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The Korean Journal of Securities Law, Vol. 6, No. 2, 2005
The Legal Issues on 5% Rule

Yoo Seok—Ho

ABSTRACT

So called €% rule®@which requires the major shareholders to report their acquiring or
holding of the equity securities concerned has been implemented both in Korea and
worldwide for the purpose of enhancing the transparency of capital market and the
integrity of corporate governance market. Meanwhile, hectic debate has been arisen
regarding the 5% rule which was amended early in 2005. The focus of the debate was
whether or not 5% rule in Korea was reasonable and acceptable in view of global
standard.

5% rule in Korea maintained its original regulatory scheme despite the fact that it has
been amended several times since it was Initially implemented in 1992. The core
principle of 5% rule has not been changed in a significant way even after the
amendment which was effective in late 2004. The amendment added the reporting
requirement where the 5% equity holder changes his or her purpose of holding the
equity securities. It seems that the above debate has been raised from the problems
that the rule has in nature and the misunderstanding of market participants about the
rule.

I would like to deal with the various legal issues with respect to the 5% rule and

what alternatives are available to cope with the problems raised.

Key words : major shareholders, 5% rule, holding purpose, reporting requirements,
global standard
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73) 2005. 1. 17 FAAHE M4 (2005. 3. 29 AlA)Al == AT
74) o]o] #H]&}e] wlar SEA Rule 13d—1(e)(2)°lA+= “From the time the person has
acquired or holds the securities with a purpose or effect of changing or influencing
control of the issuer, or in connection with or as a participant in any transaction
having that purpose or effect until the expiration of the tenth day from the date of the
filing of the Schedule 13D pursuant to this section, that person shall not:

1. Vote or direct the voting of the securities described therein; or

11. Acquire an additional beneficial ownership interest in any equity securities of

the issuer of the securities, nor of any person controlling the issuer.”
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