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® CEO Brief

CEOQ Brief is a report highlighting key current issues the insurance industry faces.

I The Amended Commercial Act:
Key Revisions and Implications

ABSTRACT

The amended Commercial Act, promulgated on July 22, 2025, introduces
several key changes: @ It expands directors’ duty of loyalty from the
company alone to both the company and its shareholders, thereby
strengthening their responsibilities. @ The term “outside director” is
replaced with “independent director,” and the mandatory ratio is
increased from one—fourth to one-third. ® Listed companies with total
assets of 2 trillion KRW or more must apply the “aggregate 3% rule” to
the largest shareholder's voting rights when appointing or dismissing
audit committee members. @ Electronic shareholder meetings are
required to be held concurrently with physical meetings. As directors’
obligations to shareholders increase, concerns have arisen over more
lawsuits and a chilling effect on management. In response, directors and
officers (D&O) liability insurance is expected to play a greater role in
supporting active business decisions by mitigating legal and liability risks.

1. Key Amendments to the Commercial Act

The amended Commercial Act (Act No. 20991) was promulgated on July 22, 2025,
following approval by the State Council on July 15. It consolidates 14 amendment
bills introduced from the 22nd National Assembly and introduces key changes that
have attracted public attention, including the expansion of directors’ duty of loyalty

and revisions to the “3% rule”.
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A key revision is the expansion of directors’ duty of loyalty to include both the
company and its shareholders, with the amended Act explicitly stating that, in
performing their duties, directors must protect the interests of all shareholders and
treat them fairly (Article 382-3 of the amended Commercial Act). Under the
previous Act, directors’ duty of loyalty was owed only to the company, with any
duty to shareholders seen as indirect, based on the idea that increasing corporate
value would ultimately benefit them. However, recent restructurings such as
spin—offs and the creation of holding companies raised concerns, as they did not
affect company profits but harmed the equity value of minority shareholders,
highlighting the need to clearly recognize directors’ duty to shareholders.
Accordingly, the amended Act clarifies that directors owe a direct duty of loyalty to
both the company and its shareholders, and must protect the interests of all

shareholders and treat them fairly.

The amended Commercial Act also revises special provisions for listed companies
(Section 13), including raising the required ratio of outside directors, applying the
“aggregate 3% rule” to the largest shareholder’s voting rights when appointing audit
committee members, and mandating electronic shareholder meetings in principle. To
emphasize the independence of outside directors and strengthen their supervisory
role, the term “outside director” has been changed to “independent director,” and the
required ratio increased from one-fourth to one-third of the board (Article 542-8).
For listed companies with assets of 2 trillion KRW or more, the aggregate 3% rule
now applies to the largest shareholder when appointing audit committee members
(Article 542-12). Under the previous Act, (i) the “aggregate 3% rule” applied to the
appointment and dismissal of audit committee members who were not outside

directors, and (i) the simple 3% rule applied to those who were.!) Due to criticism

1) The “3% rule” limits each shareholder to exercising voting rights up to 3% of the company’s total voting shares when
appointing auditors or audit committee members, regardless of how many shares they actually hold, in order to restrict the
influence of controlling shareholders. For example, a shareholder with a 10% stake may vote the full 10% on general
matters but only 3% when appointing auditors. The “aggregate 3% rule” applies the 3% cap to the combined shareholdings
of the largest shareholder and their affiliated persons, while the “simple 3% rule” applies the cap separately to each
shareholder. For instance, if A holds 10% and an affiliated person, B, holds 5%, they may exercise only 3% in total under
the aggregate rule, but up to 6% under the simple rule.
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that applying different versions of the 3% rule based on director status was overly
complex, the amended Act now applies the aggregate 3% rule uniformly, regardless
of whether a nominee is an outside director. Finally, listed companies above a
certain size must in principle hold electronic shareholder meetings concurrently
(Article 542-14). However, as the article provides an exception “unless otherwise
specified in the articles of incorporation,” companies may opt out of electronic

meetings through their articles.

2. Implications

Most of the amended provisions for listed companies under the Commercial Act
also apply to insurance companies. However, as insurance and other financial
institutions are already subject to stricter regulations under the Act on Corporate
Governance of Financial Companies, the impact on insurance company governance

is expected to be limited.

Meanwhile, the expansion of directors’ duty toward shareholders has raised
concerns about increased lawsuits and a potential chilling effect on business
decisions. Broader liability may heighten uncertainty in corporate management and
lead to excessive litigation by certain shareholders, resulting in more passive
decision-making. Legal disputes may also arise when the company’'s interests
conflict with those of individual shareholders or among shareholders themselves, as

directors’ duty to the company may conflict with their duty to shareholders.

In this context, D&O liability insurance is expected to play a greater role in
supporting autonomous and proactive decision—-making by directors, free from the
fear of lawsuits or liability for damages. This highlights the need to review its

coverage and scope, particularly regarding litigation cost protection.
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(Table 1) Key Revisions and Effective Date of the Amended Commercial Act

Expansion of directors’ duty of loyalty to include both the
company and its shareholders

Article 382-3 * Protection of all shareholders” interests and fair treatment 2025. 7. 2.
of all shareholder by directors
Article 549-8 . Benamlng oqt3|de directors” as ‘independent directors” for
and related provisions listed companies 2026. 7. 23.
P * Raising the mandatory ratio of independent directors(1/4 — 1/3)
* Application of the aggregate 3% rule to audit committee
Article 542-12 appointments regardless of outside director status, in| 2026. 7. 23.
companies with mandatory audit committees
, B * Mandatory concurrent holding of electronic  shareholder
Artides 542-14 meetings for listed companies above a certain size 2027. 1. 1.

and 542-15

Enabling real-time participation in resolutions

Hyun—-a Hwang, Research Fellow
hahwang@kiri.or.kr
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