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Proposed Tax Changes to Facilitate Economic Recovery

The Ministry of Strategy and Finance has proposed a series of measures to
facilitate the economic recovery which would include a new withholding rule
for foreign investment in government bonds. The proposed changes will
become effective following the approval by the National Assembly in its
temporary session to be held in April 2009.

Withholding Tax Exemption for Foreign Investment in Government
Bonds: The proposed new withholding rule would exempt nonresidents
and foreign corporations from individual or corporate income tax on interest
arising from investment in government bonds and monetary stabilization
bonds. Nonresidents and foreign corporations would also be exempt from
individual or corporate income tax on any gain from the sales of such bonds.
In order to qualify for the exemption, foreign investors may invest through an
account opened in Korea or through a qualified foreign intermediary as
authorized by the National Tax Service. The exemption would apply to
interest payment or capital gain made on or after the enforcement date of the
proposed new rule. Penalties would be imposed against local residents
who are found to abuse the new rule to avoid tax.

Some of the other proposed tax Incentives to stimulate the economy include
the following:

Lower income tax on dividends: Overseas Koreans as defined by the ‘Act
on the Immigration and Legal Status of Overseas Koreans’ would receive tax
benefits for investment in qualifying Korean funds which would be
exclusively created to pool money from overseas Koreans.

The proposed tax benefits would include the exemption from income tax on
dividends for investment up to KRW100 million in each fund and a reduced
rate of 5% tax on the amount of dividends in excess of KRW100 million.
The proposed benefits would apply when an overseas Korean first joins such
funds during the period of March 16, 2009 to December 31, 2010. And the
tax exemption would be available on dividends received until the end of
December 2012,

To be eligible for this tax attribute, all the investors in the fund must be
overseas Koreans.



The fund must be a qualified collective investment
vehicle established under Capital Market and
Financial Investment Business Act and invest only in
local assets (securities, real property, etc.) other than
overseas assets.

Tax Incentives to Promote Job Sharing: A 50%
tax deduction may be allowed to a corporate
taxpayer for a pay cut made as part of a job-sharing
scheme intended to avoid lay-offs. The income
deduction would only be granted with respect to
employees (excluding directors and board members)
in small and midsize enterprises (SMEs), which cut
wages to share and maintain their employment at
their level in 2008. For the employees of such
SMEs, whose wages are adjusted downward, 50% of
the reduced portion would be claimed as a deduction
in calculating individual income tax on their earned
income. The income deduction would be limited to
KRW10 million per employee for two years of 2009
and 2010. And the deduction would not be
available to the employees of a large company.

Additional Investment Credit: Besides the
existing 10% tax credit for facility investment (3% for
investment in metropolitan areas), an additional 10%
tax credit is proposed for the amount in excess of a
company’s annual average investment for the three
immediately preceding years.

Tax incentives for corporate restructuring include:

— Three-year installment payment of corporate
income tax and capital gains tax after a grace
period of three years would be allowed when a
financially-distressed company sells its own
assets (real property, securities, etc.) to pay
debts owed to financial institutions in
accordance with the Corporate Restructuring
Promotion Act.

— Deduction would be allowed for a donation of
assets by a large shareholder (an individual or a
corporation) to an ailing subsidiary where the
subsidiary uses the donated assets to pay out its
debts. The recipient subsidiary may pay tax on
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its gain from such donation in three vyearly
installments after a three-year grace period.
When a large shareholder sells its assets to
donate cash to its ailing subsidiary, any capital
gain from the sales of assets would be exempt
from income tax.

When a large shareholder (which is an ailing
company) returns its share ownership to a
subsidiary for free and the subsidiary
subsequently cancels or redeems the shares,
such donation of shares would be deductible for
the shareholder’s corporate income tax
purposes and any gain from this donation would
be tax exempt for the subsidiary’s corporate
income tax purposes.

When a parent company takes over an ailing
subsidiary’s debts to make the subsidiary “clean”
before selling it to others, such debts would be
deducted for the parent company’s corporate tax
purposes. For any gain from this debt
forgiveness, the subsidiary may pay income tax
in three yearly installments after a three-year
grace period.

When a company purchases the shares of a
subject company from the company’s controlling
shareholder and issue new shares of its own as
the consideration, taxation on any capital from
this transaction would be deferred until the
acquired shares are disposed of. Securities
transaction tax would also be exempt.

Deferral of income derived by special purpose
companies (SPC) established to expand bank
capital

Exemption of such SPC from securities
transactions tax on the sale of preferred stock or
withholding tax on bond interest income.
Three-year extension of the sunset clause on
the deferral of capital gain for the establishment
of a holding company or an overseas company
through in-kind contribution until the end of
December 2012.
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Job-creating Companies to Be Excluded
from Regular Audit Target Group

The National Tax Service (NTS) will exclude job-
creating companies from the target list for NTS
regular audit for 2009. Companies meeting a
certain level of additional job creation through the
expansion of investment or business places in 2009

will be excluded from the NTS audit target in the year.

A company whose income attributable to 2008
amounts to less than KRW30 billion may be excluded
from the regular tax audit list in 2009 if the number of
its full-time employees increases by 3% or higher in
2009. Minimum of 5% increase is required for a
company having income of more than KRW30 billion
but KRW100 billion in 2008 and 10% increase is
required for a company having income of KRW 100
billion or more.

To benefit this audit exclusion, companies shall
submit their plans to create additional jobs in filing
their corporate income tax return for 2008.

Rulings

Computation of acquisition cost of risk-hedged
assets for tax purpose

When the hedge accounting under the Korean GAAP
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and the concerned guidelines of the Korea
Accounting Institute were applied to forward
contracts purchased to offset risks from changes in
fair value of the assets to be settled in foreign
currency, the acquisition cost for tax purposes shall
be the acquisition cost of assets under the fair value
hedge accounting as prescribed by the KGAAP,
according to the ruling (Jaebupin-25, 2009.1.13)

Scope of Logistics Outsourcing Cost Eligible for
Tax Credit

The scope of logistics outsourcing cost eligible for a
tax credit should cover the cost incurred after the
sale is confirmed including the delivery of goods to
the customer, delivery for returns, recycling or
disposing of the goods, etc. according to the ruling.
(Beopin-551, 2009.2.10)

The ruling states, however, that the costs incurred for
the delivery of goods to a logistics center in advance
of the consummation of sales shall not be eligible for
the tax credit.

Under the tax law, a tax credit is granted for a
manufacturing company outsourcing logistics to an
unrelated external service provider, if the payments
to the external service provider accounts for 70% or
more of the company’s total logistics cost for the
concerned year.
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The information contained in this publication is for general guidance on matters of interest only and is not meant to be
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