Classification

̱ KOSPI ̱ KOSDAQ ̱ KONEX

Effective Date
Reporting Date
Reporting Shareholder

CI Form 1: Issuer Disclosure

̱ For Disclosure to the Securities and Futures Commission
̱ For Disclosure to the Korea Exchange

Issuer

Insider Disclosure
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3.

2.

Change

Current Filing

Most Recent Filing

Specific Securities

Contact Person

Relationship to Issuer

Name of Position

Reporting Date
Number

Specific Securities
Percent

Voting Stocks
Percent

Date of Retirement

Number

Date of Appointment

CI Form 3: Specific Securities Disclosure

̱ Voting member
̱ Nonvoting member

Occupation/Nature of Business

Address

̱ Individual ̱ Joint
DOB/BRN

̱ IOR ̱ COR

CI Form 2: Reporting Person Disclosure

Name of Reporting Insider

Type of Disclosure

Reporting Person

99

4.

Total stocks issued:
Equity-convertible specific securities: (B + C + D + E + F + G + H)
Percent of specific securities: [A + I / I + J - (F + G + H)] x 100
Percent of stocks: (A / J) x 100

Total

Specific
Securities

CI Form 4: Share Ownership Disclosure

Voting stocks
Preemptive rights certificates/warrants
Convertible bonds
Bonds with warrants
Participating bonds
Exchangeable bonds
Depositary receipts
Others
Number of voting Securities
Percent

Specific Securities

J
I

A
B
C
D
E
F
G
H

Total Ownership

100

5.

Date of Change1

Type/Class
of Securities

Number of Stocks Held
Pre-change
Change
Post-change
)
)

(
(

Trading
Price2

Note

1. For securities acquired on-exchange, the date of change is the day of the purchase.
2. For securities other stocks, the trading price is the strike price or the trading price of the stock bought or sold by exercising the
rights/options attached to the equity-convertible securities.

Causes for Change

CI Form 5: Change in Ownership Disclosure

Changes in Specific Securities Ownership
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Resident Registration Number

Address

Contact Number

Note: Supplemental Shareholder Disclosure must be completed for both natural and legal persons. Information provided in this form
is considered confidential and used for supervisory review or investigation purposes only.

Name

CI Form 6: Supplemental Reporting Insider Disclosure
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Sample Disclosure Form for Unrecovered Short-Swing Profit

Retired

Employee

Total

Minor
Shareholder
Director/
Officer
Major
Shareholder

As of the date of
the disclosure

As of the date
of short-swing
profit
Major
Shareholder
Director/
Officer
Director/
Officer

Relationship with the Company

Date of SFC Amount Recovered Unrecovered Recovery Recovery Recovery
Disclosure
notification notified amount
action taken
period
amount
plan

Summary of Unrecovered Short-Swing Profit

We have been informed by the Securities and Futures Commission that [Number of persons] realized short-swing profits of [Amount]
from January 1, 2009, to December 31, 2011. To date, we have recovered [Amount] from [Number of persons]. A summary of the
unrecovered short-swing profit information is presented in the table below:

III.

Notes
1

Article 147-1, FSCMA;
Article 147-1, FSCMA;
3
Article 147-3, FSCMA;
4
Article 147, FSCMA;
5
Article 153-4, ED-FSCMA;
6
Article 141, ED-FSCMA;
7
Article 141-3, ED-FSCMA;
8
Article 141-2, ED-FSCMA;
9
Article 142, ED-FSCMA;
10
Article 153-1,ED-FSCMA;
11
Article 147-3, FSCMA;
12
Article 153-3, ED-FSCMA;
13
Article 147-1, FSCMA; Article 153-5, ED-FSCMA;
14
Article 153-4, ED-FSCMA;
15
Article 147, FSCMA; Article 153-2, ED-FSCMA; Article 3-10, Regulation of Financial
Investment Business;
16
Article 449 of the FSCMA provides that failure to comply with the duplicate requirement may
result in a fine not more than KRW50 million.
17
Article 150, FSCMA; Article 158, ED-FSCMA;
18
Article 150, FSCMA;
19
Article 151, FSCMA;
20
Article 159, ED-FSCMA;
21
Article 379, ED-FSCMA;
22
Articles 444-446, FSCMA;
23
Article 172-1, FSCMA; Article 200-2, ED-FSCMA;
24
Article 9-1(ii), FSCMA; Article 9, ED-FSCMA; Article 1-6, RFIB;
25
Article 173, FSCMA;
26
Article 200-3, ED-FSCMA;
27
Article 200-4, ED-FSCMA;
28
Article 461-3, Commercial Act;
29
Article 462-2, Commercial Act;
30
Articles 350 and 516, Commercial Act;
31
Articles 516-10 and 340-5, respectively, Commercial Act;
32
Articles 234 and 530, Commercial Act;
33
Article 445, FSCMA;
34
Article 426, FSCMA; Article 376, ED-FSCMA;
35
Article 401-2(1) of the Commercial Act;
36
Article 173, FSCMA;
37
Article 172, FSCMA;
38
Article 147, FSCMA;
39
Article 172, FSCMA;
40
Article 199, ED-FSCMA;
41
Article 198, ED-FSCMA; Article 8, Regulation of Short-Swing Profit Recovery and Unfair
Trading Investigation;
42
Article 197, ED-FSCMA;
43
Articles 159, 160, FSCMA;
44
Article 11-3-1(2), Section 3, Chapter 11;
2
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