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Abstract; The Kangmei Yaoye case has the positive effect of encouraging independent directors to
work with care and diligence, but the compensatory liability, both in absolute terms and as a percentage,
warrants reconsideration. The duties of independent directors in the US are relatively complete and can be
divided into four categories, but independent directors have rarely been held liable, because reputational
mechanism plays an important role. China should not directly copy the US experiences, as China’s local
conditions are very different from those in the US. The recent judicial interpretation on civil liability for
securities misstatements significantly reduces the liability risk for independent directors, which seems to
have gone too far. The issue of single large controlling shareholders is not a fatal problem for the inde-
pendent director regime in China, and the key issue is the perfection of legal liabilities. It should be done
through optimizing liability standards, rather than narrowing down the scope of monitoring work for in-
dependent directors, so as to encourage listed companies to appoint better independent directors, allo-
wing the latter to function as market signals and protection mechanisms from legal liability. It is sugges-
ted that China coordinate the revision of company law and securities law, improve the duty regime for in-
dependent directors, set a proper standard of liability, establish director liability insurance, and limit the
liability to five times the total remuneration received by the independent director from the company, with

a view to encouraging fulfillment of care and diligence while avoiding chilling effects.

Key Words: Independent Director; Kangmei Yaoye Case;Directors’ Duty; Securities Misstatements;

Director Liability Insurance
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