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<Abstract=>

A Review of Mandatory Treasury Stock Cancellation

Yi, Jae Joon

The National Assembly of the Republic of Korea has recently been considering the Third
Amendment to the Commercial Act, which would require certain companies to cancel treasury
stocks within a prescribed period following their acquisition. The proposed amendment is
grounded in policy concerns regarding the persistently low level of shareholder returns in the
Korean capital market and the longstanding practice of using treasury shares as a means of
managerial entrenchment, and it is intended to contribute to addressing the so-called “Korea

Discount.”

This article examines the legislative background and the anticipated effects of mandating the
cancellation of treasury stocks and assesses whether such a requirement is capable of enhancing
shareholder value and restoring confidence in the capital market. To this end, it reviews empirical
studies analyzing the short- and long-term effects of share repurchases and cancellations on stock
prices, with particular attention to the signaling effect of cancellation and the permanent

reduction in the number of shares outstanding.

In addition, this article analyzes the principal legal issues surrounding the Third Amendment
to the Commercial Act including the scope of corporations subject to the obligation, the timing
of cancellation, the grounds and procedures for permissible exceptions, and the treatment of
treasury shares acquired prior to the amendment. It argues that limited exceptions should be
recognized for the strategic use of treasury stocks, such as for employee compensation and for
transactions involving certain bonds, provided that such exceptions are accompanied by voting

rights restrictions and rigorous post oversight.
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Finally, through a comparative examination of regulatory approaches to treasury stocks in
major jurisdictions—including the United States, Germany, France, the United Kingdom, and
Japan—this Article suggests that a phased approach to mandatory cancellation limited to listed
companies, together with the adoption of supplementary mechanisms for corporate control, would

represent a more balanced legislative framework.

Keywords : Treasury Stocks, Mandatory Cancellation, Commercial Act Amendment, Shareholder

Value, Korea Discount, Defense of Corporate Governance

- 128 -



