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A Study on the Administrator of Troubled Financial
Institutions

Rho Hyeok Joon

Financial institutions, especially those that are subject to the Act on the Structural
Improvement of the Financial Industry or the Depositor Protection Act, have distinctive
characteristics compared to other enterprises. First, the management of them is easily
affected by their reputation on financial soundness and stability. Secondly, they perform
financial services that are fundamental to the function of an economy such as
payment-processing and financing for manufacturers. As such, the problem of an financial
institution may be spread to other linked financial institute or manufacturer and to the
whole economy eventually. Thirdly, most financial institutions deal with numerous and
uninformed customers.

These characteristics make troubled financial institutions under special regulations by
public agencies. A comparative research shows that there are three types of legislation:
some countries confer on ‘the court’ the authority to designate administrator and to
reorganize troubled financial institution, while others provide more authority to ‘deposit
insurance corporation’ or ‘regulatory adminstration’. In most cases, court, deposit
insurance corporation or regulatory administration intervene with ailing financial
institutions through appointing a administrator, whose role is to take control and manage
the company and to prepare for a proposal for reorganization or liquidation. This thesis

focuses on the status and power of an administrator.



In Korea, the Financial Supervisory Commission (“FSC”) can appoint an administrator
for a troubled financial institution according to the Act on the Structural Improvement of
the Financial Industry. Even though the Korea Deposit Insurance Corporation (“KDIC”)
may be appointed as an administrator for insured institution, FSC has wide powers in
relation to appointing and supervising an administrator. Some scholars argue that a court
may appoint a judicial administrator by the Company Reorganization Act, but I think
another process presided by the court or procedural parallelism are likely to increase
inefficiencies and expenses and cause unnecessary delays.

An administrator under the Act on the Structural Improvement of the Financial
Industry acts as the company’s representative and takes full control of the company. To
shareholders or creditors of an ailing financial institution, the appointment of an
administrator means the shift of managerial right. FSC should consider other corrective
methods before it suspends the power of directors and appoints an administrator as the
company’s representative. Once an administrator takes control of a troubled financial
institute, he will be given an authority to manage the company. I believe, however, the
administrator should get approval from the court as well as from the FSC, when he is
to change the governance system of an insolvent financial institute without shareholders’

consent.

Key words: Administrator, Troubled Financial Institution, the Act on the Structural

Improvement of the Financial Industry, Prompt Corrective Action, KDIC



