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Abstract

How to Improve Statutory Auditor and Statutory Audit

Committee System Under the Korean Commercial Code

Kim, Soon-Suk

It seems to be very difficult tasks to establish and operate satisfactory statutory audit
system of corporations in order for the system to work efficiently. Even Germany where
the supervisory board has strong power, there is a German maxim “Aufsichtsrat ist in
guten Zeiten nutzlos und ist in schlechten Zeiten hilflos”, which means that the supervisory
board is useless during good time, whereas helpless during bad time.

Since corporate governance is influenced comprehensively by social, cultural and
corporate environment, it is difficult to evaluate for a certain system more superior than
others. The same logic applies to statutory auditor and statutory audit committee system.
As the Republic of Korea introduced audit committee of Anglo-American one tier board
system and Japan’s intrinsic statutory auditor system on mixed basis, the Korea has most
complicated and unique corporate monitoring system. As it has passed almost 23 years
after introducing statutory audit committee system, it needs to identify unique legal
problems at the operation of the system, and seeks to solve the problems continuously in
order to improve the system.

Firstly, in order to separate the supervisory function from business execution functions of
the board of directors, Korea needs to induce for listed companies with total assets of two
trillion won or more to introduce the executive officer system by adding disclosure
requirements to Corporate Governance Report.

Secondly, it is necessary to consider expanding the duty of establishing full-time
statutory auditor to all listed companies, and to appoint at least one full-time member of
statutory audit committee member for listed companies with total assets of two trillion won
or more. This is due to the fact that if the member of statutory audit committee works on

part-time base, access to the company’s internal information is low and it is difficult to
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focus on audit work, and therefore the audit work becomes ineffective.

Thirdly, in case of unlisted companies with a total capital of more than 1 billion won or
listed companies with total assets of less than 100 billion won, since there are many
stakeholders such as creditors, it is necessary to limit the qualifications of statutory auditors
(currently no restrictions) to secure independence and expertise. In other words,
qualification requirements should be applied to statutory auditors in order for them to
secure the independence from the company’s directors, executive directors, and largest
shareholders and to have sufficient experience and knowledge in the audit field.

Fourthly, in order to prevent abuse of the limited company or limited liability company
system as a means of avoiding regulation, it is necessary for limited companies with total
assets of 100 billion won or more to establish statutory audit system mandatorily, and for
limited liability companies with a total asset(or sales) of 50 billion won or more to be
subject to the Act on External Audit of Stock Companies, etc.

In addition, the internal control of companies and the utilization of audit assistance
organizations, which are important issues for the effectiveness of audits, will be dealt with

at other opportunities.

Key Words : Statutory Auditor System, Statutory Audit Committee System, Supervisory
Organization, the Act on External Audit of Stock Companies, etc., Corporate

Governance



