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NTS Establishes Taxpayer Protection Committee in May 2008

The National Tax Service (NTS) has established the Taxpayer Protection
Committee (TPC) in May 2008 within six Regional Offices in Seoul and five
other metropolitan cities as well as 84 district tax offices across the country.
TPC is comprised of four NTS officials (three for district offices) and five
external tax or legal experts (four for district offices) such as lawyers, tax
attorneys or professors. TPC shall be chaired by one of these external
experts to ensure the committee’s independence from the tax authorities.

One of the main activities of TPC shall be reviewing taxpayer issues filed
with the NTS offices online as well as offline and suggesting improvements.
In addition, extension of pre-arranged audit period or expansion of audit
scope would be subject to prior approval of TPC. Before the
establishment of TPC, it used to be decided by the NTS officer responsible
for taxpayer protection.

NTS Plans to Reform Tax Audit Procedures

The NTS has revealed its plan to reform tax audit procedures to enhance
taxpayer service. One of the reform measures proposed by the NTS is the
creation of a committee responsible for selecting taxpayers to be audited.
The proposed committee would be comprised of representatives from the
private sector as well as government officials. The committee would review
and determine major guidelines for tax audit including subject ratio, focused
groups to be audited, exclusion criteria, etc. Selection criteria determined by
the committee would be made public to enhance audit predictability.

The proposed reform plan would also include the following:

e Introduction of a taxpayer feedback program intended to provide
taxpayers with an opportunity to express feedback on tax auditors.
Such feedback would be taken into consideration in evaluating the
performance of the auditors by NTS;



o Establishment of guidelines to set forth the
scope of information which tax auditors
request taxpayers to submit;

e Provision of audit orientation in advance of
or during the course of a tax audit. The
orientation would be to inform taxpayers of
reasons for selection as a subject, audit
directions and procedures, taxpayer’s rights,
documents to be prepared, audit process,
etc.

e Introduction of a tax audit green book and
post-audit tax consulting on the subsequent
procedures for taxpayers seeking an appeal
to protest a tax assessment; and

e Expansion of cross-office exchange of tax
auditors.

Tax Incentives for Foreign Investment
in Free Economic Zones to be Enhanced

The Ministry of Knowledge Economy announced
its plan to enhance tax incentives for foreign
investment in a free economic zone (FEZ) in a
recent meeting of the National Competitiveness
Council (NCC) held on May 23, 2008. NCC is a
policy advisory body under the auspices of the
President which is comprised of government
ministries and experts of the private sector.

The enhanced tax incentives would exempt a
qualifying foreign investment in FEZ from
corporate or individual income tax for the first five
years beginning in the first year of profitable
operations and reduce 50% of the tax for two
subsequent years.

Presently, the 100% exemption is applicable for
the first three years and a 50% reduction for two
subsequent years. In addition to corporate or
income tax incentives, a qualifying company may
receive the exemption from customs cuties on
imported capital goods for the first three years.

In order to qualify for the tax incentives in FEZ, a

foreign investment company must be engaged in
any of the following industries such as
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manufacturing, tourism and logistics and meet
the  minimum  capitalization requirements
including USD10 million (for a manufacturing or a
tourism business) or USD5 million (for a logistics
business).

The proposed increase in tax incentives have
been revealed as part of the Ministry's plan to
reinvigorate foreign investment in FEZ, Other
proposed measures would include curtailing the
duration of a project approval, offering a long-
term lease of industrial site at very competitive
prices and simplifying visa requirements and
procedures for foreign investors and employees.

New Programs to Relieve Taxpayers’
Burden of Proof in Appeal Proceedings

As of May 15, 2008, the NTS has implemented
two programs intended to ease taxpayers’ burden
of proof in appeal proceedings.

One of the two programs is the on-site
confirmation visit program whereby a taxpayer
may file an application to the organization
reviewing the appeal case filed by the taxpayer
(i.e. district tax office, regional tax office or NTS),
requesting for an on-site confirmation visit.
When such an application is filed, the concerned
examiner must visit and confirm the business
place or the specific site as designated by the
taxpayer to review whether facts and findings
argued by a taxpayer are true or to collect
additional evidences if needed.

The financial information search request program
shifts the burden of proof in appeal proceedings
from a taxpayer to the tax administrator. In an
appeal proceeding, a taxpayer may be requested
to submit financial information to substantiate
certain transactions or items. If it is determined
hard for the taxpayer to obtain the requested
data for due reasons including legal restriction in
data access, the taxpayer may request the tax
administrator to directly obtain financial
information, which is important in substantiating
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the taxpayer’s position. If the taxpayer’s request
is filed, the examiner shall obtain and review the
requested financial information after determining
whether it is related to the appeal in process.

Korea Talks with Kyrgyzstan over
Implementing Income Tax Treaty

The Ministry of Finance & Strategy announced
that Korea and Kyrgyzstan had a four-day
meeting to discuss possible signing of an income
tax treaty to avoid double taxation of income in
the capital city of Kyrgyzstan in May. The latest
talks represent the Korean government's effort to
secure a natural resources channel. Kyrgyzstan
is famous for abundant natural resources such
as gold, tin, uranium and other minerals.
Kyrgyzstan is interested in attracting investment
by Korean companies in power generation,
construction and financial service industry.

In the same context, Korea plans to reinforce
efforts toward the conclusion of income tax
treaties with resources-abundant counties in CIS,
Africa and Latin America, according to the
Ministry.

As of May 2008, Korea has signed income tax
treaties with 76 counties worldwide, including six
countries with which income tax treaties are yet
to become effective. The six counties are
Sudan, Nigeria, Iran, Saudi Arabia, Qatar and
Kuwait.
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Computation of Depreciation Limit for
Assets Acquired by a New Company
in a Spin-Off

The NTS has issued a ruling in response to an
inquiry on the tax depreciation limit for the assets
acquired by a new company created through a
spin-off. According to the ruling, in computing
the depreciation limit of the acquired assets, the
acquisition cost shall be the transferred book
price recorded using one of the depreciation
methods as specified by the Enforcement Decree
of the Corporate Income Tax Law less the
amount of accumulated depreciation. (Jaebupin-
18, 2008.4.7)

The ruling continues that for the transferred asset
whose useful life elapsed 50% or more of the
standard useful life (as posted by the Ministry of
Strategy and Finance by structure / asset type or
industry) at the time of spin-off, the new company
may elect and report a new useful life for a
period between 50% of the standard useful life
and the full standard useful life.

Post-Merger Tax Reduction Ratio for
Eligible Foreign Investment Enterprise

When two foreign investment enterprises (FIE),
which are eligible for tax reductions for their
respective business divisions, are merged to
create a single business division (also eligible for
a tax reduction), a question arises as to the
calculation method of the post-merger tax
reduction rate for the eligible business.

A recent NTS ruling provides that the post-
merger tax reduction rate should be determined
based on the post-merger paid-in-capital
adjusted after applying the merger ratio.

In this case, the two businesses consolidated
into a single business division do not need to
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keep separate accounting records as long as the
merged company has no accumulated net
operating loss. (Seomyon2team-617, 2008.4.4)

Income Recognition of Deemed
Dividends

According to the Corporate Income Tax Law,
dividend income is deemed as received when
new shares are issued from retained earnings.

PricewaterhouseCoopers

When such distribution of new shares from
retained earnings is resolved by a foreign
subsidiary but subject to an approval by the
relevant foreign government, the deemed
dividend shall be treated as a taxable income to
the Korean shareholder in the tax year when the
foreign government approval is obtained (and
thus the issuance of new shares is confirmed).
(Seomyon2team-578, 2008.4.1)
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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 comprehensive. The application and impact of laws can vary widely based on the particular facts involved. For
more information, please contact your usual Samil PwC client service team or professionals listed below.
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