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Legal Principles on M&A in Venture Capitals

Kang, Hee Jeu

ABSTRACT

Strong entrepreneurial mentality is the driving force behind Venture Capitals. Venture
Capital business is to engage in the development of new technology, which requires
much determination as the pursuit of such an undertaking is extremely risky in nature.
Successfully developing a new technology enables Venture Capitals to conduct business
in an entirely new market and it is this possibility that makes Venture Capitals to
engage in such high—risk activities. The success of a Venture Capital largely depends
on the availability of the funds necessary for conducting Research & Development and
for converting the results from R&D into a business product.

Before investing in a Venture Capital fund, investors need to evaluate the feasibility of
the exit measures so that they can successfully recover their investments from the
Venture Capital fund. In general, exit from the Venture Capital takes place in the
form of an Initial Public Offering or M&A. In Korea, much focus has been made on
IPO as a form of recovering the funds from the Venture Capital, while the possibility
of conducting M&A has not been much considered. Although there are various reasons
why M&A has not been given much consideration, the primary deterring factors have
been the negative implications of M&A and insufficiency in the legal system with
respect to the simplification of the M&A process, the taxes and raising funds for the
purposes of conducting M&A.

This article will discuss on the exchange of shares in the Venture Capital business
which has recently become prevalent and the legal aspect relating thereto. Also, the
analysis of the systemic measures intended to improve the exchange of shares in the
Venture Capital as provided in The Special Act on Promotion of Venture Capitals will

be presented. Then, there will be a general discussion on M&A, followed by how the



current legislative provisions have simplified the M&A process within the Venture
Capital business. The Government and the relevant authorities have introduced
measures that are aimed at promoting M&A. This article will conclude by a survey

and a critical analysis of such measures.
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